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Bernanke Maintains Cautious Stance 
February 29, 2012  
 

Chairman Bernanke m aintained a c autious st ance i n t oday’s testimony at the  C ommittee o n 
Financial Services of the House of Representatives and left the door open for additional monetary 
policy easing.  He opened his remarks with the observation that the “pace of expansion has been 
uneven and modest by historical standards.”  In his opinion, economic activity is likely to match 
the pace seen in the latter half of 2011.  The U.S. economy advanced at an average pace of 2.4% 
in the third and fourth quarters of 2011.   
 

Chart 1 

 
 

With regard to the labor market, Bernanke noted that the “decline in the unemployment rate over 
the p ast y ear ha s be en s omewhat m ore r apid than might have be en e xpected, gi ven t hat t he 
economy appears to have been growing during that time frame at or below its longer-term trend: 
continued improvement in the job market is likely to require stronger growth in final demand and 
production.  N otwithstanding the better r ecent da ta, the job market r emains far from n ormal” 
(emphasis added).  Essentially, the Fed continues to place labor market challenges at the top of 
the priority list.   
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Bernanke indicated that although household spending advanced moderately in the second half of 
2011, the “ fundamentals that su pport spending continue to be weak:  R eal h ousehold wealth 
and i ncome w ere f lat i n 2011, a nd access t o credit r emained r estricted f or many p otential 
borrowers.”  I n the hous ing sect or, Bernanke see s l ack of cr edit av ailability as a r estraining 
factor.  H e r eiterated that tha t in flation will r un at or  be low 2.0 % tha t is  c onsistent w ith the 
mandate.  The recent gain in gasoline prices as a temporary influence on prices.  In this context, 
Bernanke pointed out that inflation expectations are consistent with the Fed’s view that inflation 
will remain subdued.   
 

Pr ivate Sector  vs. Government Sector  in the Current Recovery 
Real GDP of  t he e conomy i s e stimated to ha ve g rown a t a n annual r ate o f 3.0% i n the fourth 
quarter, an upward revision from the advance estimate of a 2.8% increase.  Upward revisions of 
consumer s pending, out lays of  s tructures, r esidential i nvestment e xpenditures a nd g overnment 
spending more than offset downward revisions of exports and equipment and software spending 
to yield a  slightly higher reading of  real GDP growth for the fourth quarter of  2011.  T he U.S. 
economy has advanced for ten straight quarters after the recession ended in June 2009, w ith the 
private sector pulling the engine rather than the government.  C hart 2 is an indexed chart where 
the level of private sector and government outlays are set equal to 100 at the trough of the 
recession ( 2009:Q2) a nd t he t wo c omponents a re c omputed f or qua rters be fore a nd a fter t he 
recession.  A reading of 102 denotes a 2.0% increase from the trough, while a reading of 97stands 
for a  3.0% decline.  A s seen in Chart 2, at the end of 10 qua rters of economic growth, pr ivate 
sector spending has risen 8.5% from the trough, while the combined outlays of federal, state, and 
local governments dropped 3.6%.   

Chart 2 

 

Private Sector:  Real GDP Minus Government Spending

Government Spending (Federal, State, and Local )
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