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About the book

In "Limitless," Jeanna Smialek unfurls a captivating exploration of the

unseen mechanics shaping our modern world, inviting readers into the

fascinating labyrinth of central banking and its monumental impact on the

global economy. As she pivots between personal narratives and meticulous

research, Smialek promises to demystify the arcane world of economic

policy with clarity and insight, shedding light on how decision-makers like

Jerome Powell influence everything from interest rates to inflation. Through

her eloquent storytelling, Smialek offers an incisive look at the Federal

Reserve, not merely as a historical institution but as a dynamic powerhouse

that plays a quiet, yet mighty role in the lives of everyday citizens. Whether

you are an economic enthusiast or new to the subject, "Limitless" reveals the

extraordinary within what often seems mundane, promising to change the

way you perceive the invisible forces that shape the rhythm of daily life.
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About the author

Jeanna Smialek is a distinguished journalist and writer, renowned for her

insightful analysis on economic and national financial policy. With a robust

background in reporting, she has honed her expertise at the crossroads of

economics and media. Smialek has made significant contributions to the

New York Times and Bloomberg News, where her sharp, contextual

perspective on the Federal Reserve and U.S. economic policy has garnered

attention and respect from peers and readers alike. A graduate of the

prestigious Columbia University’s Graduate School of Journalism, her work

is characterized by its depth, clarity, and capacity to distill complex financial

concepts into accessible narratives for a broad audience. Through her

writing, Smialek continues to be a formidable voice in journalism, providing

compelling insights into the evolving landscape of global economics.
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Chapter 1 Summary: 1. The Before Times

Chapter 1: THE BEFORE TIMES

Jerome Powell’s journey to leadership at the Federal Reserve signals a shift

in the central bank's priorities and public engagement strategies. In contrast

to the Metropolitan Club in Washington, D.C., with its strict dress codes and

elite clientele, Powell visited Silver Lane Elementary School in East

Hartford, Connecticut, in 2019, underscoring his commitment to a more

inclusive and diverse economic dialogue.

Powell hailed from a prestigious background, being the son of a lawyer and

having built a successful career in private equity before heading the Federal

Reserve. His journey to influence was marked by a unique mix of

pragmatism and bipartisan appeal, a testament to his moderate Republican

stance, which eventually secured him a position on the Fed Board in 2012

under President Barack Obama.

The Federal Reserve, a pivotal economic institution, was instrumental in

steering the American economy through interest rate adjustments and

maintaining financial stability. While the regional branches managed cash

supplies and economic research, the Washington-based Board, comprising

seven presidentially-appointed governors, held the ultimate power. Powell's
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appointment as Fed Chair in 2018 by President Donald Trump positioned

him as a key figure in this complex machinery.

Powell's economic and policy philosophies had been influenced by his

experiences dating back to his government service under President George

H.W. Bush, dealing with crises like the Salomon Brothers scandal, which

honed his skills in consensus-building and pragmatic decision-making. His

tenure at The Carlyle Group, a private equity giant, although fruitful, also

drew criticism due to its entwinement with government influence.

Understanding the value of public engagement, Powell launched "Fed

Listens," a series of community outreach events aimed at redefining the

Fed's role amidst a growing skepticism towards economic institutions. This

was critical during a time when the Federal Reserve was perceived as a

protector of Wall Street interests, especially following the 2008 financial

crisis, which it mitigated through measures like bond-buying programs and

credit market interventions.

Historically, the Fed's focus was on controlling inflation, a prevailing

concern during Alan Greenspan’s tenure. However, a slow post-crisis

recovery ushered in a new challenge: a low-growth, low-inflation

environment. Powell’s initiative to assess the Fed’s policy framework was

grounded in this changing economic landscape, recognizing the diminishing

effectiveness of traditional monetary tools.
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At the school gym in Hartford, Powell met a young woman named Jasmine

Ayala, symbolizing the American worker benefiting from the prevailing job

market conditions. The decade-long job growth, a legacy of the Yellen Fed's

patience, had dramatically lowered unemployment without sparking

inflation. Powell’s leadership sought to continue this trend by capitalizing on

the era’s low inflation rates to foster employment.

Unbeknownst to Powell and his audience in that dimly lit Rhode Island

conference hall, within months, a pandemic would test the resilience of the

very policies they were discussing. It was this intersection of past financial

crises, evolving economic policies, and unprecedented global challenges that

would define Powell’s legacy and the future landscape of American

economic policy.
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Critical Thinking

Key Point: Inclusive Economic Dialogue

Critical Interpretation: Imagine stepping beyond the imposing walls of

elite circles and into the vibrant, untapped potential of diverse

communities. Jerome Powell's visit to Silver Lane Elementary School

symbolizes more than a simple outreach effort—it epitomizes a

transformative mindset. By prioritizing inclusivity over exclusivity, he

redefined what it means to engage with the broader public in

economic discussions. This initiative highlights an inspiring lesson for

you: the power of embracing wider perspectives, seeking to

understand all voices, especially those less heard, in the conversations

that shape our future. In an ever-evolving global landscape, fostering

inclusivity stands as a beacon of progressive change, urging you to

rethink and expand your circle of influence to drive meaningful,

equitable growth.
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Chapter 2 Summary: 2. The Month Markets Melted

### Chapter 2: The Month Markets Melted

In March 2020, the global financial system nearly collapsed due to the

unprecedented disruption caused by the COVID-19 pandemic. Ben

Bernanke’s quote underscores the difficulty of economic foresight, a theme

prevalent as the crisis unfolded. The immediate chaos began when a

financial analyst at TD Securities in Manhattan discovered that trading in

U.S. Treasury bonds—traditionally the most secure and liquid

investment—had seized up. This revelation highlighted a broader market

panic as investors sought liquidity, leading to a situation where even

government-backed securities weren’t trading smoothly.

On Wall Street, confusion and fear took hold as assets across various classes,

from commercial paper to investment-grade corporate bonds, became

difficult to trade. This financial disarray was exacerbated by a mass exodus

from money market mutual funds and rumors of hedge fund collapses. The

problem was that as the Treasury market faltered, the entire debt system that

supports mortgages, car loans, and corporate finance was at risk. Without

intervention, the repercussions could surpass the 2008 crisis, which had

already reshaped economies and societies across the globe.
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Enter the Federal Reserve (Fed). The central bank, led by officials like Lorie

Logan from the New York Fed, was already aggressively attempting to

stabilize markets. Logan, who had played a crucial role during the 2008

crisis, was now leading the Fed’s trading operations. The Fed’s actions

included offering massive amounts of short-term funding and accelerating

bond purchases. However, these measures proved insufficient. The Fed

realized it needed to act as a backup buyer on a massive scale to prevent a

system-wide collapse.

During an emergency weekend meeting in mid-March, Fed Chair Jerome

Powell and his team decided to implement large-scale purchases of

Treasuries and mortgage-backed securities, recalling strategies used during

the 2008 financial crisis. This move wasn't about rescuing specific banks or

funds, as in 2008, but about stabilizing the entire financial system. By

restoring normalcy to the Treasury market, the Fed aimed to prevent a

collapse that would devastate Main Street by disrupting the availability of

credit and destabilizing everyday financial operations.

Fed President Neel Kashkari, drawing on his experience as the "TARP czar"

during the 2008 crisis, was visibly concerned. Kashkari, with a diverse

background that included experience in aerospace, finance, and politics, had

firsthand insight into the potential devastation if the crisis was not averted.

He advocated for bold action to prevent a prolonged economic downturn

similar to the post-2008 recovery period.
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Kashkari's interview on CBS’s *60 Minutes* underscored the urgency and

seriousness of the crisis as he reassured the public about the safety of banks

and highlighted the Fed's capacity to provide cash. He emphasized the need

for aggressive and timely responses from both fiscal and monetary policy

makers to avoid repeating the mistakes of 2008.

Ultimately, the Fed's interventions, coupled with broader government

efforts, would be crucial in stabilizing markets. The actions taken in March

2020 would become the foundation of a broader economic rescue plan,

shaping the Fed's role as a central economic authority in the face of a global

pandemic. This period marked a transformative moment for the Fed as it

expanded its influence to ensure both Wall Street's and Main Street’s

economic survival.
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Chapter 3 Summary: 3. One Nation, Under Banks

Chapter 3: ONE NATION, UNDER BANKS

This chapter provides a comprehensive overview of the evolution of central

banking in the United States, interwoven with the life and contributions of

Marriner S. Eccles, a pivotal figure in shaping modern American economic

policy. It explores the recurring themes in banking and monetary policy,

from ancient times to the 20th century, and the establishment of the Federal

Reserve System.

Marriner S. Eccles and the Early 20th Century

Marriner S. Eccles was born into a wealthy Mormon family in Logan, Utah,

in 1890. His father, a Scottish immigrant, had achieved considerable success

in various industries. Despite the family's affluence, Marriner was instilled

with values of thrift and hard work, initially leading him to embrace

laissez-faire capitalism. However, the catastrophic economic downturn of

the Great Depression catalyzed a transformation in Eccles’ economic

thinking. He began to question the tenets taught by his father, realizing that

thriftiness, previously beneficial, could exacerbate economic downturns by

reducing spending during recessions.
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The Roots of Central Banking

To understand the modern Federal Reserve's origins, it's essential to

recognize the long history of money and banking. From ancient times,

societies have used diverse objects as currency, from cowrie shells to gold

coins, illustrating money's role as a medium of exchange and store of value.

Over centuries, fractional reserve banking emerged, enabling banks to lend

more than they held in reserves, which increased economic activity but

introduced risks of bank runs—when panicked depositors rushed to

withdraw funds simultaneously.

Attempts at Central Banking in the US

America's early attempts at central banking faced challenges due to fears of

concentrated power. The First and Second Banks of the United States were

short-lived due to wariness of centralized authority. The Panic of 1907, a

severe financial crisis mitigated by private banker J.P. Morgan, highlighted

the need for a more structured solution. This crisis prompted Senator Nelson

Aldrich to study European central bank systems, which informed the

eventual creation of the Federal Reserve.
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The Federal Reserve's Formation and Early Years

In 1910, a secretive meeting at Jekyll Island led to a foundational plan for

the Federal Reserve. This institution, formalized by the Federal Reserve Act

of 1913 under President Woodrow Wilson and Congressman Carter Glass,

set up a central banking system blending private and public interests.

Initially, the Fed's powers were limited, focusing on stabilizing currency and

assisting member banks. The 1920s saw the Fed engage in macroeconomic

management under figures like Benjamin Strong, head of the New York Fed.

The Great Depression and Eccles’s Influence

The Depression exposed the Fed's weaknesses, as the institution's focus on

the gold standard limited its ability to combat economic collapse. Amidst

this turmoil, Marriner S. Eccles emerged as a key advocate for government

intervention and fiscal policy. He proposed reforms aligned with Keynesian

economics, advocating for government spending to boost economic activity.

His ideas significantly influenced President Franklin D. Roosevelt's New

Deal.

The 1935 Banking Act: The Fed’s Second Founding
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Eccles was instrumental in restructuring the Fed through the 1935 Banking

Act, which centralized power at the Board of Governors and diminished the

regional banks' autonomy. This reform shifted control towards public

oversight while maintaining the Fed's independence from more politically

driven entities. Eccles became the first official Fed Chair, and under his

leadership, the Fed steered away from the laissez-faire traditions,

emphasizing broader economic stability.

In summary, this chapter weaves Eccles's personal evolution with the

broader history of American banking, culminating in the establishment and

evolution of the Federal Reserve. It showcases the dynamic interplay

between private interests, government regulation, and economic necessity

that shaped the modern economic landscape in the United States.
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Chapter 4: 4. The Fed’s Second Act

Chapter 4: The Fed’s Second Act

The chapter opens with the ongoing debate about whether the Federal

Reserve (Fed) should be controlled by bankers or politicians. Marriner

Eccles, once touted by "Time" as a national savior, found himself navigating

the complexities of post-World War II America. As a key figure following

the Great Depression and WWII, Eccles faced a surprise non-reappointment

by President Truman in 1948, which was a mystery that left him bitter but

resilient. He stayed at the Fed as a governor, vowing to fight on and

influence the institution.

In the period between 1950 and 2000, the Fed gained independence, moved

towards combating inflation, and relied more on economic theory rather than

industry viewpoints. This change was initiated during Eccles's tenure amid

debates over inflation. With America leading the global geopolitical arena

post-WWII due to robust economic growth, there was a choice to make:

should the Fed control inflation independently, or should it continue

supporting cheap money policies favored by the Truman administration to

finance government debt?

Eccles firmly believed in using expansive monetary policies only in times of
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need and sought a more restrictive economic stance as prosperity returned.

The Korean War, however, put the Fed in a position requiring further

monetary financing against its preferences. Despite presenting options to

gradually contain inflation, Eccles faced resistance from the Treasury,

particularly from Secretary John Snyder, a populist who believed interest

rates were set by banks, not market forces.

A public showdown occurred in early 1951 when Treasury Secretary Snyder

falsely claimed the Fed agreed to keep long-term government bond rates at

2.5%. Eccles countered this by leaking the truth to the press, exposing the

administration’s bluff. This led to the Treasury-Fed Accord on March 4,

1951, granting the Fed independence in monetary policy, marking a pivot

towards a more autonomous central bank.

The chapter details the transition away from the gold standard, which had

historically tied the U.S. dollar to gold reserves, complicating monetary

policy during crises such as the Great Depression. The 1944 Bretton Woods

Conference, attended by Eccles, established a system pegging global

currencies to the U.S. dollar, with the dollar convertible to gold. This system

required the Fed to maintain gold convertibility at $35 per ounce, a

constraint on monetary policy.

The chapter further traces the Fed’s role in promoting employment and price

stability post-1946, echoing mandates established by law. William
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McChesney Martin, Eccles’s successor, interpreted this mandate as

balancing low unemployment with moderate inflation, although his

colleagues at the time prioritized job creation often at the cost of rising

inflation. The push for full employment without curbing inflation resulted in

gradual price increases throughout the 1960s.

With Arthur Burns as Fed chair in the 1970s, President Nixon pressured him

to keep interest rates low despite inflation, leading to disastrous economic

consequences. Nixon's 1971 reforms, known as the "Nixon shock," removed

the dollar from the gold standard, exacerbating currency volatility and

setting the stage for 1970s inflation exacerbated by oil crises.

This inflation was eventually curtailed by Paul Volcker, who became Fed

chair in 1979. He adopted stringent monetary policies, pushing interest rates

to nearly 20%. Although this caused unemployment to spike, Volcker’s

aggressive stance was credited with stabilizing the economy over the

following decades. Volcker’s policies underscored the Fed’s central role in

managing national economic policies and inflation, shifting the balance of

economic power decisively in the Fed's favor away from fiscal authorities.

When Alan Greenspan became Fed chair in 1987, the economy entered a

period known as the "Great Moderation," characterized by steady growth

and low inflation. Greenspan carefully monitored inflation but avoided

preemptive interest rate hikes in favor of assessing actual economic
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performance, like productivity gains from new tech, exhibiting a

market-oriented philosophy that gained popularity during Reagan's

presidency.

Yet, despite advances in its theoretical and technical capabilities, the Fed

under Volcker and into the Greenspan era retained a degree of secrecy,

limiting public insight into its decision-making process. The Fed’s opacity

remained a point of criticism, revealing tension between its growing

influence and democratic accountability.

Thus, the Fed’s evolution from the tumult of the mid-20th century to its

modern stance as a powerful economic orchestrator demonstrates how its

priorities and practices influenced not only domestic policy but also global

financial stability.
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Chapter 5 Summary: 5. The Temple Is Under New
Management

Chapter 5: THE TEMPLE IS UNDER NEW MANAGEMENT

In 1993, central banking debates highlighted a critical tension between

ensuring accountability while preserving effective monetary policies.

Federal Reserve (Fed) Chairman Alan Greenspan, despite his authority in

Washington, faced criticisms from Henry Gonzalez, a Texas Democrat and

chairman of the House Banking Committee. Gonzalez continuously pushed

for reforms that would increase the Fed's transparency and diversity,

challenging Greenspan's leadership. While Greenspan warned against

political influences that could harm economic management, he did

acknowledge the importance of diversity, although progress in that regard

was minimal.

Gonzalez sought more public insight into the Fed's operations, pushing for

videotaping meetings and a diversified workforce. His push was partially

fueled by a series of leaks to The Wall Street Journal that highlighted the

Fed's opaque nature, exposing it to calls for greater transparency.

The Fed resisted Gonzales’s reforms but acknowledged the need for some

modernization. The institution began releasing transcripts of its Federal
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Open Market Committee (FOMC) meetings and started announcing changes

to the federal funds rate to avoid giving market insiders undue advantages.

These shifts marked the beginning of a reluctant move towards transparency

that would later expand significantly under Bernanke's leadership in the

wake of a financial meltdown.

Enter Ben Bernanke, a Princeton scholar with deep knowledge of the Great

Depression, uniquely positioning him as an apt leadership figure during the

2007-2009 financial crisis. The crisis was triggered by years of reckless

mortgage lending, which led to widespread defaults and shook financial

systems worldwide. Greenspan’s deregulation approach was partly to blame,

as many financial institutions engaged in risky lending without sufficient

oversight. Despite the Fed's awareness of a potential bubble, its regulatory

interventions were lacking.

Bernanke's response to the crisis involved employing the Fed’s broad

lending capabilities to stabilize financial markets and extending

unprecedented support to crucial financial institutions, a strategy distinctly

proactive compared to the reaction during the Great Depression. This

intervention lay the foundation for future financial market backstops, albeit

criticized for encouraging moral hazard, where financial entities take undue

risks, assuming a governmental safety net.

Amidst the crisis, Bernanke pushed for clarity about monetary intentions,
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leading to the adoption of a formal 2% inflation target by 2012. This

decision was influenced by a global shift towards inflation targeting, aimed

at reducing economic uncertainty. Despite mixed reactions, this target

generated clearer economic expectations.

Following Bernanke, Janet Yellen became the Fed's first female chair. Her

tenure marked an emphasis on employment alongside gradual interest rate

hikes, continuing the trajectory towards transparency. The Fed's monetary

policy approach during her era focused on long-term economic expansion

and balancing inflation with employment concerns, setting unprecedented

records for economic growth and employment.

Despite these efforts, the Yellen years revealed the limitations of monetary

policy, particularly in transforming deeper societal issues. Critics argued that

the Fed’s hesitancy and careful rate increases contributed to a subdued

economic recovery. Yet, Yellen defended the importance of an independent

Fed, opposing legislative efforts threatening to politicize monetary policy.

Underpinning all these developments was a shifting financial regulatory

landscape post-2008 financial crisis—a response led to the enactment of the

Dodd-Frank Act, strengthening financial oversight. However, with Donald

Trump’s presidency, deregulation trends emerged, diluting some reform

efforts, although not dramatically weakening the system’s resilience.
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As Jerome Powell succeeded Yellen, the system prepared for another critical

test, indicating the ongoing challenge of balancing regulatory oversight and

economic freedom in evolving financial contexts.
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Critical Thinking

Key Point: The power of transparency and accountability

Critical Interpretation: You are stepping into a world where the unseen

walls that have long protected powerful institutions from public

scrutiny are beginning to crack. Imagine being inspired by the pivotal

changes within the Federal Reserve's historical journey towards

transparency and accountability. This chapter dares you to embrace

the idea that sharing information openly can strengthen trust and

effectiveness, whether it's in a prestigious institution or your personal

life. Alan Greenspan's begrudging acceptance of more transparent

policies, despite initial resistance, teaches you about the

transformative power of embracing accountability. Remember, taking

the courageous step to reveal the workings behind your decisions can

elevate trust and bring about meaningful change, just like opening the

doors of the 'temple' did for the Fed.
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Chapter 6 Summary: 6. A Polarized Fed

### Chapter 6 Summary: A Polarized Fed

This chapter explores the polarizing tenure of Jerome Powell as chair of the

Federal Reserve (Fed) amidst economic uncertainties and political pressures

from President Donald Trump. As the world grappled with a mysterious

virus emerging from Wuhan, China, in late 2019, Powell was navigating the

challenges of leading a central bank amid an unprecedented presidential

critique.

At the outset of his role, Powell had to contend with President Trump's vocal

opposition to the Fed’s monetary policy, especially its gradual increase of

interest rates aimed at preventing inflation. Trump believed the Fed was

erring and even contemplated firing Powell, which was largely deemed

inadvisable legally. Despite the pressure, Powell maintained that the Fed

operated independently, focusing on economic indicators rather than

political rhetoric.

Throughout 2019, Powell dealt with several economic challenges. The U.S.

economy faced trade tensions, primarily due to Trump's ongoing trade war

with China. The uncertainties contributed to market volatility, influencing

Powell’s decision to pivot to rate cuts—a move criticized by some as
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yielding to presidential pressure. Nevertheless, Powell insisted that the Fed's

decisions solely aligned with economic goals, not political influence.

Concurrently, the Fed embarked on a review of its monetary policy

framework against a backdrop of historically low interest rates. Economists

estimated that the neutral rate—the rate balancing economic activity without

fueling inflation—had fallen, limiting policymakers' ability to stimulate the

economy during downturns. This shift was attributed to demographic

changes and growing inequality, which increased savings and lowered

interest rates globally.

Internally, the Fed faced its own polarization between differing ideological

views on regulation and monetary policy. Randal Quarles, the Fed's

vice-chair for supervision, favored deregulation to bolster economic growth,

while Lael Brainard, the lone Democrat on the Board, advocated for

maintaining strict oversight to protect financial stability. Their differences

illustrated broader debates about the central bank’s role in a rapidly

changing economic landscape.

Despite ideological divides, Powell managed a cohesive decision-making

process, supported by a “troika” comprising himself, vice-chair Richard

Clarida, and John Williams, president of the New York Fed. This leadership

structure facilitated effective policy-making but faced criticisms for lacking

diversity, with appointments primarily being white males.
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The Fed also prioritized improving public engagement through initiatives

like "Fed Listens" to rebuild trust and adapt policies that reflected economic

realities. Powell and his colleagues recognized the importance of listening to

diverse voices outside the Fed to avoid missing crucial economic signals, as

had occurred during past crises.

As 2020 approached, the Fed prepared to tackle emerging challenges with

clarity and independence. Yet, as economic optimism slowly returned, the

unidentified virus from Wuhan was already threatening to derail global

stability, foreshadowing unforeseen challenges for Powell and the global

economy.

Section Summary

Introduction
The chapter delves into Jerome Powell's challenges as Federal Reserve
Chair during political and economic uncertainties, including President
Trump's criticism.

Presidential
Criticism

Powell faced opposition from Trump, who disagreed with the Fed's
interest rate hikes, contemplating Powell’s dismissal. Powell maintained
the Fed's independence.

Economic
Challenges

The U.S. economy faced trade tensions with China under Trump's
policies, leading to market volatility and influencing Powell's decision to
cut rates.

Monetary
Policy
Review

The Fed reviewed its policy framework in light of low interest rates,
affecting their ability to stimulate the economy, a result of demographic
changes and inequality.
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Section Summary

Internal Fed
Polarization

Differences within the Fed between regulatory ideologies were
highlighted, presenting a broader debate on the central bank's role.

Leadership
and
Decision
Making

Despite ideological differences, Powell led with a cohesive structure
comprising himself, Richard Clarida, and John Williams, though
criticized for lack of diversity.

Public
Engagement

The Fed prioritized public trust through initiatives like "Fed Listens,"
aiming for policies reflective of broader economic realities.

Conclusion As 2020 neared, the Fed prepared for emerging challenges, though the
virus from Wuhan threatened to impact global economic stability.

undefined

https://ohjcz-alternate.app.link/zWumPVSnuOb


Critical Thinking

Key Point: Leadership Amid Polarization

Critical Interpretation: In Chapter 6, the resolute leadership

demonstrated by Jerome Powell amidst intense political and economic

polarization can inspire you to foster resilience in your own life.

Powell's determination to maintain the Federal Reserve's

independence, despite unprecedented pressure from President Trump,

serves as a model for staying committed to personal principles in the

face of external pressures. His ability to navigate a fine line between

political influence and economic necessity embodies the power of

steadfastness and prioritizing core values, regardless of external

circumstances. Emulating Powell's tenacity encourages you to stand

firm in your convictions, make informed decisions based on available

data, rather than yielding to immediate pressures, and to appreciate the

essential balance between perseverance and adaptability in challenging

situations."
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Chapter 7 Summary: 7. March Madness

In Chapter 7, titled "MARCH MADNESS," the narrative revolves around

 the initial weeks of the COVID-19 pandemic in early 2020, highlighting the

sense of urgency and decision-making among key figures such as Federal

Reserve Chair Jerome Powell, President Donald Trump, and Treasury

Secretary Steven Mnuchin.

As reports of a novel coronavirus in China surface, Jerome Powell, Federal

Reserve Chair, initially considers the outbreak a regional issue unlikely to

severely impact the United States. However, as the virus spreads to countries

like South Korea, Iran, and later Italy, Powell's perspective shifts,

recognizing that the pandemic could become a global economic threat. He

begins rallying his colleagues at the Federal Reserve to explore emergency

powers that could guide the U.S. through potential economic fallout.

Simultaneously, contrasting approaches are seen between President Trump

and Powell. Trump, at a rally in South Carolina, downplays the coronavirus

threat, labeling it a political "hoax" orchestrated by liberals. In stark contrast,

Powell and other Federal Reserve officials are increasingly concerned,

meeting to discuss the potential economic repercussions of the spreading

virus and the possible need for swift intervention.

By late February, amid mounting panic and economic turbulence, the stock
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market faces severe plunges akin to the 2008 financial crisis. Powell

convenes with Fed officials to understand the impact of possible social

distancing on economic demand, assessing how such measures could

decimate entire economic sectors.

As events unfold, Powell and Richard Clarida, the Fed's vice-chair,

contemplate the Fed's options. They mull over interest rate cuts as a tool,

albeit with reservations about their efficacy in the face of a virus-induced

economic downturn characterized more by halted activity than reduced

demand for loans and purchases.

By early March, the Fed acknowledges that sitting idly by could worsen

market fears, and thus, on March 3, announces a half-point interest rate cut

following a G7 call. Yet, these interventions, though unprecedented, prove

insufficient in calming markets or reversing the trend of economic closure

prompted by the global pandemic's worsening state.

Tension escalates as markets continue to unravel, spurring the Fed into

action. On March 15, the Fed cuts interest rates further to zero and unveils a

sweeping bond-buying scheme alongside improved conditions for swap

lines—a critical step to stabilize dollar funding globally.

Despite these bold moves, the fires of uncertainty rage on, with Powell and

his colleagues realizing that more tailored support is necessary for sectors
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like commercial paper and money-market mutual funds. On March 17, the

Treasury and Fed announce the revival of the Commercial Paper Funding

Facility from the 2008 crisis playbook, signaling an adaptive approach and

further underlining the severity with which the Fed views the pandemic's

unprecedented challenges.

The chapter emphasizes how the pandemic abruptly catapults financial

leaders into action, exposing gaps and prompting collaborative efforts to

stabilize the economy amid a global health crisis few had predicted but now

faced with urgent solutions.
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Chapter 8: 8. A Corporate House of Cards

In Chapter 8, "A Corporate House of Cards," the narrative delves into the

 financial upheaval experienced during the early days of the COVID-19

pandemic, particularly focusing on the corporate debt crisis and the Federal

Reserve's response. The chapter opens with a quote from Jerome Powell,

echoing the unpredictable nature of financial planning when faced with

unforeseen crises. This sets the stage for a detailed examination of the

financial chaos that ensued when major American corporations like PepsiCo,

ExxonMobil, and Verizon struggled to issue bonds on March 17, 2020.

These companies, faced with bleak borrowing terms akin to those prior to

the pandemic, were engaging in desperate fundraising to maintain liquidity.

Meanwhile, the overall corporate bond market was in distress following

significant investor withdrawals.

The Federal Reserve's interventions, including rate cuts and bond-buying

programs, provided temporary relief, but the broader outlook for global

credit markets remained dire. The discussion then shifts to the stalling

private debt markets, the turbulent municipal bonds market, and the looming

threat of corporate downgrades that could trigger massive sell-offs. The Fed

and Treasury officials, gathering information from their makeshift home

offices amid the lockdown, quickly realized the potential for a full-blown

financial crisis.
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A focal point of the chapter is the role of "shadow banks" in this crisis.

These less-regulated financial entities have grown in importance over the

decades. Despite the systemic risks posed by such entities, regulatory

inaction prior to 2020 meant that financial structures were precarious. The

chapter highlights the historical reluctance of institutions like the Securities

and Exchange Commission and even Congress to enact tighter controls on

non-bank financial actors, despite the increasing complexity and riskiness of

financial products.

Furthermore, the chapter explores the risks associated with corporate debt as

businesses had accumulated record levels of borrowing leading up to the

pandemic. With about half of investment-grade debt flirting with junk status,

any economic downturn threatened quick and severe fallout. The "BBB

cliff" metaphor captures the precarious position of many companies, which,

if downgraded, could face a spiraling financial disaster affecting employees

and wider economic stability. This scenario is likened to the subprime

mortgage crisis that preceded the 2008 financial crash.

Jerome Powell, then-chair of the Federal Reserve, grappled with these

challenges. The historical backdrop of emergency lending powers, initially

expanded during the Great Depression, provided some framework for

handling the crisis. However, unlike the 2008 financial crisis, Powell had

Treasury Secretary Steven Mnuchin's support for broader market

interventions. Mnuchin’s willingness to commit Treasury funds as insurance
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against potential Fed losses allowed for unprecedented steps such as the

proposal for the Fed to buy corporate bonds—something that was off the

table during the previous crisis.

The chapter concludes with a commentary on the unfolding legislative

responses in Congress. Treasury Secretary Mnuchin and Fed officials

coordinated with lawmakers to craft a relief package aimed at reviving

markets and supporting households. Mnuchin's transformation from skeptic

to advocate for substantial government intervention highlights the gravity of

the crisis. Meanwhile, Powell emphasized the need for Congress to think

big, pointing out that the costs of insufficient action would eclipse concerns

about ballooning deficits. As negotiations intensified, the Fed, under

Powell's leadership, maintained that its mandate involved lending—not

spending—thus carefully delineating the boundaries of its emergency

powers.

The sweeping effects of the pandemic were becoming terrifyingly clear,

illustrated by politicians, market players, and the general public reckoning

with the scale of economic disruption. Ultimately, Chapter 8 portrays the

fragility of the financial system as exposed by a crisis and underscores the

dynamic interplay between monetary policy, corporate finance,

governmental action, and regulatory foresight—or lack thereof—in times of

systemic distress.
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Chapter 9 Summary: 9. The Day the Fed Changed

### Chapter 9: The Day the Fed Changed

In times of economic distress, one failure can lead to many, and preventing

this chain reaction requires addressing the initial failure, as noted by

financial expert Walter Bagehot in his analysis of banking crises. 

By late March 2020, amidst the chaos of the emerging COVID-19 pandemic,

the internet buzzed with memes depicting Jerome Powell, the Federal

Reserve Chair, as a money printer, highlighting the perception that the Fed

was flooding the market with cash. This meme, symbolized by the phrase

"haha money printer go brrrr," underscored the significant role the Fed's

actions played in the financial markets as March transitioned into April.

On March 23, 2020, the financial world faced a forecast of gloom. Reports

emerged of German Chancellor Angela Merkel self-isolating, the potential

delay of the Tokyo Olympics, and plummeting U.S. stock futures. Neel

Kashkari, a key Fed figure, had reassured the public of the Fed's "infinite

cash" during a 60 Minutes interview, but uncertainty still loomed as

investors grappled with a dysfunctional Treasury market.

That Monday morning, headlines broke announcing the Fed's robust
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intervention. The Fed unveiled a series of programs, reminiscent of those

from the 2008 financial crisis, aimed at stabilizing markets and providing

liquidity. This included reviving a program for securitized loans and

introducing new corporate bond facilities, as well as setting up a Main Street

loan program for midsize businesses. Additionally, the Fed committed to

unlimited purchases of government-backed debt to aid the distressed bond

markets. The announcements prompted a mixed reaction in the stock market

but marked a significant turning point in the financial crisis.

Throughout the weekend, behind the scenes, Fed and Treasury Department

officials, including Treasury Secretary Steven Mnuchin, scrambled to

coordinate these programs, emphasizing the urgency of supporting markets

and businesses. Despite political risks and potential backlash, these efforts

were deemed necessary to mitigate economic damage.

However, not all problems were instantaneously resolved. Some treasury

securities remained volatile, prompting Powell to make a rare appearance on

a national talk show to reassure the public about the Fed's commitment. The

Fed's measures highlighted its growing influence in global markets and its

ability to act as a lender of last resort.

As negotiations for additional congressional funding progressed, the CARES

Act passed with overwhelming bipartisan support. This $2.2 trillion relief

package provided essential support for businesses and workers, reflecting a

Scan to Download

https://ohjcz-alternate.app.link/zWumPVSnuOb


shift from the cautious spending of the 2008 crisis and underscoring the

necessity of aggressive action against the pandemic's economic fallout.

Mnuchin's involvement in crafting the legislation marked a defining moment

in his career. Known for his financial acumen and past controversies,

Mnuchin embraced the challenge of aiding economic recovery. He navigated

complex negotiations with Congress, ensuring that relief efforts were broad

and robust.

Meanwhile, the Fed took on the role of supporting the global economy. With

the dollar's dominant position in world finance, international markets faced a

shortage of dollar funding. The Fed responded with measures like the FIMA

repo program, designed to provide short-term dollar loans to foreign central

banks, alleviating the pressing need for dollars and stabilizing global

markets.

As the Fed implemented these sweeping initiatives, questions about

oversight and transparency emerged. Concerns over the Fed's ties to Wall

Street and its commitment to fair distribution of resources loomed large,

highlighting the delicate balance between maintaining market integrity and

avoiding political conflict.

In summary, March 23, 2020, marked a pivotal day in the Fed's history, as it

unleashed unprecedented measures to counteract the economic repercussions
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of the COVID-19 pandemic. These actions set the stage for a significant

rally in financial markets and initiated a series of efforts to stabilize both

domestic and international economies, fundamentally altering the Fed's role

in navigating economic crises.
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Critical Thinking

Key Point: The Fed's Decisive Intervention on March 23, 2020

Critical Interpretation: In a world rife with uncertainty and financial

instability, you are reminded of the sheer impact that decisive action

can have on your life. On March 23, 2020, amidst a backdrop of a

relentlessly spiraling pandemic, the Federal Reserve stepped in with

assertive measures that alleviated the burgeoning economic crisis. The

Fed's brisk response taught a vital lesson: in times of chaos, deliberate

and timely interventions can halt the cascading effects of adversity,

enabling you to stabilize and transform your precarious situation into

one of growth. When faced with challenges in your own life, whether

financial or otherwise, this pivotal moment inspires you to act with

determination and resolution, reminding you that proactivity can turn

the tide and pave the path to recovery and stability.
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Chapter 10 Summary: 10. Racing Across Red Lines

Chapter 10: Racing Across Red Lines

In April 2020, as the pandemic's grip tightened, Samantha Stephens faced a

dire financial crisis. Her beloved café, OatMeals, situated in New York

City's West Village, was shuttered due to COVID-19. The café's

allure—customizable oatmeal bowls—lost its audience when the NYU

campus emptied and office workers vanished, leading to plummeting sales.

Stephens’ attempt to sustain the business with takeout failed, forcing her to

notify her landlord of missed rent.

Stephens, originally from a non-culinary background, had nurtured her

passion for food into reality. Arriving in NYC for college in 2000, she fell in

love with the city's culinary scene. Her journey from an investment bank

executive assistant to café owner involved culinary night classes and

strategic planning, culminating in the opening of OatMeals. Despite

financial struggles, she gained exposure on "Shark Tank" and partnered with

Quaker Oats, enabling her to generate around $45,000 monthly by early

2020.

With the pandemic halting income, Stephens sought financial relief through

a disaster relief loan, insurance, and a GoFundMe page, but her efforts bore
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little fruit. Further frustration mounted when her Paycheck Protection

Program (PPP) loan application, submitted via Chase Bank, hit a brick wall

as the funds were exhausted before her request was accepted.

Stephens' plight mirrored a larger economic challenge faced by American

businesses, prompting emergency responses from economic authorities.

Federal Reserve Chairman Jerome Powell, alongside allies such as Fed

Governor Lael Brainard and Treasury Secretary Steven Mnuchin,

acknowledged the need for unprecedented measures to stabilize the

economy.

The Federal Reserve and Treasury encountered logistical hurdles in

launching the massive PPP on April 3rd, 2020. This program, aimed at

helping small businesses maintain payrolls with forgivable loans, faced

overwhelming demand. The Small Business Administration (SBA) struggled

to process a year’s worth of loans within days, causing the SBA website to

crash due to high traffic.

The PPP was managed through commercial banks, posing inequity issues as

rumors spread that banks prioritized larger clients. Moreover, the balance

sheet implications deterred some banks from participating. To alleviate this,

the Fed planned to provide banks with credit by swapping PPP loans,

enticing them to partake despite the risks.
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Amid growing concerns about the PPP’s insufficient funds, Mnuchin

reassured the public, promising additional resources from Congress to meet

the demand. Meanwhile, challenges extended beyond small businesses: State

and local governments, grappling with declining revenues and mounting

expenses, found themselves unable to issue municipal bonds due to frozen

markets.

Reluctantly, Powell, long wary of politicizing the Fed through municipal

market involvement, moved to establish a support program. This decision

marked a significant departure for Powell, who previously resisted such

measures, citing risks of favoritism and moral hazard.

Further complexities arose in corporate credit markets. Companies

downgraded to junk status faced financing hurdles as pandemic-induced

stress widened the gap between junk and investment-grade securities. Powell

and Mnuchin discreetly discussed junk bond purchases—a move that risked

controversy due to the involvement of BlackRock, the firm managing the

Fed's bond-buying programs.

On April 9, Powell announced the Fed's comprehensive $2.3 trillion rescue

plan, which encompassed municipal bonds and certain junk bonds. While

acknowledging potential hindsight criticisms, Powell urged Congress to

bolster direct fiscal support, a significant shift from his non-political stance.
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Amid policy formulation, Lael Brainard played a critical role, advocating for

bold measures in Main Street and municipal lending programs to aid midsize

businesses and local governments. Designed amid tension between Brainard

and Mnuchin, these programs balanced providing significant support

without overly risking taxpayer funds.

Randal Quarles, the Fed's Vice Chair for Supervision, faced his challenges

as the crisis evolved. Concerned about inadequate bank stress tests, he

introduced scenario analyses to assess bank resilience. Additionally, Quarles

suggested post-crisis reviews of nonbank regulations—a notable pivot for a

staunch proponent of minimal interference in capitalism.

Ultimately, as the Fed's push to stabilize the economy unfolded, burdens on

financial officials grew amid a backdrop of devastating global events. For

every step taken to quench the economic inferno, the footsteps left indelible

marks in the shifting sands of crisis management, foreshadowing potential

future consequences.
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Chapter 11 Summary: 11. Culture Wars and Capital

Chapter 11: Culture Wars and Capital

The chapter delves into the complex socio-political environment of the

United States, a nation known for its promise of opportunity but also marred

by stark inequalities, particularly racial ones, as framed by economist

Thomas Piketty's view of America's duality.

Central to the chapter is the backdrop of the COVID-19 pandemic, which

exacerbated existing societal tensions. Wendy Bell, a Pittsburgh radio host,

embodies this conflict; her controversial comments questioning the

economic impact of measures to prevent COVID-19 deaths sparked outrage,

reflecting a national divide. As America grappled with the pandemic,

political and social rifts widened. By early 2020, mask-wearing became

politically charged, with the divide often reflecting political affiliations,

influenced by leaders like President Trump, who eschewed masks publicly

and mocked his opponent, Joe Biden.

As the pandemic raged on, racial inequalities intensified. By May 2020,

Black, Hispanic, and Latino communities bore the pandemic’s brunt,

evidenced by higher hospitalizations and job loss rates, highlighting

long-standing systemic inequities. The tipping point came with George
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Floyd's death on May 25, 2020, which ignited national protests and brought

the Black Lives Matter movement to the forefront.

The Federal Reserve, traditionally detached from socio-political issues,

found its role challenged. Neel Kashkari of the Minneapolis Fed openly

condemned the systemic racism highlighted by Floyd's death, a bold move

for a Fed official, as the institution had historically avoided taking stances on

controversial topics. The Fed's evolving engagement with social issues was

evident in its efforts to address racial and economic disparities within its

policy framework, acknowledging that inequality had become a defining

force in the American economy.

The chapter highlights the stark economic divides, with wealth and income

inequality particularly pronounced along racial lines. The typical Black

worker earned significantly less than their white counterpart, and Black

families had a fraction of the wealth of white families. These disparities

began even before birth, influenced by access to resources and education.

The broader socio-economic cleavage saw America's wealthy grow much

richer, while the middle and lower classes stagnated or declined.

The Fed’s policies, especially quantitative easing, have been criticized for

exacerbating wealth inequality by boosting asset prices, which

disproportionately benefits the wealthy. However, such policies also helped

lower unemployment and supported the labor market, somewhat
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counterbalancing their effect on income inequality.

The chapter also critiques the Fed's internal makeup, where diversity has

been lacking, reflecting broader societal issues. It tells the story of Monroe

Gamble, a Black research assistant at the San Francisco Fed, whose

experiences highlight the institution's diversity issues. Despite efforts to

address inequality, the Fed remains predominantly white and affluent, a

reflection of the systemic barriers in economics and in wider society.

The chapter concludes with the Fed’s strategic shift in response to these

challenges, moving towards policies that prioritize full employment and

acknowledge the socio-economic landscapes they aim to influence. Through

this transition, the Fed seeks to contribute to a more inclusive economy by

leveraging its tools to support disadvantaged groups, demonstrating a shift

towards a more equitable economic framework amidst a nation grappling

with profound inequalities.
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Critical Thinking

Key Point: The Federal Reserve's Evolving Role

Critical Interpretation: Reflecting on the Federal Reserve's move from

a historically detached stance to an active engagement with

socio-economic disparities can profoundly inspire you to re-evaluate

your own perspectives and actions. This shift underscores the power

and necessity of evolving roles and perspectives in addressing

systemic issues. It highlights the importance of flexibility, adaptation,

and taking a stand against injustice, even within institutions typically

viewed as apolitical or economically focused. By embracing this

mindset, you are encouraged to introspectively analyze your own

beliefs, challenge complacency, and actively participate in fostering

economic and social change in your personal and professional spheres,

ultimately contributing to a more equitable society.
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Chapter 12: 12. Love Songs to Full Employment

Chapter 12: Love Songs to Full Employment

In the world of monetary policy, the Federal Reserve, colloquially known as

the Fed, holds significant sway. It has access to the latest statistics and elite

analysts, yet it often struggles with finding definitive solutions, as noted by

former Fed governor Alice Rivlin in 1997. During the pandemic, Sam Bell

dedicated considerable time to Twitter, a platform where he had long been

active. Bell, a 37-year-old with a visionary mindset, founded Employ

America in 2019 to urge the Fed to prioritize its employment goals. The

nonprofit merges research, advocacy, and a commitment to influence the

Fed, particularly in opposing nominees they deem unsuitable, like Trump’s

picks Herman Cain and Stephen Moore.

In 2020, Bell’s focus shifted to Trump’s nominee Judy Shelton, who

polarized opinions with her support of the gold standard and questionable

independence. Bell's sustained online campaigns aimed to prevent her

confirmation. Employ America co-founders Skanda Amarnath and Kim

Stiens also played pivotal roles. Skanda, an ex-hedge fund analyst and Fed

insider, intrigued the financial press while Stiens managed recruitment and

finances, backed initially by philanthropic funds from Facebook co-founder

Dustin Moskovitz and his wife, Cari Tuna. Employ America emerged from a
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tradition of advocating for fuller employment, tracing back to movements

like Fed Up, characterized by activists in green shirts who pushed the Fed

towards a broader view of employment post-Great Recession.

Before the COVID-19 pandemic, Bell had sensed positive momentum, with

the Fed maintaining lower interest rates even amid low unemployment—a

shift from traditional economic models. Fed Chair Jerome Powell had

publicly recognized that low unemployment did not necessarily spike

inflation, indicating a changing stance. However, this progress faced abrupt

challenges as the pandemic propelled unemployment rates to unprecedented

heights, significantly surpassing figures from the 2007–2009 recession.

Despite these obstacles, the pandemic presented a timing intersection with

the Fed’s extensive framework review aimed at improving its approach to

handling economic downturns. While the Fed halted this review due to its

immediate economic stabilization efforts, by summer 2020, its emergency

programs—backed by Treasury debt and mortgage-backed securities

purchases—restored financial stability. Congressional stimulus efforts

continued to be debated, but the Fed had the latitude to revisit its policy

strategy, culminating in an anticipated unveiling at the 2020 Jackson Hole

symposium.

Traditionally an exclusive gathering, Jackson Hole transitioned to a public

online event due to pandemic restrictions. Bell and his team tempered their
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expectations for the Fed’s policy novelty, suspecting a modest shift towards

an average inflation target of 2%. Before Powell’s speech at the symposium,

former Fed leaders underscored a shift in operation, moving from absolute to

average inflation targets, marking a significant policy evolution, albeit

understated as “evolution, not revolution.”

Powell’s announcement revealed more than expected. The Fed not only

embraced a flexible inflation targeting but altered its stance on employment,

consciously aiming for maximum inclusive employment without

preemptively tightening monetary policy due to low unemployment alone.

This marked a paradigmatic shift from Milton Friedman’s long-standing

economic philosophy, acknowledging that employment should take

precedence in Fed policy.

Employ America's founders, bellwethers of policy critique, recognized this

shift with cautious optimism. They debated the implications, particularly the

Fed’s simultaneous emphasis on financial stability risks, which could permit

premature interest rate hikes. Still, the structural policy change had set a

revamp in motion, challenging Friedman’s principles and signifying a new

era for the Fed. Despite nodding at inflation-hawkish perspectives, analysts

acknowledged Powell’s impact in elevating employment in policy

discussions, a theme reinforced by engaging macroeconomic discussions and

cultural analogies.
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However, the revised policy framework did not preclude future rate hikes if

inflation surged. By September 2020, the Fed had decisively linked

sustained employment and inflation growth to its interest rate decisions.

With dissent from Robert Kaplan concerned about the Fed possibly

cornering itself into inaction and another from Neel Kashkari advocating for

more explicit inflation triggers, the Fed walked a fine line. As the year

unfolded, their approach appeared justified by the prevailing low-inflation

environment. Still, looming economic shifts and remaining pandemic

challenges hinted at continued complexities for the Fed’s policy landscape,

foreshadowing new unknowns and tests of its adaptive strategies.
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Chapter 13 Summary: 13. A Fed Restrained

Chapter 13: A FED RESTRAINED

By autumn 2020, Florida's economy, heavily reliant on tourism, suffered

amidst the pandemic's impact. As businesses struggled, the Federal

Reserve's Main Street Lending Program emerged as a lifeline. Florida's City

National Bank played a crucial role by actively promoting and facilitating

these loans, attracting a significant share. Businesses like Mango’s Tropical

Cafe, run by Josh Wallack and his family, turned to these loans to survive as

revenues plummeted. 

However, the program faced hurdles: stringent eligibility criteria deterred

banks from promoting it, and Treasury Secretary Steven Mnuchin resisted

making it more appealing, emphasizing risk aversion. As a result, only a

fraction of the $600 billion allocated was utilized, leading to criticism from

various quarters.

This stirred broader debates about the Fed's role, with the Congressional

Oversight Commission—especially members like Bharat Ramamurti and

Senator Pat Toomey—questioning how the Fed should extend its powers.

While Ramamurti argued for utilizing the Fed's capabilities to address social

inequalities and local government needs, Toomey emphasized fiscal restraint
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and the importance of keeping the Fed's focus on controlling inflation.

As 2020 progressed, political tensions mounted. Mnuchin clashed with the

Federal Reserve's efforts, seeking to end certain emergency lending

programs post-pandemic. Democrats accused him of hindering economic

recovery efforts in a politically motivated move, potentially limiting

President-elect Biden's options. Despite Mnuchin’s insistence on stemming

what he saw as unnecessary market distortions, his move fueled a political

standoff.

Amidst broader relief package negotiations in December, Toomey pushed

for a clause limiting the Fed's future emergency powers, arguing that the

central bank should not serve as a regular financial savior. The tension

highlighted competing visions of the Fed's role and underscored the

challenges of navigating fiscal policy during a crisis. A compromise was

eventually reached, allowing for legislative relief yet preserving the Fed's

ability to act in future crises.

As 2020 closed with economic uncertainty and the pandemic ongoing, the

Federal Reserve, led by Chairman Jerome Powell, emerged largely

unscathed, poised to contribute to recovery efforts. Anticipation of vaccine

rollouts spurred optimism that 2021 might herald economic resurgence. This

ongoing debate about the Fed's function during economic upheaval set the

stage for future policy decisions.

Scan to Download

https://ohjcz-alternate.app.link/zWumPVSnuOb


Chapter 14 Summary: 14. The Creeping Crises

Chapter 14, "The Creeping Crises," explores the evolving role of finance in

 addressing climate change. The chapter begins with Randal K. Quarles of

the Federal Reserve reflecting on the challenge climate change posed to

financial stability. The narrative traces this concern back to early

environmental activism led by Rachel Carson in the 1960s. By 2020, the

focus had shifted to how central banks, as gatekeepers of capitalism, could

respond to the risks posed by global warming, a dialogue that had notably

advanced under Mark Carney at the Bank of England around 2015.

Central banks were increasingly asked to ensure financial sectors were

prepared for the economic impacts of climate events. This was a shift from

merely monitoring economic stability to proactively considering

environmental risks. A pivotal moment came when the Network for

Greening the Financial System (NGFS) was established in 2017 to share best

practices on climate financial risks, with significant global participation

except for the United States due to the political climate under the Trump

administration.

Amidst a push from within the Fed and other U.S. financial institutions,

Quarles and the Fed took steps toward joining the NGFS after the 2020

election shifted political attention toward climate change policies. The Fed’s

engagement marked a significant, albeit cautious, acceptance of the need to
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consider climate-related financial risks. 

Meanwhile, Lael Brainard focused on another transformative issue: the

future of digital currency. With central banks globally exploring digital

currencies, Brainard championed research within the Fed. The rise of

cryptocurrencies like Bitcoin had underscored the need for central banks to

consider digital alternatives. Brainard advocated for the Fed to understand

and potentially develop central bank digital currency (CBDC) to maintain

monetary leadership and adapt to technological evolutions.

Her push gained momentum as cryptocurrencies and digital payment

systems grew, prompting the Fed, under Chair Jerome Powell, to take these

developments seriously. In 2021, the Fed began considering the

establishment of a digital dollar and adjusting regulatory frameworks to

address emerging financial innovations.

The chapter also captures the political dynamics influencing the Fed’s

autonomy. The near-confirmation of Judy Shelton, known for her

unconventional economic views and perceived political alignment with

Trump, highlighted the precarious balance the Fed maintained. Shelton's

nomination underscored the risk that political pressures could undermine the

Fed's independence. The chapter concludes with a reflection on how the

Fed's influential role and wide-reaching powers demand a careful balance

between independence and accountability to ensure it remains a stabilizing
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force in a rapidly changing world.
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Critical Thinking

Key Point: The power of collaboration in addressing climate risks

through finance

Critical Interpretation: There is incredible strength in unity, and

nowhere is this more evident than in the collaborative efforts made to

address climate-related financial risks. 'The Creeping Crises' illustrates

how the establishment of the Network for Greening the Financial

System (NGFS) in 2017 galvanized participation from central banks

worldwide. This historic move showcased that even traditional

financial institutions, often seen as rigid, could evolve and adapt by

sharing expertise and fostering collective preparedness against the

threats of climate change. You can draw inspiration from this

collective action by recognizing that no matter how daunting a

challenge may appear—be it personal or global—standing together

with a community or network can ignite innovative solutions and

inspire real change. Remember, it is in unity that we harness the

strength to tackle issues that may seem insurmountable when faced

alone. Begin by identifying your supportive networks, collaborating

on shared goals, and amplifying your voice through connection and

cooperation.
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Chapter 15 Summary: 15. A Year of Uncomfortable
Questions

Chapter 15: A Year of Uncomfortable Questions

In the aftermath of the COVID-19 pandemic's initial wave, the U.S.

economy faced a new challenge: inflation. By April 2021, as Americans

began to travel and spend again, prices for car rentals, used cars, furniture,

and groceries rose rapidly, marking an unexpected inflationary surge after

decades of price stability. This spike was partly driven by a combination of

revived consumer demand and supply chains that struggled to keep pace,

hampered by disruptions like factory closures due to COVID-19 and

shipping bottlenecks exemplified by the Suez Canal blockage.

The inflation coincided with significant fiscal measures by President Joe

Biden's administration. Following a surprising Democratic win in the

Senate, Biden swiftly passed a $1.9 trillion stimulus package that included

direct payments to Americans, building on previous relief efforts. The influx

of cash boosted consumer spending, but also fueled inflation concerns, with

critics like former Treasury Secretary Lawrence Summers warning of

potential overheating. While the government aimed to counteract the

pandemic’s economic toll, some worried the measures might lead to

long-term financial instability.
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Meanwhile, the Federal Reserve under Chair Jerome Powell faced scrutiny.

The Fed's new framework, designed to allow for a temporary inflation rise to

support employment, seemed ill-prepared for the persistent price increases

that outpaced expectations. Some Fed officials expressed concerns as prices,

including wages and rents, rose, questioning the continued low interest rates.

By autumn 2021, many realized the inflation was not as transitory as hoped,

leading Powell to suggest faster withdrawal of economic support.

Socially and politically, the rising prices impacted consumer confidence and

Biden's approval ratings, as inflation became a central concern. The Fed's

efforts to maintain economic stability faced headwinds from public

perception issues, particularly following a scandal involving financial trades

by Fed officials that undermined its credibility.

Throughout 2021, the Fed found itself in an uncomfortable position, needing

to balance inflation control with the goals of full employment. The situation

was not eased by worries about financial market bubbles and increasing

national debt, fueled by the government's extensive fiscal response. As

Powell's term neared its end, debates intensified around the Fed’s

role—whether it should remain a financial regulator or evolve into a more

proactive participant in resolving broader economic challenges like climate

change and infrastructure investment.
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By the end of 2021, central bankers were reflecting on their response to the

crisis: while initially effective in preventing a deep recession, the strategies

had unintended consequences, complicating the economic landscape. The

legacy of the pandemic-era policies would shape the Fed's approach as it

tackled new challenges in the years ahead.
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