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Global Strategy: Bulletin | August 26, 2016 

Yellen Advocates Activist Monetary Policy, Leaves Negative 
Rates Out of Her Toolkit 

 Federal Reserve Chair Yellen made headlines with her near-term policy comment: “I believe the case for an increase in 
the Federal funds rate has strengthened in recent months.”  This pushed up the implied probability of a Fed funds rate 
hike during September somewhat, and dragged on many financial markets initially.   

 However, Yellen’s other comments revealed satisfaction with the Fed’s activist monetary policy and suggested reasons 
to take the central bank’s forecasts for future rate hikes with a grain of salt. This included a reference to an economy 
“frequently buffeted by shocks,” while the Fed’s economic projections include none explicitly.  

 Yellen elucidated on the Fed’s strategy during future, hypothetical recessions. She noted the likelihood that the trend 
level of the Federal funds rate might never get high enough for standard monetary policy tools to provide sufficient 
countercyclical impact.    

 Steps that could be used in the future would include asset purchases (QE) and long-term policy guidance, both tools of 
the last crisis. Looking forward, she also mentioned potentially widening the range of assets that could be purchased 
(as the ECB and BOJ have). She took note of alternative policy frameworks such as nominal growth targeting and the 
(now dormant) use of countercyclical fiscal easing.  

 She left one tool out of the kit: negative interest rates. 
 

NIRP Not in Her Toolkit 

Federal Reserve Chair Yellen’s highly anticipated speech at the Kansas City Fed’s policy symposium in Jackson Hole provided 
no shortage of headlines.  In summary, she was both rate hawkish short-term and dovish long-term.  After a knee-jerk 
selloff on the near-term-focused commentary, markets took note of the longer-term implications of her views. 

While many are struggling to assess the “right” level for U.S. policy rates, Yellen’s topic was “The Federal Reserve’s Monetary 
Policy Toolkit: Past, Present, and Future.” On this topic, Yellen supported a range of ideas to provide countercyclical support for 
the U.S. economy save one: negative interest rates. 

In her speech, Yellen repeated views that those disappointed with the Fed’s impact fail to see the counterfactual.  “Our asset 
purchases and extended forward rate guidance put appreciable downward pressure on long-term interest rates and, as a result, 
helped spur growth in demand for goods and services, lower the unemployment rate, and prevent inflation from falling further 
below our two percent objective.” 

While this was nothing new, what we found most interesting was her reasoning for the wide ranges around the Fed’s 

economic and interest rate projections looking forward. She said “the economy is frequently buffeted by shocks and thus rarely 
evolves as predicted. When shocks occur and the economic outlook changes, monetary policy needs to adjust.”   

With shocks so frequent, and each requiring a policy response, it would argue that the Fed’s central tendency forecasts are 
closer to a “best case, shock free” future which we would be lucky to see.  It suggests a proclivity toward countercyclical 

activism for monetary policy which itself has been criticized for providing a “put” under markets. This allows for excessive risk 
taking which itself is de-stabilizing. 
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No Need for NIRP 

While noting that most Federal Reserve easing cycles have started from a higher than usual Fed funds rate level, she provided 
an analysis showing that if the Fed relied on short-term interest rate targeting alone to provide stimulus in a future recession, 
interest rates would have to fall to deeply negative levels.  Instead, asset purchases (QE) and long-term interest rate guidance (a 
promise to stay low for longer than usual) would allow policymakers to achieve similar results without falling below the zero 
bound on interest rates. 

Yellen repeated guidance that asset sales will not be used as a policy tool.  Under ideal circumstances, the Fed’s balance sheet 
would passively shrink as bond holdings mature. Yet balance-sheet expansion would likely be needed to fight future 
recessions.  This is because the funds rate will not likely ever rise to a high enough level for rate cuts alone to do the job the Fed 
will want to achieve.   

These comments confirmed our long-held views about the Fed’s balance sheet and the “new standard tools” of monetary 
policy.  Away from this, she noted the potential - if legislation permits - to expand the types of assets the Fed would purchase 
(akin to the European Central Bank’s corporate debt purchases). In passing, she mentioned alternative policy frameworks that 
might accommodate a higher inflation rate.  At no point, though, did she include negative interest rate policy (NIRP) in her list of 
future tools. 

Turning to her hawkish near-term comments, we have to wonder if the Fed’s activist approach and asymmetric view of 
managing risks would allow for a policy tightening next month.  This is merely given a possibly less-than-stellar employment 
report for August to be released in a week’s time. (We see a chronic downward bias in August employment data which might 
again distort initial results, see figure 1).   

With this in mind, and an always present list of concerns such as the LIBOR spike (please see our latest Quadrant for discussion 

Converging on Zero), Yellen’s attempt at hawkish near-term comments didn’t even manage to strongly move very short-term 

U.S. interest rate markets. 

Figure 1. Average Gain in US Employment (thousands) by Month Since 2010 

 

Source: Haver Analytics as of August 26, 2016.  
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In any instance where distribution of this communication (“Communication”) is subject to the rules of the U.S. Commodity Futures Trading 
Commission (“CFTC”), this communication constitutes an invitation to consider entering into a derivatives transaction under U.S. CFTC 
Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.  

This communication is prepared by Citi Private Bank, a business of Citigroup, Inc. (“Citigroup”), which provides its clients access to a broad array of 
products and services available through Citigroup, its bank and non-bank affiliates worldwide (collectively, “Citi”). Not all products and services are 
provided by all affiliates, or are available at all locations. Citi Private Bank personnel are not research analysts, and the information in this 
communication is not intended to constitute “research”, as that term is defined by applicable regulations.  

All views, opinions and estimates expressed in this communication (i) may change without notice, and (ii) may differ from those views, opinions and 

estimates held or expressed by Citigroup or other Citigroup personnel. Recipients of this communication should obtain advice based on their individual 

circumstances from their own tax, financial, legal and other advisors before making an investment decision, and only make such decisions on the basis 

of the investor’s own objectives, experience and resources.  

The investor must ascertain if they are suitable for each investment strategy based on their unique investment objectives and risk tolerances. 
Strategies discussed herein may have eligibility requirements that must be met prior to investing. Each investor should carefully view the risks 
associated with an investment and make a determination based upon the investor’s own particular circumstances, that the investment is consistent 
with the investor’s objective. Strategies described herein involve risk and may not perform as described.  

Citi Private Bank is a business of Citigroup Inc. (“Citigroup”), which provides its clients access to a broad array of products and services available 
through bank and non-bank affiliates of Citigroup. Not all products and services are provided by all affiliates or are available at all locations. Neither 
Citigroup nor its affiliates provide tax or legal advice. In the US, brokerage products and services are provided by Citigroup Global Markets Inc. 
(“CGMI”), member SIPC. Accounts carried by Pershing LLC, member FINRA, NYSE, SIPC. CGMI and Citibank, N.A. are affiliated companies under 
the common control of Citigroup. Outside the US, brokerage products and services are provided by other Citigroup affiliates. Investment Management 
services (including portfolio management) are available through CGMI, Citibank, N.A. and other affiliated advisory businesses. 

None of the financial instruments or other products mentioned in this Communication (unless expressly stated otherwise) is (i) insured by the Federal 
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by, Citi or any other insured 
depository institution.  

The expressions of opinion are not intended to be a forecast of future events or a guarantee of future results. Past performance is not a guarantee of 
future results. Real results may vary. 

Citibank N.A., London Branch (registered branch number BR001018), Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB, is 
authorised and regulated by the Office of the Comptroller of the Currency (USA) and authorised by the Prudential Regulation Authority.  Subject to 
regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority.  Details about the extent of our regulation 
by the Prudential Regulation Authority are available from us on request.  The contact number for Citibank N.A., London Branch is +44 (0)20 7508 
8000. 

 
Citibank Europe plc is regulated by the Central Bank of Ireland. It is authorised by the Central Bank of Ireland and by the Prudential Regulation 
Authority. It is subject to supervision by the Central Bank of Ireland, and subject to limited regulation by the Financial Conduct Authority and the 
Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by 
the Financial Conduct Authority are available from us on request. Citibank Europe plc, UK Branch is registered as a branch in the register of 
companies for England and Wales with registered branch number BR017844. Its registered address is Citigroup Centre, Canada Square, Canary 
Wharf, London E14 5LB. VAT No.: GB 429 6256 29.  
 
Citibank Europe plc is registered in Ireland with number 132781, with its registered office at 1 North Wall Quay, Dublin 1. Citibank Europe plc is 
regulated by the Central Bank of Ireland. Ultimately owned by Citigroup Inc., New York, USA. 
 
In Jersey, this document is communicated by Citibank N.A., Jersey Branch which has its registered address at PO Box 104, 38 Esplanade, St Helier, 
Jersey JE4 8QB. Citibank N.A., Jersey Branch is regulated by the Jersey Financial Services Commission. Citibank N.A. Jersey Branch is a participant 
in the Jersey Bank Depositors Compensation Scheme. The Scheme offers protection for eligible deposits of up to £50,000. The maximum total amount 
of compensation is capped at £100,000,000 in any 5 year period. Full details of the Scheme and banking groups covered are available on the States of 
Jersey website www.gov.je/dcs, or on request. 
 
In the United Arab Emirates and Bahrain Citi Private Bank operates as part of Citibank, N.A. 
 
In South Africa, Financial Service Provider, FSP 30513. 
 
In Hong Kong, this document is issued by CPB operating through Citibank, N.A., Hong Kong branch, which is regulated by the Hong Kong Monetary 
Authority. Any questions in connection with the contents in this document should be directed to registered or licensed representatives of the 
aforementioned entity. 
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In Singapore, this document is issued by CPB operating through Citibank, N.A., Singapore branch, which is regulated by the Monetary Authority of 
Singapore. Any questions in connection with the contents in this document should be directed to registered or licensed representatives of the 
aforementioned entity.  

 In Canada, Citi Private Bank is a division of Citibank Canada, a Schedule II Canadian chartered bank.  Certain investment products are made 
available through Citibank Canada Investment Funds Limited (“CCIFL”), a wholly owned subsidiary of Citibank Canada.  Investment Products are 
subject to investment risk, including possible loss of principal amount invested.  Investment Products are not insured by the CDIC, FDIC or depository 
insurance regime of any jurisdiction and are not guaranteed by Citigroup or any affiliate thereof.  

CCIFL is not currently a member, and does not intend to become a member of the Mutual Fund Dealers Association of Canada (“MFDA”); 
consequently, clients of CCIFL will not have available to them investor protection benefits that would otherwise derive from membership of CCIFL in 
the MFDA, including coverage under any investor protection plan for clients of members of the MFDA.  

This document is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy any securities to any person in 
any jurisdiction. The information set out herein may be subject to updating, completion, revision, verification and amendment and such information may 
change materially.  

Citigroup, its affiliates and any of the officers, directors, employees, representatives or agents shall not be held liable for any direct, indirect, incidental, 
special, or consequential damages, including loss of profits, arising out of the use of information contained herein, including through errors whether 
caused by negligence or otherwise. 

This email contains promotional materials.  If you do not wish to receive any further promotional emails from Citi Private Bank, please send 
an email to donotspam@citi.com  with “UNSUBSCRIBE” in the subject line. Email is not a secure environment; therefore, do not use email 
to communicate any information that is confidential such as your account number or social security number. 

Citi, Citi and Arc Design and other marks used herein are service marks of Citigroup Inc. or its affiliates, used and registered throughout the world. 

IPhone and iPad are trademarks of Apple Inc., registered in the US and other countries. App Store is a service mark of Apple Inc. 
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