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BOARD CIF GOVERNORS 
OF" THE 

FEOERAL RESERVE SYSTEM 
WASHINGTON, • . C:. 20551 

January 14, 2021 

ADDRESS OFFICIAL CORRESPONDENCE 
TO THE BOARD 

Re: Freedom of Information Act Request No. F-2021-00089 

This is in response to your email message dated and received by the Board's 
Information Disclosure Section on January 4, 2021. Pursuant to the Freedom of 
Information Act ("FOIA"), 5 U.S.C. § 552, you request: 

The case file for the Office of the Inspector Generals 
investigation related to allegations concerning the Program for 
Security of FOMC Information and the FOMC Policy on 
External Communications of Committee Participants in 
conjunction with the leak of information from the September 
2012 FOMC meeting, including the OIG's conclusions and 
recommendations. 

Staff searched Board records and located documents responsive to your request. 
Specifically, staff located documents related to the investigation initiated by the OIG in 
2013, as well as the investigation conducted in 2015 by the OIG in conjunction with the 
Department of Justice and the Federal Bureau of Investigation. I have determined, 
however, that certain information within the responsive materials consists of information 
prohibited from disclosure by another federal statute ( e.g., information related to Grand 
Jury matters subject to Rule 6( e) of the Federal Rules of Criminal Procedure); internal 
and interagency pre-decisional analyses and recommendations ( e.g., the predecisional 
deliberations of OIG and Board staff, attorney work product privileged materials, and 



predecisional draft documents 1 ); personally identifiable information found within 
personnel and medical and similar files or found within records or information compiled 
for law enforcement purposes ( e.g., the names and other personally identifiable 
information of OIG investigative staff, Board employees, and other third parties); 
information that could reasonably be expected to disclose the identity of a confidential 
source found within records or information compiled for law enforcement purposes ( e.g., 
the personally identifiable information of and other information received from an OIG 
confidential source); and information related to the techniques or procedures of the law 
enforcement operations of the Board that, if disclosed, could reasonably be expected to 
risk circumvention of the law (e.g., information related to OIG or other agency law 
enforcement techniques or procedures). 

Such information is subject to withholding and will be withheld under the 
authority of exemptions 3, 5, 6, 7(C), 7(D), and 7(E) of the FOIA, 5 U.S.C. §§ 552(b)(3), 
(b)(5), (b)(6), (b)(7)(C), (b)(7)(D), and (b)(7)(E), respectively. I have also determined 
that the information should be withheld because it is reasonably foreseeable that 
disclosure would harm an interest protected by an exemption described in subsection (b) 
of the FOIA, 5 U.S.C. § 552(b). The responsive documents have been reviewed under 
the requirements of subsection (b) and all reasonably segregable nonexempt information 
will be provided to you. The documents being provided to you will indicate the amount 
of information that has been withheld and the applicable exemptions. Because three or 
more persons have requested this same information, it has been posted in the Board's 
FOIA reading room at the following location: 
https://www.federalreserve.gov/foia/files/FOIA-response-september-2012-FOMC
meeting.pdf. In addition, approximately 631 pages of responsive information are being 
withheld in full. 

For the reasons stated above, your request for information is granted in part and 
denied in part. If you believe that you have a legal right to any information that is being 
withheld pursuant to this determination or pursuant to my earlier determination, you may 
appeal by writing to Office of the Secretary, Board of Governors of the Federal Reserve 
System, Attn: FOIA Appeals, 20th Street & Constitution Avenue NW, Washington, DC 
20551; by facsimile to 202-872-7565; or electronically to FOIA-Appeals@frb.gov. 

1 Please note that finalized versions of certain draft documents being withheld are available on 
the Board's public website at the following locations: 
https://www.federalreserve .gov/monetarypolicy/files/FOMC20 l 209 l 3meeting.pdf; and 
https://www.federalreserve.gov/monetarypolicy/files/FOMC20 l 20828memo06 .pdf. 
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Your appeal must be postmarked or electronically transmitted within 90 days of the date 
of the response to your request. 2 

Very truly yours, 

Margaret McCloskey Shanks 
Deputy Secretary of the Board 

2 As an alternative to an administrative appeal, you may contact the Board's FOIA Public 
Liaison, Ms. Candace Ambrose, at 202-452-3684 for further assistance. Additionally, you may 
contact the Office of Government Information Services ("OGIS") at the National Archives and 
Records Administration to inquire about the FOIA mediation services they offer. The contact 
information for OGIS is as follows: Office of Government Information Services, National 
Archives and Records Administration, 8601 Adelphi Road-OGIS, College Park, MD 20740-
6001; email at ogis@nara.gov; telephone at 202-741-5770 or toll free at 1-877-684-6448; or 
facsimile at 202-741-5769. 
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Investigation File Report 
120130013-HQO 

Investigation Details 

Investigation Title: Release of Confidential Information - FOMC 

Program Area: Federal Reserve Board 

5tatus: Investigation Re-opened 

Priority: 1: Threats, Disclosure of Nonpublic FOMC Information, Computer Incidents, Security Incident, or 
Emergency Response 

Federal Reserve System: FR Board 

City, State: Washington 

Lead Agent: 

District of 

Columbia 
Division: Other 

Internal/Confidential: Yes 

Waived: No 

Congressional Interest: No 

Employee Case: Yes 

Victim Class: Other FR Operations 

Program Activity: FRB - Other FRS Operations 

Offense Class: Disclosure of Information 

InveStigation Result: Closed - No Further Action 

Source: Anonymous 

Assisting Agencies:Yes 

Law Enforcement: Yes 

Related Files: No 

Date Closed (Initial): 12/01/2014 Date Reopened: 03/10/2015 Date Closed: 04/06/2017 

Synopsis 

This investigation was reopened based on the results of complaint evaluation C20150031-HQO, in which an 
anonymous letter was received by Federal Reserve Board ) (6). {b) (7)(C) who then forwarded a copy of 
the letter to the OIG on March 4, 2015. The anonymous letter states, ><G>. lb> (7)(C) : 6}, (b JlCJ of the Fed 
leaked confidential FOMC information to Medley Global Advisors and ot er firms efore the September 2012 
decision." 

The investigation concerns the release of confidential information from a September 2012 meeting of the 
Federal Open Market Committee (FOMC), which later appeared in an October 3, 2012 newsletter written by an 
analyst at Medley Global Advisors, 6 (6 b 7 C When the confidential information appeared in the Medley 
newsletter, the details of the FOMC meeting and minutes had not been released to the public. The minutes for the 
September 2012 FOMC meeting were released to the public on October 4, 2012. 

The initial investigation into this matter was opened on March 13, 2013, based on information from a confidential 
informant who alleged that a potential leak of confidential FOMC information was not reported to the OIG for 
investigation by the<6J 6), 6J (7JrCJ , and :>J (6. {bWKC> ------------------------ ' as set forth in the Program for Security of FOMC Information. Additionally, 
the confidential informant alleged that the potential leak of confidential FOMC information may have occurred in 
violation of the FOMC Policy on External Communications of Committee Participants, as well as the laws, rules, 
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and regulations enforced by the U.S. Securities and Exchange Commission (SEC). Based on the information 
available to the OIG at that time, the OIG was unable to determine the source of the leak of confidential FOMC 
information and closed the investigation on December 1, 2014. 

The new anonymous complaint, received by the OIG on March 4, 2015, contained information that warranted 
further investigation into this matter. Accordingly, this Investigation was reopened. This investigation Is being 
worked under suspected violation of 18 U.S.C. § 641 (public money, property, or records) and any other violation 
of law, rule, or regulation, including the Standards of Ethical Conduct for Employees of the Executive Branch, as 
well as any violation of Board or FOMC policy, rules, or regulations. 

In March 2015, the Federal Bureau of Investigation (FBI) infonnect the OIG that they Initiated an investigation into 
this matter in coordination with the U.S. Attorney's Office, Southern District of New York (USAO SONY). 
Accordingly, this investigation will be coordinated with the FBI and USAO SONY. We will also coordinate with the 
U.S. Commodities Futures Trading Commission (CFTC) and SEC to the extent any evidence Is obtained to suggest 
a possible violation of law, rule, or regulation enforced by CFTC or the SEC, Including Section 10(b) of the 
Securities Exchange Act of 1934 and SEC Rules 10b5-1 and 10b5-2. 

APRIL 1, 2015 QUARlERL Y REPORT 

During this reporting period, this investigation was reopened based on the receipt of new information. Both 
--.--.,,......-........ and __ ....... -__,,...--...... .,......,-...-·' received anonymous letters allegedly identifying the leaker 
of confidential FOMC material to Medley Global Advisors. The anonymous letters were obtained for analysis. To 
date, the reporting agent has coordinated with USAO SONY and the FBI and the first meeting is scheduled for 
April 1, 2015 in Washington, DC. 

During this reporting period, the OIG obtained a copy of the FOMC's Internal review report, dated March 14, 2013. 
The report identifies one partieular piece of confidential FOMC information that was contained in the Medley 
Global Advisors newsletter. 

JULY 1, 2015 QUARTERLY REPORT 

During this reporting period, on April 1, 2015, the reporting agent met with the FBI and USAO SONY to discuss 
case planning and coordination. An anonymous letter was provided to the FBI for their review and analysis 
deemed appropriate. 

During this reporting period, the OIG obtained a copy of the supporting documentation for the FOMC Internal 
review report. 

Monetary Affairs, Board, was interviewed at which tim > ,sJ discussed, 
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b} 6}, 6)17J[C} , Research and Statistics, Board, was interviewed at which timeb) (6) discussed 
b) (6), (b) {7)(C), (b) (5) 

b (6 , 6TT7)"{C ·, Monetary Affairs, Board, was interviewed at which time !bJ c
6
i discus 

) (6), (b) (7)(C), (b) (5) 

, Research and Statistics, Board, was interviewed at which time (b) (s) discussed 

, Board, was interviewed at which time bJ c
6
i discussed 6 6J, (6J {7KC , (6 5J 

b 6 , {6) UKCJ, {6) (7}{D was interviewed at which time 
~ (6), (b) {7)(C), (b) (5), (b) {7)(0) 

, tiJ {7J{C Monetary Affairs, was interviewed at which time )(S)discussecl 
b) (6), (b) {7)(C), (b) (5) 

Monetary Affairs, Board, was interviewed at which time( ) (6) discussed 

6IT6 • {6J ITTfC) Board, was interviewed at which time (bJ c
6
i discussed ' }, 6)17)1CJ, {b (5J 

{7J[C , Board, was Interviewed at which timet
b) (

6
) discussed l 6 , 6J17K , 

During this reporting period, an analysis of 6 , ( (7 C Board emall account found communications with 
6), (o (7) C ' Medley Global Advisors, w lch were (b) (5) No 

evidence was found reflecting the release of any confidential FOMC information. Additionally, an analysis found no 
email communications between . {ti ) and representatives of Medley Global Advisors. 
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See the associated memoranda of interview for additional details regarding the interviews described within this 
quarter. 

OCTOBER 1, 2015 QUARTERLY REPORT 

During this reporting period {6 , C ,........,,...,...,.,_..,.-,,,,......,,- :-=----=-..,.. ' was Interviewed 
In an effort to obtain 6} 6 , (b) (7)(C emails, at which time (b) ceJ said that a Federal Reserve System-wide snapshot 
of emails was requested during the FOMC's earlier internal Investigation into the leak. 

During this reporting period ......, ____ laptop computer was obtained by the OIG, as well as images of 11> < > ~---~~i....i .... devices, for review and analysis. 

During this reporting period, a copy of those Reserve Bank email accounts were provided to the OIG. The OIG's 
independent review and analysis of those emails began during this reporting period. 

During this reporting period, email analysis found several communications, both prior to and during the relevant 
timeframe, between oJ {7}{C) ......... --- and , 6 of Medley 
Global Advisors b) (5) • These communications Inc uded emails relating 
to the issuance of a prior Medley Global Advisors newsletter concerning the content of FOMC meeting minutes. 

During this reporting period, efforts were made to lntervlew~~u...~.;....L.1.;;.C.L-____ _. 

JANUARY 1, 2016 QUARTERLY REPORT .. 

During this reporting period, 6), (t> c was interviewed with the USAO 
SONY. stated that (6), (b) (7)(C), (b) C 

APRIL 1, 2016 QUARTERLY SfATUS REPORT 

As of this reporting period, the investigation is also being worked under a potential violation of 18 U.S.C. § 1001. 

During this reporting period, the investigative team reviewed the notes taken by 6 • during 
·• No evidence was found that 1 

,...,.,.-d-:-:-is-c-us-sed---.--:-:the confidential FOMC informatr·-on-.-
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J 
) (6), (b) (7)(C , b) (6), (b) 

On March 10, 2016, the OIG reporting agent met with USAO SONY to discuss investigative findings to date. 

JULY 1, 2016 QUARTERLY STATUS REPORT 

On April 20, 2016, 
{6 , {ti) {7)fCJ, (6f(5} 

, Board was interviewed 

During this reporting period, (t>) (6), (ti (7)(C • (ti (3) A ------------------------------

OCTOBER 1, 2016 QUARTERLY STATUS REPORT 

During this reporting period, 

JANUARY 1, 2017 QUARTERLY STATUS REPORT 

During this reporting period, 6 

APRIL 1, 2017 QUARTERLY STATUS REPORT 

During this reporting period, 

APRIL 5, 2017 CASE CLOSING STATUS REPORT 

6 fj 

USAO SONY has declined to prosecute this matter. Based the USAO SDNY's declination and ), C 
6 , t> 7 C , as well as a lack of any additional logical leads, no further 

Investigative activity is warranted. 
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MEMORANDUM 

DATE: 

TO: 

FROM: 

S BJECT: 

AUTHORIZED FOR RELEASE 

OFFI F. OF INSPE TOR GENERAL 

BOARD OF GOV ERNORS Of l'IIE F1m ERAI. R ESl! RVF. 5YST M 

Cur,:suM!lR FINANCIAl. PROTll :TIUN BUREA 

February 1-__ 013 

Restricted-FR 
onficlential 

,.. 

n Fcbruar) 14. _QI 3. I re ·civcd a all from an indi vidual her inalil!r ref rred 10 as ( 1-1) \Vh 

r quested anonymity. (CI-I) stated that he/she\ as aware of the Program for ecurity or FOMC 
Infom1ation. (CI-I) stated that when a breach or F M infonnation is idcntilicd or su. peeled. 
the program requires the infom1ation to be promptly reported to the f-OM c ·rctar. and the 
FOM encral ouns I , ho ar required in consultation with the haim1an to conduct and 
initial re ic\\' of th matter. At thnt p int. th General C unsel determines whether to requ st the 
Board's flice of Inspector encral (OIG) to conduct a full in cstigalion. 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

2 '-' February 16, 2013 

AUTHORIZED FOR RELEASE 



C 
AUTHORIZED FOR RELEASE 
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I have attached hclow. xccrpls from th1.: Pr grdm on S1..·curity for r-

February 15. 2013 

Information b low. 

·. !Jc.my FOM · participant or Federal Reserve Si .'item stqflper:wn becomes 
a11 are <?/'an incidenr in whi ·h /·OM · i1!fi.u·11wtim1 security rul •:;· may have been 
breached. that individual should promprly alert the FOMC Sec:retar . The 
ecrerar · and rhe F0.\1(' :,· 'c!lleral Cmmsd ll'ill p,:rf<_,,·m an inirial r •view of the 

incident, in cons11/tario11 wirh rhe Chair11w11 am/ with rhe Pre idem oj a pecific 
Federal Resene Bank ({the violarion appears m hare involved ra{fwirhln rhat 
Bank. /11 light of thal initial r •view. the Generul ( 'mm. el will det •rmi11e whether 
10 reque.\'t the Board's lmpL'clor General to p•1:f,m11 a/11/1 investigmion of1he 
incident. The results ,~f' Iha/ investigation will he reported to th· ( '/wirman. who 
will i1!/<m11 the 'ommillee ahow those result.,· ax appropriare. 

D. ({a Sl<!flPerson Cll the Federal Res>n·e Board h ts beenfn1111d to ht' 
re.\pon.-;ihlefor c1 br11ac/1 c~f FOMC il!f<m1wtirm sc:c11rity. 1hr Chairman will 
determine the conseq11e11ces fi,r rhat indil•idual. (/ a staff person al ,, Federal 
Reserve Bank has he,mf01111 I /0 he responsih/ejiir a breach,?{ J, O/1,f( · 
i11/im11a1io11 ,\'ecuril). the f're.,·idem ,?[that /Jank 11•i// determine lite c:011seq11e11ces 
for thar individual and ll'ill i11(orm the Chairman of that determination. If an 
FOM( · participam has hc:c:11fo1111d tn her '.liP(JJ/.\iMe for ab,- •ach o(FO,\IC 
i1!/cm11miu11 securi~v. the ·ommiuee will derer111i11L' rhe ·on. eque11 ·'·'-Jar rhat 
parric:ipcmt. The lnspec/or G,meral will contw:t law e11forceme111 agencies 
whene, er an h1ves1iga1im1 inclh:C1t •.,· that c:rimimil stmute. · may lun·e been 
violared. 

AUTHORIZED FOR RELEASE 
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Investigative Plan 
120130013-HQO -

·-· ··, . 

,. 

Case Title: Release of Confidential Information - FOMC 

Allegation: 

The OIG initiated this investigation based on an anonymous complaint regarding the possible leak of confidential 
Federal Open Market Committee (FOMC) meeting information. It is alleged that a Board employee is believed 
to have leaked FOMC information to a private citizen prior to the information being released to the public. 
According to the information provided in the complaint, the private citizen is an executive at an investment firm 
who published the FOMC information in a newsletter subscribed to by the executive' clients. It is also alleged 
that the executives firm and its clients may have been able to profit from this information. -~...,.. I 

, The OIG is investigating tl'l s -------.--------------------matter for possible criminal and administrative violations. 

Possible Laws and Regulations Violated: 

18 USC§l905 Disclosure of Confidential Information 

Key Investigative Activities: (Planned interviews, Records to be obtained, etc) 

Other Sources of (Applicable Po/ides and Procedures, On-Line Databases, Nae, etc) .. 
Review Wall Street Journal Article by John Hilensrath dated 5eptember 28, 2012.Locate and review Regina 
Schleiger's newsletter for Medley Global Advisors. 

Special Investigative Techniques: Computer Forensics, Mail Cover, Consensual Meeting, Surveillance, etc) 

No special investigative techniques are anticipated. 

Special Issues/Problems: 

Investigative Location: 

The investigation is located in Washington, District of Columbia 

Travel: 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

No travel is anticipated at this time. 

Edit Authorization: ... - ... - .... 

AUTHORIZED FOR RELEASE 



Redacted 

AUTHORIZED FOR RELEASE 
RESTRICTED-FR 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On March 13, 2013, CS20130001 was interviewed at Juan Valdez Coffee Shop, 1889 F St NW 
Washington, DC 20006 by Special Agents in Charge (6), ( ) (7) C and t> (6), ( ) (7)(C 
Office of the Inspector General for the Board of Governors of the Federal Reserve System. After 
being advised of the identity of the interviewing agent(s) and the purpose of the interview, 
CS20130001 provided the following information: 

Date of ActMty: 
March 13, 2013 

Transcribed Bv: 
~t>) (6), (b) (7)(C~ 

I 
I 

Date Transcribed: 
March 28, 2013 

Location: 
Juan Valdez Coffee Shop, 1889 F St NW 
Washington, District of Columbia 20006 
Case Number: 
12013 0013 
Reviewed By: 

This report is the property of the Omce or lnspec1or General. The report nnd it~ contems may not be reproduced without wrillcn pcm1ission. 
The report is FOR OFFICIAL USE ONLY and its disclosure 10 unauthorized persons is prohibited. 

RESTRICTED-FR 

AUTHORIZED FOR RELEASE 



CS20130001 

AUTHORIZED FOR RELEASE 
RESTRICTED-FR 

-2- March 13, 2013 

This rcpon is the propc:ny of the omcc of Inspector General. The n:port and its contents may not be reproduced without written pc:nnission. 
lbe rcpon is FOR OFFICIAL USE ONLY and its disclosun: to unauthoriZA:d persons is prohibited. 

RESTRICTED-FR 
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AUTHORIZED FOR RELEASE 
RESTRICTED-FR 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On March 13, 2013, {ti <6 • (t:; XC was interviewed at Juan Valdez Coffee Shop, 1889 F St NW 
Washington, DC 20006 by Special Agents in Charge 6, C and BJ, 

=----=---Office of the Inspector General for the Board of Governors of the Federal Reserve System. After 
being advised of the identity of the interviewing agent(s) and the purpose of the interview, 
provided the following information: 

Date of Activity: 
March 13, 2013 

Date Transcribed: 
March 28, 2013 

Location: 
Juan Valdez Coffee Shop, 1889 F St NW 
Washin ton, District of Columbia 20006 
Case Number: 
I 2013 0013 

Reviewed By: 

This report is thi: property of the Ofiicc of lnspe<..'tor G\.'llCral. The f\.'J)Ort nnd its contents may not be reproduced without written pcm1ission. 
The report is FOR OFF IC IA L USE ONLY and its disclosun: to unauthorizi:d persons is prohibited. 

RESTRICTED-FR 

AUTHORIZED FOR RELEASE 



Interview ofJD} (6), \DI (fl\\J~ 

AUTHORIZED FOR RELEASE 
REsTRICTEo-FR 

-2- March 13, 2013 

This report is the propeny of the Office of lnsl)l!ctor General. ·11tc report nnd its conti=nts may not be rcproduci:d without written pcm1issi-On. 
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited. 
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AUT~~fififffR:LEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

Referral to Securities and Exchange Commission 

On December 2, 2014, the reporting agent contacted .,...,.._----..--=---=--':, Attorney, Division of 
Enforcement and Market Abuse, United States Securities and Exchange Commission (SEC) by 
telephone at [6, (7J[C ,. The purpose of the telephone call was to discuss the details of OIG 
case number 120130013-HQO - Release of Confidential lnfonnation-FOMC. t191.11t> was 
provided details related to the leak of confidential FOMC infonnation that appeared in a Wall 
Street Journal article on September 28, 2013 by Jon Hilsenrath and in a newsletter by Regina 
Schleiger for Medley Global Advisors that appeared on October 4, 2012. 

....____ ___ was advised that the OIG had concluded its investigation and was providing the details 
to the SEC to detennine if they should review the matter for illegal trading that could have 
occurred based on the leak ofFOMC information. The reporting agent advised 111);11t> that 
would speak with OIG counsel in order to provide investigative documents to the SEC for 
review. The documents were provided to OIG counsel and are pending review. 

Attachments: 

Recommendation to Close 120130013 
LSAP Paper 
LSAP Briefing 

Date of activity: 
December 2 2014 
Conducted by:(15 6~,~(~ (7J(~ C 

Case number: 
I20130013-HQO 

Date prepared: 
December 2, 2014 

This document is the property of the Office of Inspector General and may not be copied or disclosed without the permission of the 
Office of Inspector General. Appropriate safeguards should be provided for the information contained herein. Public disclosure of 
this Information is determined by the Freedom of Information Act, Title 5, U.S.C. § 552, and the Privacy Act, Trtle 5, U.S.C. § 552a. 

OIG Form IN-007-3 
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MEMO 

Date: December 5, 2013 

To: File I 2013 0013 HQO 

From: SAC I:>) {S), (I:>) (7)(C 

Subject: Email Activity 

AUTHORIZED FOR RELEASE 

RESTRICTED-FR 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

On December 5, 2013, the reporting agent received from the Board's Mobile and Messaging 
Group email files related to conversations to and from John Hilensrath, Wall Street Journal, the 
domain @medleyadviors.com and ...._ __ ..... ·@medleyadvisors.com. The emails will be 
reviewed for conversations with Board personnel whose names appear on the list provided by 

-------- of those contacted regarding the leak of FOMC information. 

I 11: , ,!u, ·;1111,,u :., ,.,,. r 11 I· I< ·1. 11 I ·,,,_. , i ,·t. l ,r:rhi,: rif,, 1 Jl!i.-. · .,, 1,,.,,,,, .,,,,. < i,·11<"r ,1/. 
i >:s, l, ,., to ·,• 1,, . ;-.1 1 :,,,,uo ,'.,t,ri .. \ \/ J.), rs, ,111. ;,r,.,J, i1'it,·d. 

RESTRICTED-FR 
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AUTHORIZED FOR RELEASE 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On May 1, 2014, CS20130001 (Source) was interviewed at Paul's Bistro, 20th and Pennsylvania, 
Washington DC by Special Agents in Charge 6 , , Office of the Inspector General 
for the Board of Governors of the Federal Reserve System. After being advised of the identity of 
the interviewing agent(s) and the purpose of the interview, CS20130001 provided the following 
infonnation: 

Date of Activity: Location: 

Conducted by: Case Number: 

Transcribed By: j Date Transcribed: Reviewed By: 

·n1is report is the 1>ropcrty of the Office or lnspc..:tor Gcncrnl. ll1c report and its conh:nts may not he r1.'J)rod11ccd without written pcnnission. 
The report is FOR OFFICIAL USE ONLY and its disclosure to unnuthorit.cd pcrsun.~ is prohihi1cd. 
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AUTHORIZED FOR RELEASE 
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AUTHcit~OOd!ElRIRlLEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

TERVIEW OF o) (6), (b) (7)(C 

On ay 5 2015, enior Special Agent b) <5>. (b) (7)(c , Special Agent b) (6), (b) (7)(C) both of 
the Office of In pector G neral (OIG) for the Board of Governor of th F d ral Re erve System 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with Assistant 
United States Attorney > <6>, (ti} 17xc> , Assistant United States Attorney o) (6), (o) (7)(C) and 
Federal Bureau of Investigation Special Agent (ll) (6), (ll) (7)(C) interviewed (b) (6), (o) (7)(C} , a 

i-)pj(C} 

Attachment: FBI 302 

Case number: 1201 30013-HQO 
Date re ared: 05/ 14/1 

This document is 1he property of1he Office of lnspcclOr General and ma not be copied or disclo ·cd wi1hom the permis ion of the Oflice of 
In pec1or General. Appropriate safeguards hou ld b • provided for the infom1mi n contained herein. Public disclosur oflhi informm ion is 
determined by the Freedom oflnfonnaiion Acl. Title , U., C. § ·s2. and the Privacy cl Tit le ·. U .. C. ~ ·s2a 

OIG Form -007-3 

AUTHORIZED FOR RELEASE 



Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

On May 5, 2015 Senior Special Agent ><6),(b)(7)(Cl , Special Agent ( )(6), (b) (7)(C) , both of 
the Office of Inspector General (OIG) for the Board of Governors of the Federal Reserve System 
(Board) and the Con umer Financial Protection Bureau (CFPB) in conjunction with Assistant 
United States Attome b)(G), (b)(7)(c Assistant United States Attorney b) (6), (b) (7)(C) and 
Federal Bureau oflnvestigation Special Agent {6 (6), (6 (7) C) interviewed (b) (6), (b) (7)(C) 

Attachment: FBI 302 

Date of activity: 5/5~ tel ifl1XC1----------....-C_as_e_n_u_m_b_er_:_I_2_0_13_0_0_13_-_H_Q,_O _________ _ 
Conducted by: SSA Date re ared: 05/ 14/15 

This document is the property of the Office of Inspector General and may not be copied or dis loscd without the pennission of the Office of 
lnspe tor General. Appropriate safeguards should b provided for the 111for111a1ion contained herein. Public disclosure of this infonnation i 
dctcnnined by the Freedom of In formation AcL Title 5. U.S . . § 552. and the Priva y Act. Title 5. U.S.C. .' s-2n. 

OIG Form -007-3 

AUTHORIZED FOR RELEASE 
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AU TH ~t!Btk!FOR.lftt LEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

On May 14, 2015 Senior Special Agent > <6>· (b) C7XC>, Senior pecial Agent b) (6), (b) (7XC) 

and Attome ><6), (b)C7XC) , all ofth Office oflnspector General (OIG) for the Board of Governors 
of the F deral Reserve System (Board) and the Consumer Financial Protection Bureau (CFPB) in 
conjunction with Assistant United States Attorney {b) <6), {b) {7){CJ Assi tant nited State Anorney 
t>) (6), (t>) (7)(C) and Federal Bureau of Investigation Special Agent b 6 , (b 7 C interviewed 
b) (6), (b) (7)(C a former (b 6 (b 7 C 

Attachment: FBI 302 

Case number: LO I JOO 13-HQO 
Date re ared: 05/23/1 

Thi d ument i the prop ny of the Office of In pector General and ma~ not be copied or disclosed without the pem1i ion of the om e of 
In pector General. Appropriate safeguards should be provided for the infonnation contained herein. Public di clo urc ofthi information i. 
determined by th Freedom of lnfi nnation Act. Title •. U.. . . § • ·2. and the Privacy Acl. Title · . . ·.c. § • . 2a 

OlG Form -007-3 

AUTHORIZED FOR RELEASE 



A UTHoR,~Efldf€lRNLEAS E 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Con umer Financial Protection Bureau 

Memorandum of Activity 

TTERVIEW OF o 6), (D) (7)(C) 

· On May 6 2015 Senior Special Agent ><6>, (b)(7)(C and S nior Special Agent 
118)," (7XCJ., both of the Office oflnspector General (OIG) for th Board of Go emors of the Federal 
Reserve System (Board) and the Consumer Financial Protection Bureau (CFPB) Ln conjunction 
with A sistant United States Attorney > <6>, Cb) C7XC) ssistant nited State Attorney 

and Federal Bureau oflnvestigation pecial Agent (b) (6), (b) (7)(C) inter iewed 
{b) 6), b 7) C 

Attachment: FBI 302 

Case number: 120130013-HQO 
Date re ared:05/ 1-/1 5 

Thi. document i the property of the Office of lnspcc1or General and may 1101 be copied or disclosed wi1hout the pennissi 11 of the Office of 
In pcc1or General . Appropriat safeguards should be provided for the information com:iincd herein. Public disclosure of this information is 
dctcnnined by the Freedom oflnfonnarion Act. Title 5. U .. C. § 552. and lhe Privnc) Acl. Title 5. lJ.S.C. § 552a. 

OIG Form fN-007-3 

AUTHORIZED FOR RELEASE 
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AUTHoRtiSIEdcRaR.MLEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF {6) (6), (b) (7)(C) 

On May 6 2015 enior Special Agent > <6>, (b) (7)(CJ Senior Sp cial Agent (b) (6), (b) (7XC) 

and Attorney H5).(b)(7)(C) , all of the Office of Inspector General (010) for the Board of Governor 
of the Federal Reserve y tern (Board) and the Consumer Financial Prat ction Bureau (CFPB) in 
conjunction with Assistant United States Attorney H6>, (b) C7)(C , Assi tant Unit d Stat s Attorney 
6) (6), (6) (7)(C) and Federal Bureau of Investigation Special Ag nt b) (6), (b) (7)(C) interviewed 
(b) (6), (b) (7)(C) 

Attachment: FBI 302 

Date of activi : /6/15 
Conducted b : >l <5). 16) mrc 

TI1is document i the propeny of the omce of lnspector General and may not be copied or di clo cd "ithout th pcnni ion of the Office of 
Inspector General. Appropriate safeguards should be provided for the infonnation contained herein Public d1 clo urc of this infonnation i 
detem1incd by the Freed m of lnfommti n Act. Title -, . . . . 5 2. and the Privac Act. Title . . .C. § 552a. 

OJG Form I -007-3 
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AUTH@Rl~b:~O~LEASE 

Office of Inspector General 
Board of Governors of the Federal Re erve Sy tem 

Con umer Financial Protection Bureau 

Memorandum of Activity 

I TERVIEW OF (b) (6), (b) (7)(C) 

On fay 5. 2015. Seni r pecial Agent lb><6l,(b)(7)(Cl . Attome 
Office of Inspector General ( I G) for the Board of Governors of th F deral Reserve ystem 
(Board) and the Consum r financial Protection Bureau (CFPB) in conjunction with Assistant 

nited States At tome > <6>, Cb) C7XC • Assistant United State Attom • 15) (6), (I:>) (7)(C) and 
Federal Bureau of Investigation pecial Agent b) (6), (b) (7)(C) intervie ·ed b)(G). lbl(7)(c . a 
(5) 6 , {o) (7)(C) 

Attachm nt: FBI 302 

Case number: [20130013-HQO 
Date re ared: 0 ·114 ·1 

This document i the pr p rt} of the 01 1cc of In pcc1or General and ma~ not be cop1td or disclosed \\ uh ut the pcm1iss1 n of tl1c Onice of 
Inspector General. Approprimc afeguanh hould bt.! pro, 1ded for the infonnarion contained her in Pul:llic di closure fth1 infonnati n is 
dctcnnincd b~ the Freedom of lnft nnation ACL Title 5. l .( -. ~5~. and the Pmacy AcL Title 5 t , 'i.C ~ ·s2n 

OIG Form -007-3 

AUTHORIZED FOR RELEASE 



Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF 

On a 5 2015 Senior Special Agent ><6>,(b)(7)(c). Special Agent b) (6), (b) (7)(C) 

the Office of Inspector General (OIG) for the Board of Governors of the Federal Re erve ystem 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with ssi tant 
United States Attorney b) <6>, (b) (7)(C) A istant United States Attorney b) (6), (b) (7)(C) and 
Federal Bureau of Investigation Special Agent (o) (6), (b) (7)(C intervi wed (o) (6), (b) (7)(C) 

Attachment: FBl 302 

Case number: 120130013-HQO 
Date prepared: 05/ 14/1 -

This document is the properly of the Office of Inspector General and ma) not be opicd or di closed without the pcnni ion f thc Office of 
In peel r General. Appropriate safeguard should be provided for the information contain d herein. Public disclo ur of thi information i 
determined by the Fre dom of lnfom1arion Cl, Title -. U. . . § - -2. and the Priva y AcL Title 5. U.S.C. § - ·2a 

OIG Form IN-007-3 
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. 
AUTHdltXBlkroRIR£LEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF (b (6), (b) (7) C) 

On May 5, 2015, Senior Special Agent H5). (b)(7)(c , Attorney H5).(b)(7)(cJ , both of the 
Office of Inspector General (OIG) for the Board of Governors of the Federal Re erve System 
(Board) and the Con umer FinanciaJ Protection Bureau (CFPB) in conjunction with As istant 

nited States Attorney <6), > CJ Assistant nited States Attorney I:>) (6), (I:>) (7)(C) and 
~~~~ 

Federal Bureau oflnvestigation Special Agent (I:>) (6), (I:>) {7){C} interviewed (b 6), (o) 7 C) 
of the Board. 

ttachment: FBI 302 

Case number: 1201 30013-HQO 
Date re ared: 05/1 4/15 

Thi documem is the propeny of the Office of lnspect0r General and may not be copied or di clo ed without 1.hc pennission of the ffice of 
Inspector General. Appropriate safeguards should be provided for the infomiation contained herein. Public disclosure of thi information is 
detcnnined by the Freedom of lnfonnalion Act, Ti ll.: 5. U.S .. § 552. and the Privacy Act, Till · 5, U .. . § 552a 

OIG Fonn fN-007-3 

AUTHORIZED FOR RELEASE 



AUTHC1IDXE~m.RlffELEASE 

Office of Inspector General 
Board of Governors of the Federal Re erve System 

Con umer Financial Protection Bureau 

Memorandum of Activity 

TERVIEW OF b (6), b (7)(C) 

On May 5. 2015. Senior Special Agent !b><6>-<bl(7)(c). nomey ><6l, (bl(7XC> . both of the 
Office oflnspector General (OIG) for the Board of Governor of th Federal Re erve ystcm 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with Assistant 

nited tates Attome b) <6>, (b) (7)(C) , Assistant United States Attome) (b) (6), (b) (7)(C) and 
Federal Bureau of lnve tigation Special Agent (b) (6), (b) (7)(C) inter iewed (b) (6), (b) (7)(C) 

ttachment: FBI 30:2 

Thi document i 1hc propcn. of the Office of In pector General and ma~ no1 be copied or d1. closed ,, i1hou1 the pcnni s1on of lhc Office of 
In pcctor General. Appropriaie safeguard should be provided for 1he information conu:uned herein Pu he disclo ure of 1his information 1 

dc1ermincd by lhe Freedom of lnfonnation t\c1. Title . U .. C. ~ 5 ·-·and 1hc Pma y Acl. Title 5. l '. . § 552a 

OIG Form -007-3 
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AUTHoR~EIO(ffaRfaLEASE 

Office of Inspector General 
Board of Governors of the Federal Resenre System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

On May 14 2015, enior pecial Agent b)(S), (b)(J)(c , enior pecial Agent b) (6), (b)(7)(C) 

and Attorney ><6),(b)(7)(c , all of the Office oflnspector G n ral (O1G) for the Board of Governors 
of the Federal Reserve System (Board) and the Conswner Financial Protection Bureau (CFPB) in 
conjunction with Assistant United States Attome b) <6>. Cb) <7><C>· Assistant United States Attorney 
6) (6), ( ) (7}{C) and Federal Bureau of Investigation Special gent (b) (6), (b) (7)(C) interviewed 
b) (6), (b) (7)(C) 6), CJ (IJ.1")(7lC) 

tal, .. )l7JICI ---------

Attachment: FBI 302 

Date of activity: 5/14/1_5 Ca e number: 120130013-H 0 
Conducted b : SSA ..,,..,,,--------------;-D-at-e-rc_ar_e_d_: 0_5_/2_3_/_15--~---------

This do ument is lhe property of lhe Office of Inspector General and may not be copied or di cluscd without the pcnnission of the Office of 
Inspector General. Appropriate safeguards hould be prol'idcd for 1he infonnmion contained herein. Publ ic di clo urc of 1his infonnation is 
detennincd by the Freedom of lnfonnation Act. Title • . .C. § • 2. and the Pri ac Act. Till • . . . § 52a. 
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AUTHc:Mtzl30'1f6Rli8LEASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF b 

On May 6 2015 Senior Special Agent ><6>, )(7)(C) enior Special Agent b) (6), (b) (7)(C) 

and Attorney H6),(b)(7)(C all of the Office of Inspector General (OIG) for the Board of Governors 
of the Federal Reserve System (Board) and the Consumer Financial Protection Bureau (CFPB in 
conjunction with A si tant United State Attorney b)(S), Cb)(7)(C) , Assistant United State Attorney 
(t>) (6), (t>) (7 (C)and Federal Bureau of In estigation Special Agent {t> (6), (t>) (7)(C} interviewed 
b 6,b 7C 

Attachment: FBI 302 

Date of activity: 5/6/15 Case number: 120130013-HQO 
Conducted b : SSA "1(1;)."'""1iitkf""- --------+--D-at-e-re-a-re_d_: 0-5--,/-15_/_15-----''-----------

This document i the property of the Office of In pector General and may not be copied or d1sclo ed without lhe pennission of the Office of 
Inspector General. Appropriate safeguard hould be prm•idcd for he infom1ation contained herein. Public di clo ure of thi infi rmation i 
determined by the Freedom of Information Act. Title -. U. . . § 552. ,md the Privac) Act. Ti tle 5. U.S.C. ~ 552a. 

OIG Form fN-007-3 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF (6, (6)(7 C 

On February 3 20 16 2016 Senior Special Agent H6>:(b)(7)(c and Attorney )(&);(b}(7)(C 

both of the Office oflnspector General (OIG) for the Board of Governors of the Federal Reserve 
System (Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with 
Assistant United States Attorney )(6).(b)(7)(C} and Federal Bureau ofinvestigation Special Agent 
b 6 , b C interviewed b 6 b 7 C , Board. > (Ii agreed to the recording 
of the inter iew. 

Attachment: Interview Transcription 

Case number: 12001001 3-I-IQO 
Date reJared : 02/13/16 

This document is the property of the Office of Inspector General and mny not be copied or disclosed wi thout the pem1ission of the Office of 
Inspector General. Appropriate safeguards should be provided for th.: information contained herein. Public disclosure of this information is 
determined by the Freedom of In fonnation Act. Title 5, U.S.C. § 552. and the Privacy Act. Title 5, U.S.C. § 552a. 

OIG Form IN-007-3 
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AUTHffl~Si)tfOIFRELEASE . . 

Office of Inspector General 
Board of Governor of the Federal Reserve Sy tern 

Consumer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF b (6 , (b) (7 C 

On February 17, 2016, Senior Special Agent > <6>. (b) (7)(C} and Attorney ----· the Office oflnspector General (OIG) for the Board of Governors of the Federal Reserve System 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with Assistant 
United States' Attorneys > <6>, (b) <7XCJ and b) (6), (b) (7)(C interviewed b 6 , b} C , 
.__ _ __,. Board. H6),(ti (7)(CJ agreed to the recording of the interview . 

Attachment: Interview Transcription 

Case number: 120010013-H 0 
Date re ared: 02/26/ 16 

This documelll is the property of the Office of Inspector General and may not be copied or disc losed without the pcm1iss io11 of the Office of 
lnsp c1or Gcnern l. Appropriate safeguards should be provided for the information contained herein. Public disclosure oflhis in fo rmation is 
dctcnnined by the Freedom of lnfomrnt ion Act, Tit le 5, U.S.C. § 5-2. and the Privacy Act. Title 5, U .. C. * 552a. 

0 10 Form IN-007-3 
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I AUTHol-Rfr~~EASE 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Memorandum of Activity 

On April 20, 2016, Senior Special Agent lb> <6); c and Attorney WXi ·, both of the 
Office of Inspector General (OIG) for the Board of Governors of the Federal Reserve System 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with Assistant 
United States Attorneys ____ and {7 interviewed . lij 

• (J1C agreed to the recording of the interview. 

Attachment: Interview Transcription 

Case number: 1200I0013-H 
Date re ared: 04/30/16 

This document is the property of the Office oflnspector General and may not be copied or disclosed without the permission of the Office of 
Inspector General. Appropriate safeguards should be provided for the information contained herein. Public disclosure of this informa1ion is 
determined by the Freedom of Information Acl, Title 5, U.S.C. § 5S2, and the Privacy Act, Title 5, U.S.C. § 552a 

OIG Form IN-007-3 
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Office of Inspector General 
Board of Governors of the Federal Reserve Sy tern 

Con umer Financial Protection Bureau 

Memorandum of Activity 

INTERVIEW OF b} 6 , (b} 7} C 

On Octob r 7, 20 I 5 Senior Special gent !bH6>, (b)(J)(C) and Attorn ~ ><6>. !bl (7)(C),_ both of 
the Office of In p ctor General (OIG for the Board of Governors of th Federal Re erve stem 
(Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction ith As istant 
United States Attorney b) <6>, Cb> C7XC • ssi tant nited tates Attome t:>) (6), (6) (7)(C , 111-.-, 

- and > <6>, Cb) (7)(C , both of the Commodity Futures Trading Cammi ion. and Federal 
Bureau of lnve tigation pecial Agent (b) (6), (b) (7)(C interviewed {b) (6), (b (7)(C) . the 
(o) (6), (b) (7)(C) . ,ie~(b,~ wa 11~•1(7)1C) 

(b) (6), (b) (7)(C) , b) (6 , (b) 7)(C) . and {b) (6), (b) (7 (C) 

Attachment: FBI 302 

Case number: 120130013-HQO 
Date prepared: I 0/1 6/15 

This document i lhc property of the Offi of In pcctor en rnl and may nol be c pied or di clo cd without the pcnni~sion of the Office of 
In pector General. Appropriate safeguards should h provided for the infonnation contained herein Public disclosure ofthi · infi miation i 
dcicrrnincd by the Freedom of Information Act. Title · . ., .C. § "52. and the Privacy ct, Tit le 5. . .. · 552a. 
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MEMORANDUM 

DATE: 

TO: 

FROM: 

SUBJECT: 

AUTHORIZED FOR RELEASE 

OFFICE OF INSPECTOR GENERAL 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

CONSUMBR FINANCIAL PROTECTION BURl!AU 

February 15, 2013 

{t>) (6), 
b) (6), (b) (7)(C) 

Restricted-FR 
Confidential 

A legations from Co 1dcntial Informant 

On February 14, 2013, I received a call from an individual hereinafter referred to as {Cl-I) who 
requested anonymity. (Cl-I) stated that he/she was aware of the Program for Security or FOMC 
lnfonnation. (CI-I) stated that when a breach ofFOMC information is identified ors~ 
the program requires the information to be promptly reported to the EOMC Secretary and the 
FOMC General Counsel who are required in consultation with the Chairman to conduct and" 

J1Jt1J1""111C1i--·' :"..J..:,1 review of the matt'er. At that point, the General Counsel determines the o coue.~ the _____ __, 
d's Office of Inspector General (010) to conduct a full investigation. 

~~NPICl,J.-•---------~-------------~ ----

AUTHORIZED FOR RELEASE 

,.,,.,, 
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AUTHORIZED FOR RELEASE 
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AUTHORIZED FOR RELEASE 

February 15, 2013 
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AUTHORIZED FOR RELEASE 

3 February 15, 2013 

I have attached below •. excerpts from the Program on Security for FOMC Information below. 

D. If a staff person at the Federal Reserl'e Board has been found to be 
responsible for a breach of FOMC information security, the Chairman will 
determine the consequences for that individual. If a srajf person at a Federal 
Reserve Bank has been found to he responsible for a breach of FOMC 
informalion security, the President of that Bank will determine the consequences 
for that individual and will inform the Chairman of thal determination. If an 
FOMC parricipanr h"s been found to be re.\ponsib/e for a breach of FOMC 
information se,~ur/t)!, fh.! .. C~n~mittee, __ will_deter1.11i11e the c~r,ise9.ue_n~~~.for t~at 
P..'!'-''C.'P.."..~!· . ~'l~~f!P'ii:@iirer~!')fl~ll arinia~(I~ ~l'fof::g~19~iU:f!J/n~(!s 
'fft'"~~fi1P.~:i1,2_)1.~#tatr(Jn :i1:tgl,ca(e,s.:1h_a( crlml~dl;:st.atytes,~dy :hav~ 'beer, 
vt';:;'1. ~ed' .. wP~ .... . •t 

AUTHORIZED FOR RELEASE 



(5) (6), (5) (7)(C 

From: 
Sent 
To: 
Cc: 
Subject 
Attachments: 

AU t-AURIZED FOR RELEASE 

,--·-
Investigative Summary for SEC -FRSONLY-
LSAP_Paper.pdf; LSAP-Briefing.pdf; FOMC Closing Memo_v6_Final-08-ll-2014.pdf 

As we discussed, attached Is case summary for the FOMC investigation. I spoke with the SEC this morning and they 
would like to review a copy of this report. We will also probably meet at some point in the future to discuss matters In 
detail. Please review the report along with the other attached documents which are support for the information 
contained in the FOMC minutes. The additional documents were identified during the investigation and are related to 
the securities discussed in the FOMC minutes and the articles in question. 

Please let me know if you have any questions. 

I Consumer Financial Protection Bureau 

www.federalreserve.gov/oig 

1 
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From: 
Sent 
To: 
Subject 

AUTHORIZED FOR RELEASE 

Question -FRSON LY-

In answer to your question at this aflernoon 's meeting, the Monetary Affairs staff member who had the 
assignment of drafting the Minutes for the September 2012 FOMC meeting was I>) (6), (I>) (7)(C 

1 

AUTHORIZED FOR RELEASE 
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AUTHORIZED FOR RELEASE 

From: 
Sent: Friday, August 23, 2013 2:47 PM 
To: 
Subject: Minutes Authors -FRSONLY-

--... Just getting back on part of the information you requested. The authors of the September 2012 minutes are 
listed below. As we discussed, the primary overall author is the one focused on the policymakers discussion of the 
economic and policy oullook-Lhe so-called "policy'' portion of the minutes. The other authors cover the historical 
potion of the minutes. As we discussed, th ;1 t is a much less sensitive aspect of the overall minutes process. 

Policy Minutes 

Historical Minutes 
Historical Minutes 

Primary Author 

I'm still trying to track clown ;i ll t he interviews I participated in and will try to send you that information soon. 

Thanks. 

1 
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AUTHORIZED FOR RELEASE 

Jb) {6), "(b) (7)(Cl 

From: 
Sent: 
To: 
Cc: 
Subject: FW: Employee list -FRSONLY-

Done. 

Thanks for sending this information. 

I want to revisit the issue of access to your report. Either a copy or be able to read it . Let's discuss soon, OK? 

..,-111--.•nJJICl will be following up with you shortly on some matters discussed with you during your interview. 

Thanks! 

··---·· ----·--- ·----

1 
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AUTHORIZED FOR RELEASE 

Jb) (6), (b) (7)(C~ 

From: 
Sent: 
To: 
Subject: 
Attachments: 

Importance: High 

Let's get together and discuss next steps. 

1 
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Review Listt 
AUTHORIZED FOR RELEASE 

First I Last Division 

(b) (6), (b) (7)(C) Legal Division 

Legal Division 

Division of Monetary Affairs 
Division of Research and Statistics 

Office of Board Members 

Division of International Finance 

Division of Monetary Affairs 
Division of Monetary Affairs 

Division of Banking Supervision and Regulation 

Division of Monetary Affairs 

Division of International Finance 

Division of Monetary Affairs 

Division of Research and Statistics 

Division of Monetary Affairs 

Division of International Finance 

Division of Monetary Affairs 
Office of Board Members 

Office of Board Members 

Division of Monetary Affairs 
Division of Research and Statistics 

Division of Research and Statistics 

Division of Monetary Affairs 

Division of International Finance 

Office of Board Members 

Division of Monetary Affairs 
Division of Banking Supervision and Regulation 

Office of Board Members 
Office of Board Members 

Division of Monetary Affairs 

Division of Monetary Affairs 
Division of Banking Supervision and Regulation 

Division of Monetary Affairs 

Division of Monetary Affairs 

AUTHORIZED FOR RELEASE 



Review Listt 
AUTHORIZED FOR RELEASE 

First I Last Division 

(b) (6), (b) (7)(C) Division of International Finance 

Division of Research and Statistics 

Division of Research and Statistics 

Division of Monetary Affairs 
Division of Monetary Affairs 

Office of Board Members 

Division of Research and Statistics 

Division of International Finance 

Division of Research and Statistics 

Office of Financial Stability Policy and Research 

Office of Board Members 

Division of Research and Statistics 

Office of Financial Stability Policy and Research 

Division of Monetary Affairs 

Division of Monetary Affairs 
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First I Last Division 

(b) (6), (b) (7)(C) Division of Research and Statistics 

Division of Research and Statistics 

Office of Board Members 

Division of Monetary Affairs 

Division of Research and Statistics 
Division of Research and Statistics 

Office of Board Members 

Division of Monetary Affairs 

Office of Board Members 

Office of Board Members 

Division of Research and Statistics 

Office of Board Members 

Division of Research and Statistics 

Division of Research and Statistics 

Division of Research and Statistics 

Division of Monetary Affairs 

Division of Monetary Affairs 
Division of Research and Statistics 

Division of Monetary Affairs 
Office of Board Members 

Division of Monetary Affairs 
Division of Monetary Affairs 

t The individuals on this list were contacted as part of the FOMC review. 

* These individuals did not receive written questionnaires as part of the FOMC review, 
but were personally contacted and questioned as to whether they had any contacts 
with roJ(GJ (IJJ(~ during the relevant time period. These individuals were contacted 
personally ecause their potential access to relevant Class I FOMC information was 
for limited or ministerial purposes (e.g., copy center employees who prepared 
Tealbook Book B). 
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FRB 3/25/2014 5:49:27 PM EDT 

Page 1 of 1 

start Date/Time .A Duration Extension QR Cati Type Trunk ~ Used Destination 

8/23/2012 10:32:36 AM 00:21:24 3799 NY CZ0lA, National #91060 $5.50 
NY 

8/23/2012 10:54: 18 AM 00:22:42 3799 NY CZ0lA, National #91078 $5.75 
NY 

8/23/2012 10:55:00 AM 00:00:00 3799 NY CZ0lA, National #91077 $0.00 
NY 

9/6/2012 1:01:30 PM 00:00:30 3799 NY CZ0lA, Incoming #70003 $0.00 
NY 

9/21/2012 7:56:54 AM 00:00:06 3799 NY CZ0lA, Incoming #70002 $0.00 NY 

9/21/2012 7:57:54 AM 00:03:06 3799 
NY CZ0lA, 

National #91051 $1.00 NY 

9/24/2012 10:03:30 AM 00:00:30 3799 
NY CZ0lA, 

Incoming #70012 $0.00 NY 

9/24/2012 11:58:36 AM 00:00:24 3799 NY CZ0lA, National #91169 $0.25 NY 

Total Calls 8 
Total Duration 00:48:42 

Total Cost $12.50 

Page 1 of 1 

http://ml-cdrOl.frb.govNeraSMART/~l't~,.~BReportID=l6974&_sta ... 3/25/2014 
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From: 
Sent: 
To: 
Subject: 
Attachments: 
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(ti (6), (t> (7)(C) 

Thursday, February 27, 2014 8:40 AM 
(6), (b) (7)(C 

RE: Request for Information -FRSONLY-
IG Query - I:> 6 , I:> 7 C docx 

Sure, here is a Word Doc. Sorry about that. There are exportable spreadsheets that I can run too but they don't have the 
same level of detail. 

From: )(6), (b) (7)(C 

Sent: Thursday, February 27, 2014 6:54 AM 
To: I:> 6, C 
Subject: RE: Request for Information -FRSONLY
Importance: High 

Thanks for the quick response. Is there any way to get a print out of this information. I cannot make out the details 
from the screen shot. 

Thanks 

From: J {6 ...... .,,,_.__.__. __ 
Sent: Wednesday, February 26, 2014 4:02 PM 
To: b) (8), (b (7 C 
Cc: ) (6). (b) (7)(C 

Subject: RE: Request for Information -FRSONLY-

I (6); (b) (7)(C 

If you require more information from the Visitor Registration System please let me know. 

1 
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- b). (6)., (b). (7 (Cl visited the Board 1 time on June 11, 2012. 
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How Bernanke Pulled the Fed His Way 
By JON HIL ENRATH 

In late August. Federal Reser e Chairman Ben Bernanke argued on behalf of Fed programs to 
stimulate the lumbering U .. economy and signa led that more might fo llow, making headlines in 
his highly anticipated speech at the Fed's annual retreat in Jackson Hole, Wyo. 

A markets rallied at the prospect of new mea ures to ease credit a quiet drama wa unfolding 
behind the scene . r . Bemanke was negotiating a high-stake plan in a flurry of pri ate 
con ersations with coll agues hesitant about aggressi ely re-engaging the le ers of America's 
central bank. 

For , eeks mankc made dozens of private calls on day nights and weekends trying to 
build broad uppon for an unusual bond-bu ing program he wanted appro ed during the Fed's 

-~-~~-----------
eptember me ling according to people familiar with the matter. [ -· .. ··············-

Fed oflicials in late summer, ere at odds over how far the central bank hould go. ome wanted 
a bold inno ati e program. Others weren't so sure· a few were opposed. r. Bemanke set his 

ighL~ n a handful of fence- itlers who could swing a trong consensus t his side. 

~nterviews with more than a dozen people involved in the Fed decision both supporters and 

opponent .:~I)~~.~~.':" Mr,. _ _13.t:r~.~~.~~ .~9-~.9.\'~r . ~~pt_i_cs _t .~~".an~e; .hi~. . li_cY-:-:1!.9.i.~~i.~~~i.<?~ . .i.~. ~ ... -·· 
Washington era marked by rancor and gridlock. These people also ga ea rare view of the low-
kc p rsistencc of the former conomics professor. 

Mr. Bemanke didn't ee inflation as a threat but iewed unemplo mcnt a a deeper problem than 
he had realized. The central bank in his ie, . needed to act. The ·ed chairman listened to 
colleagues' concerns during the calls people familiar wi th the matter said drm: ing out their 
reservation and probing for common ground. ie e entuall eized on a compromise that came 

from a little-known fed go emor ····· ·· ·······-························ ..... ·············-·· ······ ·-··· ····· ····- ···· 

The r ult of the Fed'- two-day meeting that began ept. 12 was an 11 - 1 vote to undertake one of 
the central bank's most ambitious stimulus programs. The Fed announced it would buy S40 
billion a month of mongagc-backed securities and, for the first time promised to keep buying 
until the .. job market substantially improved. 

The commitment marked a change from the stop-and-start programs the Fed had launched since 
the fi nancial crisis. 

"This is a' lain treet' policy," Mr. Bernanke said after the eptember meeting. "Whal we are 
about here is trying to get jobs going." The bond buying ai m to dri e down long-term interest 
rates and push up the values of homes, stocks and other financial as ets. Ollicials hope their 
commitment, il l jol t households and businesses into spending inv · ting and hiring. 

Drawing broad suppon for the plan was important to Mr. Bernanke in pan because the policies 
he was formu lating could outlast him. llis term as Fed chairman end in January 2014. eeing a 

l"J; = ·--.------------

Pl(CI< (SI•-----------
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return to . . full empt yment as a distant g al Ir. Bemanke needed the support ofoflicia ls 
who might remain at the Fed after he left. 

Roots of the Fed decision Lretchcd lo March. when Mr. Bcmanke in a speech warned the U. 
economy wasn't growing fast enough. ince eptember 20 11, the econom had produced ab ut 
200,000 jobs a month, driving down unemployment. But Mr. Bernanke warned that a slov down 
would hobble hiring. Indccd, job gains b midyear fell to le than 100.000 a month. 

At the central bank' June policy meeting, F d G vem r Daniel Tarullo a lawyer appoi nted by 
President Barack Obama, said the economy felt like a vehicle "stuck in the mud," accordi ng to 
people there. The analogy stuck. A month later Mr. Bcmanke used the same phrase with 
Congress. 

The meeting yielded , hat r. Bemankc considered an important step: the extension of 
Operation Twist, a Fed program to buy 45 billion of long-term Treasury securities each month. 
paid with the sales of hort-tcnn securities. The program-intended to put downward pres ur on 
long-term rate was suppos d to expire on June 30. The fed agreed to keep it going thr ugh 
December. iving Mr. Bemanke time t make en e of the slowing job market and consider 
further action. 

To move fi rward. Mr. Bernanke needed t C01Tal everal colleagues, including regional Fed 
bank president Dennis Lockhart from tlanta. who had a vote on the Federal Open arket 
Committee, the Fed' dcci ion making body. Under Fed rule . four of the 12 regional Fed banks 
vote on the committee on a rotating basis· a lifth. the cw York Fed, alwa s oce . 

. Lockhart, a former banker who pent much of hi career working in emerging markets, aid 
in an interview after the eptember meeting that he had spent his summer trying to "take stock of 
the reco ery." I-le debated hether the U . . had an economy with a 3% growth trend that wa hit 
by bad luck- Europe's financial tu rmoil for one. Or was it an economy growing at a 2% annual 
rate that couldn't sustain job growth and needed help? A string of weak economic data suggested 
it was the latter. 

Like others, Mr. Lockhart had reservations ab ut the effectiveness of Fed policies. Earlier bond 
buying hadn't yet produced strong growth. The banking system. still damaged by the fi nancial 
crisis, wasn't delivering credit the way economists e pected, given historically low interest rates. 

till Mr. Lockhart thought a program targeting the U . . hou ing market might help ·-·-·· __ 

Mr. Bernanke also worked on nonvoters, including Narayana Kochcrlakota, who was going 
through his own transformation. 

e eral month after becoming president f the Minneapoli Fed in 2009, Mr. Kocherlakota 
believed the job market had structural problems beyond the reach of monetary policy-for 
exan,ple too man construction workers who couldn't easil be train d for other jobs. 

r. Kocherlakota joined Fed skeptics, -called hawk , who doubted the effecti enes of central 
bank activism. During his turn as a Fed otcr last year_ he voted twice against loosening credit 
moves championed by Mr. Bemanke. 
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ough they disagreed on polic lr. Bemanke and r. K cherlakota , ere kindred pirits. Mr. 
Kocherlakota is a scholarly Ph.D. economist who enrolled al Princeton University at age 15. Mr. 
Bemanke equally wonky, was later chairman of Princeton' economic department year later. 

Mr. Kocherlakota and Mr. Bemanke exchanged emails over months debating structural 
unemplo menl-lhe idea that unemployment wa cau ed by mismatches between employer (&); (7X(:l:lil,...-------------
needs and the skills and location of workers. In Mr. B menke's view, employers weren't hiring 
because of, cak demand for their goods and services which Fed policies might help remedy .. _ .. 

"I've learned a lot by talking to him," Mr. Kocherlakota said in an interview after the September 
meeting. Mr. Bcmankc's "thinking is framed b data and models." he said. "It beats coming in 
there, ith just your gu t. " 

By summer, Mr. Kocherlakota said. his icws ab ut structural unemployment were shilling as he 
found the evidence less than persuasive. This left an opening for Mr. Bemanke. 

As the Fed' · ugust meeting appr ached. Ir. Bemanke and his inner circle, which included Fed 
Vice hain: oman Janel Yellen and ew York Fed President William Dudle_ , were thinking that 
any Fed action should be a comprchcnsi e and no el package, rather than an in remental step, 
according to people famil iar with their iews. he agreed to lake time to confirm their view of 
the .S. econom and de clop consensus for a plan. 

The ugust meeting turned into a polic_ taging ground. ne proposal on an internal Ii t of three 
policy options was a new bond-buyin program, according to people famiHar with the list. Mr. 
Bemaoke didn't pu h. But it allowed a chance for official to debate the pro and con of a new 

program- in effect, a practice run for eptember . ·············· ······ ············ ···············-···· 

ome officials argued for more bond buying. Others orried about the Fed turning into too big a 
player in bond markets, disrupting trading in Treasury securities or mortgage securities. Fed staff 
wrote a memo ahead of the meeting detailing the market's capacity to absorb central bank 
purchases ofTrea ury bonds and mortgage-backed securities. They found that the Fed could 
carry on a large program for a couple of years if needed without disturbing markets. The finding 
helped set boundaries for what the Fed could do and for how long. I ----······------- - - ---

The Fed' · policy committee emerged from the August meeting with familiar fissures. Opponent 
of the Fed's easy-money policies said the measures weren't giving the economy much of a lift, 
whil risking ruture inflation. 

Dallas Fed president Richard Fisher said the Fed was like a doctor over-prescribing Ritalin to 
attention-deficient Wall treet trader . Richmond fed president Jeffrey Lacker dissented in 
August for the fifth straight meeting, taking issue with a policy already in place: An assurance 
the Fed had gi en that short-term intcre t rate would remain near 2ero through late 2014. 
Philadelphia Fed President harles Plosscr said in an interview that he urged Mr. Bemankc 1 

wait until year-end before de iding on any new program . 

Despite their public disagreements. Fed officials\ ere friendly behind the scenes. Mr. Plosscr 
who fa or tighter credit policies. and the hicago Fed' harles E ans, who wants easier credit. 
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play golf together. They joined Mr. Fisher and Mr. Lockhart for a round at the Chevy Chase 
ountry Club after the Augu t meeting. 

By late summer, the Fed had made cl ar it, as prepared lo act if the economy continued to 
languish. The que lion wa how? 

Many Fed acti ists \: anted a open-ended program of bond purchases that would continue until 
the economy impro ed. mong them, some wanted to go big- at least a few hundred billi n 
dollars worth o er se cral m nlhs-with a pr misc to keep bu ing as needed. Moreo er some 
wanted to replace Operation wist with bigger purcha e of mortgage-backed securities and 
Treasurys. 

As the September meeting neared Ir. Bcrnankc needed to assure collea~ues who still had 
reservations about mo ing too aggressively. In addition to Mr. Lockhart Peveland Fed 
pre ident andra Pianalto had been wavering. he was among those who worried more Fed bond 
buying could disrupt markets. l ..... .. . . ___ .... _ _ _ _ 

nother fence-sitter as Washington-based Fed Go emor Eliz.abeth Duke, a plain-spoken 
Virginia banker nominated to the Fed board by Pre ident eorge W. Bush in 200 .............. ____ .. . 

·ed officials described the Fed chairman's phone calls as lov -pres ure conversations. Mr. 
Bemanke sometimes dialed up colleagues while in his office on weekends, catching them off 
guard when their phones identified hi pri ate number as unknown. He ga e updates on the late t 
staff forecasts. colleague said. He asked their thoughts and what th y could comfortably 
support, they said. 

The calls helped Mr. Bemanke gauge how far he could push his committee. It also won him trust 
among some of his fiercest opponents om ials said. earl_ all of Mr. Bemanke's coll agues 
described him as a good Ii tenerL ... .. ... . ... __ .. ..... . .......... ........... . 

" en if you disagree with him on the pr gram , you know your voice has been heard." said Mr. 
Fisher, one of his opponents. "There i no effort to bully." 

Negotiations stepped up in the week before the meeting. ·ed staff circulated language for polic 
options. Official debaled how different ap roache would bed cribed in the policy statement, 
which would be released after the meeting .. _ .................... . 

Officials at Fed policy meetings typically consider three option : one repre enting activists \ ho 
want to use monetary policy aggressively; anot her supporting officials seeking conservative use; 
and a middle-ground option that typically prevail . 

he premeeting documents this time listed our options, including an aggressive approach 
fa ored b acti i ts, and no bond bu ing. fa or d by hawks. mong t, o middle-ground 
proposal , as a compromi e that M . Duk originateq. . _ __ _ _ _ .......................... . 

Five days before the meeting. r. Bemanke took time out for the Washington ationals-his 

. ----·-

fa ori te baseball team wa having a dream season. He arrived at the ballpark in a worn ati nal 
ap and wand red th infield during ban ing practice. 
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"I wanted to ask him ifI should get some gold and sil er but I bit my tongue" said ational 
manager Da ey Johnson. Instead. the talked about h , Mr. John on, a math major. used 
statistics to manage his lineup. 

t the meeting the following week. the Fed adopted the compromise that~ . Duke helped spur. 
The Fed would continue Operation Twist through December but add an open-ended mortgage
bond bu ing program. 

Acti i t got, hat the mo t wanted: n open-ended commitment to buy mortgage bonds until 
the job market improved . ._: ith the strong possibility of additional Treasury purchases later. 
Fencc~sillers got a promise to review the plan b for de iding to proceed , ith a bigger program 
in 2013. . Lockhart said the chance to rea es the program based on inflation and the 
performance of the job market helped win him o er 

With an agreement on bond buying largely in place Fed officials at the September meeting left 
unan wcrcd this question: V hen could they lea c growth of the U .. economy on it own? Mr. 
Kocherlakota and Mr. Evans failed to get agreement for in0ation and unemployment thresholds 
to determin when to raise short-tern, rates ace rding to people familiar with the talks. 
'It's an ongoing discussion" Mr. Plosser said. "We wi ll probably c-0ntinue to work on this."L_ .. _ .•. 
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OFFIC E O F INSPECTOR GE ERAL 

BOARD oi: GovEt<NOR o~· 1111:. F1:. DERAL RE ERV E Sv TEM 

ONSUM ER FI~ANCIAL P ROTECTION BUREAU 

WASHIN(lTO , DC 20--, 

MEMORANDUM 

TO: Investigative File zo13_ 0 013-I-IQ..0 · 

FROM: 5) (6), (5) {7){C) 
(b) 6), (b 7) C.:::-.--) ______ _ 

SUBJECT: AIOI Case Closing emorandum. 

In accordance with 01 Policy -006 Section 8-2 effective September 30 2014) this closed 
investigative file has been reviewed by the AIOI for purposes of quality control and complianc 
measurement ( here applicable again t the below criteria) con i tent with 01 policy and the 
CIGIE Quality Assessment Review for OIG Offices oflnvestigation (Check all that apply): 

Y.. 0 FBI Letter ND 
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Investigation File Report 
120130013-HQO 

Investigation lltle: Release of Confidential Infonnatlon - FOMC Status: Investigation Oosed 

Program Area: Federal Reserve Board Date Created: 03/13/2013 Date Receievd: 02/15/2013 

Prtortty: 1: Threats, Disclosure of Nonpublic FOMC Information, Computer Incidents, Security Incident, or 
Emergency Response 

Federal Reserve System: FR Board Source: Anonymous 

City, State: Washington 

Lead Agent: (6); (b (7)(C 

Internal/Confidential: Yes 

Waived: No 

District of 
Columbia 

Victim Class: Other FR Operations 

Division: other 

Date Assigned: 04/11/2014 

Congressional Interest: No 

Employee case: Yes 

Date Opened: 04/11/2014 

Assisting Agencies: No 

Law Enforcement: No 

Related Flies: No 

Program Activity: FRB - Other FRS Operations 

Prindpal Subject: 

Total Investigative Hours Charged: O 

Offense Class: Disdosure of Information 

Investigation Result: Oosed - No Further Action 

Date Cosed: 12/01/2014 

Synopsis 

Date Reopened: 

Investigative Staffing Costs: 0.00 

Other Investigative Staffing Costs: 0.00 
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Toe OIG initiated this Investigation based on an anonymous complaint regarding the possible leak of confidential 
Federal Open Market Committee (FOMC) meeting Information. It is alleged that a board employee is believed to 
have leaked FOMC Information to a private citizen prior to the Information being released to the public. According 
to the Information provided In the complaint, the private citizen Is an executive at an Investment firm who 
published the FOMC Information In a newsletter subscribed to by the executive's clients. It Is also alleged that the 
executives firm and its dients may have been able to profit from this Information. ---~----' Toe OIG is Investigating Is matter for 

(b)(6), (b)(7)(C) 
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(b)(6), (b)(7)(C) 

APRIL 1, 2014, QUARTERLY REPORT 

During the reporting period Interviews were conducted with four contributors to the FOMC minutes. The 
contributors were interviewed as potential subjects in the investigation. Interviews with three of the subjects 
determined that they did not know or have any contact with the authors of the articles that contained the 
confidential FOMC information. An interview with a fourth subject determined that had a relationship with the 
author of the newsletter and maintained a friendship. The subject admitted that ft met with and shared email 
messages with the author of the newsletter. The subject denied discussing any FOMC related Information with 
the author. 

Also during the period, more than 100,000 emails of key subjects of the Investigation were reviewed for contact 
with the authors. The email search revealed that several Board employees In Public Affairs, Monetary Affairs and 
Research and Statistics had direct contact with the Authors either through email or personal Interviews conducted 
at the Board. Additional Interviews will be determined based on the results of the email review. 

JULY 1, 2014, QUARTERLY REPORT 

During the reporting period, the investigation into the release of confidential Federal Open Market Committee 
(FOMC) meeting information that appeared in a Wall Street Journal artide dated September 28, 2012 and a 
newsletter published by Medley Global Advisors on October 3, 2012 determined during the period, based on email 
reviews and telephone toll record reviews that three persons had direct contact with the writers of the article and 
newsletter. Interviews were conducted and determined that the three Board staff had both personal and 
professional relationships with the writers. Each person interviewed denied that they were the source of the leak. 

The Investigation was unable to determine the source of the leak of confidential FOMC information that appeared 
In the Wall Street Journal on September 28, 2012 and the report by Medley Global Advisors on October 3, 2012. 
In summary, the OIG Investigation determined the following: 

The Wall Street Journal artide by Jon Hilsenrath and the report by Medley Global Advisors appeared to contain 
confidential FOMC Information prior to Its release to the public. 

The early release of confidential FOMC Information in both publications is a violation of the Program for the 
Security of FOMC Information and the FOMC Polley on External Communications of Committee Members. 

While Information was developed Indicative of dose or personal relationships between Hllsenrath, Schlelger, and 
some Board staff, no evidence was found to Indicate any of those Individuals released the FOMC Information. 

The Program for the Security of FOMC Information states that the FOMC General Counsel and Secretary will 
conduct a review of the leak and, "in light of review results, the general counsel will determine whether to request 
.I.I. • "' -• -JI. :- • --...L- - - -- --1 ..__ --~--- -- 1- . •- .-&.t--a.t- - -~ .LL.. - !- -t J _ _ ._ II I• -••• - ••- - a.I.. J.-1. 1-- .C a.L. r-"a•,-
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tne tsoara·s inspector general to perrorm an mvesaganon ot tne mc1C1ent .. However, tne aeas1on or tne · 
not to report both leaks to the OIG In this matter may have Impacted the ability of the OIG 

":--::r---,-.-- pu- rs_u_e~this matter. 

During the investigation, the OIG dld not have access to Federal Reserve System staff members who may have 
had access to confidential aass I FOMC Information. The OIG requested that the _______ access to 
Information developed during Investigation which may have identified Reserve Bank System emp oyees who 
reported contact with Hilsenra or Schlelger however, the Information was not provided. Accordlngly, based on 
the Inability to pursue such leads, the Investigation was limited In scope. 

Based on extensive telephone and e-mail reviews and analysis, the Investigation has not Identified any other 
investigative leads. No other viable leads were developed through Interviews. 

OCTOBER 1, 2014, QUARTERLY REPORT 

During the reporting period the reporting agent provided to the AIGI an investigative summary. Based on the 
information obtained during the Investigation, the OIG Is unable to determine the source of the leak of confidential 
FOMC Information that appeared In the Wall Street Journal on September 28, 2012 and the report by Medley 
Global Advisors on October 3, 2012. 

The OIG investigation determined the following: 

Based on Interviews with Board staff and e-mail reviews, the article by Jon Hllsenrath and the newsletter by 
Regina Schleiger contain confidential FOMC Information prior to Its release to the public. 

The appearance of confidential FOMC information In the publications by Hllsenrath and Schlelger violates the 
Program for the Security of FOMC Information and the FOMC Policy on External Communications of Committee 
Members. 

The results of the Investigation were reviewed by OIG senior management which concurred with the findings. 

DECEMBER 1, 2014 CLOSING STATUS REPORT 

Based on the results of the investigation, no further action Is warranted. The Inspector General will discuss the 
results of the Investigation with Board staff as deemed appropriate. The Securities and Exchange Commission 
was contacted regarding the conclusion of the Investigation and the Investigative records will be made available if 
deemed appropriate. 

Status Reports 
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Assignment Details 

>}18)'; >}17J(C SAC, 03/26/2013; 
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) (6), (b) (7KC , Case Agent, 05/15/2013; 
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> (6). (b) (7)(c , Lead Agent, 05/15/2013 

Assisting Agencies 
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18 USC§1905 Disdosure of Confidential Information 

Dispositions and Referrals 

Law Enforcement Activities 

Related Files 
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August 11, 2014 

MEMORANDUM 

TO: 

. "'--I 

OFFICE OF INSPECTOR GENERAL 

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 

CONSUMER FINANCIAL PROTECTION BUREAU 

SUBJECT: Recommendation to Close 120130013-HQO 

Summary 

The Office oflnspector General (OIG) for the Board of Governors of the Federal Reserve System 
(Board) has completed its investigation into the release of confidential Federal Open Market 
Committee (FOMC) meeting information that appeared in a Wall Street Journal article dated 
September 28, 2012 and a newsletter by Medley Global Advisors on October 3, 2012. At the time 
the confidential information appeared in the article and newsletter, the details of the FOMC 
meeting and minutes had not been released to the public. The minutes for the September 12, 2012 
FOMC meeting were released to the public on October 4, 2012.The leak of the confidential 
information is potential violation of the Board's Program for the Security of FOMC information 
and the FOMC Policy on External Communications of Committee Participants. 

The OIG initiated its investigation based a referral from the {D (6 , {15 { ) C) 
{6 , 7 ho received an anonymous complaint that 

The OIG investigation identified the complainant as Confidential Source 
20130001 (CS). The CS reported that 
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Background 

Program for Security ofFOMC Information as amended January 28. 2014 

The OIG reviewed the Program for Security ofFOMC information which states the following: 

The Program for Security of FOMC Information, describes what confidential 
FOMC information is, how it is classified, who has access to it, how it should be 
handled, and who is responsible for ensuring that it is protected. Everyone with 
access to confidential FOMC information is required to review and abide by the 
rules. 

Confidential FOMC information includes all privileged information that comes into 
the possession of the Governors, Federal Reserve Bank Presidents, or Federal 
Reserve System staff in the performance of their duties for, or pursuant to the 
direction of, the FOMC. Such information covers, but is not limited to, expressions 
of policy views at FOMC meetings, reasons for those views, votes of the FOMC, 
and staff forecasts. The information that must be kept confidential may be in any 
form. It includes not only paper documents but also electronic messages and files, 
recordings, notes, oral briefings, and discussions relating to confidential FOMC 
matters. 

Access to Confidential FOMC lnformatio,r witl,in tl,e Federal Reserve System 

Section IV of the Policy for the Security of FOMC Information States: 

Staff access to confidential FOMC information, which includes Class I, Class II, 
and Class III information, requires prior authorization. Before gaining access and 
annually thereafter, staff members, including office support staff, must receive, 
review, and agree to abide by the rules for handling confidential information that 
are referred to in this document. 

At each Federal Reserve Bank, the president, or the research director on the 
president's behalf, is responsible for designating those individuals to be given 
access to each class of information. At the New York Bank, the manager of the 
System Open Market Account may also designate staff on behalf of the president. 
At the Board, that responsibility is assumed by the Chairman or the Committee 
secretary on the Chairman's behalf and by Board members for their assistants. 
Access at the New York Bank and the Board of Governors is limited on a strict 
"need-to-know" basis. Access at the other Federal Reserve Banks is also limited on 
a strict "need-to- know" basis and is subject to the numerical limits noted below. In 
complying with these limits, Federal Reserve Banks may designate different 
individuals to have access to different documents. For example, one slot could be 
filled by designating an international economist as having access to all special 
memoranda relating to foreign currency operations, and a domestic economist as 
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having access to other Class I and Class II memoranda. At each institution, access 
to Class I, Class II, and Class III information should be reviewed carefully at least 
once every year. 

A. Access to "Class I FOMC - Restricted Controlled (FRY' 
materials at Federal Reserve Banks other than the New York 
Bank (and the Federal Reserve Bank that serves as the backup 
site for Open Market Operations) is restricted to the president 
and first vice president and to seven other Federal Reserve 
Bank personnel as well as a limited number of office support 
staff. 

B. Access to "Class II FOMC - Restricted (FR)" materials at 
Federal Reserve Banks other than the New York Bank (and the 
Federal Reserve Bank that serves as the backup site for Open 
Market Operations) is restricted to the president and first vice 
president and to eleven other Federal Reserve Bank personnel 
as well as a limited number of office support staff. 

C. Access to "Class III FOMC - Internal (FR)" information is 
limited on a "need-to- know" basis, but no specific limit is set 
on the number of individuals who may have access to such 
information at each location. 

Access to Confidential FOMC Information Outside oftl,e Federal Reserve System 

Section V of the Policy for the Security of FOMC Information states: 

Access to classified FOMC information outside the Federal Reserve System 
is limited as follows: 

A. Confidential FOMC documents generally are made available to the 
public after a lag of about five years. Such availability is subject to staff 
review (including consultation with the Chairman or the Committee 
where appropriate) for the purpose of redacting any materials that are 
still deemed to be sensitive after five years. For example, confidential 
information obtained from or about particular individuals or businesses, 
foreign governments and central banks, and international institutions 
that is deemed sensitive after the five year lag will be protected. In 
addition, national security classified information that may be contained 
in FOMC documents remains confidential until it is declassified. The 
principal objectives of the Committee's policy of withholding sensitive 
information after the five year lag are to preserve the Committee's 
ability to collect needed information, to allow its representatives to 
participate in sensitive discussions and report on them to the Committee, 
to avoid disclosures that would adversely affect U.S. international 
relations, and to comply with the applicable laws governing the 
disclosure of confidential information. 
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B. Staff officers of the Committee, and those designated by the Chairman, 
are authorized to transmit pertinent information on System foreign 
currency operations to appropriate officials of the Treasury Department. 

c. The Chairman may make ad hoc exceptions to this section that are either 
more or less restrictive for particular documents or for other confidential 
information 

FOMC Policy 011 External Commu11ications of Committee Participants 

Effective January 29, 2013 the FOMC Policy on External Communications of Committee 
Participants was amended and states the following: 

The Federal Open Market Committee (FOMC) is committed to providing clear and 
timely information to the public about the Committee's monetary policy actions 
and the rationale for those decisions. Indeed, considerable evidence indicates that 
central bank transparency increases the effectiveness of monetary policy and 
enables households and businesses to make better informed decisions. 

Two-way communication with the public is a crucial element in the FOMC's 
monetary policy process. Committee participants have regular contacts with 
members of the public as part of the process of gathering the information the 
Committee needs to understand current economic and financial conditions. In 
addition, the FOMC's public accountability is strengthened by open discussion of 
Committee participants' views about the economic outlook as well as their 
judgments about the appropriate course of monetary policy. 

Therefore, to reinforce the public's confidence in the transparency and integrity of 
the monetary policy process, the FOMC has established the following principles to 
govern Committee participants' contacts with members of the public. The FOMC 
itself maintains responsibility for ensuring that all Committee participants- that is, 
the members of the Federal Reserve Board and the presidents of the Federal 
Reserve Banks-abide by these principles 

The Policy outlines the following prohibited external communications. 

1. Disclosure in any setting of confidential FOMC information. 

2. Disclosure or characterization in any setting of the views that others 
expressed at an FOMC meeting. 

3. A prediction about Committee action in advance of the Committee 
announcement of its decision. 

4. A private meeting with selected clients of a regulated entity or financial 
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firm to discuss monetary policy. 

In summary, the information provided to the OIG alleged that the Wall Street Journal article and 
the report by Medley Global Advisors contained information which appears to have been 
released in violation of one or more of the external communication prohibitions. 

Investigation 
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Analysis of Wall Street Journal Article by Jon Hilsenrath 

August 11, 2014 

On September 28, 2012 an article was published at http://online.wsj.com by Jon Hilsenrath 
(Hilsenrath), Chief Economics Correspondent entitled How Bernanke Pulled the Fed His Way. In 
his article, Hilsenrath discusses details of activity by former Federal Reserve Chairman Ben 
Bernanke and FOMC participants leading up to the September 12, 2012, FOMC meeting. 

The OIG review of the article identified sections that appear to show that Hilsenrath had direct 
inside knowledge of activity leading up to and during the September FOMC meeting. In his article, 
Hilsenrath makes the following statement related to a policy debate leading up to the September 
FOMC meeting: 

Negotiations stepped up in the week before the meeting. Fed staff circulated 
language for policy options. Officials debated how different approaches would be 
described in the policy statement, which would be released after the meeting. 

The OIG investigation determined through e-mail and interviews that this information related to 
the policy discussions was not in the public domain at the time the article was published. 

In another statement from Hilsenrath's article he states: 

The meeting yielded what Mr. Bernanke considered an important step: the 
extension of Operation Twist, a Fed program to buy $45 billion of long term 
Treasury securities each month, paid with the sales of short-term securities. The 
program-intended to put downward pressure on long-term rates was supposed to 
expire on June 30. The Fed agreed to keep it going through December, giving Mr. 
Bemanke time to make sense of the slowing job market and consider further action. 

The OIG interview determined that the FOMC minutes, released on October 4, 2012 contained 
information related to the purchase of $45 billion per month in long term treasury securities. This 
information was not part of the former Chairman's statement released on September 13, 2012 and 
was not in the public domain prior to the publishing of the minutes. The FOMC minutes stated 
the following related to the purchase of $45 billion in Treasury securities and downward pressure 
on long term interest rates: 

In their discussion of monetary policy for the period ahead, members generally 
expressed concerns about the slow pace of improvement in labor market conditions 
and all members but one agreed that the outlook for economic activity and inflation 
called for additional monetary accommodation. Members agreed that such 
accommodation should be provided through both a strengthening of the forward 
guidance regarding the federal funds rate and purchases of additional agency MBS 
at a pace of$40 billion per month. Along with the ongoing purchases of$45 billion 
per month of longer-term Treasury securities under the maturity extension program 
announced in June [the OIG review of the June 2012 FOMC minutes determined 
that the rate of purchase for long-term Treasury securities was quoted as $44 
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billion], these purchases will increase the Committee's holdings of longer-term 
securities by about $85 billion each month through the end of the year, and should 
put downward pressure on longer-term interest rates~ support mortgage markets, 
and help make broader financial conditions more accommodative. 

Hilsenrath also outlines details related to a policy debate amongst FOMC participants. 
Hilsenrath's article states: 

Fed staff circulated language for policy options. Officials debated how different 
approaches would be described in the policy statement, which would be released 
after the meeting 

The statements in Hilsenrath's article reflects information in the FOMC minutes and 
activity associated with policy discussions and decisions that had not yet been released to 
the public at the time the article was published. The publication of this information in the 
Wall Street Journal represents communication of FOMC information to Hilsenrath that is 
in violation of the Program for the Security ofFOMC Information and the FOMC Policies 
on External Communications. 

The OIG, through interviews and e-mail analysis further identified a document prepared 
by Board staff member 6 , 6 C who through direct conversation with Hilsenrath 
and review of the article, outlined sections of the article that are in violation of FOMC 
policies. Hilsenrath was not interviewed by the OIG for this investigation. 

Analysis of Medley Global Advisor's Newsletter 

On October 3, 2012, Medley Global Advisors (MGA) published in its newsletter a Special Report 
by Regina Schleiger, Senior Managing Director, Global Macro, titled Fed: December Bound. 
Throughout the newsletter, Schleiger refers to what will be contained in the FOMC minutes 
released on October 4, 2012. In a section of Schleiger's newsletter states that: 

The minutes, due at 2 p.m. EDT tomorrow,[October 4, 2012] will also highlight the 
intense debate between Federal Open Market Committee participants over the 
efficacy of using the balance sheet to ease conditions further and reference again, 
other potential policy tools, including changes to the 2015 predictive guidance. 

The FOMC minutes for September 2012, under the section "Participants' Views on Current 
Conditions and the Economic Outlook" outlines committee member's views and their discussion 
related to long-term asset purchases. The minutes also reflect the differing views of committee 
members. The minute's state: 

Participants again exchanged views on the likely benefits and costs of a new large
scale asset purchase program. Many participants anticipated that such a program 
would provide support to the economic recovery by putting downward pressure on 
longer-term interest rates and promoting more accommodative financial conditions. 
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A number of participants also indicated that it could lift consumer and business 
confidence by emphasizing the Committee's commitment to continued progress 
toward its dual mandate. In addition, it was noted that additional purchases could 
reinforce the Committee's forward guidance regarding the federal funds rate. 
Participants discussed the effectiveness of purchases of Treasury securities relative 
to purchases of agency MBS in easing financial conditions. Some participants 
suggested that, all else being equal, MBS purchases could be preferable because 
they would more directly support the housing sector, which remains weak but has 
shown some signs of improvement of late. One participant, however, objected that 
purchases of MBS, when compared to purchases oflonger-term Treasury securities, 
would likely result in higher interest rates for many borrowers in other sectors. A 
number of participants highlighted the uncertainty about the overall effects of 
additional purchases on financial markets and the real economy. Some participants 
thought past purchases were useful because they were conducted during periods of 
market stress or heightened deflation risk and were less confident of the efficacy of 
additional purchases under present circumstances. A few expressed skepticism that 
additional policy accommodation could help spur an economy that they saw as held 
back by uncertainties and a range of structural issues. In discussing the costs and 
risks that such a program might entail, several participants reiterated their concern 
that additional purchases might complicate the Committee's efforts to withdraw 
monetary policy accommodation when it eventually became appropriate to do so, 
raising the risk of undesirably high inflation in the future and potentially unmooring 
inflation expectations. One participant noted that an extended period of 
accommodation resulting from additional asset purchases could lead to excessive 
risk taking on the part of some investors and so undermine financial stability over 
time 

In reference to Schleiger's statement on the 2015 predictive guidance, the minute's state: 

While members generally viewed the potential risks associated with these 
purchases as manageable, the Committee agreed that in determining the size, pace, 
and composition of its asset purchases, it would, as always, take appropriate 
account of the likely efficacy and costs of such purchases. With regard to the 
forward guidance, the Committee agreed on an extension through mid-2015, in 
conjunction with language in the statement indicating that it expects that a highly 
accommodative stance of policy will remain appropriate for a considerable time 
after the economic recovery strengthens. 

The newsletter further states: 

The minutes of September's meeting will show, however, that the groundwork for 
further action in coming months has been laid and that labor market improvement 
is unlikely to be substantial enough to stave off new Treasury purchases into 2013. 

The FOMC minutes for September 2012, under the section "Participants' Views on Current 
Conditions and the Economic Outlook" outline a decision by committee member's to continue the 
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purchase of mortgage backed securities as well as to undertake the purchase of treasury securities 
under the maturity extension program. 

Participants discussed the effectiveness of purchases of Treasury securities relative 
to purchases of agency MBS [Mortgage Backed Securities] in easing financial 
conditions. Some participants suggested that, all else being equal, MBS purchases 
could be preferable because they would more directly support the housing sector, 
which remains weak but has shown some signs of improvement of late. One 
participant, however objected that purchases of MBS, when compared to purchases 
of longer-term Treasury securities, would likely result in higher internet rates for 
many borrowers in other sectors. 

The newsletter continued by stating: 

The monthly MBS purchases of around $40 billion launched in September will 
continue alongside this new program. Tomorrow's minutes will reference a staff 
paper that concludes the market has capacity to absorb purchases this large for a 
period of time. 

The OIG review of the minutes determined that the minutes do not specifically address a "staff 
paper" but do speak to a "staff presentation that outlines the purchase ofMBS. The OIG further 
confirmed through interviews and e-mail reviews that a paper entitled "Options for an Additional 
LSAP [Large Scale Asset Purchase]" was presented at the September FOMC meeting. The 
minute's state under the heading; "Potential Effects of a Large-Scale Asset Purchase Program:" 

The staff presented an analysis of various aspects of possible large-scale asset 
purchase programs, including a comparison of flow-based purchase programs to 
programs of fixed size. The presentation reviewed the modeling approach used by 
the staff in estimating the financial and macroeconomic effe.cts of such purchases. 
While significant uncertainty surrounds such estimates, the presentation indicated 
that asset purchases could be effective in fostering more rapid progress toward the 
Committee's objectives. The staff noted that, for a flow-based program, the 
public' s understanding of the conditions under which the Committee would end 
purchases would shape expectations of the magnitude of the Federal Reserve's 
holdings of longer-term securities, and thus also influence the financial and 
economic effects of such a program. The staff also discussed the . potential 
implications of additional asset purchases for the evolution ofthe Federal Reserve's 
balance sheet and income. The presentation noted that significant additional asset 
purchases should not adversely affect the ability of the Committee to tighten the 
stance of policy when doing so becomes appropriate. In their discussion of the staff 
presentation, a few participants noted the uncertainty surrounding estimates of the 
effects of large-scale asset purchases or the need for additional work regarding the 
implications of such purchases for the normalization of policy. 
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Schleiger' s reference to a "staff paper" which is not specifically mentioned in the minutes 
and was an internal FOMC presentation suggests some direct knowledge of specific 
activity conducted during the FOMC meeting. 

Schleiger's comments in her newsletter appear to be inferences based on information stated in the 
minutes and discussions during the FOMC meeting. Schleiger also appears to have some direct 
knowledge ofinternal FOMC procedures related to the development of the "Teal Book" when she 
states: 

In the week leading up to the meetings, the options are circulated and can change
sometimes markedly-by the time the participants gather around the table. The 
"Teal Book," which contains the staff forecasts and the policy options, is circulated 
in two parts. The staff forecasts circulate first and what used to be known as the 
"Blue Book," which contains the policy options, follows. 

The OIG analysis determined that the newsletter contained specific information related to 
discussions of FOMC procedures and meeting activity prior to the release of the FOMC minutes 
to the public. The information contained in the newsletter that relates to policy discussions• and 
presentations appears to be in violation of the Policy for the Security of FOMC Information and 
the FOMC Policy on External Communications of Committee Participants. Schleiger was not 
interviewed by the OIG for this investigation. 

On March 25, 2013, the OIG met with The purpose of the meeting was to 
discuss 

the publication of information contained in the September 12, 2012 FOMC 
minutes prior to the public release. 

(0)(6), (o)(7)(C) 
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(0)(6), (b)(7)(C) 

The OIG also asked 19); ' to provide any notes, reports of interviews and analysis prepared 
during 

1
'

115 11
'
11
'
1
'review in order to assist the OIG with its investigation. ---=--- said that there were 

no official reports written and that some notes may be available. During the OIO's interview with 
=:;;~= and ==--~ ___ was asked to provide the 010 with the final report of their review. 

said would not provide 010 with a copy of the final report because it contained FOMC .,......,,_ .... 
information the 010 was not entitled to receive. 

was asked by the OIG if there were any other matters related to a leak of FOMC ------information that were part of the review conducted by and _-=-=-..,,. In response,. ___ said 
would not answer the question. Neither __ .... nor if(II); provided any information regarding 

the leak of information contained in the Wall Street Journal Article by Jon Hilsenrath. Neither 
191: nor 111J: acknowledged that review included information that appeared in the 

Wall Street Journal article by Jon Hilsenrath. ___ provided a list of approximately sixty 
individuals reported were interviewed by the review team or had access to confidential FOMC 
information. --,........,,,- did not provide any information the review team gathered during their review 
or a copy of their final report. 

Between August 2013 and February 2014, the OIG interviewed five individuals responsible for 
preparation of the September 12, 2012 FOMC minutes. Of those interviewed who participated in 
the preparation of the FOMC minutes, none reported knowing or having a personal relationship 
with Hilsenrath or Schleiger 
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Analysis of Telephone Toll Records 

The OJG obtained access to archived toll records from Board IT, AVNoice section. The OIG 
searched the toll records for telephone numbers [6) (6), (b) {7)(C and (t>) (6), (6) (7)(C identified 
through e-mail reviews as belonging to , ti .. The OJG also searched toll records for 
telephone numbers (6 (6), (6) (7)(C and (6) (6), (6) (7)(C identified through e-mail reviews as 
numbers associated with Medley Global Advisors. The 010 searched telephone records for the 
period August 1, 2012 - October 31, 2012, which encompasses the month prior to the September 
FOMC meeting and one month after the conclusion of the meeting. The results of the tele~hone 
search revealed that between August 23, 2012 and September 24, 2012, telephone number ........... -~ 

which is a number identified as belonging to RC contacted the Board eight 
-ti_m_e-s.-Th ...... e toll records associated with <6 (bT(7J{C telephone number were contacts with Board 
telephone extensio 1 

, which is the extension of b 6 , b 7 C , b 6 b 7 C 

Analysis of E-mails 

From December 5, 2013 through April 7, 2014 the 010 reviewed e-mails as part of this 
investigation. The 010 requested all e-mails from the Board IT, Messaging Service that contained 
the addresses@wsj.com and@medleyadvisors.com in an attempt to identify individuals who may 
have had direct contact with Hilsenrath or Schleiger. The e-mail files were searched to identify 
names of Board personnel who had direct contact with Hilsenrath and Schleiger. The e-mails were 
searched for the period August 1, 2012 through October 31, 2012. The initial search resulted in a 
request to Board IT for all available e-mails related to Board staff identified as having contact with 
Hilsenrath and Schleiger. The 010 reviewed in excess of one hundred thousand e-mails and 
identified three persons as having direct contact with either Hilsenrath or Schleiger. As a result, 
the 010 interviewed b 6 , b 7 C and b 6 , b C . 

Interview of( (6), (ti (7) C) 

On March 28, 2014, the OIG interviewed lb) ©)J (b) (7)(C) 
(b)(6), (b)(7)(C) 
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On April 7. 2014. the OIG interviewed {I:>) (6), (t>) (7J(C) 
(b)(6), (b)(7)(C) 
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On April 7. 2014. the OIG interviewed llo) l6), {6) 1ll(CJ 
(b)(6), (b)(7)(C) 
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(b)(6), (b)(7)(C) 
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(b)(6), (b)(7)(C) 

Status oftl,e Investigation 

On May 1, 2014, the 010 again interviewed the CS regarding any additional information he/she 
could provide that would assist the OIG's investigation. 

Based on the information obtained during the investigation, the 010 is unable to determine the 
source of the leak of confidential FOMC information that appeared in the Wall Street Journal on 
September 28, 2012 and the report by Medley Global Advisors on October 3, 2012. 
The 010 investigation determined the following: 

• Based on interviews with Board staff and e-mail reviews, the article by Jon Hilsenrath and 
the newsletter by Regina Schleiger contain confidential FOMC information prior ·to its 
release to the public. 
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• The appearance of confidential FOMC information in the publications is a violation of the 
Program for the Security of FOMC Information and the FOMC Policy on External 
Communications of Committee Members . 

• 

During the investigation, the OIG did not have access to Federal Reserve System staff members 
who had access to confidential Class I FOMC information. The OIG requested that ~--~ 

provide access to information developed during the investigation that identified Reserve ---System employees who reported contact with Hilsenrath or Schleiger. --------questioned the IG's authority to investigate this matter and any information as it relates to the 
Reserve banks. Based on the inability to pursue this matter as it relates to reserve bank staff, the 
OIG's scope is limited. Based on extensive telephone and e-mail reviews the OIG has not identified 
any other logical investigative leads. It is suggested that this matter be closed. 
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WASII I 'GTON, D 2055 I 

January 30, 2015 

ommi sion 

Dear (t>) (S}, t>) (?}(C 

The Office of Inspector General (OIG for the Board of Governors of the Federal Reserve 
ystem Board and the Consumer Financial Protection Bureau (CFPB) is forwarding the 

enclo ed summary memorandum of a closed OIG investigation for your review and a sessment 
whi h may be relevant to a potential vi lation of civil or criminal law, rule regulation order or 
policy within your jurisdiction. 

The en losed m morandum has been redacted to protect confidential Federal Open Mark t 
ommitte (FOMC) information that i co ered by the FOMC s Program for ecurit of FOlvf, 

Informa1ion. In accordance ith the FO · information security program confidential FO C 
infom1ation is defined as including all pri ii ged information that comes into the possession of 
the Federal Reserve ' s Board of Go emor Fed ral Reserve Bank presidents or Federal Re erve 

y tern taff in the performance of their dutie for. or pursuant to the direction of the FOMC. 

This do um nt i b ing provided to ou f; r official u e onJ . The information contain d h re and 
in the enclo ed memorandum is the property of the OIG and may not be copied or disclosed 
without the pennission of the OIG. ppr priate afeguards should be pro ided for the 
information. Public disclosure of this information is determined by the Freedom of Information 
Act 5 U ... § 552, and the Privacy t of 1974 5 U ... § 552a. 

If you ha e any questions co cerning this matter please feel free to contact pecial Agent in 
harg (5) (6), (5) (7)(C) 
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0 SU ll!R FINA CIAL PR Tl!L"l'ION BURE U 

TO: (b) (6), (b) (7)(C) 

SUBJECT: Recommendation to Close 120130013-HQO 

Summary 

The Office of Inspector General (O IG for the Board of Go ernor of the Federal Reserve ystem 
(Board ha completed its in estigation into the relea e of confidential Federal Open arket 
Committe ( OMC meeting informati n that appear d in a all tr et Journal article dated 

eptember 28.2012 and a new I tter b Medic Global dvisors on October 3, 2012. t the time 
th confidential information app ar d in th articl and newsletter. the details of the FO C 
meeting and minutes had not been released to the public. The minute for the eptember 12. 2012 
FOMC meeting were relea ed to the public on October 4, 2012 .The leak of the confidential 
information i potential violation of the Board Program for the ecurit of FOM infoimation 
and the F Polic on External omm unication of Committee Participants. 

The OIG initiated it in e tigation based a referral from 
v ho received an anon mou complaint that ,.,.~ 1111 (1)1C> 
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Background 

Program for Security o(FOMC Information as amended January 28. 2014 

August 11, 2014 

The OIG reviewed the Program for Security ofFOMC infonnation which states the following: 

The Program for Security of FOMC lnfonnation, describes what confidential 
FOMC infonnation is, how it is classified, who has access to it. how it should be 
handled, and who is responsible for ensuring that it is protected. Everyone with 
access to confidential FOMC infonnation is required to review and abide by the 
rules. 

Confidential FOMC information includes all privileged information that comes into 
the possession of the Governors, Federal Reserve Bank Presidents, or Federal 
Reserve Sy~tem staff in the perfonnance of their duties for, or pursuant to the 
direction of, the FOMC. Such infonnation covers, but is not limited to, expressions 
of policy views at FOMC meetings, reasons for those views, votes of the FOMC, 
and staff forecasts. The infonnation that must be kept confidential may be in any 
form. It includes not only paper documents but also electronic messages and files, 
recordings, notes, oral briefings, and discussions relating to confidential FOMC 
matters. 

Access to Confidential FOMC Information within the Federal Reserve System 

Section IV of the Policy for the Security of FOMC Information States: 

Staff access to confidential FOMC infonnation, which includes Class I, Class II, 
and Class III information, requires prior authorization. Before gaining access and 
annually thereafter, staff members, including office support staff, must receive, 
review, and agree to abide by the rules for handling confidential infonnation that 
are referred to in this document. 

At each Federal Reserve Bank, the president, or the research director on the 
president's behalf, is responsible for designating those individuals to be given 
access to each class of information. At the New York Bank, the manager of the 
System Open Market Account may also designate staff on behalf of the president. 
At the Board, that responsibility is assumed by the Chairman or the Committee 
secretary on the Chairman's behalf and by Board members for their assistants. 
Access at the New York Bank and the Board of Governors is limited on a strict 
"need-to-know" basis. Access at the other Federal Reserve Banks is also limited on 
a strict "need-to- know" basis and is subject to the numerical limits noted below. In 
complying with these limits, Federal Reserve Banks may designate different 
individuals to have access to different documents. For example, one slot could be 
filled by designating an international economist as having access to all special 
memoranda relating to foreign currency operations, and a domestic economist as 
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having access to other Class I and Class II memoranda. At each institution, access 
to Class I, Class II, and Class Ill information should be reviewed carefully at least 
once every year. 

A. Access to "Class I FOMC - Restricted Controlled (FR)" 
materials at Federal Reserve Banks other than the New York 
Bank (and the Federal Reserve Bank that serves as the backup 
site for Open Market Operations) is restricted to the president 
and first vice president and to seven other Federal Reserve 
Bank personnel as well as a limited number of office support 
staff. 

B. Access to "Class II FOMC - Restricted (FR)" materials at 
Federal Reserve Banks other than the New York Bank ( and the 
Federal Reserve Bank that serves as the backup site for Open 
Market Operations) is restricted to the president and first vice 
president and to eleven other Federal Reserve Bank personnel 
as well as a limited number of office support staff. 

C. Access to "Class III FOMC - Internal (FR)" information is 
limited on a "need-to- know" basis, but no specific limit is set 
on the number of individuals who may have access to such 
information at each location. 

Access to Confidential FOMC Information Outside of the Federal Reserve System 

Section V of the Policy for the Security of FOMC Information states: 

Access to classified FOMC information outside the Federal Reserve System 
is limited as follows: 

A. Confidential FOMC documents generally are made available to the 
public after a lag of about five years. Such availability is subject to staff 
review (including consultation with the Chairman or the Committee 
where appropriate) for the purpose of redacting any materials that are 
still deemed to be sensitive after five years. For example, confidential 
information obtained from or about particular individuals or businesses, 
foreign governments and central banks, and international institutions 
that is deemed sensitive after the five year lag will be protected. In 
addition, national security classified information that may be contained 
in FOMC documents remains confidential until it is declassified. The 
principal objectives of the Committee's policy of withholding sensitive 
information after the five year lag are to preserve the Committee's 
ability to collect needed information, to allow its representatives to 
participate in sensitive discussions and report on them to the Committee, 
to avoid disclosures that would adversely affect U.S. international 
relations, and to comply with the applicable laws governing the 
disclosure of confidential information. 
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B. Staff officers of the Committee, and those designated by the Chainnan, 
are authorized to transmit pertinent infonnation on System foreign 
currency operations to appropriate officials of the Treasury Department. 

C. The Chairman may make ad hoc exceptions to this section that are either 
more or less restrictive for particular documents or for other confidential 
infonnation. 

FOMC Policy on External Communications of Committee Participants 

Effective January 29, 2013 the FOMC Po1icy on External Communications of Committee 
Participants was amended and states the following: 

The Federal Open Market Committee (FOMC) is committed to providing clear and 
timely information to the public about the Committee's monetary policy actions 
and the rationale for those decisions. Indeed, considerable evidence indicates that 
central bank transparency increases the effectiveness of monetary policy and 
enables households and businesses to make better informed decisions. 

Two-way communication with the public is a crucial element in the FOMC's 
monetary policy process. Committee participants have regular contacts with 
members of the public as part of the process of gathering the information the 
Committee needs to understand current economic and financial conditions. In 
addition, the FOMC's public accountability is strengthened by open discussion of 
Committee participants' views about the economic outlook as well as their 
judgments about the appropriate course of monetary policy. 

Therefore, to reinforce the public's confidence in the transparency and integrity of 
the monetary policy process, the FOMC has established the following principles to 
govern Committee participants' contacts with members of the public. The FOMC 
itself maintains responsibility for ensuring that all Committee participants-that is, 
the members of the Federal Reserve Board and the presidents of the Federal 
Reserve Banks-abide by these principles 

The Policy outlines the following prohibited external communications. 

1. Disclosure in any setting of confidential FOMC information. 

2. Disclosure or characterization in any setting of the views that others 
expressed at an FOMC meeting. 

3. A prediction about Committee action in advance of the Committee 
announcement of its decision. 

4. A private meeting with selected clients of a regulated entity or financial 
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firm to discuss monetary policy. 

August 11, 2014 

In sullllllary. the information pro ided to the OIG alleged that the Wall Street Journal article and 
the report by Medley Global Advisor contained infonuation which appears to have been 
released in violation of one or more of the external couununication prohibitions. 

Investigation 
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Analysis of Wall Street Journal Article by Jon Hilsenrath 

August 11, 2014 

On September 28, 2012 an article was published at http://online.wsj.com by Jon Hilsenrath 
(Hilsenrath), Chief Economics Correspondent entitled How Bemanke Pulled the Fed His Way. In 
his article, Hilsenrath discusses details of activity by former Federal Reserve Chairman Ben 
Bemanke and FOMC participants leading up to the September 12, 2012, FOMC meeting. 

The OIG review of the article identified sections that appear to show that Hilsenrath had direct 
inside knowledge of activity leading up to and during the September FOMC meeting. In his article, 
Hilsenrath makes the following statement related to a policy debate leading up to the September 
FOMC meeting: 

Negotiations stepped up in the week before the meeting. Fed staff circulated 
language for policy options. Officials debated how different approaches would be 
described in the policy statement, which would be released after the meeting. 

The OIG investigation determined through e-mail and interviews that this information related to 
the policy discussions was not in the public domain at the time the article was published. 

In another statement from Hilsenrath' s article he states: 

The meeting yielded what Mr. Bemanke considered an important step: the 
extension of Operation Twist, a Fed program to buy $45 billion of long term 
Treasury securities each month, paid with the sales of short-term securities. The 
program-intended to put downward pressure on long-term rates was supposed to 
expire on June 30. The Fed agreed to keep it going through December, giving Mr. 
Bemanke time to make sense of the slowing job market and consider further action. 

The OIG interview determined that the FOMC minutes, released on October 4, 2012 contained 
information related to the purchase of $45 billion per month in long term treasury securities. This 
information was not part of the former Chairman's statement released on September 13, 2012 and 
was not in the public domain prior to the publishing of the minutes. The FOMC minutes stated 
the following related to the purchase of $45 billion in Treasury securities and downward pressure 
on long term interest rates : 

In their discussion of monetary policy for the period ahead, members generally 
expressed concerns about the slow pace of improvement in labor market conditions 
and all members but one agreed that the outlook for economic activity and inflation 
called for additional monetary accommodation. Members agreed that such 
accommodation should be provided through both a strengthening of the forward 
guidance regarding the federal funds rate and purchases of additional agency MBS 
at a pace of$40 billion per month. Along with the ongoing purchases of$45 billion 
per month of longer-term Treasury securities under the maturity extension program 
announced in June [the OIG review of the June 2012 FOMC minutes determined 
that the rate of purchase for long-term Treasury securities was quoted as $44 
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billion], these purchases will increase the Committee's holdings of Ionger-tenn 
securities by about $85 billion each month through the end of the year, and should 
put downward pressure on longer-tenn interest rates, support mortgage markets, 
and help make broader financial conditions more accommodative. 

Hilsenrath also outlines details related to a policy debate amongst FOMC participants. 
Hilsenrath's article states: 

Fed staff circulated language for policy options. Officials debated how different 
approaches would be described in the policy statement, which would be released 
after the meeting 

The statements in Hilsenrath's article reflects infonnation in the FOMC minutes and 
activity associated with policy discussions and decisions that had not yet been released to 
the public at the time the article was published. The publication of this infonnation in the 
Wall Street Journal represents communication of FOMC infonnation to Hilsenrath that is 
.in violation of the Program for the Security of FOMC Information and the FOMC Policies 
on External Communications. 

Analysis of Medley Global Advisor's Newsletter 

On October 3, 2012, Medley Global Advisors (MGA) published in its newsletter a Special Report 
by Regina Schleiger, Senior Managing Director, Global Macro, titled Fed: December Bound. 
Throughout the newsletter, Schleiger refers to what will be contained in the FOMC minutes 
released on October 4, 2012. In a section of Schleiger's newsletter states that: 

The minutes, due at 2 p.m. EDT tomorrow,[October 4, 2012] will also highlight the 
intense debate between Federal Open Market Committee participants over the 
efficacy of using the balance sheet to ease conditions further and reference again, 
other potential policy tools, including changes to the 2015 predictive guidance. 

The FOMC minutes for September 2012, under the section "Participants' Views on Current 
Conditions and the Economic Outlook" outlines committee member's views and their discussion 
related to long-tenn asset purchases. The minutes also reflect the differing views of committee 
members. The minute's state: 

Participants again exchanged views on the likely benefits and costs of a new large
scale asset purchase program. Many participants anticipated that such a program 
would provide support to the economic recovery by putting downward pressure on 
Ionger-tenn interest rates and promoting more accommodative financial conditions. 
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A number of participants also indicated that it could lift consumer and business 
confidence by emphasizing the Committee's commitment to continued progress 
toward its dual mandate. In addition, it was noted that additional purchases could 
reinforce the Committee's forward guidance regarding the federal funds rate. 
Participants discussed the effectiveness of purchases of Treasury securities relative 
to purchases of agency MBS in easing financial conditions. Some participants 
suggested that, all else being equal, MBS purchases could be preferable because 
they would more directly support the housing sector, which remains weak but has 
shown some signs of improvement of late. One participant, however, objected that 
purchases of MBS, when compared to purchases oflonger-term Treasury securities, 
would likely result in higher interest rates for many borrowers in other sectors. A 
number of participants highlighted the uncertainty about the overall effects of 
additional purchases on financial markets and the real economy. Some participants 
thought past purchases were useful because they were conducted during periods of 
market stress or heightened deflation risk and were less confident of the efficacy of 
additional purchases under present circumstances. A few expressed skepticism that 
additional policy accommodation could help spur an economy that they saw as held 
back by uncertainties and a range of structural issues. In discussing the costs and 
risks that such a program might entail, several participants reiterated their concern 
that additional purchases might complicate the Committee's efforts to withdraw 
monetary policy accommodation when it eventually became appropriate to do so, 
raising the risk of undesirably high inflation in the future and potentially unmooring 
inflation expectations. One participant noted that an extended period of 
accommodation resulting from additional asset purchases could lead to excessive 
risk taking on the part of some investors and so undermine financial stability over 
time 

In reference to Schleiger's statement on the 2015 predictive guidance, the minute's state: 

While members generally viewed the potential risks associated with these 
purchases as manageable, the Committee agreed that in determining the size, pace, 
and composition of its asset purchases, it would, as always, take appropriate 
account of the likely efficacy and costs of such purchases. With regard to the 
forward guidance, the Committee agreed on an extension through mid-2015, in 
conjunction with language in the statement indicating that it expects that a highly 
accommodative stance of policy will remain appropriate for a considerable time 
after the economic recovery strengthens. 

The newsletter further states: 

The minutes of September's meeting will show, however, that the groundwork. for 
further action in coming months has been laid and that labor market improvement 
is unlikely to be substantial enough to stave off new Treasury purchases into 2013. 

The FOMC minutes for September 2012, under the section "Participants' Views on Current 
Conditions and the Economic Outlook" outline a decision by committee member's to continue the 
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purchase of mortgage backed securities as well as to undertake the purchase of treasury securities 
under the maturity extension program. 

Participants discussed the effectiveness of purchases of Treasury securities relative 
to purchases of agency MBS [Mortgage Backed Securities] in easing financial 
conditions. Some participants suggested that, all else being equal, MBS purchases 
could be preferable because they would more directly support the housing sector, 
which remains weak but has shown some signs of improvement of late. One 
participant, however objected that purchases of MBS, when compared to purchases 
of longer-term Treasury securities, would likely result in higher internet rates for 
many borrowers in other sectors. 

The newsletter continued by stating: 

The monthly MBS purchases of around $40 billion launched in September will 
continue alongside this new program. Tomorrow's minutes will reference a staff 
paper that concludes the market has capacity to absorb purchases this large for a 
period of time. 

The 010 review of the minutes determined that the minutes do not specifically address a "staff 
paper" but do speak to a "staff presentation that outlines the purchase ofMBS. The OIG further 
confirmed through interviews and e-mail reviews that 

. The 
minute's state under the heading; "Potential Effects of a Large-Scale Asset Purchase Program:" 

The staff presented an analysis of various aspects of possible large-scale asset 
purchase programs, including a comparison of flow-based purchase programs to 
programs of fixed size. The presentation reviewed the modeling approach used by 
the staff in estimating the financial and macroeconomic effects of such purchases. 
While significant uncertainty surrounds such estimates, the presentation indicated 
that asset purchases could be effective in fostering more rapid progress toward the 
Committee's objectives. The staff noted that, for a flow-based program, the 
public's understanding of the conditions under which the Committee would end 
purchases would shape expectations of the magnitude of the Federal Reserve's 
holdings of longer-term securities, and thus also influence the financial and 
economic effects of such a program. The staff also discussed the potential 
implications of additional asset purchases for the evolution of the Federal Reserve's 
balance sheet and income. The presentation noted that significant additional asset 
purchases should not adversely affect the ability of the Committee to tighten the 
stance of policy when doing so becomes appropriate. In their discussion of the staff 
presentation, a few participants noted the uncertainty surrounding estimates of the 
effects of large-scale asset purchases or the need for additional work regarding the 
implications of such purchases for the normalization of policy. 
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Schleiger's reference to which is not specifically mentioned in the minutes 
and was an internal FOMC presentation suggests some direct knowledge of specific 
activity conducted during the FOMC meeting. 

Schleiger's comments in her newsletter appear to be inferences based on information stated in the 
minutes and discussions during the FOMC meeting. Schleiger also appears to have some direct 
knowledge of internal FOMC procedures related to the development of the "Teal Book" when she 
states: 

In the week leading up to the meetings, the options are circulated and can change
sometimes markedly-by the time the participants gather around the table. The 
"Teal Book," which contains the staff forecasts and the policy options, is circulated 
in two parts. The staff forecasts circulate first and what used to be known as the 
"Blue Book," which contains the policy options, follows. 

The OIG analysis determined that the newsletter contained specific information related to 
discussions of FOMC procedures and meeting activity prior to the release of the FOMC minutes 
to the public. The information contained in the newsletter that relates to policy discussions, and 
presentations appears to be in violation of the Policy for the Security of FOMC Information and 
the FOMC Policy on External Communications of Committee Participants. Schleiger was not 
interviewed by the OIG for this investigation. 

Interview with 

(b)(6), (b)(7)(C) 
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Between August 2013 and February 2014, the OIG interviewed five individuals responsible for 
preparation of the September 12, 2012 FOMC minutes. Of those interviewed who participated in 
the preparation of the FOMC minutes, none reported knowing or having a personal relationship 
with Hilsenrath or Schleiger 
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Analysis of Telephone Toll Records 

August 11, 2014 

The OIG obtained access to archived toll records from Board IT, AVNoice section. The OIG 
searched the toll records for telephone numbers BJ, J 7}{C and {61, (6} 7J{C identified 
through e-mail reviews as belonging to (6), (ti (7)(C) . The OIG also searched toll records for 
telephone numbers 6J, )f and b) (6), (b) (7)( identified through e-mail reviews as 
numbers associated with Medley Global Advisors. The OIG searched telephone records for the 
period August I , 2012 - October 3 I , 20 I 2, which encompasses the month prior to the September 
FOMC meeting and one month after the conclusion of the meeting. The results of the teleP.lti ne 
search revealed that between August 23, 2012 and September 24, 2012, telephone number 

(6):"'C&f(7J(C which is a number identified as belonging to t>) 6), (ti (7)lC contacted the Board eig t 
times. The toll records associated with re, (ti c telephone number were contacts with Board 
tele hone extensio .______,, which is the extension of_...._."'"""'......_.........i.......&1 6 , [I:>) (6 , (I:>) (7)(C ll--',,.~.......__._.. _ __, 

Analysis of E-mails 

From December 5, 2013 through April 7, 2014 the OIG reviewed e-mails as part of this 
investigation. The OIG requested all e-mails from the Board IT, Messaging Service that contained 
the addresses@wsj.com and@medleyadvisors.com in an attempt to identify individuals who may 
have had direct contact with Hilsenrath or Schleiger. The e-mail files were searched to identify 
names of Board personnel who had direct contact with Hilsenrath and Schleiger. The e-mails were 
searched for the period August I, 2012 through October 31 , 2012. The initial search resulted in a 
request to Board IT for all available e-mails related to Board staff identified as having contact with 
Hilsenrath and Schleiger. The OIG reviewed in excess of one hundred thousand e-mails and 
identified three persons as having direct contact with either Hilsenrath or Schleiger. As a result, 
the OIG interviewed - and 7 

On March 28, 2014, the OIG interviewed t>) (6), (t>) {7)(C) 
(b)(6), (b)(7)(C) 
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(b)(6), (b)(7)(C) 

August 11, 2014 

Based on the information obtained during the investigation, the OIG is unable to detennine the 
source of the leak of confidential FOMC infonnation that appeared in the Wall Street Journal on 
September 28, 2012 and the report by Medley Global Advisors on October 3, 2012. 
The OIG investigation determined the following: 

• Based on interviews with Board staff and e-mail reviews, the article by Jon Hilsenrath and 
the newsletter by Regina Schleiger contain confidential FOMC information prior to its 
release to the public. 
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• The appearance of confidential FOMC infonnation in the publications is a violation of the 
Program for the Security of FOMC Information and the FOMC Policy on External 
Communications of Committee Members . 

• 

During the investigation, the OIG did not have access to Federal Reserve System staff members 
who had access to confidential Class I FOMC infonnation. 

questioned the IG's authority to investigate this matter and any infonnation as it relates to the 
Reserve banks. Based on the inability to pursue this matter as it relates to reserve bank staff, the 
OIG's scope is limited. Based on extensive telephone and e-mail reviews the OIG has not identified 
any other logical investigative leads. It is suggested that this matter be closed. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On April 24, 2014 t> 6), t> C was interviewed at the Board of 
Governors of the Federal Reserve Syst m...Ecdes .. Building, 20th and Constitution, Washington 
DC 20551 by Special Agent in Charge b) (S), (b) (7)(C and Senior Special Agent • f{7J( ~ 
Office of Inspector General for the Boar of ovemors of the Federal Reserve System. After 
being advised of the identity of the interviewing agent(s) and the purpose of the interview, 
was advised of · CJ) rights under the Warnings and Assurance to Employee Requested lo Provide 
Information on a Voluntary Basis (Garrity). After reviewing and signing the Garrity form, 
provided the following information: 

(5)(6), (b)(7)(C) 

Location: 
Date of Activity: 

Conducted by: Case Number: 

Transcribed By: I Date Transcribed: Reviewed By: 

ll1is report is the property of the Ollicc 111' Inspector Ckncrnl. '1111: report and iL~ cont1.'IIL~ may 1101 be reproduced without written pcnnission. 
·111c r1.11ort is FOR OFFICIAL USE ONI. Y uml its disclosure to unnuthorizcd persons is prohihitcd. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On April 7, 2014 t> 6 was interviewed at the -----Washington, DC 20220 by 
Special Agents in Charge u, '0 '· \UJ \I J\u r-a-nd"";"";;;i_ "!'i_ ~-;;;._;;_ K-~-~_ "_ 'n_ "'_ .... , o•ffice of Inspector General for 
the Board of Governors of the Federal Reserve System. After being advised of the identity of the 
interviewing agent(s) and the purpose of the interview, rC6tltiJ was advised of rights under 
the Warnings and Assurance Jo Employee Requested to Provide Information on a Voluntary 
Basis (Garrity). After reviewing and signing the Garrity form, ____ provided the following 
information: 

(b)(6), (b)(7)(C) 

Date of Activity: Location: 

Conducted by: Case Number: 

Transcribed By: I Date Transcribed: Reviewed By: 

This report is lhc prop1.'Tly or lhc Onie.: or lns1,cc1or G1."11crul. The report and its conh:nls may not be rcproducc:d wi1hou1 \\Tillcn pcnnission. 
·111e report is FOR OFFICIAi. USE ON!. Y and ils disclosure to urumlhorizcd persons is prohibited. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On March 28, 2014, 15} , 7 C was interviewed by Special 
Agent in Charge 6) (6), (6 (7XC and Special Agent in Charge > (6), (ti) (7)(C , Office of 
Inspector General for the Board of Governors of the Federal Reserve System at 1825 I 
Street, ___ Washington, DC . After being advised of the identity of the interviewing 
agent(s) and the purpose of the interview, 1 • was advised of 111 rights under the 
Warnings and Assurance to Employee Requested to Provide Information on a Voluntary 
Basis (Garrity). After reviewing and signing the Garrity form, ___ provided the 
following information: 

(b)(6), (b)(7)(C) 

Date of Activity: Location: 

Conducted by: Case Number: 

Transcribed By: I Date Transcribed: Reviewed By: 

This report is th<: propeny or the OOicc or lnspcc111r G~'ll~Tul. The l'l.'t'on and il~ contents muy not he rcproducctl without written pcnnission. 
The rcpon is FOR OFFICIAL USE ONLY and i1s disclosure tn unauthorized persons is prohihitctl. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

was interviewed by Special 
Agent in Charge ~.:,;6~)~. :.i'{ ~~~an~ d~Sf-ed.n-:-io-r-::S::-p-e-ci:-a·t -:-A-g-en- t~--=-->";;<<6~(b~)~ c~ ;, Office of 
Inspector General for the Board of Governors of the Federal Reserve System at 1825 I 
Street, ____ ., Washington, DC. After being advised of the identity of the interviewing 
agent(s) and the purpose of the interview, __ ___, was advised of rights under the 
Warnings and Assurance to Employee Requested to .Provide Information on a Voluntary 
Basis (Garrity). After reviewing and signing the Garrity form, ,__ _ ___, provided the 
following information: 

(b)(6), (b)(7)(C) 

Date of Activity: Location: 

Conducted by: Case Number: 

Transcribed By: I Date Transcribed: Reviewed By: 

This report is the property of the O0ke of Inspector General. The report and it~ content~ may not bl: reproduced without wriucn pennission. 
111c report is FOR OFFICIAi. USE ONLY and its disclosure to unmuhorizcd persons is prohihitcd. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On ebruani.-2J 2014, t> 6 , C was interviewed by Special Agent in Charge 
~ ~ • {t>J (f)(C and Senior Special Agent > &);(b)(7)(c Office of Inspector General for the 

Board of Governors of the Federal Reserve System at 1825 I Street, ~-~• Washington, 
DC. After being advised of the identity of the interviewing agent(s) and the purpose of the 
interview, __ was advised of 111 rights under the Warnings and Assurance to Employee 
Requested to Provide Information on a Voluntary Basis (Garrity). After reviewing and 
signing the Garrity form, r I provided the following information: 

(b)(6), (b)(7)(C) 

Date of Activity: Location: 

Conducted by: Case Number: 

Transcribed By: I Date Transcribed: Reviewed By: 

This report is the property of the Ollicc or lnspc~1or General. ·11,e report und its contents may 1101 he reproduced will1out written pcnnission. 
The report is FOR OFFICIAi. USE ONLY and ils disclosure to unauthorized persons is prohibited. 

RESTRICTED-FR 

AUTHORIZED FOR RELEASE 



... -
; 

Interview of 

AUTHORIZED FOR RELEASE 
RESTRICTED-FR 

-2-

(b)(6), (b)(7)(C) 

May 23, 2014 

This n:port is the property of the 011ice or Inspector General. The report und ils contents may 1101 be reproduced without written p.:rmission. 
The report is FOR OFFICIAi. USE ONLY and ib disclosure 10 unauthorized persons is prohibited. 

RESTRICTED-FR 

AUTHORIZED FOR RELEASE 



,. AUTHORIZED FOR RELEASE 
.._., RESTRICTED-FR 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On December 5, 2013, 6, 6 C 
- was interviewed~b....iy~S~p~ec~i:'-a~I A~ge;;;;..n'-:t-:--' s~i:--n-::C:::-:h_ar_g_e_~n;--ii= ..... :n __ n=: __ =:_;;_i=_;::::; __ ...,~;;;; .... ffi"'""an- d-;-;;~m=~:,;.{7J{Cirnl of 
the Office of Inspector General for the Board of Governors of the Federal Reserve System 
(Board) and Consumer Financial Protection Bureau. The interview was conducted at OIG 
Headquarters, Room 2737. After being advised of the identity of the interviewing agents and the 
purpose of the interview, ._ _ _. provided the following information. 

(b)(6), (6Y{7)(C) 

Location: 

Date of Activity: December 5, 2013 OIG, MS-K 300, Room 2737 

Conducted by: 
Special Agents in Charge I>) (6 • {f> {7)(C and 

Case Number: 
12013 0013 

' } {7 
Date Transcribed: Reviewed By: 

December 9, 2013 

This report i~ lhi: propcn)• of the Onicc of lnspci:1or General. "Ille r~-port and ils conlcnts muy 11111 be reproduced wi1hn111 \\Ti lien pcnnission. 
ll1c rcpon is FOR OFFICIAL USE ONLY and ils disdosurc lo u11au1hori:1cd persons is prohihi11:d. 
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Consumer Financial Protection Bur au 

MEMORANDUM OF INTERVIEW 

ust 23, 2013 {b (6), (6) (7){C was int rvi \! ed by pecial Agent in Charg ......,......,,..,......y ,-,...----
t the Office ofln pector enera1 for the B ard of Governors of the Federal eserve 

~--ys=-em ..... . Aft r b ing ad ised of th id ntity of the int rvi ing agent(s) and the purpose of the 
interview r1111"'v.i provided th following infom1ation: 

Transcribed By: 
{6 (6), (6) (7)(C 

(b)(6), (b)(7)(C) 

Date Transcribed: 

ugust 26, 2013 

Location: 
OIG 

Case Number: 
12013 0013-HQO 

Reviewed By: 
I:>) 6), (t> (7 (C 

This rcp1•n is 1hc propcn. or th,; Jfli ·c 111' ln,rccl 1r km.:ral. The.: r •pon and its conlents may not be rcrruduccd without wrillcn pcrmis~ion. 
The report i. f'OR (JI• Fl ·11\I. U:-.E 0 , 'LY :md its d1 closure lo unauth,•riz.:d p.:r 11 • is prohibited. 
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This report is the property oflhe Otnce of lns11ector Generdl. The report and its contenlS may not be reproduced without written permission. 
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Offic of Inspector Gen ral 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

MEMORANDUM OF INTERVIEW 

On March 25, 2013 Special Agents in Charge 1....---. ____ 6, f7 
b 6 , b 7 C and b) 6 , b ~~~1:====================:::;...!:=:=========---~ purpose of the meeting was to discuss IIJ;IIIIPJICI ---------------------pub Ii cation of information contained in the Federal Open Market 

Committee minutes prior to their release to the public. 
(b)(6), (b)(7)(C) 

Date of Activity: Location: 

March 25 2013 Eccles Bldg - Office of General Counse l 
Case Number: 

12013 0013-HQO 
Da e ranscribed: Reviewed By: 
3-28-2013 (b (6), (b) {7) C) 

This report is the property or the Olli c of In JX!Ctor Gener.ii. The n:port and iL~ ontcnt may not be repr du cd ,, ithoul , ri ttcn pcnni s1on. 
The report is FOR ff l IAL lJ E ONI. and its d1sclo urc to unauthorized r,crson is prohibited. 
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March 25, 2013 

refused to provide a copy of the final report because said it contained FOMC information 
that the agents were not entitled to. 

(b)(6), (b)(7)(C) 
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Dati!afe~tty 

On Wednesday, May 5, 2.01-5 , :.-.:as inte ir-viewed pursuam: to ---------th, e Federal Re.serve Soa.!:d Gen.era~ •·s Office Garrity Agreement by 
1:-he Federal sure~u of. Investiga~ion , 

,.,.._....u~...,...,_- ..f" -e er ... nspector Gener:.al (CIG ) Speci a l 

!Jnited and SDNY AU.SA 
Also orese~t was C 

being the 
identities 0f ~f:fic.ials. and after r evtewing the Garrity ,...i.,i-....., 
Warning from t he FRB OIG, ._ _______ .executed the Garrity document, whereupon 
~ volunta rily pro,dded the following ir:1:otrqation: 

(b)(6), (b)(7)(C) 

fm•cstiiationon- .05/05 / 20 15 at Washngto.1 , Dist.c i ct Of Colt:Hi'..bia-, (Jnited ·states {In Perso.n; 

Fi.le# 31 8D- N'.?-61 s·1 H :J. Datedral\t:<l 05/t3/2015 

:,y ---~---~~-- -.J--- -----------------------------
This d.,.;umen, eom~ins n,:ilhtr r~conuncn<la,ions nor <.il!ndu$i1ms of tl>C n~r. [t i.s tho fl rtlflefty or~,~ l'Ol and is i<1<1nc<l to yo:.,r agcucy: it ar,d its con1e11ts arc not 
to b,, <fatribut...'<i oulSi<l.e your :,scncy 
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FEDERAL BUREAU OF INVESTIGATION 

Date of entry 

• . • OFFICIAL A11oono 
• • ".k! .-• .. l,lr' •M""'"""• .. • >'411'' '1f '~ 

,._ ,-"'~"··•~-.... >, , 
• __ ....,,.~ ~ - ... Y' \.,Y,,, .. 

10/28/2015 

On Wednesday, May 5, 2015, ________ as interviewed pursuant 
to the Federal Reserve Board Ins ector General's Office Gacrity Agreement 
by Special Agent ___________ of the Federal Bureau of Inves t igat ion, 
Federal Reserve Board FRB} Office of Inspector General O!G s cial 
Agents _________________ ~RB OIG counsel _____ _. 

southern District of New York (SDNYJ Assistant United States Attorney 
(AUSA) ....., __ ..,,......,,.._. and SDNY AUSA ....,,_=-...,....-,,------,,--=-. After being advised of the 
identities of the interviewin officials and after reviewing the Garrity 
Warning from the FRB OIG, ____ - executed the Garrity document, whereupon 

voluntarily provided the following information: 

b6 
______________________________ b7C 

Investigationon 05/05/2015 at Washington, Distr ict Of Columbia, United States {In Person ) 

file# 318D-NY-6l51941 Datedrafted 05/15/2015 

b.,-1-----=-----="-----=-------------------------------
This document contains neither recommendations nor conclusions of the FBI. 11 is tho property of the FBI and is lo.ncd to your agcn¢y; it 1111d iu cor.tcnls are not 
to be distributed outside your aeency. 
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FEDERAL BUREAU OF INVESTIGATION 

0FF1CfAL REll;;,,Ql' p 
._._,... ... ~..,._,_~ .. ,t,i.,.._ 
.,. •:,.-.,._, - h~ ,..- '-a,., ~ ,. .. 0..,,,-.,....,., ucCJIJI•~ 

Date ot entry 10/30/2015 

On Thursday, May 2015, as intervie~ed pursuant to the -------,,-,---Federal Reser ector General's Office Garrity Agreement- by 
Special Agent of the Federal Bureau of Investigation, -----------Federal Reserve Board (FRBJ Office of Inspector General OIG S ecial 
Agents FRB OIG Counsel ----------,---,---,----,-.-----,----- ,.. _____ _ 
District of New Assistant United States Attorney (AUSA) 

and SDNY AUSA After being advised of the identities .._ __ _ 
officials and after reviewing the Garrity Warning from 

the FRB OIG, ___ ~ executed the Garrity document, whereupon voluntarily 
provided the following information: 

(b)(6), (b)(7)(C) 

Jnvcstigationon 05/14/2015 at New York, ~ew York, United States (In Person) 

file# 3180.-NY-61S1941 Oatedialled 05/15/2015 

by L.,_ _________ i---------------------------
This document contains neilller recommendations nor conclusionsoftbe FBI. his Ilic propeify of the FBI and is loaned to your 3&ency; it and its contents are not 
to !Se distributed outside your agency. 
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FEDERAL BUREAU O F iN'V°ESTtGATlON 

. Oi2 8 / 2 Q.1.5 

On Wednesday, May 6, 
llllllllilnc~--, 

2015, 
- -----111.•1711C1 

date of .birth 
s.o c ial secu::-ity account numbe.: L--------

cellµla .r work ar.d erson-al. t:.eJ..epnone number _________ pe.rsonal e - mail 

address -------------:as interviewed pursuant to the F-aderal 
R~=-serve Board Ins""ector Ge!'~et:a-1 '-·s Office Gar::'.ity Agreement by Special Agent 

f . the 2ed"-er.al Bureau of InYestigation, F 1 ~~5.1 ------------e of Ins.pe.ctor Gen.ere: · 10IG1 S;,ecial Agents L-----~--... 
___________ f.'R5 QIG -Cb'u.nsel ________ iii.-tiinr""""'::.....""' of New Ycrk 

Assistant tini½-ed St.ates Attorne11 {AUSAi _______ and SDNY AUSh 

.D•.fter: bei:1g .;;dvised of the identities of the interviewing 

the foll.owing information: 

the Garrit:y w·arning from ·the FRB OiG, 
document, wher~upor.. 111, alun tarily pr0vi de_d 

(b)(6), ( (7)(C) 

(nv~i&ationon 05/05/2015 31 i'iash.ingtcn, )istrict Of Columbia, U.r::it.e-d Stet~s ;rn ?ers.c.n) 

Oa:.edrafo::d 05/1 5/2015 
by .._ ____________ ..._ _ _ ___________ ___________________ _ 

Thls docuJncnt con:a.in~ nc~th,:r r:conimendatiom no. cor.clu~ioil~ of'd;~ T-Bl h ~~ the rroperty of th~ fBI and is lo3r.ed !o your a~ency· ii ;ind i1s contents a~e not 
to I,;, distributed ouutde )'Our ns,ncy. 

AUTHORIZED FOR RELEASE 



FD-302a (Rev. 05--08-10} 

318D-NY-6151941 

AUTHORIZED FOR RELEASE 

ContimmtionofFD-302of._r::_·;m_..,_ ..... _- _- _- _- _- _- _- _-:_ ____________ ,On 05/06/2015 .Page 2 of 5 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE · 

FD-3O2i1 (Rev. 05-0S-I 0) 

318D-NY-6151941 

ContinU.l!ionofFD-3020 _ _____ __,_ ____________ . On 05/06/2015 , Pagr 3 of 5 

(b)(6) , (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

FD-302a(Rev. 05-08-10) 

318D-NY-6151941 

ContinuationoffD-3020,"'=="""'--= --='--- -----------•0n 05/06/2015 ,Pilge 4 of 5 

(15)(6) , (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

FD-302a(R~. OS-08-10) 

318D-NY-qlSM-\'ll 

ContlnuationofFD-3020,u.-=======!.,_ ____________ ,On 05/06/2015 ,Page 5 of 5 

(b)(6), (6)T7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
( ' ... · - . 

Q.mcuu. REcol\D 
FD-302 (Rev. S-8-1O) 0.0..-~~ .. -·~

~ 'q ..... l ........... . "'°'-<N b• 
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FEDERAL llUREAU OF INVESTIGATION 

D:ite of entry 11/04/2015 

on Thursday, May 6, 2015, as interviewed pursuant to the 
Federal Reserve Board Ins ec~t_o_r_ G_e_n_e_r_a_l_ ' _s Office Garrity Agreement by 
Special Agent of the Federal Bureau of Investigation, 
Federal Reserve Board FRB Office of Inspector General (OIG S ecial 
Agents _________________ FRB OlG Counsel _____ _ rn 
District of New Yor United States Attorney 
___ _.and SONY 1-\US _________ Af'ter being advised of the identities 
of the i ntervi ew· ng officials and after. reviewing the Garrity Warning from. 
the FRB OIG, ____ xecuted t he Garrity document, whereupon AN volunt arily 
provided the following info~nation: 

(b)(6), (b)(7)(C) 

lnvestigationon 05/06/2015 at New York, tiew York, United States (In Person) 

file# 3180-NY-6151941 Oilcdral\cd 05/15/2015 

by ..._ _________ ..c--l, ________________ ___________ _ 

This docurACnl con1ains neilhcr recommendations nor conclusions oflhe FBl. It is the propeny ortlle fBI arid is loaned to your aiency; it and its contents arc not 
to be distributed ouiside your agency. 
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FEDERAL BUREAU OF INVESTIGATION 

Date of enlty 

Omc1A'- AEco_s,_o o.-~,"""-""-..,_...,,'IQ_, 
J# \111'\~ U IW'n -.:-. ot 9Cf'W ~_. ,..,w r11.....,_...-..,. .,..., 

10/30/2015 

was interviewed pursuant to --------=,..,,...-the "~""
111

ii:i ector General's Office Garrity Agreement by 
special Agent __________ of the Federal Bure~'Wl:-,,'lf:iibl-,._Qve,sti.aati..o.n_. 
FRB Office of Inspector Gener~l (OIG s ecial Agents ---------------":"""-~---:--- FR B OIG Counsel ______ Southern District of New York 

l'lftol, flifjll'l:t'""-"' S_ S .is ta t United States Attorney (AUSA) _..,..,...,..._--. and SONY AUSA 
After being advised of the identities of the interview.ing 

_..._,__s_a_n-.--aft er rev i ewi ng t he Ga rri ty Wa r n i ng from the FRB O!G, 

-------executed the Garri t y document, whereupo ~ voluntarily provided 
the following information: 

(b)(6), (b)(7)(C) 

lftvestigallonon 05/06/2015 at New York, New York, United States (In Person) 

File# 3180-NY-6151941 Dat~dnif\ed 05/15/2015 

by<--:===--'---------..l..------------------------
This document contaillS neither recommendations nor conclusions of the FBI. It is the property of tile FBI and. is loaned to yOUf agency; it and its contents ue 110t 
to be distri>utcd outside your agency. 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

FD-302~ (Rtv. 05.08-10} 

· .Continua1i011ofFD-302o,, '-=======::!__-----------•On 05/06/2015 ,Page 2 of 4 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

FD-302a (Rev. 05-08-JOJ 

318D-NY-piJ~~l. ___ _ 

ConlinuatiooofF0-3020 ,On 05/06/201$ , Page 3 of 4 
L._ ______ .;------------

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE · 



AUTHORIZED FOR RELEASE 

.. ;. 

FD-302a (Rev. 05..08-10} 

318D-NY-6151941 

ContimiationofFD-3020 .• '"=======~ -----------•0n 05/06/2015 ,Page 4 of 4 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
. - . .. 

FD-302 (Rev. 5-S-10) 
- 1 of 2 • 

FEDERAL BUREAU OF INVESTIGATION 

Date of entry 10/28/2015 

On Wednesday, May 5, 2015, ______ was interviewed pursuant to the 

Feder.al Reserve Board Ins ector General's Office Garrity Agreement by 

Special Agen ~-------~-_,of the Federal Bureau of Investigation, 
Federal Reserve Board (FRB) Office o.f Inspec.tor General (OIG) Spe.cial Agent 

FRB OIG counsel _______ southern District of New York 
(SDNY) Assistant United States Attorney (AUSA) ______ nd SDNY AUSA 

After being advised of the identities. of the interviewing 
officials and after reviewing the Garrity Warning from the FRB OIG, ----executed the Garrity document, whereupon l'Flvoluntarily provided the 
following information: 

(b)(6), (b)(7)(C) 

lnvestigationon 05/05/2015 at Washington, District Of Columbia, United St.ates (In Person) 

File# 3180-N'l-6151941 Oatcdrafled 05/15/2015 

by r llll'FI 
Thu document contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and ill loaned to your egency; it and its contents arc not 

to ~ distribu1ed outside yom 112tncy. 
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FEDERAL BUREAU OF INVESTICA TION 

Date of cnU)' 

0Pl'IOIAL ReooAo I ~ '"_N~..,, .•.• ,o • .,...,. ~'JUv,~ 
~ •-,.C-•-~ ....... _...,. ~ . 
U'l"f • ' ~ _ _ ,_,4 hWt'; 

10/28/2015 

On Wednesday, May S, 2015,L-_______ was interviewed pursuant to 

the Federal Reserve Board Ins ector General's Office Garr ity Agreement by 
Special Agen ___________ of the Federal Bureau 0£ Inves t igation, 

iniivnm"'=-'-=-==='-=--'"'f~R_B__,_~o_f_f ___ i ~c~e~of Inspector General (OIG s ecial 
FRB DIG Counsel -------Southern District of New York (SONY) Assistant United States Attorney 

(AUSA} !'--T----. .-,-,-- nd SONY AUSA ________ After being advised of the 
identities of the intervi~Ji o ficials and after reviewing the Garrity 
Warning from the FRB OIG, ____ executed the Garrity document, whereupon 
~ voluntarily provided the following information: 

(b)(6), (5)(7)(C) 

lnvestigationon 05/05/2015 31 Washington, District Of Columbia, United States {In Person) 

File# 318D-NY-6151941 Date drafted 05/15/2015 

br"'Picl 
0 

This document c0111ain$ neither recommendations nor conclusi<>Jos of the FBl It is the property of the FBhnd is loanccl to youc agency; it Md its contc,u an: not 

to be distributed OtJtsidt your a2rncy. 
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FEDERAL BUREAU OF INVESTIGATION 

Date of cntJy 11/04/2015 

on Wednesday, May 
FEDERAL RESERVE BOARD (FRB), was interviewed pursuant to the 
Federal Reser .__G_e-ne_ r _a~l ~, -s ~Office Garrity Agreement by 

f the Federal Bur'ifi~'itirrat:r'--~ ~es .i.aation, 
(OIG} Special Agent ..._ _____ ___, FRB OIG 

advised of the ident"ties of the intervi ewin officials and after reviewinq 
the Garrity Warning from the FRB OIG, ..._ __ __.executed the Garrity document, 
whereupon ~N voluntarily provided the following information: 

(0)(6), (b)(7) (G) 

lnvcsligationon 05/05/2015 at New York, New York, United States (In Person) -------------
file# 318D-NY-6151941 Oatedrafted 05/15/2015 
by "--_________ _.._ ________________________ _ 

This docu111ent tonlains neither recommendations. nor conclusions of 1M FBI. It is lhe propeny of the FBI and is loaned to your agency; it and its contents arc not 
to be distributed oulSide your agency. 
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FEDERAL BUREAU OF INVESTIGATION 

Date of entry 

01'1'1CIA&. 9acOAD >--.-~ ...... .,.. .. ,., ... .,... 
~~ ...... -.. __, "" ,, .......... u,, ~".,,f'\"'I ... 

10/28/2015 

On Wednesday, May 5, 2015, ________ was inteLviewed pursuant to 
the Federal Reserve Board Ins ector General's Office Garrity Agreement by 
Special Agen .... __________ f the federal Bureau of I nvestigation, 

R.eserJl:e Board (FRB) Office of I nspector General (OIG ) Special Agent 
FRB OIG Counse ______ Southern District of New York 

~ ==-=--=--s-s~.-s~t-~- t United States Attorney (AUSAl ______ and SONY AUSA 

--------- After being advised of the identities of the interviewing 
officials and after reviewing the Garrity Warning from the FRB OIG, ____ _ 
executed the Garrity document, whereupon ~ voluntarily provided the 
following information: 

(b)(6) , (b)(7)(C) 

Investigation on 05/05/2015 a1 Washington, District Of Columbia, United States (In Person) 

File.# 3180-NY-6151941 Oatedrafted 05/15/2015 

by - -------- ------- -------------- --- - ---------
This document conlainsneitllcr recommendations nor conclusiOl'I$ of1he FBI. It is the property of the fBI and is loaned to your agency; it and its contenu arc not 
to I,., di,h'ibutcd oul:Jidc yow- agency. 
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FEDERAL BUREAU OF INVESTIGATION 

Datcofcnuy 

OFFICIAL RECO!!D 
~ .. , ........ 'll .......... ~,, ..,,._ 

»- "'f"a--" """' """' _ ..... ,.,. N!'t,_,. l e; ~- ~,.-....._ 

11/06/2015 

On Thursday, May 14, 2015, ________ was interviewed pursuant to 
the Federal Reserve Board Inspector General's Office Garrity Agreement by 
special Agent ._ _________ ~ f the Federal Bureau of Investigation, 
Federal Reserve Board {FRB ) Office of Inspector General (OIG) S ecial 
Agents ._ ______________ ___. FRB OIG Counsel .._ _____ .~~~--~rn 

York •W'ti'ifii:f .... _,._._. 

AUSA 

advised of the i dentities .-..~~ru o f i cials and after reviewing 
the Garrity Warning f rom the FRB OIG, __________ ~executed the Ga r r i ty 
document, whereupon O voluntarily provided the following information: 

(5)(6), (b)(7)(C) 

lnvestig:ilionon 05/14/2015 at New York, t-1.ew York, Uni.ted States (In Person) 

F~c# 3180-NY-6151941 Datcdraflcd 05/15/2015 

by .__ ________ ___:, _________________________ _ 

This document c:oniains neilhcr (C(Ommendations no, C011ClusioNof the FBI. It is Ille p-openy of the FBI and is loaned 10 your agency; ii and its COl\lelllS are not 

to be distributed outside your agtnC)'. 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
• • 

FD-302a (Rev. OS.08-10) 

318D-NY-615194 1 

Con1inuationorFD-302o[._: :::~~~:::::_-,..,__ ____________ , on 05/14/2015 , Page 2 of 4 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
• 

FD-302a (Rev. 0S-08-10) 

3180-NY-~6~1~5~19~4~1=-----, 
Continuation offD-302 of . ______ __,_ ____________ , On 05/14/2015 , Page 3 of 4 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
, I • 

FO-302a (Rev. 0S..()g.10) 

318D-NY-6151941 

ContinuationofFD-3020 ";::;=======-------------·On 05/14/201S , Paie 4 of 4 

(b)(6), (b)(7)(C) 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
..c 

Qff!P.IAL Al!~~JU> 
fD-302 (Rev. 5-8-10) 

- 1 of 2 - t'!':t.,,.._...,__,.,....'/>9'..Z,._.., 
u 'l) •JIJV,;a, .. _,, N-1~ ........ ~, ,I 

lt'lr•• Ftl' l+>'t-.. C" .,, ,,._., 

FEDERAL BUREAU OF INVESTIGATION 

Oateofl!!fftry 11/04/2015 

On Thursday, May 6, 2015, was interviewed pursuant to the .._ _____ ___. 
Federal Reserve Board Ins ector General's Office Garrity Agreement by 
Special Agen of the Federal Bureau of Investigation, 
Federal Reserve Board (FRB) Office of Inspector General. OIG S ecia1 
Agents ________________ _. FRB OIG Counsel.._ _____ ~ "i!Qrl'll:M 

District of New York (SDNY) Assistant United States Attorney 
and SDNY AUS ._ ________ After being advised of the identities 

e inte:r;~il'ifl-1:1..,._~ ,offid a ls .:ind after revj ewi ng the Garrity Warning from 
the FRB OIG, executed the Garrity document, whereupon ~ voluntarily ----
0 

provided the following information: 

(b)(6), (b)(7)(C) 

lnvestigationon 05/06/-2015 111 New York, New York, United States (In Person) 

file# 318D-MY-6151941 D11cdnaft~ 05/15/2015 

b)• L..--------___,J----------------------
This document colllains nei!her recommendations nor coaclusioru of the FBI. It is lhe property of the FBI and is loaned to your agency; ir and its conunts are nor 
to be distributed ollSidt yosr agency. 
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FRS Only - Restncls the e-mail to Board and Federal Reserve System recipients 
only External recipients w,11 not receive lhe e-mail The sender will receive an 
undeliverable message alerung lhem that the e-mail was not delivered to U1e 
external recipients 

Class I FOMC - Restricted-Controlled (FR) 

Dear Colleagues: 

11/16/201204:25 PM 

As you may know, the Chairman has asked that 
===-- ~--------------

1'1 IJICI investigate whether there ha be n a violation of the Program for Security of FOMC 
Information or the FOMC Policie on External Communications in connection with a September 
28 2012 Wall Street Journal article and an October 3 2012 report publi bed by M dley Global 
Advisors. We write now to request your full cooperation in thi inquiry and to ask that you 
provide certain information to help facilitat the inquiry. 

To thi end pleas provide an wers to the question contained in the attached 
questionnaire and email a canned version of the signed responses to {I:>) (6), ( (7)(C) of the 
Board's Legal Division a t>) (6), ( ) (7){C) not later than Friday, ovember 30. 

-,..-m.,. 
Please also gather the documents requested in the questionnaire and return the materials to __ _ 

)(&);(b (7)(C by Friday, ovember 30 by email Federal Expres or United Parcel Service (plea e 
do not return by U.S. Mail as security creening of the mail may result in substantial delay). 

Please maintain and do not de troy or delete any information that may be in any way 
relevant to the inquiry. Please also treat all information regarding the inquiry as confidential 
FOMC information. 

We will contact you shortly if it is appropriate to arrange an interview to collect your 
per onal recollection and other information related to these matters. Please recognize that we 
represent the Committee in this proce and not any individual and must conduct Lh inquiry 
accordingly. 

Thank you in advance for your cooperation. Please do not hesitate to contact either one 
of u hould you have any que tion . 

11-16-12 FOMC Letter.pdf FOMC Queslionnaire.docx 
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FRS Users please note - This email is marked as "FRS Only" and therefore intended only for Board and 
Federal Reserve System recipients. 
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Dear Colleagues: 

AUTHORIZED FOR RELEASE 

Class 1 FOMC - Restricted-Controlled (FR) 

BOARC OF GOVERNORS 
CP' THE 

FEDERAL RESERVE SYSTEM 
WASHINGTON, D. C. !0!1!11-0COI 

November 16, 2012 

As you may know, the Chairman has asked that 
=~-~ -----------------A IIII C1JICI , investigate whether there has been a violation of the Program for Security of FOMC 

Information or the FOMC Policies on External Communications in connection with a 

September 28, 2012 Wall Street Journal article and an October 3, 2012 report published by 

Medley Global Advisors. We write now to request your full cooperation in this inquiry and to 

ask that you provide certain information to help facilitate the inquiry. 

To this end, please provide answers to the questions contained in the attached 

questionnaire and email a scanned version of the signed responses to _______ ofthe 

Board's Legal Division at _________ ~ not later than Friday, November 30. 
Please also atber the documents requested in the questionnaire and return the materials to 
_____ by Friday, November 30 by email, Federal Express or United Parcel Service 

(please do not return by U.S. Mail as security screening of the mail may result in substantial 

delay). 

Please maintain and do not destroy or delete any information that may be in any way 

relevant to the inquiry. Please also treat all information regarding the inquiry as confidential 

FOMC information. 

We will contact you shortly if it is appropriate to arrange an interview to collect your 

personal recollections and other information related to these matters. Please recognize that we 

represent the Committee in this process, and not any individual, and must conduct the inquiry 

accordingly. 

Thank you in advance for your cooperation. Please do not hesitate to contact either one 
of us should y h auestiQ.D..,. __ _ 

Sincerely, 

Enclosure 
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L ass .I FOM - Restricted-Controlled (FRJ 

Please pro ide answers to the following question and return to b --. ................................... _..., 

t>) (6), (t>) {7)(C) not later than Friday November 30. 

I. Did you communicate with Jon Hilsenrath of the Wall Street Journal in per on by 
tel phone, by email, or otherwise between June 1 2012 and October 3 2012? If 
yes ' please list the dates on which you communicated wjth Mr. Hilsenralh. Please 

include the method (e.g. email telephone in person) for ach c mmunication listed. 

2. Did ou communicate with Regina Sehl iger of Medley Global Ad i ors in person 
by telephone, by email or otherwise bemeen June I 2012 and October 3, 20 12? If 
yes please list the dates on which ou communicated with Ms. chleig r. Please 

include the meth d ( .g. email telephone in person) for each communication listed. 

3. E ·eluding those communication identifi din response to the questions above have 
you bad any communications with representatives of the Wall treet Journal or 
Medley Global dvisors 1 between June 1 2012 and October 3 20 l 2? If yes 
please list the date of all such communications the name and title of each individual 
with whom you communkated and the method of each communication. 

4. Do you have any other information that may be relevant to the investigation of 
unauthorized rusclosure of FOMC information? If ' yes, please summarize the 
information. 

rf you have any of the documents id ntified in (a) through (e) below plea 

xpress or United Parcel Service at Board of Governors of the Federal Reserve ystem 20th and 
Streets . W. Washington D.C., 20551 (please do not return by U .. Mail as ecurity 

screening of the mail may result in ub tantial d lay). 

(a) Any email communications (please print) or other written communications 
bet e a June 1, 2012 and October 3 2012 in ol ing (i) you and Jon Hil enrath or 
an other empt yee or repre entati e of the Wall Str t Journal· and (ii) ou and 
R gina Schleig r or an oth r mplo e or r pre entati of M die lobal 
Ad isors. 

1 The Medley GI obal Advisors staff is identi tied at :..:.htt:;!.pl;!-':c:..:.l / ...:.;www::....:..:....::..:....:..:..· m=d~le:::..ix~a~d..:...!:!.~r=. :::oo:.:.:ml=te=:=a:..:.m.!-". h:..!.:t::..:m.:.:.I. 

Page 1 of2 
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ri;'ss I FOMC - Restricted-Controlled (F~ 

(b) Any notes or other record of any communication between June 1, 2012 and 
October 3, 2012 involving (i) you and Jon Hilsenrath or any other employee or 

representative of the Wall Street Journal; and (ii) you and Regina Schleiger or any 

other employee or representative of Medley Global Advisors. 

(c) Any calendar entries reflecting any call, meeting, or communication between 
June 1, 2012 and October 3, 2012 involving (i) you and Jon Hilsenrath or any 

other employee or representative of the Wall Street Journal; and (ii) you and 

Regina Schleiger or any other employee or representative of Medley Global 

Advisors. 

( d) Any call log that you or an assistant maintain reflecting any incoming and/or 

outgoing telephone calls involving you and any employee or representative of the 

Wall Street Journal or Medley Global Advisors between June I, 2012 and 

October 3, 2012. 

( e) Any other document that may be pertinent to the inquiry. 

Please include and complete the following signature block at the end of your written 

responses: 

I declare that the foregoing is true and correct. 

Date: ---- Printed Name: ------- Signature: ________ _ 
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BOARD OF GOVERNORS OP THE FEDER.AL RESERVE SYSTEM 

WASHlNGTON, D. C. 20551 

October 4, 2012 

Dear Colleagues: 

BEN S. 8ERNAN.KE 
CIIAIRM,\'!11 

I wanted to follow up on the communication I sent around last week in the wake 
of our concerns about the 9/28/12 WSJ piece. Many.of us are deeply troubled also by a 
report to clients yesterday by Medley Global Advisors (attached). 

It seems apparent that there have been violations of both t~e IC?~er and spirit of 
our guidelines on public communications. I have therefore asked II); 

, to look closely into ---------,---....,....---,-----,------,----,------these maners and report back to me their conclusions. I expect you will all give them 
your very J!.Ompt and full cooperation in this exercise. After this work has been 
completed, I will consider possible next steps and will update all of you. 

Let me reiterate that I believe the communications guidelines offer us a workable 
path toward maintaining collegiality on the Committee, helping the public understand our 
actions and perspectives, and protecting important confidentiality in certain areas. They 
will only be effective, though, to the extent that there is full cooperation by FOMC 
participants and staff to the letter and spirit therein. To that end, I have asked ------ to continue a conversation (II started with the Reserve Bank f>Ublic affairs officers 
last week about sensitivities in this arena. goal will be to help equip the public 
affairs offices as they assist each of us to work within the external communications 
guidelines. 

Attachment 

Sincerely, 

Ben 
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[ f ,\ I t!N<; !'Il l.I\ ·y INT!'LL!I iF"ICI' 

Fed: December Bound 

SPECIAL REPORT 

OCTOBER 3, 2012 

SUMMARY: Though tomorrow's FOMC minutes will highlight the extent of dissension over the efficacy of additional policy easing 
announced at the September meeting, more is likely after the US presidential elections. 

The US Federal Reserve has stepped to the sidelines ahead of the presidential elections, to work on its 
evolving policymaking framework following September's decision to embark on further significant easing. 

The minutes of September's meeting will show, however, that the groundwork for further action in coming 
months has been laid and that labor market improvement is unlikely to be substantial enough to stave off 
new Treasury purchases into 2013. 

' The minutes, due at 2 p.m. EDT tomorrow, ~ also highlight the intense debate between Federal Open 
Market Committee participants over the efficacy of using the balance sheet to ease conditions further and 
reference again, other potential policy tools, including changes to the 2015 predictive guidance. 

While the minutes will reveal reater contention over large-scale asset purchases than chairman Ben 
Bernanke's August ackson Hole speech did, the tone will clearly convey that economic risks remain 
tilted to the downside and will lean in the direction of more action. 

Assuming economic conditions have not vastly improved, the FOMC is therefore likely to vote as early as 
its December meeting (at which point there will be a new system-wide forecast round) to c;ease the 
Maturity Extension Program (MEP) on schedule and replace it with monthly Treasury bond purchases of 
around $45 billion -- similar to the current monthly average. 

The committee.will attach a predictive timel ine outlin ing the duration of these purchases, that will be 
dependent on the economy recovering substantially. The monthly MBS purchases of around $40 billion 
launched in September will continue alongside this new program. Tomorrow's minutes will reference a 
staff paper that concludes the market has capacity to absorb purchases this large for a period of time. 

The minutes wiU a!so show thedovish voting majority was ready to cease the MEP and replace it with 
open-ended MBS and Treasury purchases as early as last month. By year end, they are likely to get what 
they want. 

A motley crew 

While not highly unusual , within the menu of three policy options finally presented to the FOMC at the 
meeting were subsets of drafts of potential policy actions, denoted as "primes" in Fed-speak The first 
main option is usually an extremely hawkish proposal, the last is very dovish and contains elements some 
participants lightly jest, serve as "trailers" for policy decisions in subsequent meetings. The middle option, 
though not always the case, is traditionally the chairman's preferred outcome. 

~In this meeting, there were multiple drafts within the middle proposal including the eventual outcome of 
September's meeting. The language in these drafts can be tweaked at the meeting by participants 
determined to have some input. 

• in the week leading up to the meetings, the options are circulated and can change - sometimes markedly 
- by the time the participants gather around the table. The "Teal Book," which contains the staff forecasts 
and the policy options, is circulated in two parts. The staff forecasts circulate first and what used to be 
known as the "Blue Book," which contains the policy options, follows. 
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In late August. Federal Reserve Chairman Ben Bernanke argued on behalf of Fed 
programs to stimulate the lumbering U.S. economy and signaled that more might 

follow, making headlines in his highly anticipated speech at the Fed's annual retreat 
in Jackson Hole, Wyo. 

Ben emanke's 11 •Sta es plan 10 restan the 
IUmbet,ng U S economy took shape in on 1111ense 
llurry of oonina~ll sooncs OISCUSSl00S betw-. 
him and comeaguos ., the days before a CI\JQal 
September m ,ng Joo Hrtsenr Ill e ons on 
luncll Break PhOto Golly Images 

As markets rallied at the prospect of 
new measures to ease credit , a quiet 
drama was unfolding behind the 
scenes. Mr, Bemanke was negotiating 
a high-stakes plan in a fturry of private 

conversations with colleagues hesilant 
about aggressively re-engaging the 
levers of America's central bank. 

For weeks, Mr. Bernanke made dozens 

of private calls on days, nights and 
weekends. trying to build broad support 

for an unusual bond-buying program he wanted approved during the Fed's 
September meeting, according to people familiar with the mailer. 

Fed officials in late summer were at odds over how far the central bank should go. 
Some wanted a bold, Innovative program. Others weren't so sure: a few were 
opposed. Mr. Bemanke set his sights on a handful of fence-sitters who could swing 
a strong consensus to his side. 

More 
Boljlng, Sooul Bini Fed Pu s h 

Interviews with more than a dozen 
people Involved in the Fed decision, 
both supporters and opponents, show 

how Mr. Bemanke won over skeptics to advance his policy-a distinction in a 
Washington era marked by rancor and gridlock . These people also gave a rare view 
of the low-key persistence of the former economics professor. 

Mr. Bemanke didn't see inflation as a threat but viewed unemployment as a deeper 
problem than he had realized . The central bank. In his view, needed to act. The Fed 

chairman listened to colleagues' concerns during the calls. people familiar with the 
matter said, drawing out their reservations and probing for common ground. He 
eventually seized on a compromise that came from a llltle-known Fed governor. 
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The result of the Fed's two-day meeting that began Sept. 12 was an 11-1 vote to 

undertake one of the central bank's most ambitious stimulus programs. The Fed 

announced II would buy S40 billion a month of mortgage-backed securities and, for 

the first lime, promised to keep buying until the U.S. job market substantially 

improved. 

The commitment marked a change from the stop-and-start programs the Fed had 

launched since the financial crisis. 

"This Is a 'Main Street' policy," Mr. Bernanke said after the September meeting. 

"What we are about here Is trying to get jobs going." The bond buying alms lo drive 

down long-term interest rates and push up the values of homes, stocks and other 

financial assets . Officials hope the ir commitment will jolt households and 

businesses Into spending, investing and hiring, 

Drawing broad support for the plan was important to Mr. Bernanke in part because 

the policies he was formulating could outlast him. His term as Fed chairman ends in 

January 2014. Seeing a return to U.S. full employment as a distant goat, Mr. 

Bemanke needed the support of officials who might remain at the Fed after he left. 

Central Cn.sllng I Kr.1· aclon in the r«f'• drcu.um 

--- --- Yua,.i, 
---~ .. ............. I.; I -=:;--,.,.,o, F 

-0.0. -""_,_ r,.,._ 
o.,.,..,a,., • .,.._..,..... .............. ---· r-.ft-...,.. • • .,.,. 

to less than 100,000 a month. 

Roots of the Fed decision stretched to 

March, when Mr. Bemanke in a speech 

warned the U.S. economy wasn't 

growing fast enough. Since September 

2011, the economy had produced about 

200,000 jobs a month , driving down 

unemployment. But Mr. Bernanke 

warned that a slowdown would hobble 

hiring. Indeed, job gains by midyear rell 

At the central bank's June policy meeting. Fed Governor Daniel Tarullo, a lawyer 

appointed by President Barack Obama, said the economy felt like a vehicle "stuck 

in the mud," according to people there. The analogy stuck. A month later. Mr. 

Bernanke used the same phrase with Congress. 

The meeting yielded what Mr. Bernanke considered an important step: the 

extension of Operation Twist, a Fed program to buy $45 billion of long-term 

Treasury securities each month, paid with the sales of short-term securities. The 

program-Intended lo put downward pressure on long-term rates-was supposed 

to expire on June 30. The Fed agreed to keep It going through December, giving 

Mr. Bernanke time to make sense of the slowing job market and consider further 

action. 

To move forward , Mr. Bemanke needed lo corral several colleagues, Including 

regional Fed bank president Dennis Lockhart from Atlanta , who had a vote on the 

Federal Open Market Committee, the Fed's decision making body. Under Fed rules , 

four of the 12 regional Fed banks vote on the committee on a rotating basis; a fifth, 

the New York Fed, always votes. 

Audio 
Jon Hllsenrath talks about Federal Reserve 

Chairman Ben Bemanke's plan on The Wall 

Stree1 Journal This Morning 

00001 
0000 

Mr. Lockhart, a former banker who 

spent much of his career working in 

emerging markets. said in an interview 

after the September meeting that he 

had spent his summer trying lo "take 

stock of the recovery." He debated 

whether the U.S. had an economy wllh 

a 3% growth trend lhal was hit by bad 

luck-Europe's financial turmoil, for one. Or was ii an economy growing at a 2% 

annual rate that couldn't sustain job growth and needed help? A siring of weak 

economic data suggested it was the latter. 
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~ 

Like.others,_Mr ... Lockhart had reser:vations_about the.effectiveness of_Fedpolicies. 
Earlier bond buying hadn't yet produced strong growth. The banking system, still 
damaged by the financial crisis, wasn't delivering credit the way economists 

. expected, given historically low interest rates. Still, Mr. Lockhart thought a program 
targeting the U.S. housing market might help. 

Mr. Bernanke also worked on nonvoters, including Narayana Kocherlakota, who 
was going through his own transformation. 

7 Signs You Hove 
-rCrl"ibic PCc1,,le w 

Skills 

Customer Service 

Customer Center 

Several months after becoming president of the Minneapolis Fed in 2009, Mr. New! Live Help 

Kocherlakota believed the job market had structural problems beyond the reach of Contact us 
monetary policy-for example, too many construction workers who couldn't easily wsJ Weekend 

be trained for other jobs. Contact Directory 

Mr. Kocherlakota joined Fed skeptics, so-called hawks, who doubled the 
effectiveness of central bank activism. During his turn as a Fed voter last year, he 
voted twice against loosening credit, moves championed by Mr. Bernanke. 

Though they disagreed on policy, Mr. Bernanke and Mr. Kocherlakota were kindred 
spirits. Mr. Kocherlakota is a scholarly Ph.D. economist.who enrolled at Princeton 
University at age 15. Mr. Bernanke, equally wonky, was later chairman of 
Princeton's economics department years later. 

Mr. Kocherlakota and Mr. Bernanke exchanged emails over months, debating 
structural unemployment-the idea that unemployment was caused by mismatches 
between employer needs and the skills and location of workers. In Mr. Bernanke's 
view, employers weren't hiring because of weak demand for their goods and 
ser:vices, which Fed policies might help remedy. 

"I've learned a lot by talking to him," Mr. 
Kocherlakota said in an interview after 
the September meeting. Mr. Bernanke's 
"thinking is framed by data and 
models," he said. "It beats coming in 
there with just your gut." 

By summer., Mr. Kocherlakota said, his 
views about structural unemployment 
were shifting as he found the evidence 

less than persuasive. This left an opening for Mr. Bernanke. 

As Iha Fed's August meeting approached, Mr. Bernanke and his inner circle, which 
included Fed Vice Chairwoman Janet Yellen and New York Fed President William 
Dudley, were thinking that any Fed action should be a comprehensive and novel 
package, rather than an incremental step, according to people familiar with their 
views. They agreed to take time to confirm their views of the U.S. economy and 
develop consensus for a plan. 

The August meeting turned Into a pollcy staging ground. One proposal on an 
internal list of three policy options was a new bond-buying program, according to 
people familiar with the list. Mr. Bernanke didn't push. But It allowed a chance for 
officials to debate the pros and cons of a new program-in effect, a practice run for 
September. 

Some officials argued for more bond buying. Oihers worried about the Fed turning 
into too big a player in bond markets, disrupting trading In Treasury securities or 
mortgage securities. Fed staff wrote a memo ahead of the meeting detailing the 
market's capacity to absorb central bank purchases of Treasury bonds and 
mortgage-backed securities. They found that the Fed could carry on a large 
program for a couple of years if needed without disturbing markets. The finding 
helped set boundaries for what the Fed could do and for how long. 

The Fed's policy 
committee emerged 
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Hobbled Hiring 
When the Federal Reserve launch~ a new bond-buying progrnm 
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from the August 

meeting with familiar Jobs at WSJ 

fissures. Opponents 

of the Fed's easy-

money policies said 

the measures weren't 

giving the economy 

much of a lift, while 

risking future inflation. 

Dallas Fed president 

Richard Fisher said 

the Fed was like a 

doctor over

prescribing Ritalin to attention-deficient Wall Street traders. Richmond Fed 

president Jeffrey Lacker dissented in August for the fifth straight meeting, taking 

issue with a policy already in place: An assurance the Fed had given that short-term 

Interest rates would remain near zero through late 2014 . Philadelphia Fed President 

Charles Plosser said In an Interview that he urged Mr. Bemanke to wait until year

end before deciding on any new programs. 

Despite their public disagreements, Fed officials were friendly behind the scenes. 

Mr. Plosser, who favors tighter credit policies, and the Chicago Fed's Charles 

Evans, who wants easier credit. play golf together. They Joined Mr. Fisher and Mr. 

Lockhart for a round at the Chevy Chase Country Club after the August meeting . 

By late summer, the Fed had made clear it was prepared to act if the economy 

continued to languish. The question was how? 

Many Fed activists wanted a open-ended program of bond purchases that would 

continue until the economy improved. Among them, some wanted to go big-at 

least a few hundred billion dollars worth over several months-with a promise to 

keep buying as needed. Moreover, some wanted to replace Operation Twist with 

bigger purchases of mortgage-backed securities and Treasurys. 

As the September meeting neared, Mr. Bernanke needed to assure colleagues who 

still had reservations about moving too aggressively. In addition to Mr. Lockhart, 

Cleveland Fed president Sandra Pianalto had been wavering . She was among 

those who worried more Fed bond buying could disrupt markets. 

Another fence-sitter was Washington-based Fed Governor Elizabeth Duke, a plain

spoken Virginia banker nominated to the Fed board by President George W. Bush 

in 2007. 

Fed officials described the Fed chairman's phone calls as low-pressure 

conversations. Mr. Bemanke sometimes dialed up colleagues while in his office on 

weekends, catching them off guard when their phones identified his private number 

as unknown. He gave updates on the latest staff forecasts, colleagues said. He 

asked their thoughts and what they could comfortably support, they said . 

The calls helped Mr. Bemanke gauge how far he could push his committee. It also 

won him trust among some of his fiercest opponents, officials said. Nearly all of Mr. 

Bemanke's colleagues described him as a good listener. 

"Even if you disagree with him on the programs, you know your voice has been 

heard," said Mr. Fisher. one of his opponents. ''There is no effort to bully." 

Negotiations stepped up in the week before the meeting. Fed staff circulated 

language for policy options. Officials debated how different approaches would be 

described in the policy statement. which would be released after the meeting. 

Officials at Fed policy meetings typically consider three optrons: one representing 

activists who want to use monetary policy aggressively; another supporting officials 

seeking conservative use; and a middle-ground option lhat typically prevails. 

Page 4 of 6 

http://online.wsj.com/article/SB I 00008'AUM~D~BCJiffilZtUU0052883039778.htmJ?K... 3/25/2013 



How Bemanke Pulled the Fed Hi WayAlJ't~R~D FOR RELEASE 

The premeeling documents this time listed four options, including an aggressive 

approach favored by activists, and no bond buying, favored by hawks. Among two 

middle-ground proposals was a compromise that Ms. Duke originated . 

Five days before the meeting , Mr. Bernanke took time out for the Washington 

Nationals-his favorite baseball team was having a dream season. He arrived at 

the ballpark in a wom Nationals cap and wandered the infield during batting 

practice. 

"I wanted to ask him if I should get some gold and silver but I bit my tongue," said 

Nationals manager Davey Johnson. Instead, they talked about how Mr. Johnson, a 

math major, used statistics to manage his lineup. 

At the meeting the following week, the Fed adopted the compromise that Ms. Duke 

helped spur. The Fed would continue Operation Twisl through December but add 

an open-ended mortgage-bond buying program. 

Activists got what they most wanted: An open-ended commitment to buy mortgage 

bonds unlil the job market improved, with the strong possibility of additional 

Treasury purchases later. Fence-sitters got a promise to review the plan before 

deciding to proceed with a bigger program In 2013. Mr. Lockhart said the chance lo 

reassess the program based on in0alion and the performance of the job market 

helped win him over. 

With an agreement on bond buying largely in place, Fed officials at the September 

meeting lef1 unanswered this question : When could they leave growth of the U.S. 

economy on its own? Mr. Kocherlakota and Mr. Evans failed to get agreement for 

Inflation and unemployment thresholds to determine when to raise short-term rates, 

according to people familiar with the talks. 

"It's an ongoing discussion," Mr. Plosser said . "We will probably continue to work on 

this." 

Wrlto to Jon Hilsenrath at jon.hilsenrath@wsj.com 

Corroctions & Amplifications 

In a photo caption accompanying this article, the first name of Jeffrey Lacker, the 

president of the Federal Reserve Bank of Richmond, is misspelled as Jeffery. 
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r) (6), (b) (7)(C~ 

From: , ) (6). (b) (7)(C 

Sent: Wednesday, March 11, 2015 3:32 PM 
To: b} {6 , ~ [l_ C} . (NY) (FBI) ' 
Subject: FBI Letter 
Attachments: Notification of Investigation.pdf 

INTERNAL FR 

As discussed. Let's talk soon. 

Thanks, 

b) (6), (b) (7)(C I Senior Special Agent 
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OFFICE OF INSPECTOR GENERAL 

BOARD OF GOVERNORS OF THE fHDl!RAL RESERVE SYSTEM 

CONSUMER FINANCIAL PROTECTION BUREAU 

WASHINCTON, DC 20551 

Acting Special Agent in Charge "'---'---=--...;; ........ ....c....-......:...0._,. 

FBI New York 
26 Federal Plaza 
New York, NY 10278 

SUBJECT: Notification of Investigation 

SAIC !iJ19("1~ 

In accordance with Section VII(A} of the Attorney General Guidelines for Offices of Inspector 
General with Statutory Law Enforcement Authority, December 2003, this letter is to notify you 
the Office of Inspector General, Board of Governors of the Federal Reserve System/ Consumer 
Financial Protection Bureau, has opened the following criminal investigation: 

Case Title / Subject Name: Release of Confidential Information (FOMC} 
Case Number: 120130013 HQO 
Date Re-Opened: 03/10/15 
Potential Violation: 18 USC 1905 Disclosure of Confidential Information 
Synopsis: 

This investigation was reopened based on an anonymous letter received by Federal Reserve 
Board , {I> , who then forwarded a copy of the letter to the OIG on March 4, 
2015. The anonymous letter states,' l>} {6 , {I>} (7KC} of the Fed leaked confidential 
FOMC information to Medley Global Advisors and other firms before the September 2012 
decision." 

The investigation concerns the release of confidential information from a September 12 - 13, 
2012 meeting of the Federal Open Market Committee (FOMC), which later appeared in a Wall 
Street Journal article dated September 28, 2012 and a newsletter by Medley Global Advisors on 
October 3, 2012. At the time, the confidential information appeared in the article and newsletter, 
the details of the FOMC meeting and minutes had not been released to the public. The minutes 
for the September 12 - 13, 2012 FOMC meeting were released to the public on October 4, 2012. 
Initially, the OIG launched an investigation on March 13, 2013, based on information from a 
confidential informant that alleged the leak of confideniial FOMC information was not reported 

AUTHORIZED FOR RELEASE 



- . AUTHORIZED FOR RELEASE 

Office of Inspector General 

Board of Governors of the Federal Reser e ystem 

to the OIG for investigation. Based on the findings of the OIG' s initial in estigation at that time 
and the lack of any other logical leads the OIG was tmable to determine the source of the leak of 
confidential FOMC information and closed the investigation on December 1, 2014. 

As discussed on March l 0, 2015 with FBI SAs t> 6 , and (t>) 6), (I>} (7}(C , this ---~~---investigation was reopened based on new information. 

Further information about thi investigation i available from me Senior Special Agent 
.... 20th & C Street W (M -K300), Washington, DC 20551 . Should you have an 
questions please contact me at 6 , (ti) C 
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June 17, 2015 

The Honorable Janet Yellen 
Chair 
Board of Governors of the Federal Reserve System 
20th Street and Constitution Ave. NW 
Washington, D.C. 20551 

Mr. Mark Bialek 
Inspector General 
Board of Governors of the Federal Reserve System and 
Bureau of Consumer Financial Protection 
20th Street and ConstJ.tution Ave. NW 
Washington, D.C. 20551 

Dear Chair Yellen and Mr. Bialek: 

MAXINE WATERS, CA. RANKING MEMBER 

This is in response to your respective letters in which you both refuse to comply 
with the Committee's repeated requests for records relating to the leak of 
confidential Federal Open Market Committee (FOMC) information in 2012. 1 The 
Board of Governors of the Federal Reserve System (Fed), pursuant to the request of 
the Fed's Office of Inspector General (OIG), has refused to comply with a duly 
authorized and issued Congressional subpoena.2 The OIG has also not complied 
with multiple requests from the Committee for these records, most recently citing 
executive privilege as its basis for non-compliance.3 As set forth more fully below, 
the OIG has no cognizable legal grounds for refusing to produce the requested 

1 Letter from the Hon. Janet Yellen, Chair, Board of Governors of the Federal Reserve System, to the 
Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (June 4, 2015); Letter from Mark Bialek, 
Inspector General, Board of Governors of the Federal Reserve System, to the Hon. Jeb Hensarling, 
Chairman, H. Comm. on Fin. Serv. (May 29, 2015). · 
2 Subpoena by Authority of the House of Representatives of the Congress of the United States of 
America, to the Hon. Janet Yellen, Chair, Board of Governors of the Federal Reserve System (May 
21, 2015). 
3 See Letter from the Hon. Sean Duffy, Chairman, Subcmte. on Oversight & Investigations, H. 
Comm. on Fin. Serv., to Mark Bialek, Inspector General, Board of Governors of the Federal Reserve 
System (Feb. 5, 2015); Letters from the Hon. Jeb Hensarliog, Chairman, H. Comm. on Fin. Serv., to 
Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System (Mar. 13, 2015; 
Apr. 30, 2015); Letter from Mark Bialek, Inspector General, Board of Governors of the Federal 
Reserve System, to the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (May 29, 2015) 
(citing executive privilege: ''The OIG's concerns regarding the disclosure of ongoing criminal 
investigative information to Congress are consistent with the law of executive privilege, as described 
in the DOJ Office of Legal Counsel (OLC) opinion .... " (emphasis added)). 
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records, and the Fed's refusal to comply with the Committee's subpoena constitutes 
the willful obstruction of this Committee's lawful investigation. 4 

The Committee remains very concerned about the leak of confidential FOMC 
information and the inadequate investigations by the Fed and the OIG that 
followed. The leak disclosed market-moving information to a private party 
regarding confidential FOMC deliberations, i.e., the Fed's plan to purchase 
hundreds of billions of dollars' worth of securities.5 It should be self-evident that a 
leak of such confidential FOMC information is unacceptable and must be promptly 
and vigorously investigated both by relevant law enforcement authorities and 
congressional committees of jurisdiction. 

Unfortunately, the Fed conducted what can most charitably be described as an 
inadequate internal investigation, failing to make a referral even to its own 
inspector general. And although the OIG began its own investigation, it concluded 
it a short time later without identifying the source of the leak. The media have 
reported that the Fed's investigation was not conducted in accordance with its own 
internal policy at the time, and that the Fed subsequently changed this policy to 
afford itself more discretion over investigations into leaks of FOMC information and 
to avoid referrals to the OIG.6 Perhaps more troubling than these deficient 
investigations and the Fed's failure to safeguard confidential information is that 
both the Fed and the OIG chose not to promptly advise Congress and the American 
people what had occurred, what they found, and what, if anything, was being done 
to ensure that such a leak never occurred again. 

This history of failure has left the Committee with little confidence in the Fed and 
the OIG either to identify the source of the leak or to determine how a breach 
occurred and prevent its recurrence. Because such matters directly implicate the 
Committee's jurisdiction under clause l(h) of Rule X of the House of 
Representatives, the Committee launched its own investigation into both the leak 
and the mismanagement of the response. Now that the Department of Justice 
(DOJ) has recently become involved, the Committee is hopeful that DOJ will 
thoroughly investigate such matters as are within its purview. That investigation, 
however, is not a substitute for the Committee's own inquiry, which serves 
legislative interests under Article I of the Constitution rather than law enforcement 

4 2 u.s.c. §§192, 194. 
5 See, e.g., Craig Torres, Fed Leak Handed Traders Profitable Tip, Prompted Secret Inquiry, 
Bloomberg, Dec. 1, 2014, http://www.bloomberg.com/news/articles/2014-12-0l/fed-leak-handed
traders•profitable-tip-prompted-secret-inquiry. 
6 See Binyamin Appelbaum, Fed Deflects Outside Aid to Investigate Data Leaks, N.Y. Times, June 4, 
2015, http://nyti.ms/1Qv4K8k; Pedro Da Costa, Yellen: Fed Was Advised Against Fully Complying 
With Subpoena on Leak Probe, Wall St. J., June 5, 2015, http://www.wsj.com/articles/yellen-fed
advised-against-fully-complying-with-subpoena-on-leak-probe-1433523063. 
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interests under Article II. The Committee therefore remains committed to fulfilling 
its oversight responsibilities to investigate the mishandling of your respective 
investigations. 

You have both advised that complying with the Committee's subpoena could 
compromise the integrity of the OIG's and/or DOJ's investigation-but it is the 
integrity of your previous investigations that is at issue here. Moreover, your 
legally baseless refusal to comply with the Committee's subpoena and records 
requests is compromising the integrity of this Committee's lawful investigation and 
oversight. 

This Committee began its inquiry in February 2015, shortly after learning that 
confidential FOMC information had been leaked over two years prior and that both 
the Fed and the OIG had failed to find the source of the leak.7 The Committee 
requested records related to those closed investigations.8 The Fed failed to 
acknowledge or respond to the Committee's request until six weeks had passed, 
after repeated contact from the Committee.9 The OIG responded on February 19, 
2015, that it would not provide the requested records because "the records [the 
Committee] requested are in the process of being reviewed by the OIG, in 
coordination with the Board."10 One month after the Committee began its 
investigation the OIG informed the Committee that there was now an open criminal 
investigation into the leak. 11 In a subsequent letter the OIG claimed it could not 
provide information about the new investigation to Congress due to DOJ policy 
regarding open criminal investigations. 12 Since then the Fed and the OIG have 
continually refused to comply with the Committee's requests for records. The OIG's 
active obstruction of the Committee's oversight efforts directly conflicts with one of 
Congress's principal purposes for creating Inspector Generals-to keep "Congress 

7 See Torres, supra note 5. 
8 Letter from the Hon. Sean Duffy, Chairman, Subcmte. on Oversight & Investigations, H. Comm. on 
Fin. Serv., to Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System 
(Feb. 5, 2015); Letter from the Hon. Sean Duffy, Chairman, Subcmte. on Oversight & Investigations, 
H. Comm. on Fin. Serv., to the Hon. Janet Yellen, Chair, Board of Governors of the Federal Reserve 
System (Feb. 5, 2015). 
9 See Letter from the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv., to the Hon. Janet 
Yellen, Chair, Board of Governors of the Federal Reserve System (Mar. 13, 2015); Letter from the 
Hon. Janet Yellen, Chair, Board of Governors of the Federal Reserve System, to the Hon. Jeb 
Hensarling, Chairman, H. Comm. on Fin. Serv. (Mar. 23, 2015). 
to Letter from Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System, to 
the Hon. Sean Duffy, Chairman, Subcmte. on Oversight & Investigations, H. Comm. on Fin. Serv. 
(Feb. 19, 2015). 
11 See Letter from the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv., to the Hon. Janet 
Yellen, Chair, Board of Governors of the Federal Reserve System (Mar. 13, 2015). 
12 Letter from Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System, to 
the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (Mar. 27, 2015). 

AUTHORIZED FOR RELEASE 



Chair Yellen 
Mr. Mark Bialek 
June 17, 2015 
Page 4 

AUTHORIZED FOR RELEASE 

fully and currently informed about problems and deficiencies relating to the 
administration" of congressionally-created agencies. 13 

The timing of the recent criminal investigation into the leak is suspect. While the 
Committee is encouraged that DOJ is now investigating this matter, DOJ's 
involvement comes more than two years after the events in question-almost 
certainly making the investigation more difficult to conclude successfully. 
Moreover, both the Fed and the OIG had ample opportunity to provide the 
requested records to the Committee before the criminal investigation was reopened. 
Instead, following the Committee's requests for records relating to investigations 
that both the Fed and the OIG characterized as closed, the OIG suddenly 
"reopened" its case and, in concert with the Fed, advised the Committee that it 
would not comply with_ the Committee's requests due to an open criminal 
investigation. 11 This, of course, raises an important question: Other than this 
Committee's request for records, what new facts suddenly came to the OIG's 
attention that would warrant "reopening" a long-closed case? Based on the vigorous 
and coordinated obstruction to this Committee's oversight, one plausible scenario is 
that the OIG merely "reopened" the investigation to create a pretext for the Fed and 
the OIG to delay complying with this Committee's requests. That too is now the 
subject of the Committee's investigation. 

This Committee has been clear in its position that it has an absolute right to the 
requested records. 15 Congress's investigative authority "is inherent in the power to 
make laws" 16 and is "as penetrating and far reaching as the potential power to enact 
and appropriate under the Constitution." 17 The Supreme Court has stated that this 
investigative power "comprehends probes into departments of the federal 
government to expose corruption, inefficiency, or waste,"18 and authorizes Congress 
"to inquire into and publicize corruption, maladministration, or inefficiencies in the 
agencies of Government." 19 House and Senate committees have routinely obtained 
law enforcement materials regarding cases described by DOJ as "open" or 
"pending."20 Despite the Committee's clear constitutional mandate and the 

13 Inspector General Act of 1978, as amended, 5 U.S.C. App §2(3). 
14 Letter from Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System, to 
the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (Mar. 27, 2015). 
15 See Letter from the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv., to Mark Bialek, 
Inspector General, Board of Governors of the Federal Reserve System (Apr. 30, 2015). 
16 Eastland u. U.S. Servicemen's Fimd, 421 U.S. 491, 504 (1975). 
17 Barenbla.tt v. United States, 360 U.S. 109, 111-12 (1959). 
18 Watkins v. United States, 354 U.S. 178, 187 (1957). 
19 Id. at 200 n.33. 
20 One particularly salient instance was in 2002, during an investigation before the House 
Committee on Government Reform into the misuse of informants by the Federal Bureau of 
Investigation (FBI). See Inuestigation Into Allegations of Justice Department Misconduct In New 
England-Volume I, Hearings Before the H. Comm. on Government Reform, 107th Cong. (May 3, · 
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persuasive weight of historical evidence, the OIG has claimed that it "must decline" 
to provide the Committee with any of the requested records, apparently invoking 
executive privilege over an ongoing criminal investigation as its basis for refusal.21 

At the request of the OIG, the Fed has stated that it is withholding nearly every 
record the Committee has subpoenaed in reliance upon the OIG's invocation of 

December 13, 2001; Feb. 6, 2002). In that investigation DOJ provided deliberative prosecutorial 
documents to the Committee, including prosecutorial memoranda for open cases, testimony of FBI 
field agents and U.S. Attorneys, FBI investigative reports, summaries of FBI interviews, and 
memoranda and correspondence prepared during undercover operations, among other items. Alissa 
Dolan et. al., Cong. Research Serv., R42811, Congressional Investigations of the Department of 
Justice, 1920-2012: History, Law, and Practice 38-39 (2012). During that investigation White House 
Counsel Alberto Gonzales wrote to Chairman Burton of the Committee on Government Reform 
conceding that it was a "misimpression" that congressional committees could never have access to 
deliberative documents from a criminal investigation or prosecution, stating "[t]here is no such 
brightline policy, nor did we intend to articulate any such policy." Letter from Alberto R. Gonzales, 
Counsel to the President, to the Hon. Dan Burton, Chairman, H. Government Reform Comm. (Jan. 
10, 2002), at 1. Other examples abound. In 1979, the Committees on the Judiciary and Interstate 
and Foreign Commerce investigated allegations that the Department of Energy and DOJ failed to 
prosecute alleged fraudulent fuel pricing in the oil industry; in executive session, the committees 
received testimony and evidence regarding open cases in which indictments were pending and 
criminal proceedings were in progress. See Dolan at 23. The committees also received access to 
declination memoranda and a DOJ staff attorney testified in open session concerning the reasons 
why DOJ did not proceed with a particular prosecution. Id. In the 1980s, when investigating the 
Environmental Protection Agency's (EPA) enforcement of the ''Superfund" law, an Energy and 
Commerce subcommittee requested and received from DOJ documents relating to on-going 
enforcement actions, including memoranda of EPA and DOJ attorneys containing litigation and 
negotiation strategy, settlement positions, and other similar materials. See id. at 27. During 
approximately the same time period, a Senate Judiciary subcommittee obtained DOJ documents 
relating to two ongoing investigations of alleged false shipbuilding claims against the U.S. Navy. See 
Todd David Peterson, Congressional Oversight of Open Criminal Investigations, 77 Notre Dame L. 
Rev. 1373, 1401 (2002). Finally, in 1997, the Senate Judiciary Committee obtained a memorandum 
suggesting that Attorney General Reno appoint an independent counsel to investigate allegations of 
campaign finance violations notwithstanding DOJ's initial objection that providing the 
memorandum would violate "longstanding DOJ policy prohibiting disclosure of deliberative material 
in open criminal cases to Congress and concerns about the chilling effect such disclosures would have 
on Department personnel in future investigations." Dolan at 37. Moreover, even DOJ's Office of 
Legal Counsel has opined that "[t]he policy of confidentiality does not necessarily extend to all 
material contained in investigative files" and that "there may be documents in even the open ... files 
that do not implicate ... constitutional or pragmatic problems" that may be provided to Congress. 
Congressional Subpoenas of Department of Justice Investigative Files, 8 Op. O.L.C. 252, 267 (1984). 
21 "The OIG's concerns regarding the disclosure of ongoing criminal investigative information to 
Congress are consistent with the law of executive privilege, as described in the DOJ Office of Legal 
Counsel (OLC) opinion ... "; see Letter from Mark Bialek, Inspector General, Board of Governors of 
the Federal Reserve System, to the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (May 
29, 2015), at 1. 
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executive privilege.22 The OIG's position is without legal basis and the Fed is 
mistaken to rely upon it. 

The OIG was created by the Inspector General Act of 1978, as amended (IG Act), 
which states that "nothing ... in any ... provision of this Act shall be construed to 
authorize or permit the withholding of information from Congress."23 Remarkably, 
the OIG has advised the Committee that this is "irrelevant" and that it is relying 
upon an opinion by DOJ's Office of Legal Counsel (OLC Opinion) that the OIG can 
invoke executive privilege as a basis for impeding this Committee's investigation.24 

Even assuming, arguendo, that (1) the records sought by the Committee are by their 
character eligible for a claim of executive privilege25 and (2) the OLC Opinion has 
any legal force, the opinion explicitly states that "executive privilege cannot be 
asserted vis-a-vis Congress without specific authorization by the President."26 The 
policy of recent administrations, including the Obama Administration, is that the 
privilege can only be asserted by the President at the written request of the 
Attorney General.27 The OIG itself advised the Committee that the OIG has 
confirmed with DOJ that the OLC Opinion remains in effect.28 However, this 
Committee has not received any notification of a Presidential assertion of executive 
privilege, nor is it aware of any memo by the Attorney General requesting that it be 
asserted. Thus, because the President has not asserted executive privilege over the 
requested records, the OIG has no legal basis to interfere with the Committee's 

22 See Letter from the Hon. Janet Yellen, Chair, Board of Governors of the Federal Reserve System, 
to the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (June 4, 2015). 
23 Inspector General Act of 1978, as amended, 5 U.S.C. App§ 5(e)(3). 
24 Letter from Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System, to 
the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (May 29, 2015) (citing Congressional 
Requests for Information from Inspectors General Concerning Open Criminal Investigations, 13 Op. 
O.L.C. 77 (1989) (hereinafter "OLC Opinion")). 
25 The Supreme Court in two cases has recognized a limited Executive privilege, rooted in the 
Constitution, for Presidential communications, which is not at issue here. Deliberative process 
privilege, which applies to law enforcement investigations, is "a common law privilege that is 
'Executive,' not because it has any constitutional basis, but only in the sense that it is asserted by 
the Executive" and "is substantially weaker than the already limited Presidential communications 
privilege." This weaker common law privilege has no application to a congressional subpoena. See 
Memorandum of Points and Authorities in Support of Plaintiffs Motion for Summary Judgment at 
19-21, Comm. on Oversight and Gov't Reform, United States House of Representatives v. Eric H. 
Holder, Jr., No 12-01332 (D.D.C. 2013) (No. 61). 
26 OLC Opinion at 82 n.8. 
27 See Letter from Mary Kendal, Deputy Inspector General, U.S. Department of the Interior, to the 
Hon. Doc Hastings, Chairman, H. Comm. on Natural Resources (Mar. 19, 2014) (explaining the 
practice by recent administrations on asserting executive privilege); Letter from Eric Holder, 
Attorney General, to President Barack Obama (June 19, 2012) (requesting the President assert 
executive privilege over documents related to Operation Fast and Furious). 
28 Letter from Mark Bialek, Inspector General, Board of Governors of the Federal Reserve System, to 
the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (May 29, 2015). 
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subpoena to the Fed, and the Fed is mistaken to refuse compliance with the 
subpoena based on the OIG's claim that it is acting "consistent with the law of 
executive privilege."29 

However, even if the President attempted to assert executive privilege over the 
requested records, the privilege does not apply to investigations into government 
misconduct, such as this one.3° Courts have found that "where there is reason to 
believe the documents sought may shed light on government misconduct, the 
[deliberative process] privilege is routinely denied on the grounds that shielding 
internal government deliberations in this context does not serve 'the public interest 
in honest, effective government."'31 Consistent with this limitation, past 
administrations have refrained from invoking executive privilege in matters 
involving unethical conduct.32 The Committee is not aware that the Obama 
Administration has deviated from this established practice. Regardless, executive 
privilege is not a trump card to evade Congressional oversight. At best it is a 
qualified privilege and can be overcome by a sufficient showing of need.33 Given the 
public facts of the FOMC leak, the requested records are critical to this Committee's 
ability to ascertain whether misconduct or mismanagement at the Federal Reserve 
and the OIG has occurred and is continuing to occur. Accordingly, because both the 
Fed and the OIG have failed to state any cognizable legal basis upon which to 
withhold the requested records from Congress, the Committee expects full and 
immediate compliance with its subpoena and investigative requests. 

29 "The OIG's concerns regarding the disclosure of ongoing criminal investigative information to 
Congress are consistent with the law of executive privilege, as described in the DOJ Office of Legal 
Counsel (OLC) opinion ... "; see Letter from Mark Bialek, Inspector General, Board of Governors of 
the Federal Reserve System, to the Hon. Jeb Hensarling, Chairman, H. Comm. on Fin. Serv. (May 
29, 2015), at 1. 
30 In re Sealed Case (Espy), 121 F.3d 729, 745-46 (D.C. Cir. 1997). 
31 Id. 
32 Assertion of Executive Privilege in Response to Congressional Demands for Law Enforcement 
Files, 6 Op. O.L.C. 31, 36 (1982) ("These principles will not be employed to shield documents which 
contain evidence of criminal or unethical conduct by agency officials from proper review."); see also 
Congressional Subpoenas of Department of Justice Investigative Files, 8 Op. O.L.C. 315 {1984) 
("[T]he privilege should not be invoked to conceal evidence of wrongdoing or criminality on the part 
of executive officers."); Memorandum for All Executive Department and Agency General Counsel's 
Re: Congressional Requests to Departments and Agencies Protected By Executive Privilege, 
September 28, 1994, at I ("In circumstances involving communications relating to investigations of 
personal wrongdoing by government officials, it is our practice not to assert executive privilege, 
either in judicial proceedings or in congressional investigations and hearings."). 
33 Espy, 121 F.3d 729, 745; accord Todd Garvey et. al., Cong. Research Serv., R42670, Presidential 
Claims of Executive Privilege: History, Law, Practice, and Recent Developments I (2012). 
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If you have any questions regarding this request, please contact Brett Sisto of the 
Committee staff at (202) 225-7502. 

Sincerely, 

Chairman Chairman 
Subcommittee on Oversight and 
Investigations 

cc: The Honorable Maxine Waters, Ranking Member 
The Honorable Al Green, Ranking Member, Subcommittee on Oversight and 
Investigations 
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Lawmakers: Criminal Investigation of Fed Leak Appears Timed to Obstruct 
Congressional Probe 

WASHINGTON - Leaders of the House Financial Services Committee suspect the recent 
criminal investigation into a 2012 leak of market-sensitive information at the Federal Reserve was 
timed in an effort to obstruct Congress's investigation into possible misconduct or 
mismanagement at the Fed. 

Last month the Committee subpoenaed the Fed for documents related to the leak of confidential 
deliberations from a September 2012 Federal Open Market Committee (FOMC) meeting. Details 
of that FOMC meeting were reported in a client-only special report by Medley Global Advisors 
before their official release. Medley's clients include hedge funds, institutional investors and 
asset managers, according to its website. · 

Both the Federal Reserve and the Fed's Office of Inspector General (OIG) told the Committee 
they had previously conducted and closed internal investigations but were unable to identify who 
leaked the information to Medley. However, one month after the Financial Services Committee 
began its investigation into the matter, the OIG suddenly reopened its investigation and informed 
the Committee that there was now an open criminal investigation into the leak by the Department 
of Justice (DOJ). The Fed has cited that inquiry as a basis for its refusal to comply with the 
congressional subpoena. 

In a letter sent today to Federal Reserve Chair Janet Yellen and the OIG, Committee Chairman 
Jeb Hensarling (R-TX) and Oversight and Investigations Subcommittee Chairman Sean Duffy (R
WI) called the timing of the criminal investigation into the leak "suspect" and a possible "pretext 
for the Fed and the OIG to delay complying with this Committee's requests." 

"That too is now the subject of the Committee's investigation," they said. 

"You have both advised that complying with the Committee's subpoena could compromise the 
integrity of the OIG's and/or DOJ's investigation - but it is the integrity of your previous 
investigation that is at issue here," Hensarling and Duffy write. "Moreover, your legally baseless 
refusal to comply with the Committee's subpoena and records request is compromising the 
integrity of this Committee's lawful investigation and oversight." 
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Moreover, the Committee leaders write that the OIG is erroneously claiming that "executive 
privilege" prevents it from complying with the Committee's request and the Fed is relying upon 
this claim as a basis to refuse to comply with the subpoena. 

However, executive privilege cannot be asserted to Congress without specific authorization by 
the President, according to precedent and DOJ's Office of Legal Counsel. 

MHowever, even if the President attempted to assert executive privilege over the requested 
records, the privilege does not apply to investigations into government misconduct, such as this 
one," Hensarling and Duffy write in their letter. 

"[P]ast administrations have refrained from invoking executive privilege in matters involving 
unethical conduct,• they note. "Regardless, executive privilege is not a trump card to evade 
Congressional oversight." 

The Committee therefore Mexpects full and immediate compliance with its subpoena and 
investigative requests." 

2129 Rayburn House Office Building, Washington, DC 205151 T (202) 225-7502 I Press (202) 226-0471 
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Executive Summary 

At the request of the Chainn~ the FOMC Secretary and General Counsel have 
conducted a review of the poteµtial unauthorized disclosure of confidential FOMC 
information reflect~!j~_!_~eptetnb~l"7J~~0J.2. \Vall ~!feetJoumal ~cle by_Jon _____ _ 
Hilsenrath and an October 3, 2012 report by Regina Schleiger ofMedley Global 
Advisors, a provider of macroeconomic policy intelligence to private clients. As 
part of this review, the FOMC Secretary and General Counsel and their designees 
contacted more than three hundred individuals and have conducted interviews with 
sixty different FOMC participants and staff, including each member of the Board 
of Governors, each Reserve Bank president, the public information officer for each 
Reserve Banlc, and staff members with access to Class I FOMC information who 
had contact with a representative of the Wall Street Journal or Medley Global 
Advisors between June 1, 2012 and October 3, 2012.1 In addition, the FOMC 

----Secretary,6eneral-€ounsel-and-their-designees--have-eollected-and-reviewed-------~ 
emails, meeting notes and transcripts, papers and other documents involving 
contacts between relevant Federal Reserve personnel and representatives of the 
Wall Street Journal or representatives of Medley Global Advisors during this same 
period. 

This report contains a summary of the infonnation ~ollected through the interviews 
and document collections conducted in the review and discusses all relevant 
contacts identified in the review between Federal Reserve personnel and either 
Wall Street Journal staff or representatives of Medley Global Advisors. 

(b)(S) 
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Background 

On September 28, 2012, the Wall Street Joumal published a front-page article by 
Jon Hilsenrath entitled "How Bemanke Pulled the Fed His Way" (Attachments B, 
D). The Hilsenrath article focused on the decision-making process that led to the 
securities-buying action taken by the FOMC at its September 12-13, 2012 meeting. 
The Hilsenrath article indicated that it was based on "[i]nterviews witli more than a 
dozen people involved in the Fed decision. H 

In his article, Hilsenrath made a number of statements that suggest the possible 
unauthorized disclosure of confidential FOMC information. (b)(S) 

The article also purported to offer insights into certain --------~~ processes by which the FOMC reached its decision to take further action, although 
these details-including the existence of communications between the Cbainnan 
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and FOMC participants-do not necessarily reflect confidential FOMC 
information. The article focused on the September 12-13_ FOMC meeting, but also 
included potential unauthorized disclosures regarding the June 19-20 and July 31-
August 1 FOMC meetings. 

Five days after publication of the Hilsenrath article, on October 3, 2012, analyst 
" Regina Schleiger of Medley Global Advisors (MGApa provider of macro policy 
intelligence for hedge funds, institutional investors, and asset managers
published a "Special Report" entitled "Fed: December Bound" (Attachments C, 
E). The Schleiger memorandwn, which was distributed on the day before the 
minutes of the September 12-13 FOMC meeting were published, purported both to 
describe policy options presented at the FOMC meeting and to predict the contents 
of the forthcoming minutes. Although the tone of the memorandum suggested 
insider access, many of the details provided repeated assertions made in the · 
Hilsenrath article, were erroneous or speculation, or provided background on 
FOMC processes that have been described publicly in the past by reporters, current 
or fonner Federal Reserve personnel, or "Fed watchers." However, certain of the 
information contained in the memorandum-:-in particular, the detailed description 
of one of the policy options set forth in the pre-meeting doeulilents--suggests that 
Schleiger may have been privy to an independent, unauthorized disclosure of 
confidential FOMC information. 

On September 28, the saine day the Hilsenrath article was published, Chairman 
Bemanke circulated a memorandum expressing his concern and the concern of 
other FOMC participants that certain items in the article "seemed clearly in 
violation of our guidelines." Attachment D at 1. After the Schleiger memorandum 
was published on October 3, Chainnan Bernanke circulated a second memorandum 
on October 4 noting that he and other participants were "deeply troubled" by the 
report and that it "seems apparent that there have been violations of both the letter 
and spirit of our guidelines on public communications." Attachment E at 1. As a 
result, the Chairman infonned participants and staff that he had asked the Secretary 
and General Counsel of the FOMC ''to look closely into these matters and report 
back to me their conclusions." 

Annotated versions of the Hilsenrath article and the Schleiger memorandum are 
attached that identify potential sources for information contained in the article and 
memorandum. Attachments B and C. 
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Relevant Authority 

Three authorities directly govern confidential FOMC information and the review · 
requested by the Chainnan: (1) the Program for Secwity ofFOMC Information 
(Attachment F); (2) the FOMC Policy on External Communications of Committee 
Pattj~ipants (Attlcbment G); and {3) ~e FOMC Policy-9_1! :External 
Communications of Federal Reserve System Staff(Attac~ent H).2 

Pursuant to the Program for Security of FOMC Information, 

Confidential FOMC information includes all privileged information 
that comes into the possession _of the Governors, Federal Reserve· 
Bank Presidents, or Federal Reserve System staff in the performance 
of their duties for, or pursuant to the direction of: the Committee. 
Such information covers, but is not limited to, expressions of policy 
views at FOMC meetings, reasons for those views, votes of the 
Committee, and staff forecasts. The information that must be kept 
confidential may be in any fonn. It includes . not only paper 

· documents, but also electronic ~essages and files, recordings, notes, 
oral briefings, and discussions relating to confidential FOMC matters. 
Attachment F at 1. 

The security program provides three security classifications for confidential FOMC 
information, the highest of which is "Class I FOMC- Restricted Controlled (FR)." 
Pursuant to the security program, this classification "is generally applied to 
information that includes policymaker input, e.g., infonnation related to monetary 
policy decisions at meetings, views expressed by policymakers on likely future 
policy, and identification of meeting participants who express particular views." 
Tealbook Book B and special memoranda or reports deemed particularly sensitive 
are among the written materials subject to Class I designation. 

The FOMC Policy on External Communications of Committee Participants 
''focuses specifically on external communications and is binding on all FOMC 
participants,,, "that is, the members of the Federal Reserve Board and the 
presidents of the Federal Reserve Banlcs." Recognizing that "[t]wo-way 
communication with the public is a crucial element in the FOMC's monetary 
policy process," the participant policy sets forth a number of "General Principles" 

2 Each of these authorities ls available publicly at http://www.federalreserve.gov/monetmypolicy/ 
rules_authorizations.htm. 
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supported by "Practical Examples." The first of the.general principles states that 
participants ''are free to explain their individual views but are expected to do so in 
a spirit of collegiality and to refrain from characterizing the views of other 
individuals on the Committee." Other general principles provide that, ''[t]o foster 
the ongoing frank excmmge of views at FOMC meetings, participants will refrain 
from publicly characterizing such discussiQns beyond what has been published in 
the minutes of·each FOMC meeting," that "FOMC participants will carefully 
safeguard all confidential information," and that "participants will strive to ensure 
that their contacts with members of the public do not provide any profit-making 
person or organization with a prestige advantage over its competitors." The 
practical examples portion of the policy makes clear that "[ d]isclosure or 
characterization in any setting of the views that others expressed at an FOMC 
meeting" is impermissible, and concludes that ''good judgment will be essential" in 
applying the principles set forth in the policy. It also provides that "[ w ]henever 
practical, a public infomiation officer or other Federal Reserve staff should be-
presenF-when a participant-has-a-''private-meeting-with-tnembers-ofthe-publi-.. -. ------
to collect infonnation about the economy." · 

The FOMC Policy on External Communications of Federal Reserve System Staff 
is similar in structure to the participant policy. As in the participant policy, the 
staff policy provides that staff ''will carefully safeguard all confidential 
information" and that staff "will strive to ensure that their contacts with members 
of the public do not provide any profit-making person, firm, or organization with a 
prestige advantage over its competitors." The staff policy also provides that, "[t]o 
foster the ongoing frank exchange of views at FOMC meetings, staff will refrain 
from characterizing such discussions-apart from what has been published in the 
minutes of each FOMC meeting-in any contact with an individual, firm, or 
organization outside of the Federal Reserve System." In addition, the staff policy 
states that "[w]henever practical, at least two Federal Reserve Staff should be 
present'' at any "private meeting with members of the public .•• to collect 
information about the economy.'' 

In the event that FOMC information security rules may have been breached, the 
Program for Security of FOMC lnfonnation provides that the FOMC Secretary and 
General Counsel ''will perfonn an initial review of the incident, in consultation 
with the Chainnan and with the President of a specific Federal Reserve Bank if the 
violation appears to have involved staff within that Bank. In light of that initial 
·review, the General Counsel will detennine whether to request the Board's 
Inspector General to perform a full investigation of the incident." 
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With respect to consequences of an FOMC security breach, the Program for 
Security of FOMC Information provides the following:· 

. . . 

If a staff person at the Federal Reserve Board has been found to be 
responsible for a breach of FOMC information security, the Chairman 
will determine the consequences for that individual. If a staff person 

- at a Federal Reserve Bank has been found to ·be-responsible·· for a 
breach ofFOMC infonnation security, the President of that Bank will 
determine the consequences for that individual and will -inform the 
Chairman of that determination. If an FOMC participant has been 
found to be responsible for a breach of FOMC information security, 
the Committee will detennine the consequences for that participant 
Attachment F at 5. · · 

Potential Unauthorized Disclosures-Bilsenrath 

As discussed above, the Hilsenrath article included information about the June, 
August, and September 2012 FOMC meetings that had not been disclosed by the 
FOMC prior to the publication of the article. (b)(S) 

3 A third category of infonnation in the article addressed the interaction between the Chainnan and other 
participants. The following statements fall within that category: "For weeks, Mr. ·eemanke made dozens 
of private calls on days, nights and weekends, trying to build broad support for an unusual bond-buying 
program he wanted approved during the Fed's September meeting. according to people familiar with the 
matter"; "Fed off"acials described the Fed chainnan's phone calls as low-pressure conversations. 
Mr. Bemanke sometimes dialed up colleagues while in his office on weekends, catching them off guard 

. when their phones identified his priyate number as unknown. He gave updates on the latest staff 
forecasts, colleagues said. He asked their thoughts and what they could eomfortably support, they said.!' 

(b)(S) 
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(o)(S) 

(b)(S) 

• This reference is apparently to lhe July 25, 2012 "Background Memo on Market Functioning and Limits 
on Asset Purchases" prepared for the Committee. 
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(b)(S) 

Potential Unauthorized Disclosur~chleiger 

The Schleiger memorandum was dated and released on October 3, 2012, and made 
a number of predictions regarding the minutes of the FOMC meeting that were to 
be released the next day. These include that · 

"Tomorrow's minutes will reference a staff paper that concludes the market has 
capacity to absorb purchases this large for a period of time." 

"CT]here were multiple drafts within the middle proposal including the eventual 
outcome of September's meeting." 

"The minutes will also show the dovish voting majority was ready to cease the 
.MEP and replace it with open-ended MBS and Treasury purchases as early as last 
month." 

"Within one of the 'primes' was included a proposal to denote conditional 
guidance around employment and inflation conditions under which the ~mmittee 
might consider withdrawal of policy accommodation and.a hike in the Fed funds 
rate. With Minneapolis Fed president Narayana Kocherlakota's input, a 6.5% (as 
opposed to the 5.5% later trailed publicly) unemployment threshold was floated in 
print as a trial balloon." 

The Tealbook policy options were not circulated "until after midnight" 
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· Scope of Inquiry 

In response to the Cbainnan 's request, the FOMC Secretary and General Counsel 
worked together to develop a methodology for their review that would serve two 
principal purposes: ( 1) to detennine the source of any unauthorized disclosures of 
confidential FOMC information in the Hilsenrath article and the Scbleiger 
memorandum; and (2) to determine whether there are steps that can be taken to 
help avoid such unauthorized disclosures in the future. 

To this end, the inquiry began by focusing on all principals and staff in attendance 
at the June, August, and September FOMC meetings. These individuals, along 
with the public information officer for each Reserve Banlc, received a 
questionnaire (Attachment I) designed to elicit all contacts during the relevant ti1:11e 
period (June 1, 2012 through October 3, 2012) between these individuals and 
Hilsenrath, Schleiger, and any other representatives of the Wall Street Journal or 
Medley GJobal Advisms. The initial recipients of the qnestionnaim--114 
individuals in total-were also asked to provide any and all emails, notes, calendar 
entries, phone logs, and other _records of such communications. The purpose of the 
questionnaire was to assess the scope of relevant contacts, to review all relevant 
documentation, and to identify those individuals for whom follow-up interviews 
would be required. 

Following a review of the questionnaire responses and submitted materials, 
interviews were conducted with all FOMC participants, each individual who 
attended any one of the three relevant FOMC meetings and also had any relevant 
contact with the Wall Street Journal or Medley Global Advisors, and the public 
information officer of each Reserve Bank and the Board (49 individuals in total). 
lnterviews with members of the Board of Governors, Reserve Bank presidents, and 
Board staff were conducted in-person at the Board by the FOMC Secretary and 
General Counsel or their designees. Interviews of Reserve Bank staff were 
conducted by telephone. 

The Secretary and General Counsel subsequently expanded the inquiry to include 
those within the Federal Reserve System who may have had access to relevant 
Class I FOMC documents at any time during the period between. June 1 and 
October S, 2012, even if they did not attend one of the June, Augus~ or September 
FOMC meetings. Eleven additional-interviews were conducted based on the 
responses received. 

No attempt was made to contact <15 (G) or < 6 directly. 
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· Scope of Inquiry 

In response to the Cbainnan 's request, the FOMC Secretary and General Counsel 
worked together to develop a methodology for their review that would serve two 
principal purposes: ( 1) to detennine the source of any unauthorized disclosures of 
confidential FOMC information in the Hilsenrath article and the Scbleiger 
memorandum; and (2) to determine whether there are steps that can be taken to 
help avoid such unauthorized disclosures in the future. 

To this end, the inquiry began by focusing on all principals and staff in attendance 
at the June, August, and September FOMC meetings. These individuals, along 
with the public information officer for each Reserve Banlc, received a 
questionnaire (Attachment I) designed to elicit all contacts during the relevant ti1:11e 
period (June 1, 2012 through October 3, 2012) between these individuals and 
Hilsenrath, Schleiger, and any other representatives of the Wall Street Journal or 
Medley GJobal Advisms. The initial recipients of the qnestionnaim--114 
individuals in total-were also asked to provide any and all emails, notes, calendar 
entries, phone logs, and other _records of such communications. The purpose of the 
questionnaire was to assess the scope of relevant contacts, to review all relevant 
documentation, and to identify those individuals for whom follow-up interviews 
would be required. 

Following a review of the questionnaire responses and submitted materials, 
interviews were conducted with all FOMC participants, each individual who 
attended any one of the three relevant FOMC meetings and also had any relevant 
contact with the Wall Street Journal or Medley Global Advisors, and the public 
information officer of each Reserve Bank and the Board (49 individuals in total). 
lnterviews with members of the Board of Governors, Reserve Bank presidents, and 
Board staff were conducted in-person at the Board by the FOMC Secretary and 
General Counsel or their designees. Interviews of Reserve Bank staff were 
conducted by telephone. 

The Secretary and General Counsel subsequently expanded the inquiry to include 
those within the Federal Reserve System who may have had access to relevant 
Class I FOMC documents at any time during the period between. June 1 and 
October S, 2012, even if they did not attend one of the June, Augus~ or September 
FOMC meetings. Eleven additional-interviews were conducted based on the 
responses received. 

No attempt was made to contact (b)(5) or (b)(6) directly. 
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The review relied on voluntary compliance with the requests for document 
production and on honest disclosure by all who were interviewed. All FOMC 
participants and staff identified above were requested to submit telephone logs, 
notes and emails involving contacts with Hilsemath and other Wall Street Journal 
staff and/or Schleiger and other employees ofMGA, and a number of these types 
of records were provided. · 

- ·------------..,..(b__,)(...--5) ____________ ____, 

Results· of Review-Hilsenrath 
(b)(5) 

(b)(S) 

Class I FOMC - Restricted Controlled (F1:l) 
10 ofst 

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

11 of81 

For Confidential Use by Authorized Staff in the Federal Reserve OIO and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(15)(5) 

Class 1 · FOMC - Restricted Controlled (FR) 
12 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

. Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
13 of81 

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 
'-" \_.i 

For Confidential Use by Authori7.ed Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
I 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
14 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and _the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR} 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
· 15 of81 

For Confidential Use by Authorized Staff in the Federal Reserve OIO and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
16 of81 

For Confidential Use by Authorized Staff in_ the Federal ~e OIG and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

. Class I FOMC - Restricted Controlled (FR) 
(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
17 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Fe~eral Reserve OIG and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
18 of81 

:, 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC- Restricted Controlled (FR) 

Class I FOMC - Restricted Controlled (FR) 
19 of8l 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
20of81 

Fo~ Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authom.ed_ Staff in the Federal Reserve ~IO and the Department of Justice 

Class I FOMC- Restricted Controlled (FR) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
21 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



' 

.. 

AUTHORIZED FOR RELEASE ..... 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(15)(5) 

Class I FOMC - Restrict~d Controlled (FR)_ 
22 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department ~f Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

. ·1 ---~-----------------------------
Cl ass I FOMC - Restricted Controlled (FR) 

23 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
(b)(S)'·- -------------

Class I FOMC - Restricted Controlled (FR) 
24of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



' 

AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
25 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(t:i)(S) 

Class I ·FOMC- Restricted Controlled (FR) 
26of81 

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice 

AUTHORIZED FOR RELEASE 

.. -



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in.the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
(b)(S) 

Results of Review-Policies & Practices/Lessons Learned 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
27 of Bl 

For Confidential Use by Authorized Staff in the Federal Reserve· 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
28 of81 · 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 
(b)(S) 

Class I FOMC - Restricted Conqolled (FR) 
29 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal ~eserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

Recommendations 

(b)(S) 

(b)(S) 

Class I FOMC - Restricted Controlled (FR) 
30 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

(b)(S) 

Class I FOMC- Restricted Controlled (FR) 
31 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC - Restricted Controlled (FR) 

ATTACHMENT A 

Class I FOMC - Restricted Controlled (FR) 
32 of81 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

For Confidential Use by Authorized Staff in the Federal Reserve 010 and the Department of Justice 

Class I FOMC- Restricted Controlled (FR) 

Date 

June 19-20, 2012 -

July 25, 2012 

July 31-August 1, 
2012 

August 22, 2012 

August30-
Sentember 1. 2012 

September 4, 2012 

September 6, 2012 

September 7, 2012 

September 12-13, 
2012 

September 28, 
2012 

October 3, 2012 

October 4, 2012 

· Chronology of Relevant Events 

Event 

FOMC Meeting (June 20 Press Release) 

Background Memo on Market Functioning and Limits on 
A j:l,set Plll'Cbases 

FOMC Meeting (August 1 Press Release) 

July 31-August 1 Meeting Minutes released 

Jackson Hole Economic Policy Symposium 

Draft statement alternatives distributed via SDS to the 
Committee without an unemnlovment threshold ontion 

First version of statement proposing 6.5% unemployment 
threshold distributed to the Committee via SDS 

Tealbook Book B circulated in early morning hours via SDS 

FOMC Meeting (September 13 Press Release) 

Hilsenrath article published (Chairman's memorandum re 
article distributed same day) 

Medley Global Advisors Special Report published 

September 12-13 Meeting Minutes released (Chairman's 
memorandum re Medley Global Advisors Special Report 
distributed) 
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Annotation of Hilsenrath Article 

How Benumke Pulled the Fed His Way 
By Jon Hilsenrath 

The Wall Street Journal 
Fri, 28 Sep2012 (b)(S) 

In late August, Federal Reserve Chainnan Ben 
Bemanke argued on behalf of Fed programs to 
stimulate the lwnbering U.S. economy and signaled 
that more might follow, making headlines in bis 
highly anticipated speech at the Fed's annual 
retreat in Jackson Hole, Wyo. 

As markets rallied at the prospect of new measures 
to ease credit, a quiet drama was unfolding behind 
the scenes. Mr. Bemanke was negotiating a high-
staKes plan ma fluny or pnvate convel'Sailons w1m 
colleagues hesitant about aggressively re-engaging 
the levers of America's central bank. 

For weeks, Mr. Bemanke made dozens of private 
calls on days, nights and weekends, trying to build 
broad support for an unusual bond-buying program 
he wanted approved during the Fed's September 
meeting. according to people familiar with the 
matter. 

Fed officials in late summer were at odds over how 
far the central bank should go. Some wanted a 
bold, innovative program. Others weren't so sure; a 
few were opposed. Mr. Bemanke set his sights on a 
handful of fence-sitters who could swing a strong 
consensus to his side. 

Interviews with more than a dozen people involved 
in the Fed decision, both supporters and opponents, 
show how Mr. Bemanke won over skeptics to 
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advance his policy-.a distinction in a Washington 
era marked by rancor and gridlock. These people 
also gave a rare view of the low-key persistence of 
the former economics professor. 

Mr. Bemanke didn't see inflation as a threat but 
viewed unemployment as a deeper problem than he 
L..t _ .. ·.~,antral hank, in his view,needeci
to acL The Fed chainnan listened to colleaguest 
concerns during the calls, people familiar with the 
matter said, drawing out their reservations and 
probing for common growd. He eventually seized 
on a compromise that came from a little-known Fed 
governor. 

The result of the Fed's two-day ·meeting that began 
SepL 12 was an .11-1 _ vote to undenake one of the· 
central bank's m9st ambitious stimulus programs. 
The Fed announced it would buy $40 billion a 
month of mortgage-backed securities and, for the 
first time, promised to keep buying unt11 the U.S. 
job market substantially improved. 

The commitment marked a change from the stop
and-start programs the Fed had la1µ1ched since the 
fmancial crisis. 

"This is a "Main Street' policy," Mr. Bemanke said 
after the Septembar meeting. "What we are about 
here is trying to get jobs going." The bond buying 
alms to drive down long-tenn interest rates and 
push up the values of homes. stocks and other 
financial ass~ts. Officials hope their e9mmitment 
will jolt households and businesses into spending, 
investing and hiring. 

Drawing broad support for the plan was important 
to Mr. Bemanke in part because the policies he was 
formulating could outlast him. His tenn as Fed 
chairman ends in Janumy 2014. Seeing a retum to 
U.S. full employment as a distant goal, Mr. 
Bemanke needed the support of officials who 
might remain at the Fed after he left. 

(b)(S) 
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Roots of the Fed decision stretched to March, when 
Mr. Bemanke in a speech warned the U.S. 
economy wasn't growing fast enough. Since 
September 2011, the economy had produced about 
200,000 jobs a month, driving down 
1U1employmenL But Mr. Bemanke warned that a 
slowdown would hobble hiring. Indeed, job gains 

. ,6fh-ntft!rtth---• : 

At the central bank's June policy meeting, Fed 
Governor Daniel Tarullo, a lawyer appointed by 
President Barack Ob81118t said the economy felt like 
a vehicle "stuck in the mud,., according to people 
there. The analogy stuck. A month later, Mr. 
Bemanke used the same phrase with Congress. 

considered an important step: the extension of 
Operation Twist, a Fed program to buy $4S billion 
of long-tenn Treaswy securities each month, paid 
with the sales of short-tenn securities. The program 

. - intended to put downward pressure on long-term 
rates -- was supposed to expire on June 30. The Fed 
agreed to keep it going through December, giving 
Mr. Bemanke time to make sense of the slowing 
job market and consider further action. 

To move forward, Mr. Bemanke needed to corral 
several colleagues, including regional Fed bank 
president Dennis Lockhart fiom Atlanta, who had a 
vote on the Federal Open Market Committee. the 
Fed's decision making body. 

Under Fed rules, four of the 12 regional Fed banks 
vote on the committee on a rotating basis; a fifth, 
the New York Fed, always votes. 

Mr. Lockhart, a fonner banker who spent much of 
his career working in emerging markets, said in an 
interview after the September meeting that he had 
spent his summer trying to "take stock of the 
recovery." He debated whether the U.S. had an 
economy with a 3% growth tft:nd that was hit by 
bad luck - Europe's financial tunnoil, for one. Or 
was it ·an economy growing at a 2% annual rate that 
couldn't sustain job growth and needed help? A 
strin of weak economic data it was the 
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latter. 

Like others. Mr. Lockhart had reservations about 
the effectiveness of Fed policies. Earlier bond 
buying hadn't yet produced strong growth. The 
banking system, still damaged by the financial 
crisis, wasn't delivering credit the way economists 

.. 'I • • •• • • - ••• 

• J·,t:r•-. • •Vyt -••-•-•-•--··-••••· 

Mr. Loclchart thought a program targeting the U.S. 
housing mark.et might help. 

Mr. Bemanke also worked on nonvoters, including 
Narayana K.ocherlakota, who was going through 
his own transformation. 

Several months after becoming president of the 
Minneapolis Fed in 2009, Mr. Kocherlakota 
11 •• T -• ,a a • 9 ., • • 

--••--.-- UI ... .JVV ,11,1..,.--...,1, ,....,... .-

beyond the reach of monetary policy - for 
example, too many construction workers who 
couldn't ~ily be lrained for other jobs. 

Mr. Kocherlakotajoined Fed skeptics, so-called 
hawks, who doubted the effectiveness of central 
bank activism. During his tum as a Fed voter last 
year, he voted twice against loosening credit, 
moves championed by Mr. Bernanke. 

Though they disagreed on policy, Mr. Bemanke 
and Mr. Kocherlakota were kindred spirits. Mr. 
Kocherlakota is a scholarly Ph.D. economist who 
enrolled at Princelon University at age IS. Mr. 
Bemanke, equally wonky, was later chainnan of 
Princeton's economics department years later. 

Mr. Kocherlakota and Mr. Bemanke exchanged 
emails over months, debating structural 
unemployment -- the idea that unemployment was 
caused by mismatches between employer needs and 
~e skills and location of workers. 

In Mr. Bemanke's view, emplayers weren't hiring 
because of weak demand for their aoods and 

(fiRS) 
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services, which Fed policies might help remedy. 

"I've learned a lot by talking to him," Mr. 
Koeherlakota said in an interview after the 
September meeting. Mr. Bemanlce1s "thinking is 
framed by data and models," he said. "It beats 
coming in there with just your gut." By summer, 

r; 

unemployment were shifting as he found the 
evidence less than persuasive. This left an opening 
for Mr. Bemanke. 

As the Fed's August meeting approached, Mr. 
Bemanke and his inner circle, which included Fed 
Vice Chairwoman Janet Yellen and New York Fed 
President William Dudley, were thinking that any 
Fed action should be a comprehensive and novel 
package, rather than an incremental step, according 
to people familiar with their views. They agreed to . 
economy and develop consensus for a plan. 

The August meeting turned into a policy staging 
ground. One proposal on an internal list of three 
policy options was a new bond-buying program, 
according to people familiar with the list Mr. 
Bemanke didn't push. But it allowed a chance for 
officials to debate the pros and cons of a new 
program- in effeet, a practice run for September. 

Some officials argued for more bond buying. 
Others worried about the Fed turning into too big a 
player in bond markets, disrupting trading in 
Treasury securities or mortgage securities. Fed staff 
wrote a memo ahead of the meeting detailing the 
market's capacity to absorb central bank purchases 
of Treasury bonds and mortgage-backed securities. 
They found that the Fed could carry on a large 
program for a couple of years if needed without 
disturbing markets. The finding helped set 
boundaries for what the Fed could do and for 
how long. 
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The Fed's policy committee emerged from the 
August meeting with familiar fissures. Opponents 
of the Fed's easy-money policies said the measures 
weren't giving the economy much of a lift, while 
risking future inflation. 

Dallas Fed president Richard Fisher said the Fed 
was like a doctor over-prescribing Ritalin to 
attention-deficient Walt Street traders. 

Richmond Fed president Jeffrey Lacker dissented 
in August for the fifth straight meeting, taking issue 
with a poliey already in place: An assurance the 
Fed had given that short-term interest rates would 
remain near zero through late 2014. 

Philadelphia Fed President Charles Plosser said in 
an interview that he urged Mr. Bemanke to wait . 

------+--:.:~:0~11-81l_1¥-Ri,,ew---
Programs. 

Despite their public disagreements, Fed officials 
were friendly behind the scenes, Mr. Plosser, who 
favors tighter credit policies, and the Chicago Fe~:Ps . 
Charles ~vans, who wants easier credit, play golf 
together. They joined Mr. Fisher and Mr. Lockhart 
for a round at the Chevy Chase Country Club after 
the August meeting. 

By late summer, the Fed had made clear it was . 
. prepared to act if the economy continued to 
languish. The question was how? 

Many Fed activists wanted a[nJ open-ended 
program of bond purchases that would continue 
until the economy improved. Among them, some 
~ted to go big - at least a few hundred billion 
dollars worth over several months - with a promise 
to keep buying as needed. Moreover, some wanted 
to replace Operation Twist with bigger pun:hases 
of mortgage-backed securities and Treasurys. 

As the September meeting neared, Mr. Bemanke 
needed to assure colleagues who still had 
reservations about movina: too velv. In 

(b)(S) 
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addition to Mr. Lockhart, Cleveland Fed president (b)(S) 

Sandra Pianalto had been wavering. She was 
among those who worried more Fed bond buying 
could disrupt markets. 

Another fence-sitter was Washington-based Fed 
Oovemor Elizabeth Duke, a plainspoken Virginia 
banker nominated to the Fed board by President 
George W. Bush in 2007. 

Fed officials described the Fed chainnan's phone 
calls as low-pressme conversations. Mr. Bemanke 
sometimes dialed up colleagues while in his office 
on weekends, catching them off guard when their 
phones identified his private number as unknown. 
He gave updates on the latest staff forecasts, 
colleagues said. He asked their thoughts and what 
they could comfonably support. they .said. 

The calls helped Mr. Bemanke gauge how far he 
could push his committee. It also won him trust 
among some of his fiercest opponents, officials 
said. Nearly all of Mr. Bemanke's colleagues 
described him as a good listener. 

"Even if you disagree with him on the programs, 
you know your voice has been heard," said Mr. 
Fisher, one of his opponents. "There is no effort to 
bully." 

Negotiations stepped up in the week before the 
meeting. Fed staff circulated language for policy 
options. Officials debated how different approaches 
would be described in the policy statement, which 
would be released after the meeting. 

Officials at F~ policy meet~ typically consider 
three options: one representing activists who want 
to use monetary policy aggressively; another 
supporting officials seeking conservative use; and a 
middle-ground option that typically prevails. 

The premeeting documents this time listed four 
options, including an aggressive approach favored 
by activists, and no bond buying, favored by 
hawks. Among two middle•ground proposals was a 
compromise that MS". Duke originated. 
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(b)(5J 

Five days before the meeting, Mr. ·semanke took 
time out for the Washington Nationals - his 
favorite baseball team was having a dream season. 
He arrived at the ballpark in a wom Nationals cap 
and wandered the infield during batting practice. 

"I wanted to ask him if I should get some gold and 
silver but 1 bit my tongue," said Nationals manager 
Davey Johnson. Instead, they talked about how Mr. 
Johnson, a math major, used statistics to manage 
his lineup. 

At the meeting the following week. the Fed 
adopted the· compromise that Ms1 Duke helped 
spur. 

The Fed would continue Operation Twist ~hrough 
December but add an open-ended mortgage-bond 
buying program. 

Activists got what they most wanted: An open-
ended commitment to buy mortgage bonds until the 
job market improved, with the strong possibility of 
additional Treasury purchases later. Fence-sitters 
got a promise to review the plan before deciding to 
proceed with a bigger program in 2013. 

Mr. Lockhart said the chance to reassess the 
program based on inflation and the performance of 
the job market helped win him over. 

With an agreement on bond buying largely in 
place, Fed officials at the September meeting left 
unanswered this auestion: When could theY leave 
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growth of the U.S. economy on its own? 

Mr. Kocherlakota and Mr. Evans failed to get 
agreement for inflation and unemployment 
thresholds to detennil\e when to raise short-term 
rates, according to people familiar with the talks. 

- "It's an ongoing discussion. .. Mr. Plosser said. "We 
will probably continue to work on this." 

(b)(S) 
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Annotation of Schleiger Memorandum13 

Fed: December Bound 

SUMMARY: Though tomorrow's FOMC minutes 
will highlight the extent of dissension over the 
efficacy of additional policy easing announced at 

- the September meeting. more is likely after the US 
presidential elections. 

The US Federal Reserve has stepped to the 
sidelines ahead of the presidential elections, to 
work on its evolving policymaking framework 
following September's decision to embark on 
further significant easing. 

The minutes of September's meeting will show, 
however, that the groundwork for further action in 
coming months has been laid and that labor market 
1mprovem y s an e 
stave off new Treasury purchases into 2013. 

The minutes,, due at 2 p.m. EDT tomorrow, will 
also highlight the intense debate between Federal 
Open Market Committee panicipants over the 
eff1CaCy of using the balance sheet to ease 
conditions further and reference again, other 
potential policy tools, including changes to the 
20 IS predictive guidance. 

While the minutes will reveal greater contention 
over ~scale asset purchases than chainnan Ben 
Bemanke's August Jackson Hole speech did; the 
tone will clearly convey that economic risks remain 
tilted to the downside and will lean in the direction 
of more action. 

Assuming economic conditions have not vastly 
improved, the FOMC is therefore likely to vote as 
earl as its December m • at which • there 

(b)(S) 

13 Note that the Schleiger memorandum includes numerous grammaticaJ and punctuation errors and those 
errors remain in the reproduction of the article contained here. 
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will be a new system-wide forecast round) to cease (b)(5) 

the M~ Extension Program (MEP) on 
schedule and replace it with monthly Treasury 
bond purchases or around $45 billion - similar to 
the current monthly average. · 

The committee will attach a predictive timeline 
outlining the duration of these purchases. that will 
be dependent on the economy recovering 
substantially. 

The monthly MBS purchases of around $40 billion 
launched in September will continue alongside this 
new program. 

Tomorrow's minutes will reference a staff paper 
that concludes the market has capacity to absorb 
purchases this large for a period of time. 

The minutes will also show the dovish voting 
majority was ready to cease the MEP and replace it 
with open-ended MBS and Treasury purchases as 
early as last month. By year end, they are likely to 
get what they want. 

A motley crew 

While not highly unusual, within the menu of three 
policy options finally presented to the FOMC at the 
meeting were subsels of drafts of potential policy 
actions, denoted as "primes" in Fed-speak The first 
main option is usually an extremely hawkish 
proposal, the last is very dovish and contains 
elements some participants lightly jest, serve as 
"trailers" for policy decisions in subsequent 
meetings. The middle option, though not always 
the case, is traditionally the chainnan"s preferred 
outcome. 

In this meeting, there were multiple drafts within 
the middle proposal including the eventual outcome 
of September's meeting. The language in these 
drafts can be tweaked at the meeting by participants 
detennined to have some input. 
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In the week leading up to the meeting.,, the options 
are circu1ated and can change- sometimes 
~arkedly - by the time the participants gather 
around the table. The "Teal Book," which contail)s 
the staff forecasts and the policy options, is 
circulated in two parts. The'staffforecasts circulate 
first and what used to be known as the "Blue 
Boole," which contains the policy options, foll~ 

It is not unusual for board staff to pull.all-nighters 
working on the final draft of the policy 
recommendations, once these has been commented 
on. This one took until after midnight. 

Within one of the "primes" was included a proposal 
to denote conditional guidance around employment 
and inflation conditions under which the committee 
might consider withdrawal of policy • 

• • --..I "" L~I .. _ =- •L-- -r,i .... ..l .e.._..,1 __ .. _ - --- -
With Minneapolis Fed president Narayana 
Kocberlakota's input, a 6.5% (as opposed to the 
S.S% later trailed publicly) unemployment 
threshold was floated in print as a trial balloon. 

The leadership knew this would not get anywhere 
that day but it served to propel forward a vigorous 
debate between committee participants about 
assigning potential numerical parameters on 
conditionality for 1'lift-ofr' which has led to some 
of the recent public expositions of preferred 
thresholds. It.has ·atso implied a degree of 
inevitability over the Fed deciding to put numerical 
conditionality around its forward guidance on rates. 

So varied were views on the committee going into 
September's meeting that many participants.were 
unsure of the outcome. Committee members who at 
the time of the Jackson Hole meeting said they 
were prepared to dissent over additional action 
were coaxed into doing more in the ensuing weeks 
and fell into line behind the chairman by the time 
the FOMC met. 

(DJ{5) 
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Swapping calendar lift-off for conditionality 

After the September meeting, Kocherlakota 
publicly suggested the Fed should not consider lift
off as Jong as the medium-tenn outlook for 
inflation does not exceed 2,2So/o, or until the 
unemployment rate has fallen below 5.5%. 

Many Fed system officials believe so-called "filll 
employment" to be between S.S-6.So/o. The Fed's 
current longer-run goal on unemployment is 5.2-
6.0%. 

While Kocherlakota's proposal is viewed as far 
fetched, the policy optionality he emphasizes if 
either side breaches thresholds to maintain Fed 
funds at an extraordinarily low level (0-0.2So/o) 
depending upon conditions, appeals to the . . .. . . 

The committee has been debating such 
conditionality for a year and a half already. The 
ultimate objective of specifying such parameters is 
to reassure markets that policy will remain highly 
accommc;tdative for a considerable time after the 
economy strengthens - which is cunendy not 
expected to occur for four more years. Chicago Fed 
President Charlie Evans has long advoeated what 
he calls a "7/3 threshold": no rise in fed funds 
unless unemployment falls below 7% or the 
outlook for inflation over the medium tenn exceeds 
3%. 

As an illustration of the difficulty the committee 
has had on agreeing parameters, when putting 
together its principles on longer-run goals an 
monetary policy strategy earlier this year, it nailed 
an inflation target but failed on the 
employment/growth side of the mandate. It settled 
on a rate of 2% as a loner-run stoal for inflation 

(b)(5) 
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but noted that unemployment was largely (bJ(S) 

detennined by non-monetary factors and not 
directly measurable, rendering a fixed employment 
goal inappropriate. 

Within the meeting options over several months, 
some versions of numerical conditionality have 
shown up in the hawkish "A" option, mostly to 
spur ongoing discussion. While the committee got 
close to potentially articulating one sueh version at 
an earlier meeting. there remained too much 
opposition to the proposal at the time and 
participants were too evenly split to fonn a 
majority consensus. 

. 

Still the momentum behind a collective desire to 
. - •• --. .. If!!' . .. =- .._t_ _ 

q - -., ··---- . ..... - ··~ -FOMC statement will likely force agreement on 
numerical conditionality before too long. 
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BOARD OF GOVERNORS OF THJ! FEDERAL RESERVE SYSTEM 

WASHINGTON, D. C. 20551 

September 28, 2012 

Dear Colleagues: 

BEi s~ BE.RNAN.KE 
Cllr\JRMA!II 

· I have heard from a number of you about this-morning's Wall Street Journal 
article b~• JoA HilliieAratb (attacbed) Hilsei:u:ath interviewed quite a few participants, and 
(from the perspective ofFOMC communications guidelines) much of what he reported 
seemed fine-- I am thinking, for example, of the explanations of several participants of 
their own views about policy. But there were also a number of items in,.the article that 
seemed clearly in violation of our guidelines - for example, references to the specific 
alternatives under consideration by the Committee and infonnation about research done 
by the staff for the Committee. Also, it seems clear that .the views:of some participants 
were described by others, rather than by the individual participants themselves. I very 
much share the concerns raised by some of you about these violations~ 

Clearly, we need to try harder to adhere to the letter and spirit of the guidelines. 
For example, I would urge particular care when speaking to reporters who are actively 
seeking the views of a large number of participants in order to piece together a narrative, 
as in this case .. However, as we-have had several previous incidents like -this one, it may 
be that we also need to think further about the guidelines themselves - either to 
strengthen them or to change our expectations for what the guidelines can accomplish. If 
participants believe that our communications guidelines no longer serve the purpose for 
which they were intended and that they should be reconsidered or-amended, I encourage 
them to convey their views to me and to Governor Yellen in her role as chair of our 
communications subcommittee. 

Attachment 

Sincerely, 

Ben 
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How Bemanke Pulled the Fed ms Way 
By Jon Hilsenrath 
The Wall Street Journal 
Fri, 28 Sep 2012 

In late August, Federal Reserve Chainnan Ben Bemanke argued on behalf of Fed 
programs to stimulate the lumbering U.S. economy and signaled that more might follow, 
making h~lines in his highly anticipated speech at the Fed's annual retreat in Jackson _ 
Hole, Wyo. 

As markets rallied at the prospect of new measures to ease credit, a quiet drama was 
unfolding behind the scenes. Mr. Bemanke was negotiating a high-stakes plan in a flurry 
of private conversations with colleagues hesitant about a~sively re-engaging the 
levers of America's central bank. · 

For weeks, Mr. Bemanke made dozens of private calls on days, nights and weekends, 
trying to build broad support for an unusual bond-buying program he wanted approved 
during the Fed's September meeting, according to people familiar with the ma~. 

Fed officials in late summer were at odds over how far the central bank should go. Some 
wanted a bold, innovative program. Others weren't so sure; a few were opposed. Mr. 
Bemanke set his sights on a handful of fence-sitters who could swing a strong consensus 
to his side. 

Interviews with more than a dozen people involved in the Fed decision, both supporters 
and opponents, show how Mr. Bemanke won over skeptics to advance his policy - a 
distinction in a Washington era madted by rancor and gridlock. These people also gave a 
rare view oflh:e low-key persistence of the former economics professor. 

Mr. Bemanke didn't see inflation as a threat but viewed unemployment as a deeper 
problem than he had realized. The central bank, in his view, needed to acL The Fed 
chainnan li$tened to colleagues' concerns during the calls, people familiar with the matter 
said, drawing out their reservations and probing for common ground. He eventually 
seized on a compromise that came from a little-known Fed governor. 

The result of the Fed's two-day meeting that began Sept. 12 was an 11-1 vote to 
undertake one of the central bank's most ambitious stimulus programs. The Fed 
announced it would buy $40 billion a month of mortgage-backed securities and, for the 
tirst time, promised to keep buying until the U.S. job market substantially improved. 

The commitment marked a change from the stop-and-start programs the Fed had 
launched since the financial crisis. 

''This is a 'Main Street' policy," Mr. Bemanke said after the September meeting. "What 
we .are about here is trying to get jobs going." The bond buying aims to drive down long
tenn interest rates and push up the values of homes, stocks and other financial assets. 
Officials hope their commitment will jolt households and businesses into spending, 
investing and hiring. 

Drawing broad support for the plan was important to Mr. Bemanke in part because the 
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policies he was fonnulating could outlast him. His term as Fed chairman ends in January 
2014. Seeing a return to U.S. full employment as a distant goal, Mr. Bemanke needed the 
support of officials who might remain at the Fed after he left. 

Roots of the Fed decision stretched to March, when Mr. Bemanke in a speech warned the 
U.S. economy wasn't growing fast enough. Since September 2011, the economy had 
produced about 200,000 jobs a month, driving down unemployment. But Mr. Bemanke 
warned that a slowdown would hobble hiring. Indeed, job gains by midyear fell to less 
than 100,000 a month. 

At the central bank's June policy meeting, Fed Governor Daniel Tarullo, a lawyer 
appointed by President Barack Obama, said the economy felt like a vehicle 11stuck in the 

· mud," according to peopJe there. The analogy stuck. A month later, Mr. Bemanke used 
the. same phrase with Congress. 

The meeting yielded what Mr. Bemanke considered an important step: the extension of 
Operation Twist, a Fed program to buy $4S billion of long-term Treasury securities each 
month, paid with the sales of short-tenn securities. The program - intended to put 
downward pressmc on long•tennflteS wassupposed te e,epire en June 30. The Fed 
agreed to keep it going through December, giving Mr. Bemanke time to make sense of 
~e slowing job market and consider further action. 

To move forward, Mr. Bemanke needed to corral several colleagues, including regional 
Fed bank president Dennis Lockhart.from Atlanta, who had a vote on the Federal Open 
Market Committee, the Fed1s decision making body. Under Fed rules, four of the 12 
regional Fed banks vote.on the committee on a rotating basis; a fifth, the New York Fed, 
always votes. · 

Mr. Lockhart, a former banker who spent much of his career working in emerging 
markets, said in an interview after the September meeting that he had spent his summer 
trying to "take stock of the recovery •11 He debated whether the U.S. had an economy with 
a 3% growth trend that was hit by bad luck - Europe's financial tunnoil, for one. Or was 
it an economy growing at a 2% annual rate that couldn't sustain job growth and needed 
help? A string of weak economic data suggested it was the latter. 

Like others, Mr. Lockhart had reservations about the effectiveness of Fed policies. Earlier 
bond buying hadn't yet produced strong growth. The banking system, still damaged by 
the financial crisis, wasn't delivering credit the way economists expected, given 
historically low interest rates. Still, Mr. Lockhart thought a program targeting the U.S. 
housing market might help. 

Mr. Bemanke also worked on nonvoters, including Narayana Kocherlakota, who was 
going through his own transformation. 

Several months after becoming president of the Minneapolis Fed in 2009, Mr. 
Kocherlakota believed the job market had structural problems beyond the reach of 
monetary policy - for example, too many construction workers who couldn't easily be 
trained for other jobs. 

Mr. Kocherlakqtajoined Fed skeptics, so-called hawks, who doubted the effectiveness of 
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central bank activism. During his tum as a Fed voter last year, he voted twice·against 
loosening credit, moves championed by Mr. Bemanke. 

Though they disagreed on policy, Mr. Bemanke and Mr. Kocherlakota were kindred 
spirits. Mr. Kocherlakota is a scholarly Ph.D. economist who enrolled at Princeton 
University at age 1S. Mr. Bemanke, equally wonky, was later chainnan of Princeton's 
economics department years later. · 

Mr. Kocherlakota and Mr. Bemanke exchanged emails over months, debating structural 
unemployment - the idea that unemployment was caused by mismatches between 
employer needs and the skills and location of workers. In Mr. Bemanke's view, 
employers weren't hiring because of weak demand for their goods and services, which 
Fed policies might help remedy. 

"Ive learned a lot by talking to him," Mr. Kocherlakota said in an interview after the 
September meeting. Mr. Bemanke's "thinking is framed by data and models," he said. "It 
beats coming in there with just your gut." 

By summer, Mr. Kocheriakota said, his <t·iews abeut stn:letural 1:mempleyment Vt'Cre 
shifting as he found the evidence less than persuasive. This left an opening for Mr. 
Bemanke. 

As the Fed's August meeting approached, Mr. Bemanke and his inner circle, which 
included Fed Vice Chairwoman Janet Yellen and New York Fed President William 
Dudley, were thinking that any Fed action should be a comprehensive and novel package, 
rather than an incremental step, according to people familiar with their views. They · 
agreed to take time to confinn their views of the U.S. economy and develop consensus 
fora plan. 

The August meeting turned into a policy staging ground. One proposal on an internal list 
of three policy options was a new bond-buying program, according to people familiar 
with the list. Mr. Bemanke didn't push. But it allowed a chance for officials to debate the 
pros and cons of a new program - in effect, a practice run for September. 

Some officials argued for more bond buying. Others worried about the Fed turning into 
too big a player in bond markets. disrupting trading _in Treasury securities or mortgage 
securities. Fed staff wrote a memo ahead of the meeting detailing the market's capacity to 
absorb central bank purchases of Treasury bonds and mortgage-backed securities. They 
found that the Fed could carry on a large program for a couple of years if needed without 
disturbing markets. The finding helped set boundaries for what the Fed could do and for 
how long. 

The Fed's policy committee emerged from the August meeting with familiar fissures. 
Opponents of the Fed's easy-money policies said the measures weren't giving the 
economy much of a lift, while risking future inflation. 

Dallas Fed president Richard Fisher said the Fed was like a doctor over-prescribing 
Ritalin to attention-deficient Wall Street traders. Richmond Fed president Jeffrey Lacker 
dissented in August for the fifth straight meeting, taking issue with a policy already in 
place: An assurance the Fed had given that short-tenn interest rates would remain near 
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zero through late 2014. Philadelphia Fed President Charles Plosser said in an interview 
that he urged Mr. Bemanke to wait until year-end before deciding on any new programs. 

Despite their public disagreements, Fed officials were friendly behind the scenes. Mr. 
Plosser, who favors tighter credit policies, and the Chicago Fed's Charles Evans, who 
wants easier credit, play golf together. They joined Mr. Fisher and Mr. Lockhart for a 
round at the Chevy Chase Country Club after the August meeting. 

By late summer, the Fed had made clear it was prepared to act if the economy continued 
to languish. The question was how? 

Many Fed activists wanted a open-ended program of bond purchases that would continue 
until the economy improved. Among them. some wanted to go big - at least a few 
hundred billion dollars worth over several months - with a promise to keep buying as 
needed. Moreover, some wanted to replace Operation Twist with bigger purchases of 
mortgage~backed securities and Treasurys. 

As the September meeting neared, Mr. Bemanke needed to assure colleagues who still 
had reseA"Bliens ehe1::1t me'f•ing tee aggressi7tely. l11 additien te Mf. Leekhad; Cleveland 
Fed president Sandra Pianalto had been wavering. She was among those who worried 
more Fed bond buying could disrupt markets. 

Another fence-sitter was Washington-based Fed Governor Elizabeth Duke, a plain
spoken Virginia banker nominated to the Fed board by President George W. Bush in 
2007. 

Fed officials described the Fed chairman's phone calls as low-pressure conversations. Mr. 
Bemanke sometimes dialed up colleagues while· in his office on weekends, catching them 
off guard when their phones identified his private number as unknown. He gave updates 
on the latest staff forecasts, colleagues said. He asked their thoughts and what they could 
comfortably support, they said. · 

The calls helped Mr. Bemanke gauge how far he could push his committee. It also won 
him trust among some of his fiercest opponents, officials said. Nearly all of Mr. 
Bemanke's colleagues described him as a good listener. 

11Even if you disagree with him on the programs. you know your voice has been heard," 
said Mr. Fisher, one of his opponents. "There is no effort to bully." 

Negotiations stepped up in the week before the meeting. Fed staff circulated language for 
policy options. Officials debated how different.approaches would be described in the 
policy statement, which would be released after the meeting. 

Officials at Fed policy meetings typically consider three options: one representing 
activists who want to use monetary policy aggressively; another supporting officials 
seeking conservative use; and a· middle-ground option that typically prevails. 

The premeeting documents this time listed four options, including an aggressive approach 
favored by activists, and no bond buying, favored by hawks. Among two middle-ground 
proposals was a compromise that Ms. Duke originated. 
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Five days before the meeting, Mr. Bemanke took time out for the Washington Nationals -
- his favorite baseball team was having a dream season. He arrived at the _ballpark in a 
worn Nationals cap and wandered the infield during batting practice. 

"I wanted to ask him if I shou~d get some gold and silver but I bit my tongue," said 
Nationals manager Davey Johnson. Instead, they talked about how Mr. Johnson, a math 
major, used statistics to manage his lineup. -

At the meeting the following week, the Fed adopted the compromise that Ms. Duke 
helped spur. The Fed would continue Operation Twist through December but add an 
open-ended mortgage-bond buying program. 

Activists got what they most wanted: An open-ended commitment to buy mortgage bonds 
until the job market improved, with the strong possibility of additional Treasury 
purchases later. Fence-sitters got a promise·to review the plan before deciding to proceed 
with a bigger program in 2013. Mr. Lockhart said the chance to reassess the program 
based on inflation and the perfonnance of the job market helped win him over. 

With an agreement on bond buying largely in place, Fed officials at the September 
meeting left unanswered this quesdon: When could they leave growth of the U.S. 
economy on its own? Mr. Kocherlakota and Mr. Evans failed to get agreement for 
inflation and unemployment thresholds to detennine when to raise short-tenn ratest 
according to people familiar with the talks. 

''It's an ongoing discussion," Mr. Plosser said. "We will probably continue to work on 
this." 
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BOARD OF GOVERNDXS OP THE FEDERAL RESERVE SYSTEM 
WASHINGTON# D. C, 20551 

October 4, 2012 

Dear .Colleagues: 

BEN S: BEKNANXE 
CIIAIII.MA:11 

I wanted to follow up on the communfoation I ·sent around last week in the wake 
afanc cooceros about the 9/28/J 2 WSJ piece, Many o[ us are d"ply troubled also by a 
report to clients yesterday by Medley Global Advisors (attached). 

It seems apparent that there have been violations of both the letter and spirit of 
our guidelines on public communications. I have therefore asked (b)(6), (b)(7)(C) 

(t5)(6), ( )(7)(C) to look closely into 
these matters and report back to me their conclusions. I expect you will all give them 
your very prompt and full cooperation in this exercise. After this work has been 
COJTipleted, I will consider possible next steps and wi II update all of you. 

Let me reiterate that I believe the. communications guidelines offer u~ a workable 
path toward maintaining collegiality on the Committee, helping the public understand our 
actions and perspectives, and protecting important confidentiality in certain areas. They 
will only be effective, though, to the extent that there is full cooperation by FQMC _ 
participants. and staff to the letter and spirit therein. To that erid, l have asked (b)(5), (o)(?)(C) 

ltnsJO(oJFRC1 to continue a conversation'bn,rrbn,~larted with the Reserve Bank public affairs officers 
last week about sensitivities in this arena.

10

x
6

,,bx,xgoal· will be to help equip the public 
affairs offices as they assist each of us to work within the external communications 
guidelines. 

Attachment 

Sincerely, 

Ben 
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SPECIAL REPORT 

Lf..,\DJNG l'ClLIC\" lh"Tf:.I.UGf.NCll OCTOBER 3, 2012 

Fed: December Bound 

SUMMARY: Though tomorro\'/s FOMC minutes will highlight the extent of dissensiol] over the efficacy of.additional policy easing 
anriou11ced at the Sep_tember meeting, more Is likely after the US.presidential elections. 

The US Federal Reserve has stepped to the sidelines ahead of the presidential elections, to work on its 
evolving policymaking framework following September's decision to embark on further significant easing. 

The minutes·of Sep:temb~t's meeting will show, however, that the groundwork for furth.er action in corning 
months has been laid and that labor market improvement is unli~ely to be substantial enough to stave off 
new Treasury purchases into 2013. 

The minutes, due at 2 p.m. EDT tomorrow, will also highlight the intense debate between Federal Open 
Market Committee pa, ticipar1ts ove, the efficacy of asi11g !lie balance sl 1eet to ease co11ditio11s far titer a11d 
reference again, other potential policy tools, including changes to the 2015 predictive guidance. 

While the minutes will reveal greater contention over large:scale asset purchases than chairman Ben 
Bernanke's August Jackson Hole speech did, the tone will 'clearly convey that economic· risks remain 
tilted to the downside and will lean in the direction of more action. 

Assuming economic conditions have not vastly imp~oved, the FOMC is therefore likely to vote as early as 
its December meeting {at which point there will be a new system-wide forecast round) to cease the 
Maturity Extension Program (MEP) on schedule and replace it with monthly Treasury bond purchases of 
around $45 billion - similar to the current monthly average. 

The committee will attach a predictive timefine outlining the duration of these purchases, that will be 
dependent on the economy recovering substantially. The monthly MBS purchases of around $40 billion 
launched in September will continue alongside this new program. Tomorrow's minutes will reference a 
staff paper that concludes the market has capacity· to absorb purchases this large for a period of time. 

The minutes Will also show thedovish voting majority was ready to cease the MEP and replace it with 
open-ended MBS and Treasury purchases as early as last month. By year end, they are likely to get what• 
they want. 

A motley crew 

While not highly unusual, within the menu of three policy options finally presented to the FOMC at the 
meeting were subsets of drafts of potential policy actions, denoted as "primes" in Fed-speak The first 
main option is usually an extremely hawkish proposal, the last is very dovish and contains elements some 
participants lightly jest, serve as "trailers" for policy decisions in subsequent meetings. The middle option, 
though not always the case, is traditionally the chairman's preferred outcome. 

In this meeting, there Were multiple drafts within the middle proposal .including the eventual outcome of 
September's meeting. The language in these drafts ·can be tweaked at the meeting by participants . 
determined to have some input. 

In the week leading up to the meetings, the options are circufated and can change - sometimes markedly 
- by the time the participants gather around the table. The 'Teal Book," which contains the staff forecasts 
and the policy options, is circulated in two parts. The staff forecasts ·circulate first and what used to be 
known as the "Blue Book," which contains the policy options, follows. 
' 
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It Is not tmusuaJ for boanl staff to pull all-nighters W01klng on the final draft of the poUcy 
reccmmenda1ions. once these has been commented on. This one took unti1 after midnight. 

Within one of the aprimes0 was Included a proposal to denote cond'llfonal guidance around employment 
and Inflation concfltions tmder which the committee· might consider withdrawal of poJJey accommodation 
and a hike In the Fed funds rate. With ~nneapolls Fed president Narayana Kocharlakota's input. a 6.5% 
(as opposed to the 5.5% later trailed publicly) unemployment threshold was floated In print as a trial 
balloon. 

-· ·-· . ~-- -· -

The leadership knew this would not get anywhere that day but ft served to propel foiward a vigorous 
_ debate belween'cor_nmiltee participants about assignins potential numerical parameters en conditionallty 
for "rift-oft'" which has led to some of the recent public expositions of preferred thresholds. h has also 
Implied a degree of Inevitability over the Fed deciding to put numerical conditionality around Its forward 
guidance on rates. 

So varied were views on the committee going Into September's meeting that many participants were 
unsure of the outcome. Commtttee members who at the time of the Jackson Hole meeting said they were 
prepared to dissent over additional action were coaxed into doing more In the ensuing weeks and fell Into 
line behind the chalnnan by the time the FOMC met 

Swapping calendar fift-off for candlllona!ftv 

After the September meeting, l(cchertakata pubHcly suggested the Fed-shottlcl not consider lift.eff as Ieng 
as the medlum-tenn outlook for Inflation does not exceed 2.25%, or untD the unemployment rate has 
fallen below 5.5%. Many Fed system officials belleve so-called "full ernploymenr to be balween 5.~.5%. 
The Fed's current longer-run goal on unemployment is 5.2-6.0%. 

While Kocheriakota's proposal is viewed as far fetched, the policy optionality he emphasizes if either side 
breaches thresholds to maintain Fed funds at an extraordinarily low level (0-0.25%) depending upon 
conditions, appeals to the leadership. 

The committee has been debating such condiUonaUty for a year and a ha!f already. The ultimate objective 
of specifying such parameters is to reassure ffl8l'kets that poffcy wiD remain highly accommodative for a 
considerable time after the economy strengthens -which Is currently not expected to occur for four more 
years. Chicago Fed President Charlie Evans has long advocated what he calls a '7/3 threshold": no rise 
in fed funds unless unemployment falls below 7% or the ouUook for inflation over the medium term 
exceeds3%. 

As an illustration of the difficulty the committee has had on agreeing parameters. when putting together 
its principles on longer-run goals an monetary policy strategy earfler this year, it nailed an Inflation tai;get 
but failed on the employment/growth side of the mandate. It settled on a rate of 2% as a longer-run goal 
for Inflation but noted that unemployment was largely determined by non-monetary factors and not 
directly measurable, rendering a fixed employment goal Inappropriate. . 

Within the meeting options CNer several months, some versions of numerlca! conditionality have shown 
up in the hawkish PA a option, mostly to spur ongoing d'ISCUSSian. While the committee got close to 
potentially articulating one such version at an earf181' meeting, there remained too much opposition to the 
proposal at the time and participants were too evenly spilt to form a majority consensus. 

Still the momentum behind a collective desire to get D/8'1 fiom· the 2015 calendar guidance In the FOMC 
statement will likely force agreement on numerical conditionality before too long. 

Analyst Regina Schlelger 
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I. INTRODUCTION. 

The Program for Sec::urity or FOMC lnfor~ . 
malion ("the Program") describes what con
fidential FOMC infonnation is, how it is 
classified. who has access to It, how it should 
be handled. attd who is responsible ror ensur
ing ChBl it is protected. Everyone with access 
to confidential POMC io(ormation is required 
to review and abide by the rules described 
below. 

These secwity procedures arc not Intended 
to 'preclude disc:ussions within the Federal 
Reserve of important FOMC-related issues. 
including the general reasons ror. the Com-
miltee's decisions. Such discussions may be 
conducted ror research purposes or ror pre
paring briefings and other infonnation for 
Committee members. but care should be tak
en that all discussion participants have Che 
appropriate level of authorization tr confiden
tial information is being shared. 

11. DEFINITION OF CONFIDENTIAL 
FOMC INFORMATION. 

· Confidential FOMC information Includes 
all privileged infonnation that comes into the 
possession of lhe Governors, Federal Reserve 
Bank Presidents, or Federal Reserve System 
staff in the perfonnan~e of their dutles for, or 
pursuant to the direction of, lhe Committee. 
Such infonnation covers, but is not limited 
to. expressions of policy views at FOMC 
meetlng,1, reasons ror those views, votes of 
lhe Committee, and staff' forecasts, The in
formation that must be kept confidential may 
be in any form. [t includes not only paper 
documents, but also electronic messages and 
files, recordings. notes, oral briefings. and 
discussions relating to confidential FOMC 
matters. 

III. CLASSIFICATION OF CONFIDEN• 
TIAL FOMC INFORMATION. 

There are lhree security classifications for 
confidential FOMC information. The first 
two classifications -"Class I FOMC - Re-. 

stricted Controlled (FR)" and 4$Class II 
FOMC - Re~cted (FR)" - apply to very 
sensitive FOMC information. Class I FOMC 
information must be handled at least as se
curely as material classified by the Federal 
Rcseive Board as "Restricted Controlled 
(FR)... Access to Class II infonnation is 
somewhat less restrictive than access to Class 
I. It must be treated at least BS securely as 
mBlerial classified by the Federal Reserve 
Board es .. Restricted (FR)." The classifica
tion ~ass Ill FOMC - Internal (FR)" ap• 
plies to less sensitive infonnBlion that still 
~uires confidential treatment. It must be 
handled at least as securely as material classl-
fied by lhc Federal Reserve Board a,s "Inter
nal (FR)." (See Section VI below for han
dling requirements.) 

lnfonnation in these classifications must be 
kept confidential until it is. released to the 
public by the Chairman or by lhe Committee 
Secretary pursuant to Committee instructions. 
All questions related to the classification, 
distribution, or handling of documents should 
be directed to the FOMC Secretarial 

A. "Class I FOMC - Restricted Con
trolled (FR)." 

This classification is generally applied to 
information Chat incluc(es policymaker in• · 
put, e.g., information related. to monetary 
policy decisions at meetings, views ex• 

· pressed by policymakers on likely future 
policy, and identification of meeting partic
ipants who expJ"eSS particular views. Class 
I information Includes. but is not limited 
to: 

I. Monerary Polley: Strategies and 
Allernatlves ('7ealbook Book B"). 
2. Minutes ofFOMC meetings. 
3. FOMC meeting recordings_ and 
transcripts. 
4. Policy-related portions of FOMC 
participants' prepared remarks. 
S. Information related to FOMC par• 
ticipants' quarterly economic forecasts 
and to the associated semiannual Con• 
gressional testimony. · 
6. Special memoranda or reports 
deemed particularly sensitive, including 
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materials that might olherwise carry a 
Cll!SS IJ d~ignation (e.g.. a report tiom 
the Manager containing informalion on · 
sensitive foreign exchange operations). 

8, "Class II _FOMC - Restricted (FR)." 
This classification is generally applied to 

staff forecasts prepared for the POMC and 
to infonnation about open market opera
tions. Class II information includes, but is 
not limited to: 

l. Economic and Financial Condi
llons: Cun-ent Sltualion and Outlook 
("Tealbook Book A;. and staff projec
tions or assumptions relating to interest 
rates. . 
2. Reports of the Manager on domes-
tic and foreign open market operations. 
3. Information on Desk operations 
posted on confidential portions of the 
"MarketSource" website of the New 

·York Bank. 
4. Other materials on economic and 
financial developments (including for
eign), special memoranda, tables, and 
charts less sensitive than those in Class I, 
including briefing materials containing 
Class II information that are produced 
and circulaled within the Board or indi
vidual Reserve Banks. 

C. "Class Ill FOMC-Intemal (FR)," 
This classification is generaJJy applied to 

less-sensitive background information sup
porting policy discussions. Class JI[ In
formation Includes, but is not limited to, 
the Tealbook Data Sheets. 
D. Security Classification Downgrading 
ofFOMC Information. 

FOMC information loses its security 
classification when the Committee releases 
it to tho public. Class II information is 
downgraded to Class III six months after 
the relevant FOMC meeting. Additionally, 
Tealbook Book B is downgraded from 
Class I to Class II six months after the rel
evant FOMC meeting. and from Class JI to 
Class III one year after the relevant meet
ing. 

Program for Security ofFOMC lnfonnation 

IV. ACCESS TO CONFIDENTIAL FOMC 
INFORMATION WITHIN TIIE FEDERAL 
RESERVE SYSTEM. 

Staff access to confidential FOMC infor
mation requires prior authorization. Before 
gaining access and annually thereafter, the 
staff' member must receive, review, and agree 
to abide by the rules for handling confidential 
infonnation that arc n::ferred to in this docu
ment. 

At eatb Bank, the Presi~ent, or lhe Re
search Director on the President's behalf; is 
responsible for designating those individuals 
to be given access to each class of informa-
lion. At the New York Bink, the Manager of 
the System Open Market Account may also 
designate staff on behalf of the PresidenL At 
the Board, that responsibility is assumed by 
the Chairman or the Committee Secn:tazy on 
the Chainnan•s behalf and by Board mem
bers for their assistants. Access at the New 
York Bank and the Board of Governors is 
limited on a strict "need-tCHnow" · basis; 
access at other Banks is subject to the numer
ical limits noted below. In complying with 
these limits,· Banks may designate different 
individuals to have access to dlft'erent docu
ments. For example, one slot could be filled 
by designating an international economist as 
having access to all special memoranda relat
ing to l'oreign currency operations, and a dae 
mestic economist as having access to other 
Class l and Class II memoranda. At each 
institution, access to Class I and Class II in
formation should be reviewed carefidly at 
least once every year. 

A. A~ess to "Class I POMC - Re
stricted Controlled (FR)" materials at Re
serve Banks other than the New York Bank 
(and the Bank that serves as the backup site 
for Open Market Operations) is restricted 
to the President and First Vice President 
and to seven other Bank personnel as weJl 
as a limited nuinbet or office support staft 
B. Access to "Class II FOMC - Re
stricted (FR)" materials at Reserve Banks 
other than the New York Bank (and the 
Bank that serves as the backup site for 
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Open Market Opcmtions) is restricted to 
the President and First Vice President and 
to eleven other Bank personnel as well as a 
limited number of office support sta~ 
C. Access to "Class Ill FOMC - Inter
nal (FR)" information is limited on a 
"need-to-know" basis, but no specific limit 
is set on the number of individuals who 
may have access to such int'onnatlon at 
each location. 
D. The lists of all persons who are au
thorized to have access to Class I and Class 
II information arc to be generated and 
transmitted to the Sccmariat annually, af• . 
ter the first regularly scheduled FOMC 
meetmg of the year (at wfiteh any changes 
to the Program would typically be const. 
dered). Over the course of the year, 
changes resulting from new slaff assign
ments should also be transmitted. Records 
of individuals' agreements to abide by the 
rules described in the Program should be 
maintained at each institution. Sueh 
records would Include individuals' signa• 
tures or electronic equivalent. Office sup• 
port personnel, such as executive assis
tants, who have substantive access IO Class 
I or Class II Information are included in 
those required to review and agree to the 
rules described in the Program. 
E. To fadlitate the preparation of' spe
cial analyses and briefings within the Sys
tem, qualified staff may be granted ad-hoc 
access to Class I and Class II infonnation 
on a strict .. need-to-know" basis for a spe
cific and Jlmlted period of time. Such ad
hoc access may be granted by the President 
of a Federal Reserve Bank or a Research 
Director on his/her behalf or by the Secre
buy for Board staff: Slaff granted ad-hoc 
access must review and agree to abide by 
the nilcs described in the Program berorc 
~iving access. The Seemariat should 
be advised that such access has been given, 
and records of the access and related 
agreement should be maintained at each 
Bank. 
F. The Chairman may make ad-hoc ex
ceptions to this section that are either more 

Program ror Seeuriay ofFOMC lnf'onnation 

or less restrictive for particular d01:11111ents 
being clrculated or f'or other confidential 
infi>rmation. ··-~·~· -
G. In order to provide secure and rapid 
document delivery, access to seleeted con
fidential POMC information is given elec
tronically throµgh the Secure Document 
System (SOS) f'or up to fom users at each 
Bank. The Desk at the New York Bank 
has access for two additionaJ users at that 
Bank. The President of' each Bank may 
delegate to the Research Director the re
sponsibility f'or selecting users, monitoring 

. compliance with SDS guidelines, and 
communicating with the Secretariat when 
changes in usage ot olhet issues oecw. 
Access to SDS for Board staff is author
ized by the Secretary on behalf of the 
Chairman and mnnitored by the Secretar
iat. 
H. Eligibility for access to confidential 
POMC infonnation f'or non-US citizens is 
governed by 12 CFR 268.205. (A summary 
of this rule, as it pertains to POMC infor
mation, i& appended to this document as 
"Attm:bment J .") Eligibility is determined 
based on a number of factors fmcluding, 
but not limited to, country of origin, immi
gration status, length of residency, and em
ployment history) and in many cases may 
require a background check. . 
I. Individuals who are not employees 
may not be given confidential FOMC in
formation unless all the requirement of this 
section IV, including citizenship reqairo
ments, are met and the Secretary gives 
prior approval. 

V. ACCESS TO CONFIDENTIAL FOMC 
INFORMATION OUTSIDE THE FEDER• 
AL RESERVE SYSTEM. . 

Ac:cess to classified FOMC information 
outside the Federal Reserve System is limited 
as follows: . 

A. Confidential FOMC documents gen• 
erally are made available to the public after 
a lag of about rwe years. Such availability 
is subject to staff'review (including consul• 
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laticm with the Chairman or the Committee 
where appropriate) for lhe purpose of re
dacting any materials that are stiU deemed 
to be sensitive after five years. For exam
ple, confulential information obtained from 
or about particular individuals or business
es, foreign governments and central banks, 
and international instiwtions that is 
dcem:d sensitive after the five-year lag 
wnt be protected. In addition, national se
curity classified infonnation that may b: 
contained in FOMC documents remains 
confidential until it is declassified. The 
principal objectives of the Committee's 
policy or wilhholding sensitive information 
a."'11;1 die five=yea. lag me to prescrn dtc 
Committee's ability to collect needed in• 
fonnation, to allow its representatives to 
participate in sensitive discussions and re• 
port on them to the Committee, to avoid 
disclosures that would adversely affect 
U.S. international relations. and to comply 
with the applicable laws governing the dis
closure of confidential information. 
B. Staff officers of the Committee are 
authorized to transmit pertinent informa
tion on System foreign currency opemtions 
to appropriate officials of the Treasury De
partment. 
C. The Chairman may make ad-hoc ex
ceptions to this scciion that are either more 
or less restrictive for particular documents 
or for other confidential infonnation. 

VI. HANDLING OF CONFIDENTIAL 
FOMC MATERIALS. 

To assure lhe necessary confidentiality, it 
is important lhat special cme be exercised in 
handling FOMC materials. The minimum 
requirements ror handling confidential 
POMC and Federal Reserve infonnatlon are 
d:scribed in lhe Federal Reserve Board's 
"Information Classification & Handling Spe
cificationsn docmncnt ( copies of summary 
appendices of this doeument, labeled "At
tachment 2-A" and "Attachment 2-8," are 
attached for COD'ICllience and are also availa
ble as pages 20-22 at: http://redweb.fib.gov/ 

Program for Security ofFOMC lnfonnation 

PedweblboardlinnllnfosedpolicicsllnfoClass 
ificationHandling.pdf). As noted in Section 
III above, confidential FOMC information 
must be treated at least as secun:Jy as infor
mation in the corresponding Federal Reserve 
Board category, The following requirements 
are highlighted hure: 

A. In addition to ensuring that lhe mate
rials lbcmselves arc made available only to 
staff members who have been given access 
to them, the information they contain 
should be di5CUS5Cd with such persons on
ly. 
B. Persons who no longer have access to 
confidential FOMC information, whether 
because ofajob change within the Federal 
Reserve, employment outside the Federal 
Reserve. or retirement, must release custo
dy of all confidential materials in their pos
session and remain subject to all the prohi
bitions relating to the disclosure of FOMC 
information that is still confidential. 
C. The distn'bution to the FOMC of all 
documents, other than the Manager's re~ 
ports, should be handled through the Secre
tariat. 
D. In addition, to fiun1itate the identifi
cation of Class I and Class II FOMC in
formation, the appropriate coversheet 
shoal~ be placed on all suc:h documents 
that are to be circulated. (The Tcalbook is 
distinctive in appeanmce and meets this re
quirement without an additional cover 
page.) The most up-to-date covershects 
are available on lhe FOMC Secrelariat's 
web site: (http://fweb.rsma.ftb.gov/dmaf 
fomc:/). 

VII. ONGOING RESPONSIBILITY FOR 
MAINTAINING CONFIDENTIALITY. 

A. The President of each Federal Reserve 
Bank is responsible for ensuring the confi.. · 
dcntiality of FOMC infonnation at that Bank 
and for the conduct and discretion or that 
Bank's staff' with regard to the use of lhe 
information. The Chairman fulfills this role 
at the Board. No confidential FOMC infor
mation may be released except pursuant to 
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Committee instructions or with written au
thorization from the Chairman and prompt 
notification to the FOMC. 
8. At each institution (Board or Bank), the 
basic principles and rules of_ confidentiality 
shall b: reviewed at least once a year with 
every individual who has m:cess to confiden
tial POMC information. ln addition to an
nual circulation of tho Program for Security 
of FOMC Information, institutions may im• 
plement further procedures in support of in
formation sceurity. 
C. If· any FOMC participant or Federal 
Reserve System staff perso~ becomes aware 
of an incident in which POMC infonnation 
secunly rules may &ave been bn:acned, lliiit 
individual should promptly alert the FOMC 
Secretary. The Secretary and the FOMC's 
Oeneml Counsel will perform an initial re
view of the incident, in consultation with the 
auunnan and with the President of a specific 
Federal Reserve Bank iflhe violation appears 
to have involved staff within that Bank. In 
light of that in1tia1 review, the General Coun
sel will detennine whether to request the 
Board's Inspector General to perform a full 
investigation of the incident. The results of 
that investigation will be reported to the 
Chairman, who will inform the Committee 
about those results as appropriate. 
D. If a staff person at the Federal Reserve 
Board has been found to be responsible for a 
breach of POMC information security, the 
Chainnan · will detennine the consequences 
for that Individual. If a staff person at a Fed
eral Reserve Bmik has been found to be re
sponsible for a breach of FOMC information 
security, the President of that Bank will de
termine the consequences for that individual 
and will inform the Chairman of that deter
mination. If an FOMC participant has been 
found to be responsible for a breach of 
FOMC information security, the Committee 
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will determine the consequences for that par
ticipant The Inspector General will contact 
law enforcement agencies whenever an in
vestigation indicates that criminal · statutes 
may have been violated. 

VIII. FOMC MEETING A 1T£NDANCE. 

A. Except by approval of the Committee, 
attendance at FOMC meetings, including 
conference calls, is limited to: 

l. Governors and Reserve Bank Prcsi• 
dents and any other: Alternate Members. In 
the absence of a President, a substitute 
Bank officer designated by the President or 
me Bank's board of directors. 
2. Committee officers: In the absence 
of an assoi:iale economist from a Reserve 
Bank, one substitute designated in advance 
by the President, with notice to the Seem
lariat 
3. The Manager of the System Open 
Market Ac:counL In the Manager's ab
sence, a substitute designated by tho Man
ager or the President of the New York 
Bank, with notice to the Secretariat. 
4. One adviser or one substitute desig
nated in advance, with notice to the Secre
tariat. by each President who Is not current• 
ly a member of the Committee. 
S. One First Vice President of a Bank. 
This designee would be in addition to those 
listed above. The Secretariat maintains a 
rotational schedule based on nominations 
from Banks. 
6. One assistant to the Manager, Secre
tariat assistance, and a limited number of 
additional members of System staff desig
nated by the Chainnan. 

8. Attendance· may bo limited furlher by 
the Cbainnan If a meeting, or portion of a 
meeting. gives rise to unusual sensitivity 
problems. 
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Attachment I 
NON-CITIZEN ELIGIBILITY FOR AC
CESS TO FOMC INFORMATION 
Summary o//2 C.F.R. 268.205 

Access 10 all FOMC information is gov
erned under the Program for the Security of 
FOMC Information. Under these rules, U.S. 
citizens are eligible for access to all levels of 
FOMC infonnation (Class I, II, and 111).1 As 
explained below, eligibility for access lo 
FOMC information for non-citizens depends 

Program ror Seeurity of POMC Information 

A "Protected Individual" is. a person who 
is a lawful permanent resident (lhat is. 
bolds a "green card") and who has taken 
certain steps toward becoming a U.S. citi
zen. Those steps R(llliR, that the person ei
ther. 

A. Sign a declaration of intent to be
come a U.S. citizen and file f01'. U.S. citi
zenship within six months or becoming 
eligible to do so, 

or 

on the Individual's job, citizenship status, A. Be an employee of the federal Re-
residency and other requirements. The serve System (FRS) since January J, 

-FOMC-applies-the-same-requirements-for-----2006; -----=---=----------
access to its information that the Board ap- e. File for citizenship before request-
plies when granting access to sensitive in- ing access to FOMC lnfmmation; and 
fonnation of the Boanl. 

2 C. Pass a background check ~ 
As a general matter, a non-citizen is eligi- ble to the Boanl. 

ble ror access lo POMC Information in only A green card bolder who does not quali-
one of two ways-as a Protected Individual ty under one of these criteria is not a Pro-
or as an Eligible Employee. Protected lndi- tectcd Individual, and. therefore is eligible 
viduals, defined below, are treated similarly for access only if he or she is an Eligible 
to citizens. and are eligi'ble for all levels of Employee (see below). 
POMC Information. Eligible Employees, 2. Eligible Employees 
defined below, are initially eligible for access To be an Eliga1,Je Employee, the non-
based on their country of origin. but may citizen must be employed in a position- at 
subsequently be eligible for a higher level of the Board or Reserve Bank that requiies a 
access if they meet certain criteria. Non- Pb.D, in economics or finance. If the non-
citizens who are neither Protected Individuals citizen is employed in such a position, ms 
nor Ellgi1,le Employees may not be granted or her eligibility for access is granted in 
access to FOMC Information. two tages J s • 

t, Protected Individuals A. Jnitla/ Eligibility: Eligibility in the 

1 Ia all cases, whelher an individual Is a citm:n or 
not, ac:c:ess to Information oflhc FOMC is contin
gent on both the eligibility disa:lsscd here and a 
"need to know,• which involves a dctcnnimllion 
by the FOMC SeCRtariat or lhc FOMC Chnirman 
dmt lhe Individual must be permiaed m:ess al lhc 
proposed level in order to perfbrm bis or her job. 
Individuals \WO are granted access lo FOMC in
formation must abide by all rules that apply lo the 
handling oflhat lnfonnatian. . 
z The Board's rule for access to seasitiw infor

lnlllimi by no11-oitmns ii sat forth In 12 C.F.R. 
268.205. 

J Under tho Board's rule, the term .. Pio1=1:d In
ctividuar also bu:ludcs U.S. citizens and U.S. 
aatiOIUlls (pc:nons who an, bom in Amcric:mi Sa-

initial stage depends on wheth!=r lhe non
citizen's country of origin is on the cur
rent "country list,., which is a list or 
countries whose citizens may be hired by 
appropriated federal agencies under 

moa, cenuin fimm:r citizens of the former Trust 
Territory oflhc Pacific Islands, and certain dill
dlcn ofnon-eitizen nationals bom abioad), The 
term "Protected lndlvlduaJs" also covers th= 
additional ca.tcgorics of Individuals (lhose admit
ted fur temporary rcsidcncc under certain bnmi
gratian provisions and those granted asylum or 
refugee status). However. requests for access by 
persons in these later calcgories me unlikely to 
arise and arc lhus not described here. 
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fedem1 legislation (sec the cwrent coun- Czech Republic 
try list below). 4 

· Denmark 
L. If the non-citizen is fi'om a coun- Dominican Republic 
try on the country list, be or she is ell- Ecuador 
Sl'ble initially for Class II access. El Salvador 
ii. If the non-citizen is not from a Estonia 
country on the country list, he or she Is Prance 
eligible initially only for Class Ill Oennany 
access. Greece 

B. Higher Eligibility. In the second Guatemala 
stage of eligibility, a non-citizen c:an be- Haiti 
come eligible for 8C0CSS to infonnation Honduras 
one level higher (i.e., a non<itizen from Hungary 
a country list country can become eligi• Iceland 
ble for Class I access and a non-citizen Ireland 

----------. .. hcris-not-fronra-commy-llst-countryr----1srae•--------------------
can become eligible for Class II access). Italy 
A non-citizen is eligible f'or this next Japan 
level of access ifhe or she has: Latvia 

L Resided in the United States for Lithuania 
six years; Luxembourg 
iL Been employed with lhc FRS for Netherlands 
two years; New Zealand 
iii. Been recommended for a higher Nicaragua 
level of access by his or her division Norway 
director; and Panama 
iv. Passed a background check ac- Paraguay 
ceptable to the Board. Peru 

COUNTRY LIST 
Albania 
Argentina 
Australia 
Bahamas 
Belgium 
Bolivia 
Brazil 
Bulgaria 
Canada 
Chile 
Colombia 
Costa Rica 
Croatia 
Cuba 

4 The list ofeli11"ble countries and penons is sub
ject to legislative and other changes. 111: last 
c:hanp to tms list was In. 2004. 

Philippines 
Poland 
Portugal 

·Romania 
Slovakia 
Slovak Republic 
Slovenia 
Spain 
SouthKon:a 
Thailand 
Trinidad & Tobago 
Turkey 
United Kingdom . 
Uruguay 
Venezuela 
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Baard Penonml Internal FR 
PRINTED Restricted-Coatrallcd FR Restricted FR (Senaltwe PII) fmcbzdlng Non-Senshln 

Pin 

A listofthc spcelfie FR Slaff' 
AUlhorizecl & need lo know 

authorimd to m:ceiS th: Aulhoriml and need to Share only as provided in the for offlciaJ business pwposes. 
MP-2 information must be prcpmd & know forofrml business Board's Policy for Handling PD may be slwed with a FRS 

Access atlached to lhc documenl(s) or pmposes and rimited to as Personally ldentiliabl: lnformalion cmp!oyce or Board comractor 

cec!mlly IIUIUlt8bmd by an few people IIS pDSSIDle. policy and limil:d to as few people if au1horizcd by the Board 

authorized auUJority as pos511Jle employcc's supervisaror lhc 
employee's position 

MP-2 Not reco~ndcd. lfnecessmy, 

Dupllcallon each copy must hllvc a unlquo Limited to need to know Limited to need to know Limited to need to know 
mtifier 

.· "Ratricred-O>ntrollcd FR" at "Restricted FR" Bl th: top 
die top of every page. of evcty page. Numbered .. Board PelSOnncl" at du: top of "Internal FR" at du: lopoflhc MP-3 Numbered using the "x ofy" using th: "x ofy" 

Labdmg numbering or consecutively numbering or cansecutlvcly eveiy page. All pages must be fim pap. AU pages must be 

numbe=i w/ the final page numbcn:d w/ the linal page consecutively numbercd comccu1lvely numbered 

labeled "last page" labeled "last page" 

MP-3 Reslrictcd-Controllcd FR blac Restricted FR pink 
Board Personnel green c:ovcrshcct No coversheet Ccwenbeet coversheet coversheet 

I of tho following physical 1 oflhe f'ollowing physical I oflhe following physical controls: MP-4 controls: lada:d desk 
Storage mntmls: locked desk drawer, drawer, file cabin:t or Jocbd desk drawer, file cabinet or Stored iD a secwe location 

file c:abi=t or oflice oft"u:c office 

MP-5 Hend-dclivcrcd or pJaecd within 

Tramport: 
two sealed envelopes. The Hnnd-delivcn:d or placed Hand-delivered or placed within a No special rcquin:mcnts 

Internal imscrmost envelope labeled as within a scaJcd envelope sealed envelope 
"Restricted-Controlled FR. .. 

Two sealed envelopes and sent 2 sealed cuvcJopcs & sent via 
via Registered Mall (or Rcgist=d Mail providing dclivciy 
equiwlent service) providing Two scaled envelopes and tmcking & confinnalion. Sender 

MP-5 delivery tradcing & sent via Registered Mail (or must mainlahl a list of spccif ic Placed within a scaled Tmnsport: confirmation. Sender must equivalent service) itans conlaiaing Sensitive PD that envelope 
Esteraal malalain a list of specific items providing delivery lraclcfng were shipped. When tracking is not 

containing Restrict:d- & conrmnation. uscd, 1he bBDSmitter must USC 

Controlled FR that w= compensating controls t1> the extent 
shipped po5511Jlc. 

Sent via cnCl)'IJi:d fax IIIBl:hine & 
MP-5 Sent via encrypted fax machine Sent via CIICl)'JIICd f'llx conf~ rc=ipL When using non-

Transport: 11J1d confirm receipt 
machine and mnfann scc:mc fax, the baiwnlttcr must use No special requlrcmcn1s 

Fa1 receipt compensating controls to the extent 
possible. 

MP-6 Pbysically destroyed (e.g., Physically dcsboycd (e.g., Physieally dcstniyccl (e.g.. paper Ph)'sicaJJy destroyed (e.g.. 
paper s!ueddcis Of 
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Board Penouel 'Internal FR 
DIGrrAL Restricted-Controlled FR Ratrltted FR (Including Noa-sensitive (Semitive PII) 

PID 

A list of the spccilk FR SlatT Aulhorizcd & need. to know 

lllllhorizcd m access 1he AU1horized mid need to 
Share only as provided in lhe for official business purposes. 

fnfimnatkm must be pn:pared know far oflicial business Board's Policy far Handling PD may be shmed with a FRS 
MP-2Accas & 8llached to lhc media or purposes and limited lo as Pcnonally Identifiable lnfonnation employee or Bamd contraclor 

cen!mlly mllin1aincd by an few people es possible. policy and limited to as few people if authorized by lhc Bonni 

aulhorimd authority. as possible · employee's supervisor or lhc 
employee's position 

MP-2 Not n:commcnded. If 

Daplieatu)u nccessmy, each copy must Limll:dlOncedtoknaw Limited to need. to know Limiled to IU!ed to bow 
have a unique idenliricr 

Rcstricicd-COntJOlled FR label Restricted FR label must be 
must be provid:d when the provided when the 

MP-3 infmmation is accessed or information .is accessed or Removable media labeled "Board Removable media labeled as 
Laheliug displayed. Label Removable displayed. Label Pcisonncr• -Internal FR" 

media "Restricted-Controlled Removable media 
FR" "Rcslricled FR" 

1 ofthe following physical I of the following physical I of the following physical controls: 
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owned media that is owned m:dia. is encrypted using an enciyptcd using an Third Party owned media that is 

encryption module that is encryption module that is encrypted using an eRCl)'Jllion 
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MP•S eDCl)'lltcd using an enciyplion enaypted portable media owned enCl)'pled portable media 

Trampert: module that is FIPS-140-2 that is eDCl)'pted using 8D lhat Is CDCl)'pled using an Tnmsport only on Board or 

latensal certified and band-deliver or cnCl)'ptUNl module that is encryption module that is FIPS- FRS owned media 

p!m:c In 2 scaled envelopes. 
FIPS.14D-2 cc:rdficd and 140-2 certified and lwul-dclivcr or 

lnnennosl cnwlopc labeled band-dcllveror place in a place in~ sealed envelope 

Rcscrlcicd-Contmllcd FR. scaled envelope 

Transport on Board or Trusted Transport on Board or FRS owned Third Part)' owned enczypted Tnmspozt on Board or 
n:movablc media that is Trusled Third Party owned enciyptcd removable media that is 

eaciypted using ml Cl1Cl)'ption encsyplcd sanovable med"ia cncsyplcd using an encryption 
modulo that is FIPS-140-2 ccrtirlcd 

module that is FIPS-14D-2 that is cneiyptcd using an in 2 sealed cnwlopes and &ent via MP-5 ccdificd in 2 sealed envelopes cnciyption module that is Placed witbm a ~ed 
Transport: and sent via Registered Mail FIPS-140-2 certified in 2 Rcglsteled Mail pi:oviding delivery envelope. Transport only on 

Estuual providing dcIIVCI)' tracking & scaled envelopes and sent lrBCking & confumalion. Sender BoardorFRSowncdnu:dla. 
confumatiim. Sender must via Rcgjslercd Mail (or must maintain a list of specific 

mainlain ~ l,ist of ipcdfic items equivalent scnrice) ilcms that \Vele shipped. When 
tnu:ldng Is not used, the transmiltcr containing Restricted- p:ovid"mg dcrlVCIJ' craddDB musl use compen"Bting controls to 

Controlled FR tbal WC~ & confirmation. 
shin""d 

the extent possible. 
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Send via eac,yp!cd email unless lhc 
person lhe infonnalim1coru:ems 
spccifHlBHy ~ lhe . 

Semi via encryplt:d Lotus Send via em:syptcd Lotus uncnciyptcd email communication. 
MP-5 Notes or Boankppnwccl Notes or Bomd-approved Using unencayptad e-mail requires 

Trampon: enaypled emall solution such encrypted email solllliml the transmitter to use compensuting No special~ 
Emoll controls. Use Lotus Notes 

asZ"txMm] ~asZixMail en=yption wilhln FRS. Outside the 
FRS do not use Lotus Notes, use 
another Doud-approved enceyptcd 
email. 

MP-6 Follow the Media Sanilalion Follow lhe Mccfia Follow the Media Sanitation and Follow the Media San1tation 
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FOMC Policy on External Communications of Committee Participants• 
As adopted effective June 22, 2011 

PREAMBLE 

The Federal Open Madcet Committee 
(FOMC) is committed to providing clear and 
timely infonnation to the public about the 
Committee's monetary policy actions and the 
rationale for those decisions. Indeed, consi
derable evidcm:c indicates that central bank 
transparency increases the effectiveness of 
monetary policy and enables households and 
businesses to make better-informed decisions. 

Two-way communication with the public is 
a crucial element in the FOMC's monetary 
policy process. Committee participants have 
regular contacts with members of the public as 
part of the process or gathenng Oie anfonna
tion the Committee· needs to 'IUlderstand cur• 
rent economic and financial conditions. In 
addition, the FOMC's public accoun1abi6ty is 
strengthened by open discussion of Commit
tee participants' views about the economic 
outlook as well as their judgments about the 
appropriate course of monetary policy. 

Therefore, · to relnforce the public's conti• 
dence in the transparency and integril)' of_ the 
monetary policy process, the FOMC bas es
tablished the following prlnclples to govern 
Committee particlpants' contacts with mem
bers of Ibo public. The FOMC itself main
tains responsibility for ensuring that all Com
mittee participants-that is, the members of 
the Federal Reserve Board and the presidents 
of the Federal Reserve Banks-abide by these 
principles. 2 

1 1h11 Committee's policy governing the external 
communications ofFcdenll Reserve System stalTis 
set forth in a separate document. 

2 This policy is lbDy consiSlcnl with and comple
ments lhc more gcn:rol pollclos for ethical condw:I 
published in lhc Federal Ruaw Adminlslratwe 
Manual (FRAM) section 2-026.1 ("Ethics
Voluntmy Ouido lo Condu;t for Senior Officials"), 
That section rcc:ognm the ovcrmchlng princ:iplc . 
that senior Federal Rcsmw officials "have a spcc:ial 
RS)IOIISl"bilily for maintaining lhc ismgriay. dignity, 
end reputation of du: Syslcm" mul "should scrupu
lously avoid conduct dmt might in any way tend to 
embanass the Sy.stem or impair the cftectiwm:ss of 
i1s operations." The policy in this document focus-

GENERAL PRINCIPLES 

I. Committee participants wa11 endeavor to 
enhance the public's understanding of mone
tary policy. They are fiee to explain their 
individual views but are expected to do so in a 
spirit or collegiality and to refrain from char
acterizing· the views of other individuals on 
the Committee. ln explaining the rationale for 
announced FOMC decisions, participants will 
draw on Committee communications and the 
Chairman's press conference remarks as ap
propriate. 
2. To foster the ongoing frank exchange of 
views at FOMC meetings, Commitlee partici-
pmilswill refrain ~plibTIClycliat·-. ----------
actcrizing such discussions beyond what bas 
been published in the minutes of each FOMC 
meetins- . 
3. To protect the independence of the 
FOMC's decision-making process from short
term political pressures, participants will 
strive to avoid any appearance or political 
partisanship and will be prudent in selecting 
venues for their speaking engagements. 
4. FOMC participants wHl carefully safe. 
guard au confidenlial information.' No confi• 
dential FOMC information may be released 
except pursuant to Committee instructions or 
with written authorization from the Chainnan 
and prompt notification to the FOMC. 
S. To the fullest extent possible, Commit• 
tco participants will refrain ftom desaibing 
their personal views about monetary policy in 
any meeting or conversation with any imlivid
ual, firm. or organization who could profit 
financially from acquiring that information 
unless those views have already been ex
pressed In their public communications. 
6. Committee participants will strive to 

es spccifi:ally on extcmul cammunicathms and Is 
binding on all FOMC p&l1icipants. 
, The Comminee's ~gulations conccmlng the de

signation mu! handling of c:anlid:ntial fOMC in
formation me set forth in a scpmatc document. 
"Program/orSeCllrilyfl/FOMC l,efonnation," 
available al http://www.fedemlreservc.gov/mone 
tm)'p01icy/6lm'FOMC_lnronnationSceurilyPrag 
ram.pd[ 
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ensure that their contacts with members of the 
public do not provide any profit-making per
son or organization with a prestige advantage 
over its competitors. They will consider this 
principle carefully and rigorously in sdtedul
ing meetings with anyone who might benefit 
financially from appan:ntly exclusive contacts 
with Federal Reserve officials and in consider
ing Invitations to speak at meetings that are 
sponsored by profit-making organizations or 
that are closed to the public and the media. 

· 7. To facililate the effectiveness or the 
Committee"s poli;y deliberations and the clar
ity or its communications. participants observe 
a blackout period on monetary policy commu
nication that begins on the Tuesday morning 
or the week prior to each regularly-scheduled 
FOMC meeting and ends at midnight Eastern 
Time on the Thursday following the meeting. 
During each blackout period, participants re
frain fiom expressing their views about mac
roeconomic developments or monerary policy 
issues In meetings or conversations with 
members of the public. 

PRACl'JCAL EXAMPLES 

To assist FOMC participants In understand
Ing the application of these principles. the 
Committee has considered how the principles 
should be applied to some common requests 
for public contact. For example, the following 
contacts would generally be consistent with 
the Committee's policy on external communi• 
cations. as long as the participant carefully 
adheres to all of the principles listed above 
during the contact itself: 

1. A speech on a monetary policy topic 
at a widely-attended event with press in ~
tendance, where the event i~ organized by a 

non-profd entity and does not involve fund. 
raising. Such a speech might be given at an 
academic instilution, a conference spon
sored by a non-profit organization, or a 
meeting sponsored by a civic or lradc ~ 
elation (such as a chamber of commerce or 
a state or national bankers" association). 
2. An interview with the press regarding 
lhe participant's personal views on ~ne
taJy policy issues. 
3. A private meeting with members of 
the public-5UCh as bankers. community 
representatives, industry representatives. or 
labor representatives-to collect informa
tion about the economy without disseminat• 
mg any mfonnation about the partic.~ipant'~~s----------
personal views on monetary poli;y unless 
those views have already been expn:ssed in 
their public communications. Whenever 
practical, a public information officer or 
other Federal Reserve · staff should be 
present at such a meeting._ · 
In contrast, the following contacts would 

not be consistent with the principles set out 
above: 

I. Disclosure in any setting or confiden-
tial FOMC information. 
2. Disclosure or cllar=terization in any 
setting or the views that others expressed.at 
an FOMC meeting. 
3. A prediction about Committee action 
in advance of the Committee announcement 
of its decision. 
4. A private meeting with selected 
clients or a regulalcd entity or financial farm 
to discuss monetary policy. 
Of course, the foregoing examples are not 

intended to serve as an exhaustive list. and 
be.nee good Judgment will be essential in ap
plying these principles. 
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FOMC Policy on External Communications of Federal Reserve System 
Staff 1 

As amended effective June 19, 2012 

PREAMBLE 

In the course of making monetary pollcy 
decisions, the Federal Open Market Commit
tee (FOMC) makes extensive use or back
ground materials prepared by the staff or the 
Federal Reserve System, and senior staff' give 
regular briefings at FOMC meetings. In addi• 
tion, staff' arc directly involved in the imple
mentation and communication of the Commit
tee's policy decisions. 

Federal Reserve System staff' have contacts 
whh membas of the public in the process of 
gathering information about current economic 
and financial conditions. In addition. staff' 
synthesize that information using a variety of 
analytical methods and slalisdcal tools, and 
the continual refinement of these methods and 
tools is facilitated by ongoing interactions 
with academic researchers, staff' at foreign 
central banks, and other outside analysts. Fi• 
nally, staff play a significant role in helping. 
the public understand the rationale for FOMC 
decisions. The principles described below 
recognize the importance of these activities · 
for monelmy policymaking and are not in
tended to inhibit the staff' from conducting or 
broadly disseminating economic n:search or 
liom carrying out other appropriate communi
cations with memben oflhe public. 

To reinforce the pubt1c•s confidence in the 
transparency and integrity of the monelary 
policy process, the FOMC has established the 
following principles to govern the public con
tacts of Federal Reserve System staff' who 
have access to confidential FOMC infonna
don. 2 The FOMC maintains responslblllty for 
ensuring that all System staff with such access 
abide by these principles. Specifically, the 
President of each Federal Reserve Bank is 
responsible for ensllring the .confidentiality of 

1 This document complements the FOMC polii:y 
n:gan:ting the external communication of Commit
tee participants, which Is set forth in a sepam!e 
&b:umcnL 

2 This policy is fully consistent with and comple
ments lhc rules for elhicsl COJUluc:t pescn'bed for 
the staff of the Board orOoYcmors and for seaO'ai 
each Fcdmil Resffie Bank. 

FOMC information at that Bank and for the 
conduct and discretion of that Bank's staff 
with regard io the use of that information, and 
the Chairman fulfills this role for Board staff. 

GENERAL PRINCIPLES 

I. Federal Reserve staff play a significant 
role in enhancing public understanding of the 
FOMC's actio~ thereby promoting the effec
tiveness of monetary policy. In all communi
cations with the public regarding monelary 
·policy issues. members of the staff' should 
refiain from publicly expressing their own 
personal opinions or predictions rejiial....,n_g ______ ---· ---· 
prospedive monetary policy decisions. In 
explaining the rationale for announced FOMC 
decisions, staff' should draw on Committee 
communications, the Chahman's press confe-
rence remarks, and other published materials 
as appropriate, Whenever staff make public 
comments on monetary policy, they should 
clearly indicate lhat those comments arc solely 
their own responsibility and should not be 
interpreted as necessarily representing the 
views of the FOMC. its principals, or any oth-
er person associated with the Federal Reserve 
System. 
2. To foster lhc ongoing frank exchange of 
views at FOMC meetings, stafT will n:ftain 
from characterizing such cllscussions---epart 
liom what has been published in the minutes 
of each FOMC meeting-in any contact with 
an individual, firm, or organization outside of 
the Federal Reserve System. 
3. To protect the independence or lhc 
FOMC's decision-making proc:ess fiom short
term political pressures, members of the. staff' 
of the Board and Reserve Banks will follow 
their respective codes of conduct regarding 
partisan political activities and strive to avoid 
any appearance of political partisanship when 
discussing economie or policy issues with the 
publh:. 
4. Staff will careftd1y safeguard all con-
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fidential FOMC information.' No confiden- widely available to the public prior to the 
dal information may be released except pur• blackout period. Staft'will be able to cany out 
suant to Committee instrm:tions or with writ- · their responsibilities for public dissemination 
ten authorization · from the Chalnnan and of publlshed Federal Reserve data and System 
prompt notification to the Committee. surveys and repnrts, including answering 
5. Unless the information has been made' technical questions specific to a data release. 
widely available to the public, Federal Re- 8. In carrying out lhelr official responsibll&. 
serve staff members will refrain from disse- ties, Federal Reserve staff' engage in certain 
minating information outside lhe Federal Re- closely-held communications with other parts 
serve System. such as information about ecc,. of the U.S. government. with foreign central 
nomlc and financial condidons or about the banks and governments, and with international 
methods and tools. that are cwrently being organizations such as the International Mone-
used to assess those conditions, that might tmy Fund and the Bank for International Set-
allow an individual, firm, or organization to tlements. In communicating with indiylduals 

• 

______ -projitfinancially,,__. _________ ....,Crom such institutlOJULstafLmay exchange _____________ _ 
6. Staff' will strive to ensure that their con- Yiews on current economic and financial con-
tadS with members of the public do nol PfO"' ditlons or discuss policy-related matters of 
Yide any profit-making person. rum. or organ- interest to the Federal Reserve, ineluding non-
ization with a prestige advantage over Its public information, and such communications 
competitors. They will consider this principle are not subject to the blackout period de-
carefully and rigorously in considering inYita• sm'bcd above. In all such interactions, how• 
tions to speak at meetings sponsored by profit• ever, no confidential FOMC infonnation may 
making organizations and in scheduling meet- be released except pursuant to Committee 
ings with anyone who might benefit financial- instructions or with wrilten-auihorization fi'om 
Jy from apparently-exclusive contacts with the Chairman and prompt notification to the 
Federal Reserve staff. Committee. 
7. To facilitate the effectiveness of lhc 
Committee's policy deliberations and the clar• 
ity of ilS communications, staff will observe 
the blackout period on monetary policy com
munication that begins at midnight Eastern · 
time seven days prior to each regularly
scheduled FOMC meeting and ends at mid
night Eastern Time on the next day after the 
meeting. During each blackout period, staff 
wm refrain from expressing their Yiews or 
providing analysis to members of lhe public 
about mac~nomic or financial develop
ments or about cunent or prospective mone
tary policy issues unless that information has 
already been cleared for publication and made 

J The CommJuee•s iegulatio.ns ccnc:emlng the de
signation and hllllllling or confidc11tlal FOMC in• 
formation an, sot rorth in a ~ clocumcn1, . 
"Program for Security of FOMC lnformalion." 
available at bttp-J/www.federalreservc.gov/monc 
1arypolicy/filcslFOMC_lafonnationSecurityProg 
ram.pd£ 

PRACTICAL EXAMPLES 

To assist Federal Reserve System staff' in 
understanding the application of these prin• 
ciples. the FOMC has considered how the 
principles should be applied to some common 
rcquesrs for public contact. for example, the 
following contacts would generally be consis
tent with the Committee•s policy on external 
communications, as long as the staff' member 
carefillly adheres to all of the principles listed 
above during the contact itself. 

I. A presentation at a widely-attended 
meeting, where che event is organized by a 
non-profit entity and does not involve fund
raising. Such a meeting might be sponsored 
by an academic institution, non-profit or
ganization, or civic or trade association 
(such as a chamber of commerce or a state 
or national bankers' association). 
2. A private meeting with members of 
the · publlc-sw:h as bankers, commllllity 
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representatives, lnduslr)' representatives, or personal views on monetary policy that 
labor representatives-to collect informa- have not- previously been communicated to 
tlon about cmrent economic and financial the public. · 
conditions. without disseminating any in- 4. Public communications in which a 
fonnation that is not widely available to the Federal Reserve Sl8f1' member expresses 
public. Whenever practical, at least two personal opinions about prospective mone-
Federal Reserve staff should be present at tary policy dedsions. 
such a meeting. 5. A prediction to members of the public 
3. A working paper, presentation. or about Committee action prior to the Com• 
publication that evaluates the effectiveness mittee's announcement of such decisions. 
of monetary policy actions taken in the pasL 6. A private meeting with selected 
4. A discussion between Federal Reserve clients ofa regulated entity or financial firm 

• and Treasury staff' (including during ·the to discuss monetary policy, 
blackout period) regarding recent economic Of course, the foregoing examples are not 
and financial developments in a foreign intended to serve as an exhaustive list. and 

---------~e-cc,ncmy;-bow-10-interprenliem;-and·their ___ hence-good1wlgmemwlltoe essential1n ap-~---------
lmptlcations for future developments. plying these principles. Moreover, whenever 
In contrast, the following contacts would staff are umure about whether specific con-

not be consistent with the principles set out tacts with the public would be appropriate, 
above: · · they should consult in adwnc:e with the ap-

l. Disclosure of confidential FOMC in- propriate Slaff' pem,n or with the head of their 
formation. n:speclive institution-namely, the Chairman 
2. Disclosure or characterization -of the in the case or staff' at the Board or Governors, 
views expressed at an FOMC meeting. and the President in the case of staff at a Fed-
3, Disclosure of an FOMC p!lrtlcipant's eral Reserve Bank. 
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FEDERAL OPEN MARKET COMMITTEE 

• Membership 
• Seven members o~ Board of Governors 

• President of FRBNY 

• On rotating basis four of other eleven presidents 

• All seven Board members and twelve Reserve Bank 
presidents particip~te in FOMC meetings, but only 
members of the Committee can vote 
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FOMC PROCEDURES 

• FOMC meets eight itimes per year in Washington 
• Additional meetings by conference call as necessary 

• FOMC meetings 
• Staff briefings on ftnancial markets, economic outlook, 

monetary policy alternatives . 
• FOMC participants discuss economic situation and 

outlook 
• Reserve Bank presidents report on economic conditions in their 

district 

• Participants discuss monetary policy alternatives 
I 

• Committee members vote on FOMC statement and 
directive on open market operations to New York Fed 
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MINUTES STRUCTURE 

• "Front & Back" - · j /<.. <'... -.A ~ •• •I-er---" ._ I 
.r· ( J . .c-/_ J EJ c__..,_,...v--1-J) 

• Historical Minutes - oi 0~s.v ..rf\,._/ ' 

• Developments in Financial Markets and the Federal Reserve's Balance Sheet 
• Staff Review of the Economic Situation 1 -rt(__ ..._ { !J.., .,;1t< 4 C c.:i ~f~t:_~ 

• Domestic v-~ 
• International 11,,.,J ,( t=A(J.r/t/7' 

• Staff Review of the Fina ncia I Situation l ..-< ~-- ( ;7 :, .. ,,,,_ ;J /4.wt ~ -l A (../. ,r----"w<-•-•_,. 

• Domestic 

• International 

• Staff Economic Outlook 

• Policy Minutes - f3/,.,_, -1'=.,,-+ J 
• Participants' Views on Current Conditions and the Economic Outlook 

• Committee Policy Action 

•SpecialTopics - /4._r/ (~ 
• Potential Effects of a Large-Scale Asset Purchase Program 

• Consensus Forecast Experiment 
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MINUTES PRODUCTION 
Minutes Roles 

• "Front & Back": (b)(6) 

• Historical Minutes 
• International sections: IF Division staff: .____,_..., (b)(6) 
• Domestic economic section: R&S Division staff: (b)(6) 
• Domestic financial section: MA Division staff: (b)(6) 
• "Lead" author rotates between R&S and MA, attends relevant FOMC meeting 

• Policy Minutes: (b)(6) 

•Special Topics: initial drafts usually prepared by staff subject matter 
expert 

• Potential Effects of a Large-Scale Asset Purchase Program 
• Consensus Forecast Experiment 

• Economic Editing Review: (b)(6) ______________ ____, 

• MA/IF Deputy Reviewers: (b)(6) -------------~ 
•FOMC Secretariat facilitation: (b)(6) -------
• FOMC Assistant Secretary & coordination: (b)(6) 

• FOMC Deputy Secretary & oversight: (b)(6) 

• FOMC Secretary & primary oversight: 
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SEP Roles 

•SEP: (b)(6) ,...._ ____ ___. 

• SEP Checker: (b)(6) _______ _. 

•SEP Research Assistant: (b)(6) ,.__ __ .... 
• R&S Deputy Reviewer: (b)(6) 
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Week 1 Week 2 

* Vice Chai r received copies of comm 1nlcaoons paragraphs only 
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MINUTES AND SEP ACCESS OVERVIEW 

• Board staff authors 

• Board staff content reviewers 

• Economic editing staff 

• Secretariat staff 

• SOS readers: Governors, Presidents, Board & 
Banks staff members 

• Potentially additional Bank reviewers, via paper 

• Public-facing staff {Office of Board Members) 
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MINUTES AND SEP PROCESS 
I 

SUPPORTING QOCUMENTS 

• September 2012 minutes and SEP 

• 2005 Bulletin article 

• August 28, 2012, minutes planning agenda 

• Timeline for minutes (and SEP} 

• Calendar view of minutes timeline 

• Detailed spreadsheet for minutes (and SEP) 
process: names, dates, file names 
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Minutes of the Federal Open Market Committee 
September 12-13, 2012 

A meeting of the Federal Open Market Committee was 
held in the offices of the Board of Governors of the 
Federal Reserve System in Washington, D.C., on 
Wednesday, September 12, 2012, at 10:30 a.m. and 
continued on Thursday, September 13, 2012, at 
8:30 a.m. 

PRESENT: 
Ben Bernanke, Chairman 
William C. Dudley, Vice Chairman 
Elizabeth Duke 
Jeffrey M. Lacker 
Dennis P. Lockhart 
Sandra Pianalto 
Jerome H. Powell 
Sarah Bloom Raskin 
Jeremy C. Stein 
Daniel K Tarullo 
John C. Williams 
Janet L. Yellen 

James Bullard, Christine Cumming, Charles L. Evans, 
Esther L. George, and Eric Rosengren, Alternate 
Members of the Federal Open Market Committee 

Richard W. Fisher, Narayana Kocherlakota, and 
Charles I. Plosser, Presidents of the Federal Re
serve Banks of Dallas, Minneapolis, and Philadel
phia, respectively 

William B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew M. Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Thomas C. Baxter; Deputy General Counsel 
Steven B. Kamin, Economist 
David W. Wilcox, Economist 

David Altig, Thomas A. Connors, Michael P. Leahy, 
William Nelson, David Reifschneider, Glenn D. 
Rudebusch, William Wascher, andJohnA. Wein
berg, Associate Economists 

Simon Potter, Manager, System Open Market Account 

Nellie Liang, Director, Office of Financial Stability Pol
icy and Research, Board of Governors 

Jon W. Faust, Special Adviser to the Board, Office of 
Board Members, Board of Governors 

James A. Clouse, Deputy Director, Division of Mone
tary Affairs, Board of Governors; Maryann F. 
Hunter, Deputy Director, Division of Banking Su
pervision and Regulation, Board of Governors 

Andreas Lehnert, 1 Deputy Director, Office of Financial 
Stability Policy and Research, Board of Governors 

Linda Robertson, Assistant to the Board, Office of 
Board Members, Board of Governors 

Seth B. Carpenter, Senior Associate Director, Division 
of Monetary Affairs, Board of Governors 

Thomas Laubach, Senior Adviser, Division of Research 
and Statistics, Board of Governors; Ellen E. Meade 
and Joyce K Zickler, Senior Advisers, Division of 
Monetary Affairs, Board of Governors 

Brian J. Gross, 2 Special Assistant to the Board, Office 
of Board Members, Board of Governors 

Eric M. Engen, Michael G. Palumbo, and Wayne 
Passmore, Associate Directors, Division of Re
search and Statistics, Board of Governors 

Fabio M. Natalucci, Deputy Associate Director, Divi
sion of Monetary Affairs, Board of Governors 

Edward Nelson, Section Chief, Division of Monetary 
Affairs, Board of Governors 

Jeremy B. Rudd, Senior Economist, Division of Re
search and Statistics, Board of Governors 

Kelly J. Dubbert, First Vice President, Federal Reserve 
Bank of Kansas City 

1 Attended Wednesday's session only. 
2 Attended Thursday's session only. 
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Loretta J. Mester, Harvey Rosenblwn, and Daniel G. 
Sullivan, Executive Vice Presidents, Federal Re
serve Banks of Philadelphia, Dallas, and Chicago, 
respectively 

Cletus C. Coughlin, Troy Davig, Mark E. Schweitzer, 
and Kei-Mu Yi, Senior Vice Presidents, Federal 
Reserve Banks of St Louis, Kansas City, Cleve
land, and Minneapolis, respectively 

Lorie K Logan, Jonathan P. McCarthy, Giovanni Oli
vei, and Nathaniel Wuerffel,3 Vice Presidents, Fed
eral Reserve Banks of New York, New York, Bos
ton, and New York, respectively 

Michelle Ezer, 4 Markets Officer, Federal Reserve Bank 
of New York 

3 Attended after the discussion on potential effects of a large
scale asset purchase program. 
4 Attended the discussion on potential effects of a large-scale 
asset purchase program. 

Potential Effects of a Large-Scale Asset Purchase 
Program . 
The staff presented an analysis of various aspects of 
possible large-scale asset purchase programs, including 
a comparison of flow-based purchase programs to pro
grams of fixed size. The presentation reviewed the 
modeling approach used by the staff in estimating the 
financial and macroeconomic effects of such purchases. 
While significant uncertainty surrounds such estimates, 
the presentation indicated that asset purchases could be 
effective in fostering more rapid progress toward the 
Committee's objectives. The staff noted that, for a 
flow-based program, the public's understanding of the 
conditions under which the Committee would end pur
chases would shape expectations of the magnitude of 
the Federal Reserve's holdings of longer-term securi
ties, and thus also influence the financial and economic 
effects of such a program. The staff also discussed the 
potential implications of additional asset purchases for 
the evolution of the Federal Reserve's balance sheet 
and income. The presentation noted that significant 
additional asset purchases should not adversely affect 
the ability of the Committee to tighten the stance of 
policy when doing so becomes appropriate. In their 
discussion of the staff presentation, a few participants 
noted the uncertainty surrounding estimates of the ef
fects of large-scale asset purchases or the need for addi-

tional work regarding the implications of such purchas
es for the normalization of policy. 

Developments in Financial Markets and the Fed
eral Reserve's Balance Sheet 
The Manager of the System Open Market Account 
(SOMA) reported on developments in domestic and 
foreign financial markets during the period since the 
Federal Open Market Committee (FOMC) met on 
July 31-August 1, 2012. He also reported on System 
open market operations, including the ongoing rein
vestment into agency-guaranteed mortgage-backed se
curities (MBS) of principal payments received on 
SOMA holdings of agency debt and agency-guaranteed 
MBS as well as the operations related to the maturity 
extension program authorized at the June 19-20, 2012, 
FOMC meeting. By unanimous vote, the Committee 
ratified the Desk's domestic transactions over the in
termeeting period. There were no intervention opera
tions in foreign currencies for the System's account 
over the intermeeting period. 

Staff Review of the Economic Situation 
The information reviewed at the September 12-13 
meeting suggested that economic activity continued to 
increase at a moderate pace in recent months. Em
ployment rose slowly, and the unemployment rate was 
still high. Consumer price inflation stayed subdued, 
while measures of long-run inflation expectations re
mained stable. 

Private nonfann employment increased in July and Au
gust at only a slightly faster pace than in the second 
quarter, and the rate of decline in government em
ployment eased somewhat The unemployment rate 
was 8.1 percent in August, just a bit lower than its aver
age during the first half of the year, and the labor force 
participation rate edged down further. The share of 
workers employed part time for economic reasons re
mained large, and the rate of long-duration unemploy
ment continued to be high. Indicators of job openings 
and firms' hiring plans were little changed, on balance, 
and initial claims for unemployment insurance were 
essentially flat over the intermeeting period. 

Manufacturing production increased at a faster pace in 
July than in the second quarter, and the rate of manu
facturing capacity utilization rose slightly. However, 
automakers' schedules indicated that the pace of motor 
vehicle assemblies would be somewhat lower in the 
coming months than it was in July, and broader indica
tors of manufacturing activity, such as the diffusion 
indexes of new orders from the national and regional 
manufacturing surveys, generally remained quite muted 
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in _rec~nt months at l~els consistent with only meager 
gains tn factory output m the near term. 

Following a couple of months when real personal con
~um~tion expe_nditures (PCE) were roughly fl.at, spend
ing increased tn July, and the gains were fairly wide
spread across categories of consumer goods and servic
es. Incoming data on factors that tend to support 
household spending were somewhat mixed. Real dis
posable incomes increased solidly in July, boosted in 
part by lower energy prices. The continued rise in 
h~use val~es thro~gh July, and the increase in equity 
pnces dunng the mtermeeting period, suggested that 
households' net worth may have improved a little in 
recent months. However, consumer sentiment re
mained more downbeat in August than earlier in the 
year. 

Housing market conditions continued to improve, but 
constructi?n ~cti.vity was still at a low level, reflecting 
the restraint imposed by the substantial inventory of 
foreclosed and distressed properties and by tight credit 
standards for mortgage loans. Starts of new single
f~y homes declined in July, but permits increased, 
which pointed to further gains in single-family con
s~ction in the coming months. Both starts and per
mits for new multifamily units rose in July. Home 
prices increased for the sixth consecutive month in 
July, and sales of both new and existing homes also 
rose. 

Real business expenditures on equipment and software 
appeared to be decelerating. Both nominal shipments 
and new orders for nondefense capital goods excluding 
aircraft declined in July, and the backlog of unfilled 
orders decreased. Other forward-looking indicators, 
such as downbeat readings from surveys of business 
conditions and capital spending plans, also pointed to
ward only muted increases in real expenditures for 
business equipment in the near term. Nominal busi
ness spending for new nonresidential construction de
clined in July after only edging up in the second quar
ter. Inventories in most industries looked to be rough
ly aligned with sales in recent months. 

Real federal government purchases appeared to de
crease £'.urther, as data for nominal federal spending in 
July pomted to continued declines in real defense ex
penditures. Real state and local government purchases 
also appeared to still be trending down. State and local 
government payrolls contracted in July and August, 
although at a somewhat slower rate than in the second 
quarter, and nominal construction spending by these 
governments decreased slightly in July. 

The U.S. international trade deficit was about un
changed in July after narrowing significantly in June. 
~porr:, declin~d in July, as decreases in the exports of 
industrial supplies, automotive products, and consumer 
go~ds were only partially offset by greater exports of 
agncultural products. Imports also declined in July, 
reflecting lower imports of capital goods and petroleum 
products and somewhat higher imports of automotive 
products. The trade da_ta for July pointed toward real 
net exports having a roughly neutral effect on the 
growth of U.S. real gross domestic product (GDP) in 
the third quarter after they made a positive contribu
tion to the increase in real GDP in the second quarter. 

Overall U.S. consumer prices, as measured by the PCE 
price index, were fl.at in July. Consumer food prices 
were essentially unchanged, but the substantial increas
es in spot and futures prices of farm commodities in 
recent months, reflecting the effects of the drought in 
the Midwest, pointed toward some temporary upward 
pressures on retail food prices later this year. Consum
er energy prices declined slightly in July, but survey data 
indicated that retail gasoline prices rose in August 
Consumer prices excluding food and energy also were 
fl.at in July. Near-term inflation expectations from the 
Thomson Reuters/University of Michigan Surveys of 
Consumers increased somewhat in August, while long
er-term inflation expectations in the survey edged up 
but remained within the narrow range that they have 
~cupied for many years. Long-run inflation expecta
tmns from the Federal Reserve Bank of Philadelphia 
Survey of Professional Forecasters continued to be 
stable in the third quarter. 

Measures of labor compensation indicated that increas
es in nominal wages remained modest The rise in 
compensation per hour in the nonfarm business sector 
was m~ted over the year ending in the second quarter, 
and with small gains in productivity, unit labor costs 
rose only slightly. The employment cost index in
creased a little more slowly than the measure of com
pensation per hour over the same period. More recent
ly, the gains in average hourly earnings for all em
ployees in July and August were small. 

Overall foreign economic growth appeared to be sub
dued in the third quarter after slowing in the second 
quarter. In _the euro area,_ policy develo_pments contri
buted to an improvement tn financial conditions; recent 
indicators pointed to further decreases in production, 
however, and both business and consumer confidence 
contin~ed to decline. Indicators of activity in the 
emergmg market economies generally weakened. In 
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China, export growth slowed, while retail sales and in
vestment spending changed little. The rate of econom
ic growth rose in Brazil but was still sluggish, and in
creases in economic activity in Mexico were below the 
faster pace seen earlier in the year. Consistent with the 
slowing in foreign economic growth, readings on for
eign inflation continued to moderate. 

Staff Review of the Financial Situation 
Sentiment in financial markets improved somewhat 
since the time of the August FOMC meeting. Inves
tors' concerns about the situation in Europe seemed to 
ease somewhat, and market participants also appeared 
to have increased their expectations of additional mon
etary policy accommodation. 

On balance, the nominal Treasury yield curve steep
ened over the intermeeting period, with yields on long
er-dated Treasury securities rising notably. Following 
the August FOMC statement, Treasury yields moved 
up, reportedly in part because investors had factored in 
some probability that the anticipated liftoff date for the 
federal funds rate in the forward-guidance language 
would be moved back at that meeting. Treasury yields 
subsequently rose further as concerns about the situa
tion in the euro area moderated. Later in the period, 
Treasury yields retraced some of their earlier gains as 
market participants' expectations of additional policy 
action increased following the release of the minutes of 
the August FOMC meeting, the Chairman's speech at 
the economic symposium in Jackson Hole, and the 
weaker-than-expected August employment report On 
net, the expected path of the federal funds rate derived 
from overnight index swap rates was little changed. 
Indicators of inflation expectations derived from no
minal and inflation-protected Treasury securities edged 
up over the period but stayed in the ranges observed 
over recent quarters. 

Conditions in unsecured short-term dollar funding 
markets remained stable over the intermeeting period. 
In secured funding markets, conditions were also little 
changed. 

In the September Senior Credit Officer Opinion Survey 
on Dealer Financing Terms, respondents reported no 
significant changes in credit terms for important classes 
of counterparties over the past three months, although 
a few noted a slight easing in terms for some clients. 
The use of leverage by hedge funds was reported to 
have remained basically unchanged. However, respon
dents noted greater demand for funding of agency and 
non-agency residential MBS. 

Broad price indexes for U.S. equities rose moderately, 
on net, over the intermeeting period, prompted by gen
erally better-than-expected readings on economic activ
ity released early in the period, somewhat reduced con
cerns about the situation in Europe, and some addi
tional anticipation of monetary policy easing later in the 
period. Option-implied volatility on the S&P 500 index 
fell in early August to levels not seen since tl1e middle 
of 2007; it subsequently partially retraced. Equity pric
es for large domestic banks rose about in line with the 
broad equity price indexes, and credit default swap 
(CDS) spreads for the largest bank holding companies 
continued to move down. 

Yields on investment-grade corporate bonds were little 
changed at near-record low levels over the intermeeting 
period, while yields on speculative-grade corporate 
bonds edged down. The spread of yields on corporate 
bonds over those on comparable-maturity Treasury 
securities narrowed. Net debt issuance by nonfinancial 
firms continued to be strong over the period. Invest
ment- and speculative-grade bond issuance increased in 
August from an already robust pace in preceding 
months, and commercial and industrial (C&I) loans 
rose further. In the syndicated leveraged loan market, 
gross issuance of institutional loans continued to be 
solid in July and August. Issuance of collateralized loan 
obligations remained on pace to post its strongest year 
since 2007. The rate of gross public equity issuance by 
nonfinancial firms increased slightly in August but was 
still at a subdued level. 

Financial conditions in the commercial real estate 
(CRE) market were still somewhat strained against a 
backdrop of weak fundamentals and tight underwriting 
standards. Nevertheless, issuance of commercial mort
gage-backed securities continued at a solid pace over 
the intermeeting period. 

Mortgage rates remained at very low levels over the 
intermeeting period. Refinancing activity increased but 
was still restrained by tight underwriting conditions, 
capacity constraints at mortgage originators, and low 
levels of home equity. Nonrevolving consumer credit 
continued to expand briskly in June, largely due to ro
bust growth in student loans originated by the federal 
government, while revolving credit remained subdued. 
Delinquency rates for consumer credit were still low, 
mostly reflecting a shift in lending toward higher
credit-quality borrowers. 

Gross issuance of long-term municipal bonds picked 
up in August from the subdued pace in July, but net 
issuance continued to decµne. CDS spreads for debt 
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issued by state governments moved lower over the in
termeeting period, and the ratio of yields on long-term 
general obligation municipal bonds to yields on com
parable-maturity Treasury securities decreased, on bal
ance. 

Bank credit continued to expand at a moderate pace 
over the intermeeting period, as growth in C&I loans 
remained brisk while CRE and home equity loans both 
trended down further. The August Survey of Terms of 
Business Lending indicated that overall interest-rate 
spreads on C&I loans were little changed; spreads on 
loans drawn on recently established commitments nar
rowed materially, although they remained wide. 

M2 growth was rapid in July, likely reflecting investors' 
heightened demand for safe and liquid assets amid con
cerns about the situation in Europe, but it slowed to a 
moderate pace in August as those concerns eased 
somewhat The monetary base rose in July and August 
as reserve balances and currency expanded. 

Sentiment improved in foreign financial markets as the 
European Central Bank (ECB) outlined a plan to make 
additional sovereign bond purchases in conjunction 
with the European Financial Stability Facility and the 
European Stability Mechanism. Spreads of shorter
term yields on peripheral euro-area sovereign bonds 
over those on comparable-maturity German bunds 
declined substantially over the period. The staffs 
broad nominal index of the foreign exchange value of 
the dollar declined and benchmark sovereign yields in 
the major advanced foreign economies increased as 
safe-haven demands eased with the lessening of con
cerns about the European situation. Most global 
benchmark indexes for equity prices moved up, and the 
equity prices of European banks rose sharply. Funding 
conditions for euro-area banks improved, although 
these conditions remained fragile, and draws on the 
Federal Reserve's liquidity swap facility with the ECB 
fell 

The staff also reported on potential risks to financial 
stability, including those owing to the developments in 
Europe and to the current environment of low interest 
rates. Although the support for economic activity pro
vided by low interest rates enhances financial stability, 
low interest rates also could eventually contribute to 
excessive borrowing or risk-taking and possibly leave 
some aspects of the financial system vulnerable to a 
future rise in interest rates. The staff surveyed a wide 
range of asset markets and financial institutions for 
signs of excessive valuations, leverage, or risk-taking 
that could pose systemic risks. Valuations for broad 

asset classes did not appear stretched, or supported by 
excessive leverage. The staff also did not find evidence 
that excessive risk-taking was widespread, although 
such behavior had appeared in a few smaller and less 
liquid markets. 

Staff Economic Outlook 
In the economic projection prepared by the staff for 
the September FOMC meeting, the forecast for real 
GDP growth in the near term was broadly similar, on 
balance, to the previous projection. The near-term 
forecast incorporated a larger negative effect of the 
drought on farm output in the second half of this year 
than the staff previously anticipated, but this effect was 
mostly offset by the staffs expectation of a smaller 
drag from net exports. The staffs medium-term pro
jection for real GDP growth, which was conditioned 
on the assumption of no changes in monetary policy, 
was revised up a little, mostly reflecting a slight im
provement in the outlook for the European situation 
and a somewhat higher projected path for equity prices. 
Nevertheless, with fiscal policy assumed to be tighter 
next year than this year, the staff expected that increas
es in real GDP would not materially exceed the growth 
of potential output in 2013. In 2014, economic activity 
was projected to accelerate gradually, supported by an 
easing in fiscal policy restraint, increases in consumer 
and business confidence, further improvements in fi
nancial conditions and credit availability, and accom
modative monetary policy. The expansion in economic 
activity was expected to narrow the significant margin 
of slack in labor and product markets only slowly over 
the projection period, and the unemployment rate was 
anticipated to still be elevated at the end of 2014. 

The staffs near-term forecast for inflation was revised 
up from the projection prepared for the August FOMC 
meeting, reflecting increases in consumer energy prices 
that were greater than anticipated. However, the staff's 
projection for inflation over the medium term was little 
changed. With crude oil prices expected to gradually 
decline from their current levels, the boost to retail 
food prices from the drought anticipated to be only 
temporary and comparatively small, long-run inflation 
expectations assumed to remain stable, and substantial 
resource slack persisting over the projection period, the 
staff continued to forecast that inflation would be sub
dued through 2014. 

The staff viewed the uncertainty around the forecast 
for economic activity as elevated and the risks skewed 
to the downside, largely reflecting concerns about the 
situation in Europe and the possibility of a more severe 
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tightening in U.S. fiscal policy than anticipated. Al
though the staff saw the outlook for inflation as uncer
tain, the risks were viewed as balanced and not un
usually high. 

Participants' Views on Current Conditions and the 
Economic Outlook 
I~_conjunction with this FOMC meeting, meeting par
t:1.apants-the 7 members of the Board of Governors 
and the presidents of the 12 Federal Reserve Banks, all 
of whom participate in the deliberations of the 
FOMC-submitted their assessments of real output 
growth, the unemployment rate, inflation, and the tar
get federal funds rate for each year from 2012 through 
2015 and over the longer run, under each participants' 
judgme~t o_f appropriate monetary policy. The longer
run proiect:1.ons represent each participant's assessment 
of the rate to which each variable would be expected to 
conv_erge, over time, under appropriate monetary policy 
and m the absence of further shocks to the economy. 
These economic projections and policy assessments are 
des~ri~ed in the Summary of Economic Projections, 
which ts attached as an addendum to these minutes. 

In their discussion of the economic situation and out
look, meeting participants regarded the infonnation 
received dur~ t~e . intermeeting period as indicating 
that econonuc acttv1ty had continued to expand at a 
moderate pace in recent months. However, recent 
gains in employment were small and the unemploy
~~nt rate re~ed high. Although consumer spend
ing had cont:1.nued to advance, growth in business fixed 
investment appeared to have slowed. The housing sec
tor showed some further signs of improvement, albeit 
from a depressed level. Consumer price inflation had 
been subdued despite recent increases in the prices of 
some key commodities, and longer-term inflation ex
pectations had remained stable. 

Regarding the economic outlook, participants generally 
agreed that the pace of the economic recovery would 
~ely remain moderate over coming quarters but would 
pick up over the 2013-15 period. In the near term, the 
drou?ht in the Midwest was expected to weigh on eco
nonuc growth. Moreover, participants observed that 
the pace of economic recovery would likely continue to 
be held down for some time by persistent headwinds 
inclu~ continued weakness in the housing marke~ 
ongo~g household sector deleveraging, still-tight credit 
cond1t:1.ons for some households and businesses, and 
fisc~ _consolidation at all levels of government. Many 
part:1.a~ants also noted that a high level of uncertainty 
regarding the European fiscal and banking crisis and 

the outlook for U.S. fiscal and regulatory policies was 
weighing on confidence, thereby restraining household 
and business spending. However, others questioned 
the role of uncertainty about policy as a factor con
straining aggregate demand. In addition, participants 
still saw significant downside risks to the outlook for 
economic growth. Prominent among these risks were a 
possible intensification of strains in the euro zone, with 
potential spillovers to U.S. financial markets and insti
tutions and thus to the broader U.S. economy; a larger
than-expected U.S. fiscal tightening; and the possibilitv 
of a further slowdown in global economic growth. A 
few particip~nts, however, mentioned the possibility 
that econonuc growth could be more rapid than cur
rently anticipated, particularly if major sources of un
certainty were resolved favorably or if faster-than
expected advances in the housing sector led to im
provements in household balance sheets, increased 
confidence, and easier credit conditions. Participants' 
forecasts for economic activity, which in most cases 
were conditioned on an assumption of additiona~ near
term monetary policy accommodation, were also asso
ciated with an outlook for the unemployment rate to 
remain close to recent levels through 2012 and then to 
decline gradually toward levels judged to be consistent 
with the Committee's mandate. 

In the household sector, incoming data on retail sales 
were somewhat stronger than expected. Participants 
noted, however, that households were still in the 
process of deleveraging, confidence was low, and con
sumers appeared to remain particularly pessimistic 
about the prospects for the future, raising doubts that 
the somewhat stronger pace of spending would persist. 
Although the level of activity in the housing sector re
mained low, the somewhat faster pace of home sales 
~nd construction provided some encouraging signs of 
ttnprovement A number of participants also observed 
that house prices were rising. It was noted that such 
increases, coupled with historically low mortgage rates, 
could lead to a stronger upturn in housing activity, al
thoug~ c~nstraints_ on the capacity for loan origination 
and still-tight credit terms for some borrowers contin
ued to weigh on mortgage lending. 

Business contacts in many parts of the country were 
reported to be highly uncertain about the outlook for 
the economy and for fiscal and regulatory policies. 
Although ~s•. balance sheets were generally strong, 
t!1ese uncerta1nt:1.~ had led them to be particularly cau
t:1.ous and to remain reluctant to hire or expand capaci
ty. Rcp~rts on manufacturing activity were mixed, with 
product:1.on related to autos and housing the most not-
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able areas of relative strength. In one District, business 
surveys pointed to further growth; however, readings 
on forward-looking indicators of orders around the 
country were less positive. In addition, business con
tacts noted that export demand was showing signs of 
weakness as a result of the slowdown in economic ac
tivity in Europe. The energy sector continued to ex
pand. In the agricultural sector, high grain prices and 
crop insurance payments were supporting farm in
comes, helping offset declines in production and re
duced profits on livestock. The drought was expected 
to reduce farm inventories and have a transitory impact 
on broader measures of economic growth. 

Participants generally expected that fiscal policy would 
continue to be a drag on economic activity over com
ing quarters. In addition to ongoing weakness in 
spending at the federal, state, and local government 
levels, uncertainties about tax and spending policies 
reportedly were restraining business decisionmaking. 
Participants also noted that if an agreement was not 
reached to tackle the expiring tax cuts and scheduled 
spending reductions, a sharp consolidation of fiscal 
policy would take place at the beginning of 2013. 

The available indicators pointed to continued weakness 
in overall labor market conditions. Growth in em
ployment had been disappointing, with the average 
monthly increases in payrolls so far this year below last 
year's pace and below the pace that would be required 
to make significant progress in reducing the unem
ployment rate. The unemployment rate declined 
around the turn of the year but had not fallen signifi
cantly since then. In addition, the labor force participa
tion rate and employment-to-population ratios were at 
or near post-recession lows. 

Meeting participants again discussed the extent of slack 
in labor markets. A few participants reiterated their 
view that the persistently high level of unemployment 
reflected the effect of structural factors, including mis
matches across and within sectors between the skills of 
the unemployed and those demanded in sectors in 
which jobs were currently available. It was also sug
gested that there was an ongoing process of polariza
tion in the labor market, with the share of job oppor
tunities in middle-skill occupations continuing to de
cline while the shares of low and high skill occupations 
increased. Both of these views would suggest a lower 
level of potential output and thus reduced scope for 
combating unemployment with additional monetary 
policy stimulus. Several participants, while acknowl
edging some evidence of structural changes in the labor 

market, stated again that weak aggregate demand was 
the principal reason for the high unemployment rate. 
They saw slack in resource utilization as remaining 
wide, indicating an important role for additional policy 
accommodation. Several participants noted the risk 
that continued high levels of unemployment, even if 
initially cyclical, might ultimately induce adverse struc
tural changes. In particular, they expressed concerns 
about the risk that the exceptionally high level of long
term unemployment and the depressed level of labor 
participation could ultimately lead to permanent nega
tive effects on the skills and prospects of those without 
jobs, thereby reducing the longer-run normal level of 
employment and potential output 

Sentiment in financial markets improved notably during 
the intermeeting period. Participants indicated that 
recent decisions by the ECB helped ease investors' an
xiety about the near-term prospects for the euro. 
However, participants also observed that significant 
risks related to the euro-area banking and fiscal crisis 
remained, and that a nwnber of important issues would 
have to be resolved in order to achieve further progress 
toward a comprehensive solution to the crisis. Partici
pants noted that indicators of financial stress in the 
United States were not especially high and overall con
ditions in U.S. financial markets remained favorable. 
Longer-term interest rates were low and supportive of 
economic growth, while equity prices had risen. One 
participant noted that, while there were few current 
signs of excessive risk-taking, low interest rates could 
ultimately lead to financial imbalances that would be 
challenging to detect before they became serious prob
lems. 

The incoming information on inflation over the inter
meeting period was largely in line with participants' 
expectations. Despite recent increases in the prices of 
some key commodities, consumer price inflation re
mained subdued. With longer-term inflation expecta
tions stable and the unemployment rate elevated, par
ticipants generally anticipated that inflation over the 
mediwn run would likely run at or below the 2 percent 
rate that the Committee judges to be most consistent 
with its mandate. Most participants saw the risks to the 
outlook for inflation as roughly balanced. A few partic
ipants felt that maintaining a highly accommodative 
stance of monetary policy over an extended period 
could unmoor longer-term inflation expectations and, 
against a backdrop of higher energy and commodity 
prices, posed upside risks to inflation. Other partici
pants, by contrast, saw inflation risks as tilted to the 
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downside, given their expectations for sizable and per
sistent resource slack. 

Participants again exchanged views on the likely bene
fits and costs of a new large-scale asset purchase pro
gram. Many participants anticipated that such a pro
gram would provide support to the economic recovery 
by putting downward pressure on longer-term interest 
rates and promoting more accommodative financial 
conditions. A nwnber of participants also indicated 
that it could lift consumer and business confidence by 
emphasizing the Committee's commitment to contin
ued progress toward its dual mandate. In addition, it 
was noted that additional purchases could reinforce the 
Committee's forward guidance regarding the federal 
funds rate. Participants discussed the effectiveness of 
purchases of Treasury securities relative to purchases of 
agency MBS in easing financial conditions. Some par
ticipants suggested that, all else being equa~ MBS pur
chases could be preferable because they would more 
directly support the housing sector, which remains 
weak but has shown some signs of improvement of 
late. One participant, however, objected that purchases 
of MBS, when compared to purchases of longer-term 
Treasury securities, would likely result in higher interest 
rates for many borrowers in other sectors. A number 
of participants highlighted the uncertainty about the 
overall effects of additional purchases on financial 
markets and the real economy. Some participants 
thought past purchases were useful because they were 
conducted during periods of market stress or height
ened deflation risk and were less confident of the effi
cacy of additional purchases under present circum
stances. A few expressed skepticism that additional 
policy accommodation could help spur an economy 
that they saw as held back by uncertainties and a range 
of structural issues. In discussing the costs and risks 
that such a program might ent.aR several participants 
reiterated their concern that additional purchases might 
complicate the Committee's efforts to withdraw mone
tary policy accommodation when it eventually became 
appropriate to do so, raising the risk of undesirably 
high inflation in the future and potentially unmooring 
inflation expectations. One participant noted that an 
extended period of accommodation resulting from ad
ditional asset purchases could lead to excessive risk
t.aking on the part of some investors and so undermine 
financial stability over time. The possible adverse ef
fects of large purchases on market functioning were 
also noted. However, most participants thought these 
risks could be managed since the Committee could 
make adjustments to its purchases, as needed, in re-

sponse to economic developments or to changes in its 
assessment of their efficacy and costs. 

Participants also discussed issues related to the provi
sion of forward guidance regarding the future path of 
the federal funds rate. It was noted that clear commu
nication and credibility allow the central bank to help 
shape the public's expectations about policy, which is 
crucial to managing monetary policy when the federal 
funds rate is at its effective lower bound. A number of 
participants questioned the effectiveness of continuing 
to use a calendar date to provide forward guidance, 
noting that a change in the calendar date might be in
terpreted pessimistically as a downgrade of the Com
mittee's economic outlook rather than as conveying the 
Committee's determination to support the economic 
recovery. If the public interpreted the statement pes
simistically, consumer and business confidence could 
fall rather than rise. Many participants indicated a pre
ference for replacing the calendar date with language 
describing the economic factors that the Committee 
would consider in deciding to raise its target for the 
federal funds rate. Participants discussed the benefits 
of such an approach, including the potential for en
hanced effectiveness of policy through greater clarity 
regarding the Committee's future behavior. That ap
proach could also bolster the stimulus provided by the 
System's holdings of longer-term securities. It was 
noted that forward guidance along these lines would 
allow market expectations regarding the federal funds 
rate to adjust automatically in response to incoming 
data on the economy. Many participants thought that 
more-effective forward guidance could be provided by 
specifying numerical thresholds for labor market and 
inflation indicators that would be consistent with main
taining the federal funds rate at exceptionally low levels. 
However, reaching agreement on specific thresholds 
could be challenging given the diversity of participants' 
views, and some were reluctant to specify explicit nu
merical thresholds out of concern that such thresholds 
would necessarily be too simple to fully capture the 
complexities of the economy and the policy process or 
could be incorrectly interpreted as triggers prompting 
an automatic policy response. In addition, numerical 
thresholds could be confused with the Committee's 
longer-term objectives, and so undermine the Commit
tee's credibility. At the conclusion of the discussion, 
most participants agreed that the use of numerical 
thresholds could be useful to provide more clarity 
about the conditionality of the forward guidance but 
thought that further work would be needed to address 
the related communications challenges. 
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Committee Policy Action 
Committee members saw the information received 
over the intenneeti.ng period as suggesting that eco
nomic activity had continued to expand at a moderate 
pace in recent months. However, growth in employ
ment had been slow, and almost all members saw the 
unemployment rate as still elevated relative to levels 
that they viewed as consistent with the Committee's 
mandate. Members generally judged that without addi
tional policy accommodation, economic growth might 
not be strong enough to generate sustained improve
ment in labor market conditions. Moreover, while the 
sovereign and banking crisis in Europe had eased some 
recently, members still saw strains in global financial 
conditions as posing significant downside risks to the 
economic outlook. The possibility of a larger-than
expected fiscal tightening in the United States and 
slower global growth were also seen as downside risks. 
Inflation had been subdued, even though the prices of 
some key commodities had increased recently. Mem
bers generally continued to anticipate that, with longer
term inflation expectations stable and given the existing 
slack in resource utilization, inflation over the medium 
term would run at or below the Committee's longer
run objective of 2 percent 

In their discussion of monetary policy for the period 
ahead, members generally expressed concerns about 
the slow pace of improvement in labor market condi
tions and all members but one agreed that the outlook 
for economic activity and inflation called for additional 
monetary accommodation. Members agreed that such 
accommodation should be provided through both a 
strengthening of the forward guidance regarding the 
federal funds rate and purchases of additional agency 
MBS at a pace of $40 billion per month. Along with 
the ongoing purchases of $45 billion per month of 
longer-term Treasury securities under the maturity ex
tension program announced in June, these purchases 
will increase the Committee's holdings of longer-term 
securities by about $85 billion each month through the 
end of the year, and should put downward pressure on 
longer-term interest rates, support mortgage markets, 
and help make broader financial conditions more ac
commodative. Members also agreed to maintain the 
Committee's existing policy of reinvesting principal 
payments from its holdings of agency debt and agency 
MBS into agency MBS. The Committee agreed that it 
would closely monitor incoming information on eco
nomic and financial developments in coming months, 
and that if the outlook for the labor market did not 
improve substantially, it would continue its purchases 

of agency MBS, undertake additional asset purchases, 
and employ its other policy tools as appropriate until 
such improvement is achieved in a context of price 
stability. 1bis flexible approach was seen as allowing 
the Committee to tailor its policy response over time to 
incoming information while incorporating conditional 
features that clarified the Committee's intention to im
prove labor market conditions, thereby enhancing the 
effectiveness of the action by helping to bolster busi
ness and consumer confidence. While members gener
ally viewed the potential risks associated with these 
purchases as manageable, the Committee agreed that in 
determining the size, pace, and composition of its asset 
purchases, it would, as always, take appropriate account 
of the likely efficacy and costs of such purchases. With 
regard to the forward guidance, the Committee agreed 
on an extension through mid-2015, in conjunction with 
language in the statement indicating that it expects that 
a highly accommodative stance of policy will remain 
appropriate for a considerable time after the economic 
recovery strengthens. That new language was meant to 
clarify that the maintenance of a very low federal funds 
rate over that period did not reflect an expectation that 
the economy would remain weak, but rather reflected 
the Committee's intention to support a stronger eco
nomic recovery. One member dissented from the poli
cy decision, on the grounds that he opposed additional 
asset purchases and preferred to omit the calendar date 
from the forward guidance; in his view, it would be 
better to use qualitative language to describe the factors 
that would influence the Committee's decision to in
crease the target federal funds rate. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of New York, until it was instructed otherwise, to ex
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

''Tite Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from O to ¼ percent. 
The Committee directs the Desk to continue 
the maturity extension program it announced 
in June to purchase Treasury securities with 
remaining maturities of 6 years to 30 years 
with a total face value of about $267 billion 
by the end of December 2012, and to sell or 
redeem Treasury securities with remaining 
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maturities of approximately 3 years or less 
with a total face value of about $267 billion. 
For the duration of this program, the Com
mittee directs the Desk to suspend its policy 
of rolling over maturing Treasury securities 
into new issues. The Committee directs the 
Desk to maintain its existing policy of rein
vesting principal payments on all agency debt 
and agency mortgage-backed securities in the 
System Open Market Account in agency 
mortgage-backed securities. The Desk is al
so directed to begin purchasing agency mort
gage-backed securities at a pace of about 
$40 billion per month. The Committee di
rects the Desk to engage in dollar roll and 
coupon swap transactions as necessary to fa
cilitate settlement of the Federal Reserve's 
agency MBS transactions. The System Open 
Market Account Manager and the Secretary 
will keep the Co~ttee informed of ongo
ing developments regarding the System's bal
ance sheet that could affect the attainment 
over time of the Committee's objectives of 
maximum employment and price stability." 

The vote encompassed approval of the statement be
low to be released at 12:30 p.m.: 

"Information received since the Federal 
Open Market Committee met in August sug
gests that economic activity has continued to 
expand at a moderate pace in recent months. 
Growth in employment has been slow, and 
the unemployment rate remains elevated. 
Household spending has continued to ad
vance, but growth .in business fixed invest
ment appears to have slowed. The housing 
sector has shown some further signs of im
provement., albeit from a depressed level. 
Inflation has been subdued, although the 
prices of some key commodities have in
creased recently. Longer-term inflation ex
pectations have remained stable. 

Consistent with its statutory mandate, the 
Committee seeks to foster maximum em
ployment and price stability. The Committee 
is concerned that., without further policy ac
commodation, economic growth might not 
be strong enough to generate sustained im
provement in labor market conditions. Fur
thermore, strains in global financial markets 
continue to pose significant downside risks 

to the economic outlook. The Committee 
also anticipates that inflation over the me
dium term likely would run at or below its 
2 percent objective. 

To support a stronger economic recovery 
and to help ensure that inflation, over time, 
is at the rate most consistent with its dual 
mandate, the Committee agreed today to in
crease policy accommodation by purchasing 
additional agency mortgage-backed securities 
at a pace of $40 billion per month. The 
Committee also will continue through the 
end of the year its program to extend the av
erage maturity of its holdings of securities as 
announced in June, and it is maintaining its 
existing policy of reinvesting principal pay
ments from its holdings of agency debt and 
agency mortgage-backed securities in agency 
mortgage-backed securities. These actions, 
which together will increase the Committee's 
holdings of longer-term securities by about 
$85 billion each month through the end of 
the year, should put downward pressure on 
longer-term interest rates, support mortgage 
markets, and help to make broader financial 
conditions more accommodative. 

The Committee will closely monitor incom
ing information on economic and financial 
developments in coming months. If the out
look for the labor market does not improve 
substantially, the Committee will continue its 
purchases of agency mortgage-backed securi
ties, undertake additional asset purchases, 
and employ its other policy tools as appro
priate until such improvement is achieved in 
a context of price stability. In determining 
the size, pace, and composition of its asset 
purchases, the Committee will, as always, 
take appropriate account of the likely efficacy 
and costs of such purchases. 

To support continued progress toward max
imum employment and price stability, the 
Committee expects that a highly accommo
dative stance of monetary policy will remain 
appropriate for a considerable time after the 
economic recovery strengthens. In particu
lar, the Committee . also decided today to 
keep the target range for the federal funds 
rate at O to ¼ percent and currently antic
ipates that exceptionally low levels for the 
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federal funds rate are likely to be warranted 
at least through mid-2015." 

Voting for this action: Ben Bernanke, William C. 
Dudley, Elizabeth Duke, Dennis P. Lockhart, Sandra 
Pianalto, Jerome H. Powell, Sarah Bloom Raskin, Jere
my C. Stein, Daniel K Tarullo, John C. Williams, and 
Janet L. Yellen. 

Voting against this action: Jeffrey M. Lacker. 

Mr. Lacker dissented because he believed that addition
al monetary stimulus at this time was unlikely to result 
in a discernible improvement in economic growth 
without also causing an unwanted increase in inflation. 
Moreover, he expressed his opposition to the purchase 
of more MBS, because he viewed it as inappropriate for 
the Committee to choose a particular sector of the 
economy to support; purchases of Treasury securities 
instead would have avoided this effect Finally, he pre
ferred to omit the description of the time period over 
which exceptionally low levels for the federal funds rate 
were likely to be warranted. 

Consensus Forecast Experiment 
In light of the discussion at the previous FOMC meet
ing, the subcommittee on communications developed a 
second experimental exercise intended to shed light on 

the feasibility and desirability of constructing an FOMC 
consensus forecast At this meeting, participants dis
cussed possible formulations of the monetary policy 
assumptions on which to condition an FOMC consen
sus forecast and alternative approaches for participants 
to express their endorsement of the consensus forecast. 
In conclusion, participants agreed to have a broad dis
cussion of the experiences gathered from the two ex
perimental exercises in conjunction with the October 
FOMC meeting. 

It was agreed that the next meeting of the Committee 
would be held on Tuesday-Wednesday, October 23-
24, 2012. The meeting adjourned at 12:10 p.m. on Sep
tember 13, 2012. 

Notation Vote 
By notation vote completed on August 21, 2012, the 
Committee unanimously approved the minutes of the 
FOMC meeting held on July 31-August 1, 2012 

William B. English 
Secretary 
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Minutes of the Meeting of September 12-13, 2012 Page 11 

\he feasi:llliliify aaacl e:lesu:lllh.ility of constmcclng a® FOMiC 
consensus foiieca,st At this mee~, pa.rticipamts dis
ClilSsed possible formulacio:as ofi the mooeta,ry ]lOlicy. 

>SSU!ililJ?riGH!JJS on which t-0 condition an, FO'MC consea
sl!ls fi0EecaJSt and atter.o.aif!:ive a.ppmoaches for palil:l!cipamts 
no eXJD'liess theM: em:101:semeOJt of the cons<m.sus forecast. 

c0nclusio~ pa!Eliicipants ag,;eed oo ha.ve a broad dis
CliliSsi0m oiI tTue ~eriCfilees ga.theied from t:Tu.e two ex-

e.icimentaJ. exerci:ses in colJ; ccion with tli.e October 
OM{: .11m~·e · 

_, I -,, : 1.-

J_i ) ,,I,'. 1·,.-1· 1· 
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Board of Governors 
of the 

Federal Reserve System 
Washington, D.C. 20551 

Investigator's Statement of Personal Independence 

The Quality Standards for the Federal Offices of Inspector General (Silver Book, Oct. 2003) provides: 

"The Inspector General and OIG Staff shall adhere to the highest ethical 
principles by conducting their work with integrity, Integrity Is the 
cornerstone of all ethical conduct, ensuring adherence to accepted codes 

of ethics and practice. Objectivity. independence, professional judgment 
and confrdentialty are all elements of integrity. Objectivity imposes the 
obligation to be impatrial, intellectually honest, and free of conflicts of 

interest. Independence is a critical element of objectivity. Without 
independenhce, both in fact adn in appearance, objectivity is impaired." 

This form, which documents compliance with Sllve Book Standards, Is to be completed by each staff member 
assigned to an administrative investigation, civil/criminal Investigation, preliminary or proactive review and will be 
maintained as an exhibit in the case file of each such matter. Although not all-indusive, Investigators should 
consider the following as well as other potential impairment of independence prior to the start of each assignment: 

• Immediate family or close family member who is a director or officer of the entity being Investigated, or an 
employee of the entity, is In a position to exert direct and significant influence over the entity or the program 
under Investigation; 

• Financial interest in the entity or program; 
• Preconceived ideas toward individuals, groups, organizations, or objectives of a particular program that could 

bias the investigation; 
• Employment being sought with an entity under Investigation; or 
• Official, professional, personal, or financial relationships that might cause the invesigator to limit the extent 

of the inquiry or to weaken or slant findings In any way, or that might cause a reasonable person to question 
the investigator's ability to maintain Impartiality in the matter. 

I certify that I am not aware of any conditions that could constitute or cause impairment to my performance on this 
investigation. If any such condition should arise during the course of this investigation, I will immediately notify the 
appropriate investigative manager. 

Release of Confidential Information -
FOMC 

Case Name 

120130013-HQO 

Case Number 

Wednesday, May 15, 2013 

Date 

0~ ,s 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

W ARNI GS AND ASSURANCES TO EMPLOYEE REQUESTED TO PROVIDE 
INFORMATION ON A VO LUNT ARY BASIS (GARRITY) 

• You are being a ked to provide information as part of an investigation being conducted 
by the Office of the In pector General into alleged mi conduct and for improper 
performance of official duties. 

• This in estigation is being conduct d pursuant to th Inspector Gen ral ct of 1978, as 
amended. 

• This is a oJuntary interview. Accordingly you do not ha e to answer questions. o 
disciplinary action will be taken against ou solely for refusing to answer questions. 

• Any statement you furnish may be used a evidence in any future criminal proce ding or 
ag ncy disciplinary proceeding or both. 

ACKNOWLEDGMENT 

I und rstand the warnings and assuran es stated above and f am wilJing to mak a statem nt and 

(bi'c"6t>°;(b)o(7)(C)tshavebeen "(b) csr (b) (1)(C) of 
Employee's 1gnature 

Witoes Si0 ature 

Location 

Thi report i the property of the Office of In pcctor eneml. The report and its contents may not be reproduced without written permission. 
The report i FOR OFFICI L USE ONLY and i dis losurc 10 unauU1orized persons i. prohibited. 

REsTRJ TED-FR 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

WARNING AND S RANCES TO EMPLOYEE REQ ESTED TO PROVIDE 
INFORM TIO O VOLUNTARY BASI (GARRITY) 

• You are b ing asked to provide information as part of an inve tigation b ing conducted 
by the Office of the Jnsp ctor General into alleged misconduct and for improper 
performance of official duties. 

• This in estigation is being conducted pursuant to the Inspector General Act of 1978 as 
amended. 

• This is a oluntary interview. Accordingly, you do not ha e to answer questions. o 
disciplinary action will be taken against you solely for refusing to answer que tions. 

• Any statement you furnish may be u ed as evidence in any future criminal proceeding or 
agency disciplinary proceeding or both. 

ACKNOWLEDGME T 

1 understand the warnings and as urance stated abo e and I am i ll ing to make a statement and 
ao. e ue ion. o mise nr threats bav been mad t m orl om 11r r o r, ion of 

(b) (6), (b) (7)(C) (b) (6), (b) (7)(C) 

(b) (6), (b) (7)(C) ~A __ o/i_: I_J-----
1 

2_0_1 <f __ 1_:_2 r f ___ 
1 Date and Time 

TI1is report i the propert of the om e of In pecLor General. ·n1e repon and its contents may not be reproduced with ut wrinen pem1ission. 
The rcpor1 is FOR OFFI IAL US LY and its disclosure to unauthorized persons is prohibited. 

TRI ED-FR 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

WARNING AND ASSUIUNCE TO EMPLOYEE REQUESTED TO PROVIDE 
INFORt'1ATION ON A VOLUNTARY BASIS (GARRITY) 

• You are being asked to pro ide information as part of an investigation being conducted 
by the Office of the Inspector General into al leg d misconduct and for improper 
performanc of officia l duties. 

• This in estigation i b in0 conducted pursuant to the Inspector General Act of 1978 as 
amended. 

• This is a oluntary intervie ccordingl , you do not have to an er questions. o 
disciplinar action will be taken against ou solely for refusing to answer questions. 

• Any statement you furnish may be used a vidence in any future criminal proceeding or 
agency disciplinary proceeding or both. 

ACKNOWLEDGMENT 

I understand the warnings and a urances stated abo e and I am willing to make a statem nt and 
answer questions. o promise or threat have been made to me and no pressure or coercion of 

(b) (6), (b) (7)(C) 
. . . 

(b) (6), (b) (7)(C) 

(b) (6), (b) (7)(C) 
Employee's Signature 

02/2 f/4 1 

D te and Time 

Location 

Thi report is the propcrt of the Office of Inspector General. The report and it c nlcnts may not be reproduced without writlcn penni ion. 
The report i FOR FFICIAL E ON Y and it di ·closure 10 unauthorized pers ns is prohibited. 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

WARNINGS AND ASSURANCES TO EMPLOYEE REQUESTED TO PROVIDE 
INFORMATION ON A VOLUNTARY BASIS (GARRITY) 

• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into aUeged misconduct and for improper 
performance of official duties. 

• This in estigation is being conducted pursuant to the Inspector General ct of 1978 as 
amended. 

• This is a voluntary interview. Accordingly you do not have to answer questions. No 
disciplinary action will b taken against you solely for refusing to answer questions. 

• Any statement you furnish may be used a evidence in any future criminal proceeding or 
agency disciplinary proceeding or both. 

ACKNOWLEDGMENT 

I understand the warnings and assurances stated above and I am willing to mak a statement and 
o romises or threats have been made to me and no ressure or coercion of 

(b) (6), (b) (7)(C) (b) (6), (b) (7)(C) 

(b) (6f, (b). (7)(C) 

nnes-s 1gi(arure 

ignature 

-z /-z_. < /7-D / 3 

Date and Time 

Location 

2 08 
p~ 

TI1is report i the property of the Office of Inspector General. The rep rt and its conten may not be repr du ed without writt n permi i n. 
The report is FOR OFFICIAL U E O LY and its di clo ure to unauthorized per on i prohibi ted. 

RE TRI TEr:rFR 
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~., \. ... Office of Inspector General F.,·ttkncc Custodian 

··&•.,'K(f/~ l.Oj! II: l S- f · o'.; /': ~ . Board of Governors of the Federal Reserve System .,. ..... ~ 
Consumer Financial Protection Bureau Scnrch Warronl 'I .... , . ,r. .i , .. .-a.. ~ 

. ·~-•· i F.vltlcncc l.og II: • • r61r1tn•nwsruJ1u~ ,. 

-s ~1nm•1• l .' (i/ opplleohle) 
. ¼;1'~ • .,. . 

-~ ¢ • 
Search Wnrra.nt Box #: • -~"•,n.u ~ -• Evidence Custody Document .. . . (if applicable) 

Cnsc N11mc: ~9,l(!Jic.r o~ ( c,,J.Jr ,J--./ T .. .AMNi./.~., -fr»\{ CnscAgcnl: ~\LI. (b) (6), (b) (7)(C~ 
Cnse Number: l ;:J..D \ ~ - 0 C> n, omcc: wr~ () 
Evldcnc:e Obtained • Sce rch Warrant • [ZJ 

Other {If 

(b) (6), (b) (7)(c·: Thrnugh: Consent Starch applicable. stare 
method) 

D111c ~:vidcncc Ohlalned: 3( IY) 15 
Addre53 nrWhcrc l•:vidcncc WAS Obrr~d: 

~f2.13 ~:\~Iv ·~ 
Search Warrant/Consent Search Information (Skip section if evidence was not obtained via search warra//f or consent search.) 

Other Specific ln fornullion Where E,•idencc 
Room Whcrt Evidence was Found: wns Found: 
~;,,fdcncc f·ouod 0y (Fl11dtr I Witness (hw1dwrlrlc11 
(ltmufll'rille11 Initials alw f11f//als also 11ceded ): 
11acde,I): 
Refusing omcial (Finder); Dau: Rcccmni: Official (On-SUI! Seu.mg Agent): DAie 

Slj!1111111rr or Releasing unmnl (Fi11d,•r): Slgo:uurc or Rccch•ini: Official (On-Site Sel:/11,: AJle11t): 

Rch:asing Official (On.Site SetVIIJ: Agellf); Onie Recching Omr,nl (E1•ide11u C11sto1111zn ): Dntc 

Slgnnturc or Releasing Offitlal (011-Slte Seil)J,g A,:e11t ): Signnturc of RcccM01t Official (Emfenet! Olstndla11 ): 

Description of Evidence: 

ID FITA Lu 0k£1? SN (b)(6), (5)(7)(C) I 
-

Chain of Custody (continuation 011 hack page if needed) 

D111c l~(b)°(6):Arsr'c1)(C)J (b) (6), (b) (7)(Cf Rcf(b} {6c}: a(5')°(7)(C) 
'-lV'\'s I 

Slgouturc or(bl(6>.lh'fi'rifc'f tin I: Sign11111rc.._0LR,:cci.llin1!....OJ0cJnJ: -

(b) (6), (b J (7)(C) l 
rurposc or Chang, or Cmtody: 

EV ,JQ.(I( 0 
foinnl Dispositi on • Returned (o Owner • Du troyctJ • Other or l<:vidcncc: 

Datt INnmc and Title or lodividual Au thorizing Finni Disposition or Evidence Signature (Witnessing Spa/al Agent) 

Onie rrlntcd Names or F.,·idcnce Cus1ndinn Rnd Witnessing Specia l /\gcn l s1i:na1urc (£1•itll!t1et Cu tmffa11) 

Origmol· i\111tch to Evidcncc Copy · E,idc=: Room CThrcc•ll•oS ll indtr) Copy • Cose File 
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Choin or Custody (comi1111mia11ji-a111fro111 page) 

Da1c HdSA 0iti'fcet (D) (7J(CJ ResArOfficlnbf(6), (b) (7)(Cl 

it 11/Jol') Slgnaj(6) (6), (6) (7){C~ ll(b) (6), l DJ l / Jl l., J 
PurJfllSc ur Chnni:e or Cusludy: 

ECU r, 
Datt Rtlea ing Officl11l and Tille: Ruel\'lng Offldal and TIiie: 

Slgna1ure or Rclca,in11 Official: Sl11nat11rc or Rcceh'lng Officlnl: 

Purpose or Chuai;c or Custody: 

Date Releasing Official •nd TiOc: RttclYlng Official • nil TIiie: 

Sli,,11urc or Rdr11 lni: Official: Sl2nn1urc or Receiving Official: 

Purpose or Change or Cullody: 

DnlC? Rtltaslng Official and TIiie: Rcccivln11 Official and Tille: 

Signature or Releasing Official! Signature of RcccMog Official: 

Purpose ofChani;c of Custody: 

Date RdcoslnJ? Official and Tltlc: RercMng Official and 'l1tlt: 

Signature or Releasing Official: Signature of ReceiYin& Offici11I: 

Purpose of Change of Custody: 

Dale Rdcash1g Official and TIiie: Rccdvtog Official and Tide: 

Sll?Jlaturc or Rclcn. ln2 Official: Sl1111nture orRecclYiag Officl41: 

Purpose or Change or Custody: 

Date Releasing Offici11I nnd Tille: RcccMng Official and Title: 

Signnlurc <1f Releasing Official: Slgnnturc orRcccMni Offidel: 

Purpose of Chans:c or Custody: 

Date Relusla~ Offlcl•I IUH) T Iii!!: llcrdvlo~ Official and TIOc: 

Signature or Releasing Official: Signature of Receiving Officlnl: 

Purpose or Chan11c or Custody: 
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. .. .. . Office of Inspector General f.vldcocc Cu.stodi.n 
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Cusc: Number: 12013-0013 Office: HQO 
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Search Warrant/Consent Search Information (Skip sec1io11 if evidence wcIs 1101 obtained via search 111a"am or co11senr search.) 

Olhcr Spccilie lnform111lon Where Evidence 
Room Where E\-ldcncc w•~ Found: wos •·ounLI: 
IMtlcnet FuunLI Uy (Flntlt!r) Witncs., (/1a11dwr/llc11 
(/1t111d,rrl111111 (11/Ual.s also l11it11Ju 0/$0 needed) : 
,ireded}: 
Releasing umc1al (Fir,tltr): Dntc tRccclvmg Officinl (011..Sttt StiZJng Agtnf): Dale 

Slg1111l11rr of Rckn:ring Olliclnl (Fi11tf<'r ): SIJ!nnlurc or Rrcrh'lni: Official (011-Sl1e Sek/111: .rllftlll): 

Releasing Official (0I1-Sitt!Seid11g Agtttt) : Onie lleceMng Officinl (Ei•idtllCt! CUSU1lllan ): Onie 

Slgnnrurc or Rclcnsing Official (011-S/te Stlzlt1g 1lgtnt) : Slgnnt urr of Receiving Officlnl (Erid,mce C,/Slndlan ): 

Description of Evidence: 011r-. (1.) HP l,.o fnll mr rln I .J. c:;oc, e_!_s, :.1 f\V,... /._,,,r 
11):,.,..,.., 

l 
:<-~vuJ ~ f(o) (6), (b) (7)(C) L~+I ~~ .. ---, I 

Chain of Custody (contim,ation 011 back page if needed) 
Dute '~1"1: orrt6) csf 1(5)"(7)(C) Rc~v~g 01(D)l.6), (D) (7)( C) 
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(o) (6), (b) (7)(C, i/7/:i.015 !¾(b) (6 ), {DJ U )l l.i 'I Sign 

Pu pose ofCh11nge ofCusrody: 

Ev~ dQr'lLP. 
-

Flonl DiJpo,ilion • ltclurncd to Owner • Dc.~troycd • Other· of Evldcncc: 

Ontc Name ond Tille or Individual Authorb:ln,:: Final Disposition or Evidence Signature (Wltnwi11g Special Agent) 

Ontc Prinlcd Nnmts ur E,·idcncc Custodlnn 11nd Wilm: sin,:: Special ,\ J?cnl SiJ?nalurc (E1•/de11ce C11st11dlon) 

Copy - F:vidcncc Room (llm:c-llins Hinder) . COi')' • Cuc File 
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Restricted FR 
Office of Inspector General 

Board of Governors of the Federal Reserve System 
Consumer Financial Protection Bureau 

ELECTRONIC CRIMES UNIT EVIDENCE/PROPERTY REPORT 

DATE: CASE NUMBER: DATE PROPERTY REPORT NUMBER: 
Wednesday, March 25, 120130013-HQO ACQUIRED: 
2015 Wednesday, March 25, 

2015 
SOURCE FROM WHICH PROPERTY WAS PROPERTY WAS ACQUIRED BY: 
A.COJJIRED: 

lb) (6), (6) {7)(C • Search Warrant 
l"uoi'rd ·r • Given Voluntarily 

• Grand Jury Action 

• Found/ Abandoned 
Property Retained At: • From Other Agency 

181 Other (Specify): Employee Investigation 
ECU Lab 
1825 I Street NW, Wash DC 20551 

Description of Property Acquired 
ITEMS LISTED BELOW INCLUDE: I. HIGH VALUE YES NO 

ITEM NO. DESCRIPTION DISPOSITION CODE 
(SEE BELOW): 

I .pst file for OCt:i) (6), (6) (7)(C) l 

DISPOSITION CODE 
A) Returned lo RlghtCul Owner F) Other (Please Sp«ify) 
B) Retained In Case File D) Destroyed (See Below or Attached Certificate) 
C) Retained by Court/AUSA [) Retained Pendin2 Annul 

Destruction Certification 
DATE I ITEM # LISTED ABOVE I HOW DESTROYED I SA 'S SJGNA TURE 

I Have Wlrnessed the Destruction or lhe Prooern· Above in the Manner and on the Date Stated Below. 
DATE: I WITNESS: I DATE: I WITNESS: 

This document is the property of the 010 and may not be copied or disclosed without the pennission of the 010. Appropriate safeguards should be 
provided for the infonnation contained herein. Public disclosure of this infonnation is detennined by the Freedom of Information Act, Title 5, U.S.C. 

Section 552, and the Privacy Act. Title 5. U.S.C. Section 552a 
OIG Fonn IN-016-2 
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ITEMNO. DESCRIPTION 

I .pst file for l(D) (OJ, (D) (I H~) I 

This document is the property of the OIG and may not be copied or disclosed without the permission of the 010. Appropriate safeguards should be 
provided for the infonnation contained herein. Public disclosure of this information is determined by the Freedom oflnformation Act, Title S, U.S.C. 

Section S52, and the Privacy Act, Title S, U.S.C. Section 5S2a. 

OIG Fonn IN-016-2 
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CHAIN OF CUSTODY 
ITEl\lNO. fllflM /NA ~IE\· tr,)(6r (6) c1nc>J 

DATE/1111\ll: 
I (o) (6), (b) (7)(C~ 3 /.u-1 tS 1:. 't~ 

I I 

·n1i document is Ilic property of the OIG and may nm be copied or di clo ed wi1ho1111111: permission of1he IG. /\ppropriu11.- ufcguurd h uld be 
provided for the inlbrma1ion contained herein. Public di closure or 1his infonmuion i ue1cr111ined by the Freedom of lnformmion Acl, Tille 5. . .C. 

eel ion 552. and the Pm•ac. Act, Til le 5, .S. . cc1ion S52u. 
OIG Fom1 IN-016-2 
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Restricted FR 

Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

Warnings and Assurances to Employee Requested to 
Provide Information on a Voluntary Basis (Garrity) 

Y 011 are being aske I to provide information as part of an inv stigation b ing conducted 
by the ffice of the Inspector cnernl into alleged misconduct and for improp!.!r 
perform.me or ol'licial duties. 

This invc ligation is being conduct d pursuant to the Inspector eneral ct or 1978. as 
amend d. 

This is a voluntary interview. ccordingly. y u do not have lo answer que tions. o 
discipl inary action will be taken against you solely for refusing to answer que lions . 

. n) statement you furnish may be used as evidence in an~ future criminal proceeding or 
agency disciplinary proceeding, or both. 

ACKNOWLEDGMENT 

I understand the warnings and assurance · stated bovc. and I am willing to make a statement and 
answer questions . . o pr mises r thr at han: been made to m1.: and no pre ur or coercion of 

tY~)~(,5 tercusedagainst mc. (b) (6), (b) (7)(C) 

Date and time 

132 S ~ Y . ,A/v v:.;t ''¥: 
Location 

This document is the property of the Office of Inspector General and may not be copied or disclosed without the perm sslon of the 
Office of Inspector General Approp ate safeguards should be provided for the Information contained herein. Public disclosure of 
this lnformalton 1s determined by the Freedom of lnformat1on Act. Title 5. USC. § 552. and the Pnvacy Act. Title 5. U.S.C. § 552a . 

OIG Form IN-007-4 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 

WARNINGS AND ASSURANCES TO EMPLOYEE REQUESTED TO PROVIDE 
INFORMATION ON A VOLUNTARY BASIS (GARRITY) 

• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978, as 
amended. 

• This is a voluntary interview. Accordingly you do not have to answer questions. o 
disciplinary action will be taken against you solely for refusing to answer questions. 

• ny statement you furnish may be used as e idence in any future criminal proceeding or 
agency disciplinary proceeding or both. 

ACKNOWLEDGMENT 

I understand the warnings and assurances stated above and I am willing to make a statement and 
answer uestions. No romises or threats have been made to me and no pressure or coercion of 
any (b) (6), (b) (7)(C inst me. 

(b) (6), (b) (7)(C) 
mployee s 1gna ure 

Location 

This report is lhe property of the Office of lnspe tor General. The report and its contents may not be reproduced without wrillen pem1ission. 
TIie report i FOR OFFICIAL USE ONLY and i disclosure to unauthorized persons is prohibited. 
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Office of Inspector General 
Board of Governors of the Fed,eral Reserve System 

Consumer Financial Protection Bureau 

WARNINGS AND ASSURANCES TO EMPLOYEE REQUESTED TO PROVIDE 
INFORMATION ON A VOLUNTARY BASIS (GARRITY) 

• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978, as 
amended. 

• This is a voluntary interview. Accordingly you do not have to answer questions. o 
disciplinary action will be taken against you solely for refusing to answer questions. 

• Any statement you furnish may be used as evidence in any future criminal proceeding or 
agency disciplinary proceeding, or both. 
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b the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978 as 
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• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978, as 
amended. 
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disdplinary action will be taken against you solely for refusing to answer questions. 
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• You are being asked to pro ide information a part of an in estigation being conducted 
by the Office of the Inspector General into alleg d misconduct and for improper 
p rformance of official duties. 

• This investigation is being conducted pur uant to the Inspector General Act of 1978 as 
amended. 
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answer aue tion- o nromises or threats have be n made to me and no pressure or coercion of 
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• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978, as 
an1ended. 

• This is a voluntary interview. Accordingly, you do not have to answer questions. No 
disciplinary action will be taken against you solely for refusing to answer questions. 
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• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 
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• You are being asked to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978 as 
amended. 
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• You are being ask d to provide information as part of an investigation being conducted 
by the Office of the Inspector General into alleg d misconduct and for improper 
performance of official duties . 
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• You are being asked to provide information as part of an investigation being conducted 
by the Office of the In pector General into alleged misconduct and for improper 
performance of official duties. 

• This investigation is being conducted pursuant to the Inspector General Act of 1978, as 
amended. 
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• Any statement you furnish may be used as evidence in any future criminal proceeding or 
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Warnings and Assurances to Employee Requested to 
Provide Information on a Voluntary Basis (Garrity) 

You arc being asl-.cd to provid in fonnat ion as part of an inv . ti 1ati n bc.:ing c nductcd 
b the nice or the In ·pcctor General into all gcd misc ndu t and fi r improper 
pcrformanc of nnicial duties. 

This inv ·sti 1atic n is being conducted pur ·uam to the In ·pcctor icncral ·t f 1978. a 
amended. 

This i. a, oluntary interview. ccordinu.l 1• y u do not ha e Lo an w r quc tion . io 
di ciplinary a ti n will c taken again t y u . I ly for r fusing t an w r question . 

/\ny statement ou furnish may be used a evidence in any futur criminal proceeding or 
agenc di ·ciplinary proc ding. r I th. 
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• 't ou ar being askc I t provide informnli n as part of an inv . tigati n being con 
by the flice or th<.: Inspector General into alleged misconduct and for improper 
pcrformam.:c of onicial dutic .. 

• This im cst il!aticrn is being conducted pur ·uant l Lhc In ·pc tor 1cncral ct of 1978. 
amended. 

• This is a voluntar · interview. ccordingly. ou do not ha e to nnswer questions. 
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• J\.ny statement you furnish may be used as evidence in any future criminal proceeding or 
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• This is a voluntary inter icw. Accordingly, you do not ha an wer questi ns. o 
disciplinary action wi ll be taken against you so lely for refusing to ans\ ·er question . .,, 
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Original , Atl:ac:L tu l:,ialau:.: Cui,y • 1::,-«Jcncc Room (11tra:-Ring Binder) Copy • u c File 
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Oaalaol· 
. . • l 

._.,_ _, 
DIiie ~-Ko)Ts>: {6) {1nc~ <,.A, 1(6) (6), (6) (7)(C~ 

1/q I,~ 1(b) (6), (b) (7)(C ~(b) (6), (b) (7)(C) 
J 

-
·r- - ---._:WA 

f"CLJ 
Date - Ollldlladt'ldel - Ollldat alll1 Tlda -

- ofRtt--hls Olldd: - ota..MDaOlldll: 

..,_c,aiaaee1Cmtoc1Ja 

Dale ~ Ollldd adTIIII: - Ollldll Ull Tlllei 

ofKtJtNfna Oftlda12 - ofRcahllllOffldd: 

~-..-eta..porc.so,,,s 

Date 111111118"8lelalud'IIIIS lecieMnaOftlclllaadncta 

- ofllele1d1110lldal: alRIIIIIIIDt OIIIIIIJl 

,.,._.,CIIIQPot~ 

Date ad'llllet lla:mtac OIDdll alll11'ldet 

,. eCP•lml11 Olldlb - al ...... omdalz 

Par,aofClluaeof -. 

..... 08!clld ... 1'11111 Ollldal amt 11da - -

- oflldmJnsOfflelals - oflccetflla Ollldll: 

- .. - ofCllnpal . 

Dlfe . 
- OIDdal ad 1ltfes RmMDIOfflclllad11dm 

- ,. o,n-, ....... OJllellJI alllndvlDtOSlldlll 

-r--orai..orc.todyi 

Date - _Olldllad-nua Oftldtl ad~ 

- , .. cf .... ll110flhllk ol'Reeelwbl Offlclll: 

ParpoNofuaaaeotcu.amtr: 
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..... Office of Inspector General E,·itlcnce Cu~todlan 
. . .. ..,, Tlfllt1~ l.og #: \S~ ~ ~ Board of Governors of the Federal Reserve System 

' .t"' / '. ~ 
~ - . ~~ Consumer Financial Protection Bureau Search Warrant 

: .,._ .. ~ Evltlcncc Log II: 

· •• •1 ij'jfffijj'•~ p~ (I/ uppllcable) 
. t,.. ~~~,,. _.,, • 
. ~ ;,-,.-4:._. -~ · Scnrch Warrant Box 11: 

• i\''"' '~· Evidence Custody Document 
(if applicabfe) 

CucNnmc: Release of Confidential fnfonnation o Case AJ;!cnt: 
SSA 1(6} (B1. (t5 (7)(C j 

Case Number: 12013-0013 Office:: HQO 
Evidence: Obtained • Search Warrnnt • [Z] 

Other (ff (6) (6), (6) (?)(CJ Through: 
Consent Search applicah/e, .,111,e 

m~thod) -
1111

-Jr~t!drc: s Q.UY,bc_rc E\·ltlcnce Wu Obtnil"' 
tD)(7JCC) 

Dale Evldcnc\7 blaln~( l r,q .-:)'°\ :l,..::)~ 
1Dl(7JCC) 

Search Warrant/Consent Search Information (Skip section if evidence was not obtained via seai·cl, wanw,r or consent search.) 

Otbcr pcclnc luformntlo11 Wl1crc f.vldcnce 
Room Where 1'!:vldcrmi wu Fouutl: wns Found: 
~;vidcncc Fnuntl Ry (Flntlt!r) Wllncs.\ (l,a11dll'ri1tc11 
(ha11dwrlfl1!11 IJ1il/al.r al.ra inilials also 11etded ): 
nuded): 
KClt&Slng Officlnl (rmdl!r): Datt Kccclvinl! uumnl (011-Stte Stizl11g llgtnf): Date 

Signature or Rcleuln,: omcinl (Fl111lu }: Sign aturt or RctcM1111 Offici11I (011-Sltl! Se.izi11g ,tge11t): 

Rclculng UlllClal (011--Slre Stll111g Age/II): Date Receiving umtlal (Ei•/denet: Cusrodia11 J: Date 

Signa111rc of Rclraslnl! Officio I (On-Sirl! Seizing , tgmt): Signature or Retch•inj! Officinl (Ei•itlt!IICt! Cu.rt11tllnn ): 

Description of Evidence: O" e S' CX)._6J\ \,_ lo<-~ 1.,., \) · ft -~ .. \ \ol" rJ d ,,,·11e 
<;/Al I (b)(6) , (b)(7)(C) J 

I I -

Chain ofCustoclY lcontl1111at10, on back page if needed) 

RclrulA~C:'~ (b) (6), (b) (7)(C) Rmsnl!0~6) (6), (6) (7)(C~ Dn1c 

9/11/ I~ T(i) (6), (b) (7)(C; "'' (b) (6), (b) (7)(C) 
I lit 

1-- V ~ J.t 0. l C. II 
Finni Dlspn. ition • Returned lo Owner • Destroyed • Olhcr or E,·idcncc: 

n11te ~nmc and Tltk or lntlivitlunl ,\uthorlllng Final Disposition or El-itlence Signature ( Wi1nwi11,r Sptclal Agent) 

l>nlt l'rlntrd Nnmu uf E,•hknrc Cu~todinn nntl Witncs.•ln,: Spccinl Ai:cnt Sl,:nuturc (£1•/dl!trt:I' C11srotl/11111 

Original- ,\1t:1Ch 10 faidc:ru:c Copy• E,i dcencc k.oo,n (TI11-.e-Rin11 Rin<kr) Copy - Ca« File 
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Cllala of· ~-- ...... .,_ lllllft'J 

Dall l(b) (6), (b) (7)(C) ( A00>}-(6}, {b} {7}{C1 

1/11 /1c; 
SA 

ii (b) (6), (b) (7)(C) 
- (t>) (6), (b) (7)(C) -

- --·r-'"'-- . £GU H .... - CNlldal ad 1'llfe: Reeehlqumcmnd1111si 

8lpelffl of P+eef•Olllelll - ofleeelvlllaOJllellb 

- .-dQaat dc.ledys 

Dale 111 l111omddad 1'181: -Ollldl1 ud 'Ilda 

- ·-°'•--Ollellls - of Rec11llblaOllldal: 

_ .. -- orQuaeorCmaodr• 

Dllfe -~-Dia ...... ODIIIII ad 1'lda 

- or• 1111111a Olldlll: ofR1clhllaOlldah 

-..--dCllnaeofQmadJs 

Dale Rtr'1110mdllndTllll ltecelwbtsOllldlludDle: 

- et11eru1111 Ollclak - ... otRml,11& 0ffldd: 

·.-r-ara.-.orClallodJ: 

Dall Olldal acl'111111 08ldll 111d nae: - -

- ot ...... Oftlclab - . _ ..:a mhblc OllldaJ: 

-.- _o1ami,eoro..-,, ... CNlldllad11des - Ollldll ad 1'bles 

,, ........ omc1a1r ,_ ., .... , .. CJalclab 

- ... --orem,e otCUlaollr: 

Datt I Ill I 11111 Offlclal ad Tides . I Ofllclal ud 1111a 

- ot'M11d111 Ollldll: - or._.....omdd: 

-r-ora..o1a.ao,,: 
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Office of Inspector Gcucrul 
Ilonrd of overnor of the Federal Reserve System 

Consumer Finonchil Protection Bureau 

Evidence Custody Document 

C:m:'-lnmc: Rclcnsc of Confidential Information o C••r .\ ccnl: 

Cm :'-lumber. 12013-00 I 3 Oflkr: HQO 

Evhlcnc1: Cu 1odlnn 
l.111: II: I 5g__ 
Surcl1Wunn1 
1:vl1knrc Lui! II : 
(,f UP71ht:11b/e/ 

Scnrch Warrant Dax <I: 
ft/ app/,cab/11/ 

•:\·ldcncc Oblnincd 
Through: • carch \\'11rrnn1 • Con cni Scnrch 

Olhrr (if 
c,ppl/ 1hfc •• flr,/f 

m,·1/10(// 

(5) (6), (6) (7)(C) 

Senrcb Warrant/Consent Scnrch Jnformntion (Skip .section if evidence was not obta111ecl 1°ia. ,um:h wmn111f or cor,scnr .rcarr:h.) 

ltoum Wbcrr f.\hlrnce \\ll< Fouml: 
O1hcr . ·rirclnc l11fomin1h111 Where :vhlcnrr 
\VOS Found: 

•:vltlcncr Fn11111J lly (flm/1!1) 
(hn11th,·r111t11 lmtml., al.m 

111:tdtd): 
IRclcoslnp Orlldnl (F'/11di:r): Onie 

Willlc , (/,n,11/11 rllt.-11 

111111nl, t1IM 11~tde,I ): 

Kccrh'ini: OflmBI ( Ou~~trt .\'d:111,: Al!~llf ): 

Sl1111u111rr 11f llfk• ,lnµ Urririnl (Fi11,l,·r ): Sir,nn111rr or nrcrh 111i: 1111trlftl 1011-.Wu Sl'l:111,: , 1,:~1111 : 

llclculng UIIICIRI (011-S/11! S,!lzJ111: tfgt111J: Dnrc 1ReccMng umc1al (lfritlcncc C11sw1t111n ): 

Sf~naturr nr Rrlruln11 omrlnl (U11-.\'/rt' s,•t-:/11,: ,1,:tllf J: Stcnnwrr nr ltccrh Inc ornr111I (/frl,/,.i,r,· n,11111u1111 ): 

Description of Evidence: 

<..ltd 
' 

Onie 

Flnul Ill 1111 hinn 

or E\·hknrc: 

0 111r 

llnlr 

(b)(6), (b)(7)(C) 7 J 

Chnin of Custody (,:011 ri111,atio11 011 bm: pagr: if11e,ulurl) 

Rc~IA Cini 'fD) (6), {D) (7}(Cl 

Si (b) (6), (b) (7)(C)~ 
-
J'nl l 
-----... ,, i---....... 1-- v cJ.l (\ L c. 

• Hcturnctl lo Owner • IJc lr0Jcll • Other 

:-;nmc :11111 Tilk of lndhidunl ,\uthorulng Flnal DbpoJhlon of E, hlrnrc SiP.nuturc (Jl7r111ru/11,: Sptcial ,l,:tlll) 

l'rinlcll i'inmr, 11f ~:,·ltlcnrc C'u,1111.lian ull Witnt! tni: Sprrinl ,\l!CRI Sl(!nnr 11rc (F.1-lrfmu ("uumllan I 

Cnl') • Enlltn:c Ka ·afOucr,ll1·,;: l1t..Jt11 
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._ - ~ 

~ ~b) (6), (b) (7)(C] - ~A-7 (b) (6), (b) (7)(C) 

1µ1/1c; .. ,b) (6), (b) (7)(C) , !(b) (6 , (b) (7)(C) , 
- --- £CU r ... <]li_:-(o) (6), (D) (7)(C, ~ "fft b) (6), (b) (7)(C~ 

6/c)o/1<, (b) (6), (b) (7)(C: .... (b) (6), (b) (7)(C: 
' 

I 6",/rJe1.~ ce .... - ·---·- l'IIBI -
.,..._ ..... - ~ ....... _ 

,..,..., 
- ---

UIII ·•- ·-·--

·- - - ---
•-.-olCIIIIID- ~ ... _,---, .... - ·-
- .,... llalalllll - - -..,.. __ .,......,. 

... _ ............ ,_.._ 

·- ·--- -

- ·-· - ..... - -
,_ 

., - - .......... _ 
·r - ,:Cllllp .. 

~ 

.... - ...'111111 .;.-•Timl 

dll llomdlll - -
.. - - - ~ 
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• · ... ~,11mIr,1~ Office of laspcctor Gencrn l Evidence CuuodlNn .. ~ ~ 
Board or Governors or the Federa l Reserve stem ··~ #: 15"~ (.I •. - ., 

i1 1 Consumer Financial Protection B u rcn u Scnrch W• rrnnl -·''flmii ~':\ < l-: \·hlt'llt't' I.DI! // ; ·~ ~·- i1 r :J fi/11ppl1~ablr) . '"-' "'s: ~ -' . ~,,,-~ ;:;..r· 
Evidence Custody Docu rncnt Scarth \ •rnnl Uoi #: ' '1 11 , ~111"' 

(If nppltcahlt) 

Release of Confidcn1io l lnfom1ation a ss~o, c6. nc-
C"a•r Xnmc: Cm r ,\cc111: '1 
C1uc Number: [2013-0013 

Offi ce: HQO 
f.vidcocc Obi l11cd • ~rn rch Warrnnl • 0 

0 1hrr (I/ 
(6) (6), (6) (7)(C) Tiirough: C'11 n1en1 urrh Of1Ph al Ir .• ,/alt 

111r 1l111,// 

llalc Evidcncr Ohrn h'Iil: 

\ 1,..w1S: 
_ I,, ,1,1, ~,, ,r_\\;Ju• iI,J,~ \ :,.,.__OJ,l ' "~ 1-.)Dlfilllll l'll"J 

I 0'1 0'1 r .... ,w ... , 

Stn rch " 'nrr:in!/Cousent Search Jnfo nnat lon (Skip secfto11 If e1·/d1mcc 11·u.r 11 01 abrai11ed ,·in search ll'C1rra111 or coruent search) 

(llhrr Sprr,lk l11 fnrmn1lon \\'hrrr f.vidrnrr 
lt1tt1rt1 Whuc l·:vlllcncc 1r11~ F,1111111: wn Founcl : 
E\ l1kncc Found lly (F1111ltt) \\'line 1/111111'11 rt /1,·11 
(ltw1dll'rt l/.?1111 1111nlI al u 1111/Jnls also 11 ~d,·d ): 
11~edtd): 

Hclusing Ofliclnl (Ffndr:r): Dar r llrcthi ne Otn rla l (Oii-:rftcSrl:111,: .-t1cn() : DAit 

Sll!lllll 11 rc or llclc11~I IIJ! OIOrlnl (F/111/rr ): Sl1:11 111 11n· ur Hrrr lvln1: Olfirlnl (011..J'l t,: S(/~11,: ,·l1:e11t) : 

lttlt1.1102 Ulfic1nl (On-Sitt Stl:i11,: AtmtJ : Da le lteem·m{! CJ(ficial (£1•/dmce Custndian J: Dalt 

Sl1111 n111rc nr llclru Inf! OIOclal (()1,-.\'/1,: Sct.J11,: ,· l,:c11t ): Sl1tnu111rc or Hrtl'Mn1: omclal (li.1·t1/e11rl! Cllrtflll llltt J: 

Description or Evidence: On t L\ J tt c..k ',\ l\{J \)qv'.Q y v ) (b)(6), (b)(7)(C) _J 

Ch:a in of C ust ody (c:v111i1111u1/n11 <Jfl back pag<! If 11/!eded) 

l)nlc 
Re-~ , A cm1<"6)(6f (t>) (7)(C~ rtcc~iA or,\(ti) (6), (5) (7)(C~ 

9/11/1< (6) (6), (b) (7)(C)I Slgnl (b) (6), (b) (7)(Cr 
1 ..... .. ~ . v, 

,,~,,,.,,.,..___,u 
f v 1'JQn<.e 

Finni Oi~I'"· 1111111 • lklurnct l 111 Owne r • De 1rnyc1I • O lltl'r or Evlllrnre: 

Oaic :-,.nmc nod Tille or lndh itln ~I urhor i,.ing Finni Oispo!lllnn nr •:vl<ltllt'f Sl j!n~ru~ (IY11nar/11g Sp~dal 1lxo1t ) 

l>alc rrtnlctl "nm\'' 11 r f. \'hlc nc~ c·11 ,1ntJin11 an ti \\' l111 r ,, inl! . ·pcrlnl Aern i Sit?11n111 rc (E1•/tlr11c~ C11~m,/in11) 

l', , ,y, llmk ncc Jt1•• 11 I ll ir« -niru Bmdc:11 Cory . t ... I . 
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~- -~(b) (6), (b)(7)(q .. ·~ Kb) (6): (b J (7)(C1 ,,, "" i (b) (6), (b) (/)(C • (b) (6), (b) (7){C
1 

-
. ._.-r-....,.f' ( L) 

- ~-rb) (6), (5) (7)(C~ 1<:.J 1=-l(b) (6), (b) (7)(Cl 

1:,/40/1, 
,~o) (6), {b) {7){CJ · r- ,b) (6), (b) (7)(C) 
C 

--- .. 17. - ....,...-
~vid0.11 l t 

DIie ·- - -~ -

- eta I bllGlldlll - ., ------

. ...,.....d -- ~ 

- ·-·- adftlll 

- - -JUllalS 

----"Clall• ~ 

- - ....... - ·•-

·-· ,. ·- -- 1111 11 __ 

ru,-CIICllllllw - --... - ....... -·--

,.- -
., 

~ 

. a..-~ .. -----·- Olldd.;;_ •-

., IUlallll ., ....... _ 
__ _.,..,~ 

Dal - ad"DIIII :Ollllll ... '111111 

- ::-111111- .... ,, ..... __ 
....... - ,.........,.. 
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AUTHORIZED FOR RELEASE .. 
Office of 111s pector Genera I E, itlrnrr Cu 1odia n 

-
LoJ! #: l '") l . Board of Governors of the Federal ltcscn·c System ·. ons11m ·r Finunch1I Pro tec ion 8 urcnu Sr11rch Warr nl 

t J t: vidrnrt I ,OJ! II : 
rif 11pp/1coh/i,J 

. ISr11 r rh \\ nran1 Rox il: '"•,;--:----~--, .. E\'idcncc ustody Docu mcnt 
(!I UflJ'l,mM:) 

C'm ',umr: ~(' lr11 c. I cJ ( 1>,J J t .. I .. _/ 1: .,.t,, ...... I ., ., · ttr,,\( C'oe \!!cn1: \\ /1 i<orcsJ, (o) c1nc Jl 
C'n\r .:\umber: 1 .:io 1, oo n omcr: l-1 C:,l n 
Evi1k nrc Ohtnlrml • Sc11rrh Warran! • ~ 

Olhrr (,f (b) (6), (b) (7)(C) 
C'nn ml Search "f'flhcable .. tta le 

Thr1111J! h: 1111·1l11,d/ 

l>ulr t:, idcnrr Ob111ine1.I: Z/ Jy / 1s 
,t,,t1,ln·.- or\\ hrrr I ,1drnrr \\ '" Ohc.alJJ.ctl : rJll l"I•• ... , 

ISenrch Wnrrnnt/Con ent Search lnformnt ioo (Skip ,•cfl0/1 tr l! ridence II (IJ 110 1 oh1CJi11ed ,·ia sew·ch II (1/'r(/11( or con ent search.) 

Olhrr . pcrilir lnfor111111io11 Where F.,·idcnrc 
11 110m Whrr<' E,·ldrncr WH Found: "n• found: 
V.,·hlrnre Found IJ !Fi111frr I \\'ilnr, (/~111,/111111,·11 

(/, 1111/11 r,11<•11 1111110/J al,u 111111u/1 a/icl 11,·,•,/~,/): 

m·.:dr1/J: 
ll rlrn<inc Official (finder): On lr Hrrrh inc Oflirin l (011-S1tr Sci:.ing Agent): llRl t 

Sli:nalurr or Hric- ~lni: ()ffir1AI tFmtl.., 1: Slj!nlllUrl' nf Hrrri, ini: Official (On-Site! Sc'i;.i11i: . I •,•111) : 

ltclca•lnl! Oflircal (011-Site Sri;in,: .-lf.!<'111}: Date Hcctn mg Ollich1I (l:.•·11/l'nc:e C11s/odlan ): Dntr 

Sh,:nn lurr nf lklculnl! Oflicbl (011~'!iit • Stl:.inl( Agent): Sli:n:uurc of Hrcrl\'1111: omtlal (El'idtnc:c' Custodian): 

De cription of Evidence: 

rD rrrn 1 ,) l r\FJ? </ t-J.. I (b)(6), (b)(7)(C) 

Chain uf C'ustocly (conti1111mio11 011 hack/ a~c f 11eedr!d) 

Dnlr llrlc.1uirw OffidnL 11d ' l ll r: J ">., lkcchme O 1riul ond · 11, .. 

<i\"-1 \ 
l.. ~(b) (6), (b) (7)(C] ._., ·> ... l .) /J (b) (6), (6) (7)(C~ ,-,,,..,\ / "j -
.J Sicnnlurr r ) (6), (b) (7)(Cr !\il!ll~IU (b) (6), (b) (7)(C~ 

1'11rp11,r of Chanee of ("u,1ucJy: 

EV ,J'l.(l, Q 

.._.. 

Finni ll i~pos il ion • Hi:iurnctl 10 0,1 ncr • l>e ·1 ru_, eel • 01hrr of 1-:,·idcncc: 

1)1111• :'\umr nnt.1 Tllk ,,r ln<.li\'idunl A 111horl1.i11 c Fi n~l l)hpn. lllon of E• idrurr Si2nn1urc (1Vi111e. i11[.! Sprt:iol ,1ge111 ) 

lhllr l'ri111rLI '- umr, of E, idrnrr C'11,111tli11n nnd \\ i111r ,inj.! Sprclnl \1?r111 Sii:naturc (F.,·idmrl' C111ln1f11m) 

1/tt ·u1.II• \J J;h lb F.mli:n.t I " I" · l'• · bk 
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Chain of Cusro1h• fco11ti111wtio11 from /ro111 {lage) 
Ualr 

Iles t:'Kb)u(6); (b) (7)(C) ltr~Anr'>fficj{b) ( 6)' (D) {7J{ CJ 

~/ 11/;1C)1 ~ Siena {D) {6), {b) {7){C ~ SI (b) (6), (b) (7)(Cj 
-;: . -l'urrfr~i-.O < Ill\ ,JIIOU), 

ECU 
Date 

ll:sas/\(mrprns), (5) (7)(C Rec iv~Ada[{IJ). (S}, (6) {?){CJ 

g /; LJ I ,,,. 
'1 . 

(t>) (6), (b) (7)(C: Sil!DUI (b) (6), {b) {7){Cl 
I l f v . ,.\. q _,, t ? 

Date n rlr ini.: Official and Titlr: Rccchine Official and rille: 

Siennturr nr lldrudne Official: Sh!IIHlllrC' ur llcrth·lnl! ornri11l: 

Purpo. e or Chani.:r or Cusrndy: 

0a1c Rdra inc Offirial and Thie: ltrcrh-ine Offici11I oml I ilk: 

Si1?na1urc or llcln inl! Official: Siennrurr or Rcrci,·inl! Offidal: 

l'urpo ofCh•ni:c or Cu 10d •: 

Date IMt Ing Oflkiul and Title: Rrcd, inc Offidal and Title: 

ISiitnaturc of ltclrn,inc Oflici I: ISil!narurr of Rcceh'lnJ! Offiri:11: 

Purpose of C'h11111,!t' nf c·u,t!ldy: 

Date Rtlcuing Officiul und Ti tk: Rcct h·inl? Offieial and Ti tle: 

ISlgn11urr nf Hrlu,lnl! Official: Sis:naturr nr Hrcrh·ini: Offid 11: 

f'urpo e or Ch11 11gc uf Custody: 

Datt Ucl ra inu Offici I and Title: llrrdvinl! Official and Tillr: 

Sii:n:11urc nr llrl rufnc Official: Siena tn rc ufltrcri, lnJ! omtinl: 

Purpo e or Chanl,!r ur Cu_ rody: 

Untr llclu. lnl! Offirlul unll Tltlr: ltrrrh inj! Offirlul :11111 'I ltlr: 

ISl1tn11ure or Rrlu lnl? Offici I: Sienatur or Rtcth'ine Official: 

l'urpo r of( 'hnnl!t of CuMody: 
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Ofllce of llllpedor GenenJ 
Boanl of Goweraon of the Pedaral R•erve S)'ICem 

Co11111111er Pinaaclal ProteelioD Bureau 

Bvldeaee C111tody Doeameat 

~ -

. OS- (( 

lll :::t"· - Provided by _________ .......,_,. 

8/7/201S 

Deiulpllull afBYldellces O ( 1 
a..-;~~-.1&./{6} {6), (b) (7)(C) 

• Daaroyed • Oller 
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0-of· 4'~j DIJJ/iold-) 
Dale ~ "1D) (6), (6) (7)(C, sfcj (b) (6), (b) (7)(C) 

q/ I /.J..01,:; .. (b) (6), (b) (7)(C) BJ [b) (6), (b) (7)(C) · --- r iUl~Of~ 
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Restricted FR 
Office of Inspector General 

Board of Governors of the Federal Reserve System 
Consumer Financial Protection Bureau 

ELECTRONIC CRIMES UNIT EVIDENCE/PROPERTY REPORT 

DATE: CASE NUMBER: DATE PROPERTY REPORT NUMBER: 2 
4/23/2015 120130013-HQO ACQUIRED: 

04/22/2015 
SOURCE FROM WHICH PROPERTY WAS PROPERTY WAS ACQUIRED BY: 
ACQUIRED: 

• Se.rch Warrant 
.pst file for (b) (6), (b) (7XC) 181 Given Voluntarily 

• Grand Jury Action 

• Found/Abandoned 
Property Retained At: • From Other Agency 

• Other (Specify): 
ECU Lab, Washington DC/Ft. Myers FL 

Description of Property Acquired 
ITEMS LISTED BELOW INCLUDE: 1. HIGH VALUE YES NO 

ITEM NO. DESCRIPTION DISPOSITION CODE 

2nd .pst file f~r (b) (&). (b) (7XC) 
(SEE BELOW): 

1. 

DISPOSITION CODE 
A) Returned to Rightful Owner F) Other (Please Specify) 
B) Retained in Case File D) Destroyed (See Below or Attached Certificate) 
C) Retained by Court/AUSA E) Retained Pendlne: Appeal 

Destruction Certification 
DATE I ITEM# LISTED ABOVE I HOW DESTROYED I SA'S SIGNATURE 

I Have Witnessed the Destruction of the Property Above In the Manner and on the Date Stated Below. 
DATE: 1~: I DATE: I WITNESS: 

This document is the property of the 010 and may not be copied or disclosed without the permission of the 010. Appropriate safeguards should be 
provided for the information contained herein. Public disclosure of this infonnation is determined bY the Freedom of Information Act, Title S, U.S.C. 

•. Section 5S2, and the Privacy Act, Title S, U.S.C. Section SS2a 
OIG Form IN-016-2 
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CHAIN OF CUSTODY 
ITEM NO. FROM {NAME): I TO(NAME): DATE/flME 

1 1(6) (6), (6) (7)(C) FedEx 4/23/2015 

1 1:.-eacx l SA \\DJ {6), (t>) {7){l,;~ L//2¥/zo1.r 
I ' 

. .,.... 

I 

This document is the propeftY of the OIG and may not be copied or disclosed without the permission of the 0 10 . Appropriate safeguards should be 
provided for the infonnation contained herein. Public disclosure of this infonnation is determined by the Freedom oflnfonnation Act, Title 5, U.S.C. 

Section 552, and the Privacy Act, Title 5, U.S.C. Section 552a. 
OIG Form IN-0 16-2 
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Office of Inspector General 
Board of Governors of the Federal Reserve System 

Consumer Financial Protection Bureau 
'· 

ELECTRONIC ·cRIMES UNIT EVIDENCE/PROPERTY REPORT 

DATE: CASE NUMBER: DA TE PROPERTY REPORT NUMBER: 
04/10/2015 120130013-HQO ACQUIRED: 

04/10/2015 
SOURCE FROM WHICH PROPERTY WAS PROPERTY WAS ACQUIRED BY: 
ACQUIRED: 

• Search Warrant 
Copy of email files for 1(15) (6), (15) (7)(C~ 181 Given Voluntarily I 

• Grand Jury Action 

• Found/Abandoned 
Property Retained At: • From Other Agency 

• Other (Specify): 
ECU Lab, Washington DC 

ITEM NO. DESCRIPTION 

1. .pst file for (Bl, ltiTI7XC ----
2. · .pst file for -----

DISPOSITION CODE 

D) Datroyed (See Below or Attached Certificate) 
E Retained PendJ A al 

Destruction Certification 

DISPOSITION CODE 
(SEEBEWW): 

F) Other (Please Specify) 

DATE I ITEM# LISTED ABOVE I HOW DESTROYED I SA'SSIGNA11JRE 

I Have Witnessed tbe Destruction oC tbe Property Above In tbe Manner and on the Date Stated Below. 
DATE: I WITNESS: I DATE: I wrrm3= 

This document is the property of1hc 010 and may not be copied or disclosed without the permission of the OIG. Appropriate safeguards should be 
provided for 1hc informalion contained herein. Public disdosuR of this infonnation is determined by the Freedom of Information Act, Title S, U.S.C. 

Section SS2, and the Privacy Act, Tide S, U.S.C. Seetion SSla. 
OIG FormIN-016-2 
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CHAIN OF CUSTODY 
ITEM NO. FROM (NAMEl: ., . TO<NAME): DATE/flME 

1. (o) (6), (o) (7)(C} FedEx 04/10/2015 

2. FedEx 04/ 10/2015 

/. F~d£x I S~A {6) (6), (6) (7)(C} 011/ ,s I 201.r 

2. ndE~ SSA o'i/,.,,J.,,,,~ 

~ 

This document is the property of the 010 and may not be copied or disclosed without the permission of the OJG. Appropriate safeguards should be 
provided for the information contained herein. Public disclosure of this information is determined by the Freedom of Information Act, Title 5, U.S.C. 

Section 552, and the Privacy Act, Title 5, U.S.C. Section 552a 
OIG Form IN-016-2 
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4 Ways to Avoid Running Out of Money During Retirement 
Forbes columnist Ken Fisher's firm Is giving away our latest retirement guide 10 investors with $500,000 or more 
portfolios. Is that you? Even ir you have something else in place, this must-read guide Includes research and analysis 

you can use right now. Don't miss II! CUck Here to Download Your Gulde! 

Dow Jones Reprints: This copy Is for your personal. non-commercial use only. To order presentation-ready copies for dlstribu on to your colleagues, clients or 
customers, use the Order Reprints tool at the bottom of any article or vistt www.djreprints.com 

• See a sample reprint in PDF format. • Order a reprint of lh1s article now 

ECONOMY 

How Bernanke Pulled the Fed His Way 
ByJON HILSENRATH 

Updated Sep 28, 2012 1:10 p.m. ET 

In late August, Federal Reserve Chairman Ben Bernanke argued on behalf of Fed programs to stimulate 

the lumbering U.S. economy and signaled that more might follow, making headlines in his high ly 

anticipated speech at the Fed's annual retreat in Jackson Hole, Wyo. 

Ben Bemanke's high-stakes plan to restart the 
lumbering U.S. economy took shape in an intense 
flurry of behind-the-scenes discussions between him 
and colleagues in the days before a crucial 
September meeting. Jon Hilsenrath explains on 
Lunch Break. Photo: Getty Images. 

As markets rall ied at the prospect of new measures to ease 

credit, a quiet drama was unfolding behind the scenes. Mr. 

Bernanke was negotiating a high-stakes plan in a flu rry of 

private conversations with colleagues hesitant about 

aggressively re-engaging the levers of America's central 

bank. 

For weeks, Mr. Bernanke made dozens of private calls on 

days, nights and weekends, trying to build broad support for 

an unusual bond-buying program he wanted approved during 

the Fed's September meeting , according to people familiar 

with the matter. 

Fed officials in late summer were at odds over how far the central bank should go. Some wanted a bold, 

innovative program. Others weren't so sure; a few were opposed. Mr. Bernanke set his sights on a handful 

of fence-sitters who could swing a strong consensus to his side. 

More 
Beijing, Seoul Blast Fed Push 

Interviews with more than a dozen people involved in the Fed 

decision, both supporters and opponents, show how Mr. 

Bemanke won over skeptics to advance his pol Icy-a 

distinction in a Washington era marked by rancor and gridlock. These people also gave a rare view of the 

low-key persistence of the former economics professor. 

Mr. Bernanke didn't see inflation as a threat but viewed unemployment as a deeper problem than he had 

realized. The central bank, in his view, needed to act. The Fed chairman listened to colleagues' concerns 

during the calls, people familiar with the matter said, drawing out their reservations and probing for 

common ground. He eventually seized on a compromise that came from a little-known Fed governor. 

The result of the Fed's two-clay meeting that began Sept. 12 was an 11-1 vote to undertake one of the 

central bank's most ambitious stimulus programs. The Fed announced it would buy $40 billion a month of 

mortgage-backed securities and, for the first time, promised to keep buying until the U.S. job market 

substantially improved. 

http://online.wsj.com/news/articles/ BJ1.0~~~¥~1'tl~578020252883039778 2/25/2014 
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The commitment marked a change from the stop-and-start programs the Fed had launched since the 

financial crisis. 

"This is a 'Main Street' policy ," Mr. Bernanke said after the September meeting. "What we are about here is 

trying to get jobs going." The bond buying aims to drive down long-term interest rates and push up the 

values of homes, stocks and other financial assets. Officials hope their commitment will jolt households 

and businesses into spend ing, investing and hiring. 

Drawing broad support for the plan was important to Mr. Bernanke in part because the policies he was 

formulating could outlast him. His term as Fed chairman ends in January 2014. Seeing a return to U.S. full 

employment as a distant goal , Mr. Bernanke needed the support of officials who might remain at the Fed 

after he left. 

Central Casting I KB\' 11ctors in the Fed"s deruion 
-- --- ---- -

Ellulwtl, Dul&• lltul• : 
Fed Goffl'nor l'c,d Pm 
~ ... "'"""'"" ...,...,,. ....,duo....,,.., .. _....,, 
r..r. ... _... "'•-

Roots of the Fed decision stretched to March, when Mr. 

Bernanke in a speech warned the U.S. economy wasn't 

growing fast enough. Since September 2011 , the economy 

had produced about 200,000 jobs a month, driving down 

unemployment. But Mr. Bernanke warned that a slowdown 

would hobble hiring. Indeed, job gains by midyear fell to less 

than 100,000 a month. 

At the central bank's June policy meeting, Fed Governor 

Daniel Tarullo, a lawyer appointed by President Barack 

Obama, said the economy felt like a vehicle "stuck in the 

mud," according to people there. The analogy stuck. A month later, Mr. Bernanke used the same phrase 

with Congress. 

The meeting yielded what Mr. Bernanke considered an important step: the extension of Operation Twist, a 

Fed program to buy $45 billion of long-term Treasury securities each month, paid with the sales of short

term securities. The program-intended to put downward pressure on long-term rates-was supposed to 

expire on June 30. The Fed agreed to keep it going through December, giving Mr. Bernanke time to make 

sense of the slowing job market and consider further action. 

To move forward , Mr. Bernanke needed to corral several colleagues, including regional Fed bank 

president Dennis Lockhart from Atlanta, who had a vote on the Federal Open Market Committee, the Fed's 

decision making body. Under Fed rules, four of the 12 regional Fed banks vote on the committee on a 
rotating basis; a fifth , the New York Fed, always votes. 

Audio 
Jon Hilsenrath talks about Federal Reserve 

Mr. Lockhart, a former banker who spent much of his career 

working in emerging markets, said in an interview after the 

September meeting that he had spent his summer trying to 

"take stock of the recovery." He debated whether the U.S. 
Chairman Ben Bernanke's plan on The Wall 

Street Journal This Morning. 

suggested it was the latter. 

00:001 
02:27 

had an economy with a 3% growth trend that was hit by bad 

--luck-Europe's financial turmoil , for one. Or was it an 

economy growing at a 2% annual rate that couldn't sustain 

job growth and needed help? A string of weak economic data 

Like others, Mr. Lockhart had reservations about the effectiveness of Fed policies. Earlier bond buying 

hadn't yet produced strong growth. The banking system, still damaged by the financial crisis, wasn't 

http://online.wsj.com/news/articles/SBuOOQ()M2B~ti-6r:HUtEl-578020252883039778 2/25/2014 
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delivering credit the way economists expected, given historically low interest rates. Still , Mr. Lockhart 

thought a program targeting the U.S. housing market might help. 

Mr. Bernanke also worked on nonvoters, including Narayana Kocherlakota, who was going through his 

own transformation. 

Several months after becoming president of the Minneapolis Fed in 2009, Mr. Kocherlakota believed the 

job market had structural problems beyond the reach of monetary policy-for example, too many 

construction workers who couldn't easily be trained for other jobs. 

Mr. Kocherlakota joined Fed skeptics, so-called hawks, who doubted the effectiveness of central bank 
activism. During his turn as a Fed voter last year, he voted twice against loosening credit, moves 

championed by Mr. Bernanke. 

Though they disagreed on policy, Mr. Bernanke and Mr. Kocherlakota were kindred spirits. Mr. 

Kocherlakota is a scholarly Ph .D. economist who enrolled at Princeton University at age 15. Mr. Bernanke, 

equally wonky , was later chairman of Princeton's economics department years later. 

Mr. Kocherlakota and Mr. Bernanke exchanged emails over months, debating structural unemployment

the idea that unemployment was caused by mismatches between employer needs and the skills and 

location of workers. In Mr. Bernanke's view, employers weren't hiring because of weak demand for their 

goods and services, which Fed policies might help remedy. 

$ltdl,-.-..d....,_.•-Rld~-~--~ 
o-"' o-~ o-,._ o ... ,. o .... , o ... "' o- t o-u 
~ r.o, , ...................... ...,...,.... .... 
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,...,_-d ~- ~~ ~ ..,..,...., ~ ........ '°""' 
.....,_ -.. r-a: 'IJ\on ....,.~:u. ~•- r:.Md: turn.a 
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"I've learned a lot by talking to him," Mr. Kocherlakota said in 

an interview after the September meeting. Mr. Bernanke's 

"thinking is framed by data and models," he said . "It beats 

coming in there with just your gut." 

By summer, Mr. Kocherlakota said, his views about structural 

unemployment were shifting as he found the evidence less 

than persuasive. This left an opening for Mr. Bernanke. 

As the Fed's August meeting approached, Mr. Bernanke and 

his inner circle, which included Fed Vice Chairwoman Janet 

Yellen and New York Fed President William Dudley, were thinking that any Fed action should be a 

comprehensive and novel package, rather than an incremental step, according to people familiar with their 

views. They agreed to take time to confirm their views of the U.S. economy and develop consensus for a 

plan . 

The August meeting turned into a policy staging ground. One proposal on an internal list of three policy 

options was a new bond-buying program, accord ing to people familiar with the list. Mr. Bernanke didn't 

push. But it allowed a chance for officials to debate the pros and cons of a new program-in effect, a 

practice run for September. 

Some officials argued for more bond buying. Others worried about the Fed turning into too big a player in 

bond markets, disrupting trading in Treasury securities or mortgage securities. Fed staff wrote a memo 

ahead of the meeting detailing the market's capacity to absorb central bank purchases of Treasury bonds 

and mortgage-backed securities. They found that the Fed could carry on a large program for a couple of 

years if needed without disturbing markets. The finding helped set boundaries for what the Fed could do 

and for how long. 

http://online.wsj.com/news/articles/SB).~i½1~lft=~il&l~~g578020252883039778 2/25/2014 
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Hobbled Hiring 
When the Federal Reserve launched a new bond-buying program 
(QE3) In September, It was responding n part to faltering job growth. 
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The Fed's policy committee emerged from 

the August meeting with familiar fissures . 

Opponents of the Fed's easy-money 

policies said the measures weren't giving 

the economy much of a lift, while risking 

future inflation. 

Dallas Fed president Richard Fisher said 

the Fed was like a doctor over-prescribing 
Ritalin to attention-deficient Wall Street 

traders. Richmond Fed president Jeffrey 

Lacker dissented in August for the fifth 

straight meeting, taking issue with a policy 

already in place: An assurance the Fed had 

given that short-term interest rates would 

remain near zero through late 2014. Philadelphia Fed President Charles Plosser said in an interview that 

he urged Mr. Bernanke to wait until year-end before deciding on any new programs. 

Despite their public disagreements, Fed officials were friendly behind the scenes. Mr. Plosser, who favors 

tighter credit policies, and the Chicago Fed's Charles Evans, who wants easier credit, play golf together. 

They joined Mr. Fisher and Mr. Lockhart for a round at the Chevy Chase Country Club after the August 

meeting . 

By late summer, the Fed had made clear it was prepared to act if the economy continued to languish . The 

question was how? 

Many Fed activists wanted a open-ended program of bond purchases that would continue until the 

economy improved. Among them, some wanted to go big-at least a few hundred billion dollars worth over 

several months-with a promise to keep buying as needed. Moreover, some wanted to replace Operation 

Twist with bigger purchases of mortgage-backed securities and Treasurys. 

As the September meeting neared, Mr. Bernanke needed to assure colleagues who still had reservations 

about moving too aggressively. In addition to Mr. Lockhart, Cleveland Fed president Sandra Pianalto had 

been wavering . She was among those who worried more Fed bond buying could disrupt markets. 

Another fence-sitter was Washington-based Fed Governor Elizabeth Duke, a plain-spoken Virginia banker 

nominated to the Fed board by President George W. Bush in 2007. 

Fed officials described the Fed chairman's phone calls as low-pressure conversations. Mr. Bernanke 

sometimes dialed up colleagues while in his office on weekends, catch ing them off guard when their 

phones identified his private number as unknown. He gave updates on the latest staff forecasts, 

colleagues said. He asked their thoughts and what they could comfortably support, they said. 

The calls helped Mr. Bernanke gauge how far he could push his committee. It also won him trust among 

some of his fiercest opponents, officials said . Nearly all of Mr. Bernanke's colleagues described him as a 

good listener. 

"Even if you disagree with him on the programs, you know your voice has been heard," said Mr. Fisher, 

one of his opponents. "There is no effort to bully." 

bttp://online.wsj.com/news/articles/S.fAlOOOOirz~(fl)W~~Rii4578020252883039778 2/25/2014 
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Negotiations stepped up in the week before the meeting. Fed staff circulated language for policy options. 

Officials debated how different approaches would be described in the policy statement, which would be 

released after the meeting. 

Officials at Fed policy meetings typically consider three options: one representing activists who want to use 

monetary policy aggressively; another supporting officials seeking conservative use; and a middle-ground 

option that typically prevails. 

The premeeting documents this time listed four options, including an aggressive approach favored by 

activists, and no bond buying, favored by hawks. Among two middle-ground proposals was a compromise 

that Ms. Duke originated. 

Five days before the meeting, Mr. Bernanke took time out for the Washington Nationals-his favorite 

baseball team was having a dream season . He arrived at the ballpark in a worn Nationals cap and 

wandered the infield during batting practice. 

"I wanted to ask him if I should get some gold and silver but I bit my tongue," said Nationals manager 

Davey Johnson. Instead, they talked about how Mr. Johnson, a math major, used statistics to manage his 

lineup. 

At the meeting the following week, the Fed adopted the compromise that Ms. Duke helped spur. The Fed 

would continue Operation Twist through December but add an open-ended mortgage-bond buying 

program. 

Activists got what they most wanted: An open-ended commitment to buy mortgage bonds until the job 

market improved, with the strong possibility of additional Treasury purchases later. Fence-sitters got a 

promise to review the plan before deciding to proceed with a bigger program in 2013. Mr. Lockhart said the 

chance to reassess the program based on inflation and the performance of the job market helped win him 

over. 

With an agreement on bond buying largely in place, Fed officials at the September meeting left 

unanswered this question: When could they leave growth of the U.S. economy on its own? Mr. 

Kocherlakota and Mr. Evans failed to get agreement for inflation and unemployment thresholds to 

determine when to raise short-term rates, according to people familiar with the talks. 

"It's an ongoing discussion," Mr. Plosser said . "We will probably continue to work on this." 

Write to Jon Hilsenrath at jon.hilsenrath@wsj.com 

Corrections & Amplifications 

In a photo caption accompanying this article, the first name of Jeffrey Lacker, the president of the Federal 

Reserve Bank of Richmond, is misspelled as Jeffery. 

Copyright 2013 Dow Jones & Company, Inc. Al l Rights Reserved 
This copy is for your personal , non-commercial use only. Distribution and use of this material are governed by our Subscriber Agreement and by copyright law. 

For non-personal use or to order multiple copies, please contact Dow Jones Reprints at 1-800-843-0008 or visit 
www.djreprints.com 
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FEDERAL RESERVE BANK of NEW YORK sm•ln1tlirs«o111l m<1rict,mdthri'l:1uion 

OPERATING POLICY 

Statement Regarding Transactions in 
Agency Mortgage-Backed Securities and 
Treasury Securities 
September 13, 2012 

On September 13. 2012, the Federal Open Market Committee (FOMC) 
directed the Open Market Trading Desk (the Desk) at the l'cderal Reserve 
BankofN'ewYorkto begin purchasiog additional agency mortgage-backed 
securities (MBSJ at a pace of $40 billion per month. The FOMC also 
directed the Desk to continue through the end of the year its program to 
ei.1end the average maturity of its holdings of Treasury securities as 
announced in June and to maintain its existing policy of reinvesting 
principal payments from the Federal Reserve's holdings of agenL·y debt 
and agency MBS in agency MBS. 

The FOMC noted that these actions. which together \\ill increase the 
Committee's holdings of longer-term securities by about $85 billion each 
month through the end of the year. should put downward pressure on 
longer-term interest rates, ~,ipport mortgage murkets, and help to make 
broader financial conditions more accommodath-e. 

Purchase.~ of Agency MBS 
The purehases of additional agency MBS will begin tomorrow, and are 
expected to total approximately s2a billion over the remainder of 
September. Going forward. details associated "ith the additional amount 
of MBS to be purchased each month ,-;11 be announced on or arnund the 
last business day of the prior month. 

Consistent with current practice, the planned amount of purchases 
assodatt)d with rtiinvestmenls of prindpal payments on !«:>Mings of 
agem·y securities that are anticipated to take p]a{'e over each month!)' 
period will he a1111,mnced on or amund the eighth business day ofthu 
prim· month. The ne.xt monthly reinve_stnrnnt pur,:has(, amount was also 
published today, and can be found here: 
http:/ /www.ncwyorkfod.org/markels/ambs/amh._schcdule.html. 

'11te Desk anticipates that the agency :V!BS purchases associated with both 
the additional asset purchases and the principal reinvestments will likel)' 
he concentrated In newly-issued agency MUS in the To-lie-Announced 
(TB,\) market, although the Desk may purchase other agency :.ms if 
market «•nditions warrnnt. 

Consistent ,,itb current practices. all purchases of agency MBS .. ;u he 
conducted with the Federal Reserve's primacy d(,alers through a 
competitive bidding process and results will be published on the Federal 
Reserve Bank of Kew York's website. The Desk will also continue to 
puhll~h transaction prices for individual operatk,ns 011 a monthly basis. 

Frequently A.<ked Questions associated with these purchases will be 
released later today. 
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Press Release 

FEDERAL RESERVE press release 

Release Date: September 13, 2012 

For immediate release 

Information received since the Federal Open Market Committee met in August suggests that 
economic activity has continued to expand at a moderate pace in recent months. Growth in 
employment has been slow, and the unemployment rate remains elevated. Household spending has 
continued to advance but growth in business fixed investment appears to have slowed. The housing 
sector has shown some further signs of improvement, albeit from a depressed level. Inflation has 
been subdued although the prices of some key commodities have increased recently. Longer-term 
inflation expectations have remained stable. 

Consistent with its statutory mandate, the Committee seek to foster maximum employment and 
price stability. The Committee is concerned that without further policy accommodation economic 
growth might not be strong enough to generate sustained improvement in labor market conditions. 
Furthermore strains in global financial markets continue to pose significant downside risks to the 
economic outlook. The Committee also anticipates that inflation over the medium term likely would 
run at or below its 2 percent objective. 

To support a stronger economic recovery and to help ensure that inflation, over time, is at the rate 
most consistent with its dual mandate, the Committee agreed today to increase policy 
accommodation by purchasing additional agency mortgage-backed securities at a pace of $40 biIJion 
per month. The Committee also will continue through the end of the year its program to extend the 
average maturity of its holdings of securities as announced in June and it is maintaining its existing 
policy ofreinvesting principal payments from its holdings of agency debt and agency mortgage
backed securities in agency mortgage-backed securities. These actions, which together will increase 
the Committee's holdings of longer-term securities by about $85 bi Ilion each month through the end 
of the year, should put downward pressure on longer-term interest rates, support mortgage markets, 
and help to make broader financial conditions more accommodative. 

The Committee will closely monitor incoming information on economic and financial developments 
in coming months. If the outlook for the labor market does not improve substantially the Committee 
will continue its purchases of agency mortgage-backed securities undertake additional asset 
purchases, and employ its other policy tools as appropriate unti l such improvement is achieved in a 
context of price stability. In determining the size, pace, and composition of its asset purchases, the 
Committee will , as always take appropriate account of the likely efficacy and costs of such 
purchases. 

To support continued progress toward maximum employment and price stability, the Committee 
expects that a highly accommodative stance of monetary policy will remain appropriate for a 
considerable time after the economic recovery strengthens. ln particular, the Committee also 
decided today to keep the target range for the federal funds rate at O to I /4 percent and currently 
anticipates that exceptionally low levels for the federal funds rate are likely to be warranted at least 

http://www.federalreserve.gov/newse1Wlt${Pff~DQft\lRlft'Ei(£~ l 3a.htm 4/24/2015 
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through mid-2015. 

Voting for the FOMC monetary policy action were: Ben S. Bemanke, Chairman; William C. 
Dudley, Vice Chairman; Elizabeth A. Duke; Dennis P. Lockhart; Sandra Pianalto; Jerome H. 
Powell; Sarah Bloom Raskin; Jeremy C. Stein; Daniel K. Tarullo; John C. Williams; and Janet L. 
Yellen. Voting against the action was Jeffrey M. Lacker, who opposed additional asset purchases 
and preferred to omit the description of the time period over which exceptionally low levels for the 
federal funds rate are likely to be warranted. 

Statement Regarding Transactions in Agency Mortgage-Backed Securities and Treasury Securities 
iiP 

Related Information 

FOMC meeting calendars and information 

Economic projections materials (PDF) 

Press conference 

Related Current F AOs 
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SPECIAL REPORT 

[ [." [)f!',;t; I'< •I 1,·y I~ 111 I.II ;F.1'U: OCTOBER 3, 2012 

Fed: DecemberBound 

SUMMARY: Though tomorrow's FOMC minutes will highlight the extent of dissension over the efficacy of additional policy easing 
announced at the September meeting, more is likely after the US presidential elections. 

The US Federal Reserve has stepped to the sidelines ahead of the presidential elections , to work on its 
evolving pol icymaking framework following September's decision to embark on further significant easing . 

The minutes of September's meeting will show, however, that the groundwork for further action in coming 
months has been laid and that labor market improvement is unlikely to be substantial enough to stave off 
new Treasury purchases into 2013. 

The minutes, due at 2 p.m. EDT tomorrow, will also highlight the intense debate between Federal Open 
Market Committee participants over the efficacy of using the balance sheet to ease conditions further and 
reference again, other potential policy tools, including changes to the 2015 predictive guidance. 

While the minutes will reveal greater contention over large-scale asset purchases than chairman Ben 
Bernanke's August Jackson Hole speech did, the tone will clearly convey that economic risks remain 
tilted to the downside and will lean in the direct ion of more action. 

Assuming economic conditions have not vastly improved, the FOMC is therefore likely to vote as early as 
its December meeting (at which point there will be a new system-wide forecast round) to cease the 
Maturity Extension Program (MEP) on schedule and replace it w ith monthly Treasury bond purchases of 
around $45 billion - similar to the current monthly average. 

The committee will attach a predictive timeline outlining the duration of these purchases, that will be 
dependent on the economy recovering substantially. The monthly MBS purchases of around $40 billion 
launched in September will continue alongside this new program. Tomorrow's minutes will reference a 
staff paper that concludes the market has capacity to absorb purchases tnIs large for a period of time. 

The minutes will also show thedovish voting majority was ready to cease the MEP and replace it with 
open-ended MBS and Treasury purchases as early as last month. By year end, they are likely to get what 
they want. 

A motley crew 

While not highly unusual, within the menu of three policy options finally presented to the FOMC at the 
meeting were subsets of drafts of potential policy actions, denoted as "primes" in Fed-speak The fi rst 
main option is usually an extremely hawkish proposal, the last is very dovish and contains elements some 
participants lightly jest, serve as "trailers" for policy decisions in subsequent meetings. The middle option, 
though not always the case, is traditionally the chairman 's preferred outcome. 

In this meeting, there were multiple drafts within the middle proposal including the eventual outcome of 
September's meeting. The language in these drafts can be tweaked at the meeting by participants 
determined to have some input. 

In the week leading up to the meetings, the options are circulated and can change -- sometimes markedly 
- by the time the participants gather around the table. The "Teal Book," which conta ins the staff forecasts 
and the policy options, is circulated in two parts. The staff forecasts circulate fi rst and what used to be 
known as the "Blue Book," which contains the policy options, follows. 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

It is not unusual for board staff to pull all-nighters working on the final draft of the policy 
recommendations, once these has been commented on. This one took until after midnight. 

Within one of the "primes" was included a proposal to denote conditional guidance around employment 
and inflation conditions under which the committee might consider withdrawal of policy accommodation 
and a hike in the Fed funds rate. With Minneapolis Fed president Narayana Kocherlakota's input, a 6.5% 
(as opposed to the 5.5% later trailed publicly) unemployment threshold was floated in print as a trial 
balloon. 

The leadership knew this would not get anywhere that day but it served to propel forward a vigorous 
debate between committee participants about assigning potential numerical parameters on conditionality 
for "lift-off' which has led to some of the recent public expositions of preferred thresholds. It has also 
implied a degree of inevitability over the Fed deciding to put numerical conditionality around its forward 
guidance on rates . 

So varied were views on the committee going into September's meeting that many participants were 
unsure of the outcome. Committee members who at the time of the Jackson Hole meeting said they were 
prepared to dissent over additional action were coaxed into doing more in the ensuing weeks and fell into 
line behind the chairman by the time the FOMC met. 

Swapping calendar lift-off for conditionality 

After the September meeting, Kocherlakota publicly suggested the Fed should not consider lift-off as long 
as the medium-term outlook for inflation does not exceed 2.25%, or until the unemployment rate has 
fallen below 5.5%. Many Fed system officials believe so-called "full employment" to be between 5.5-6.5%. 
The Fed's current longer-run goal on unemployment is 5.2-6.0%. 

While Kocherlakota's proposal is viewed as far fetched , the policy optionality he emphasizes if either side 
breaches thresholds to maintain Fed funds at an extraordinarily low level (0-0.25%) depending upon 
conditions, appeals to the leadership. 

The committee has been debating such conditionality for a year and a half already. The ultimate objective 
of specifying such parameters is to reassure markets that policy will remain highly accommodative for a 
considerable time after the economy strengthens -- which is currently not expected to occur for four more 
years. Chicago Fed President Charlie Evans has long advocated what he calls a "7/3 threshold": no rise 
in fed funds unless unemployment falls below 7% or the outlook for inflation over the medium term 
exceeds 3%. 

As an illustration of the difficulty the committee has had on agreeing parameters, when putting together 
its principles on longer-run goals an monetary policy strategy earlier this year, it nailed an inflation target 
but failed on the employment/growth side of the mandate. It settled on a rate of 2% as a longer-run goal 
for inflation but noted that unemployment was largely determined by non-monetary factors and not 
directly measurable, rendering a fixed employment goal inappropriate. 

Within the meeting options over several months, some versions of numerical conditionality have shown 
up in the hawkish "A" option, mostly to spur ongoing discussion. While the committee got close to 
potentially articulating one such version at an earlier meeting, there remained too much opposition to the 
proposal at the time and participants were too evenly split to form a majority consensus. 

Still the momentum behind a collective desire to get away from the 2015 calendar guidance in the FOMC 
statement will likely force agreement on numerical conditionality before too long. 

Analyst: Regina Schleiger 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

Pa e 1 

Minutes of the Federal Open Market Committee 
September12-13,2012 

A meeting of the Federal Open Market Committee was 
held in the offices of the Board of Governors of the 
Federal Reserve System in Washington, D.C., on 
Wednesday, September 12, 2012, at 10:30 a.m. and 
continued on Thursday, September 13, 2012, at 
8:30 a.m. 

PRESENT: 
Ben Bernanke, Chairman 
William C. Dudley, Vice Chainnan 
Elizabeth Duke 
Jeffrey M. Lacker 
Dennis P. Lockhart 
Sandra Pianalto 
Jerome H. Powell 
Sarah Bloom Raskin 
Jeremy C. Stein 
Daniel K Tarullo 
John C. Williams 
Janet L. Yellen 

James Bullard, Christine Cumming, Charles L. Evans, 
Esther L. George, and Eric Rosengren, Alternate 
Members of the Federal Open Market Committee 

Richard W. Fisher, Narayana Kocherlakota, and 
Charles I. Plosser, Presidents of the Federal Re
serve Banks of Dallas, l\finneapolis, and Philadel
phia, respectively 

William B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew lvL Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
:Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Thomas C. Baxter, Deputy General Counsel 
Steven B. Kamin, Economist 
David W. Wilcox, Economist 

David .-\ltig, Thomas .-\. Connors, Michael P. Leahy, 
William Nelson, David Reifschneider, Glenn D. 
Rudebusch, William Wascher, and John A. Wein
berg, Associate Economists 

Simon Potter, Manager, System Open Market Account 

Nellie Liang, Director, Office of Financial Stability Pol
icy and Research, Board of Governors 

Jon W. Faust, Special .-\dviser to the Board, Office of 
Board Members, Board of Governors 

James A. Clouse, Deputy Director, Division of Mone
tary Affairs, Board of Governors; Maryann F. 
Hunter, Deputy Director, Division of Banking Su
pervision and Regulation, Board of Governors 

Andreas Lehnert,' Deputy Director, Office of Financial 
Stability Policy and Research, Board of Governors 

Linda Robertson, Assistant to the Board, Office of 
Board Members, Board of Governors 

Seth B. Carpenter, Senior Associate Director, Division 
of l\fonetary Affairs, Board of Governors 

Thomas Laubach, Senior Adviser, Division of Research 
and Statistics, Board of Governors; Ellen E. Meade 
and Joyce K Zickler, Senior Advisers, Division of 
Monetary Affairs, Board of Governors 

Brian J. Gross,2 Special Assistant to the Board, Office 
of Board Members, Board of Governors 

Eric M. Engen, l\fichael G. Palumbo, and Wayne 
Passmore, Associate Directors, Division of Re
search and Statistics, Board of Governors 

Fabio M. Natalucci, Deputy Associate Director, Divi
sion of Monetary Affairs, Board of Governors 

Edward Nelson, Section Chief, Division of Monetary 
Affairs, Board of Governors 

Jeremy B. Rudd, Senior Economist, Division of Re
search and Statistics, Board of Governors 

Kelly J. Dubbert, First Vice President, Federal Reserve 
Bank of Kansas City 

1 Attended Wednesday's session only. 
2 Attended Thursday's session only. 
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Loretta]. Mester, Harvey Rosenblum, and Daniel G. 
Sullivan, Executive Vice Presidents, Federal Re
serve Banks of Philadelphia, Dallas, and Chicago, 
respectively 

Cletus C. Coughlin, Troy Davig, Mark E. Schweitzer, 
and Kei-Mu Yi, Senior Vice Presidents, Federal 
Reserve Banks of St. Louis, Kansas City, Cleve
land, and Minneapolis, respectively 

Lorie K. Logan,Jonathan P. McCarthy, Giovanni Oli
ve~ and Nathaniel Wuerffel,3 Vice Presidents, Fed
eral Reserve Banks of New York, New York, Bos
ton, and New York, respectively 

Michelle Ezer,4 Markets Officer, Federal Reserve Bank 
ofNewYork 

l Attended after the discussion on potential effects of a large
scale asset purchase program. 
4 Attended the discussion on potential effects of a large-scale 
asset purchase program. 

Potential Effects of a Large-Scale Asset Purchase 
Program 
The staff presented an analysis of various aspects of 
possible large-scale asset purchase programs, including 
a comparison of flow-based purchase programs to pro
grams of fixed size. The presentation reviewed the 
modeling approach used by the staff in estimating the 
financial and macroeconomic effects of such purchases. 
While significant uncertainty surrounds such estimates, 
the presentation indicated that asset purchases could be 
effective in fostering more rapid progress toward the 
Committee's objectives. The staff noted that, for a 
flow-based program, the public's understanding of the 
conditions under which the Committee would end pur
chases would shape expectations of the magnitude of 
the Federal Reserve's holdings of longer-term securi
ties, and thus also influence the financial and economic 
effects of such a program. The staff also discussed the 
potential implications of additional asset purchases for 
the evolution of the Federal Reserve's balance sheet 
and income. The presentation noted that significant 
additional asset purchases should not adversely affect 
the ability of the Committee to tighten the stance of 
policy when doing so becomes appropriate. In their 
discussion of the staff presentation, a few participants 
noted the uncertainty surrounding estimates of the ef
fects of large-scale asset purchases or the need for addi-

tional work regarding the implications of such purchas
es for the normalization of policy. 

Developments in Financial Markets and the Fed
eral Reserve's Balance Sheet 
The Manager of the System Open Market Account 
(SOi\L-\.) reported on developments in domestic and 
foreign financial markets during the period since the 
Federal Open Market Committee (FOMC) met on 
July 31-August 1, 2012. He also reported on System 
open market operations, including the ongoing rein
vestment into agency-guaranteed mortgage-backed se
curities (MBS) of principal payments received on 
SOlVL-\. holdings of agency debt and agency-guaranteed 
i\IBS as well as the operations related to the maturity 
extension program authorized at the June 19-20, 2012, 
FO1vIC meeting. By unanimous vote, the Committee 
ratified the Desk's domestic transactions over the in
tenneeting period. There were no intervention opera
tions in foreign currencies for the System's account 
over the intermeeting period. 

Staff Review of the Economic Situation 
The information reviewed at the September 12-13 
meeting suggested that economic activity continued to 
increase at a moderate pace in recent months. Em
ployment rose slowly, and the unemployment rate was 
still high. Consumer price inflation stayed subdued, 
while measures of long-run inflation expectations re
mained stable. 

Private nonfarm employment increased in July and Au
gust at only a slightly faster pace than in the second 
quarter, and the rate of decline in government em
ployment eased somewhat. The unemployment rate 
was 8.1 percent in August, just a bit lower than its aver
age during the first half of the year, and the labor force 
participation rate edged down further. The share of 
workers employed part time for economic reasons re
mained large, and the rate of long-duration unemploy
ment continued to be high. Indicators of job openings 
and firms' hiring plans were little changed, on balance, 
and initial claims for unemployment insurance were 
essentially flat over the intenneeting period. · 

Manufacturing production increased at a faster pace in 
July than in the second quarter, and the rate of manu
facturing capacity utilization rose slightly. However, 
automakers' schedules indicated that the pace of motor 
vehicle assemblies would be somewhat lower in the 
coming months than it was in July, and broader indica
tors of manufacturing activity, such as the diffusion 
indexes of new orders from the national and regional 
manufacturing surveys, generally remained quite muted 
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in _rec~nt months at levels consistent with only meager 
gams m factory output in the near term. 

Following a couple of months when real personal con
~um~tion expenditures (PCE) were roughly flat, spend
mg mcreased in July, and the gains were fairly wide
spread across categories of consumer goods and servic
es. Incoming d~ta on factors that tend to support 
household spending were somewhat mixed. Real dis
posable incomes increased solidly in July, boosted in 
part by lower energy prices. The continued rise in 
h~use values through July, and the increase in equity 
pnces during the intermeeting period, suggested that 
households' net worth may have improved a little in 
recent months. However, consumer sentiment re
mained more downbeat in August than earlier in the 
year. 

Housing market conditions continued to improve, but 
constructi~n ~ctivity was still at a low level, reflecting 
the restramt 1mposed by the substantial inventory of 
foreclosed and distressed properties and by tight credit 
stan~ards for mortgage loans. Starts of new single
family homes declined in July, but permits increased, 
which pointed to further gains in single-family con
st~ction in the coming months. Both starts and per
m~ts f~r new multifamily units rose in July. Home 
prices mcreased for the sixth consecutive month in 
July, and sales of both new and existing homes also 
rose. 

Real business expenditures on equipment and software 
appeared to be decelerating. Both nominal shipments 
and new orders for nondefense capital goods excluding 
aircraft declined in July, and the backlog of unfilled 
orders decreased. Other forward-looking indicators, 
such as downbeat readings from surveys of business 
conditions and capital spending plans, also pointed to
ward only muted increases in real e.xpenditures for 
business equipment in the near term. Nominal busi
ness spending for new nonresidential construction de
clined in July after only edging up in the second quar
ter. Inventories in most industries looked to be rough
ly aligned with sales in recent months. 

Real federal government purchases appeared to de
crease f'.urther, as data for nominal federal spending in 
July po111ted to continued declines in real defense ex
penditures. Real state and local government purchases 
also appeared to still be trending down. State and local 
government payrolls contracted in July and August, 
although at a somewhat slower rate than in the second 
quarter, and nominal construction spending by these 
governments decreased slightly in July. 

The U.S. international trade deficit was about un
changed in July after narrowing significantly in June. 
Exports declined in July, as decreases in the exports of 
industrial supplies, automotive products, and consumer 
goods were only partially offset by greater exports of 
agricu~tural pro~ucts. Imports also declined in July, 
reflecnng lower unports of capital goods and petroleum 
products and somewhat higher imports of automotive 
products. The trade data for July pointed toward real 
net exports having a roughly neutral effect on the 
growth of U.S. real gross domestic product (GDP) in 
the third quarter after they made a positive contribu
tion to the increase in real GDP in the second quarter. 

Overall U.S. consumer prices, as measured by the PCE 
price index, were flat in July. Consumer food prices 
were essentially unchanged, but the substantial increas
es in spot and futures prices of farm commodities in 
recent months, reflecting the effects of the drought in 
the :Midwest, pointed toward some temporary upward 
pressures on retail food prices later this year. Consum
~r ~nergy prices declined slightly in July, but survey data 
111dicated that retail gasoline prices rose in August. 
Consumer prices excluding food and energy also were 
flat in July. Near-term inflation expectations from the 
Thomson Reuters/University of Michigan Surveys of 
Consumers increased somewhat in August, while long
er-term inflation expectations in the survey edged up 
but remained within the narrow range that they have 
~ccupied for many years. Long-run inflation expecta
tions from the Federal Reserve Bank of Philadelphia 
Survey of Professional Forecasters continued to be 
stable in the third quarter. 

1\-feasures of labor compensation indicated that increas
es in nominal wages remained modest. The rise in 
compensation per hour in the nonfarm business sector 
was muted over the year ending in the second quarter, 
and with small gains in productivity, unit labor costs 
rose only slightly. The employment cost index in
creased a little more slowly than the measure of com
pensation per hour over the same period. More recent
ly, the gains in average hourly earnings for all em
ployees in July and August were small. 

Overall foreign economic growth appeared to be sub
dued in the third quarter after slowing in the second 
quarter. In the euro area, policy developments contri
buted to an improvement in f111ancial conditions; recent 
indicators pointed to further decreases in production, 
however, and both business and consumer confidence 
continued to decline. Indicators of activity in the 
emerging market economies generally weakened. In 
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China, export growth slowed, while retail sales and in
vestment spending changed little. The rate of econom
ic growth rose in Brazil but was still sluggish, and in
creases in economic activity in Mexico were below the 
faster pace seen earlier in the year. Consistent with the 
slowing in foreign economic growth, readings on for
eign inflation continued to moderate. 

Staff Review of the Financial Situation 
Sentiment in financial markets improved somewhat 
since the time of the August FOMC meeting. Inves
tors' concerns about the situation in Europe seemed to 
ease somewhat, and market participants also appeared 
to have increased their expectations of additional mon
etary policy accommodation. 

On balance, the nominal Treasury yield curve steep
ened over the intermeeting period, with yields on long
er-dated Treasury securities rising notably. Following 
the August FOMC statement, Treasury yields moved 
up, reportedly in part because investors had factored in 
some probability that the anticipated liftoff date for the 
federal funds rate in the forward-guidance language 
would be moved back at that meeting. Treasury yields 
subsequently rose further as concerns about the situa
tion in the euro area moderated. Later in the period, 
Treasury yields retraced some of their earlier gains as 
market participants' expectations of additional policy 
action increased following the release of the minutes of 
the August FOMC meeting, the Chairman's speech at 
the economic symposium in Jackson Hole, and the 
weaker-than-expected August employment report. On 
net, the expected path of the federal funds rate derived 
from overnight index swap rates was little changed. 
Indicators of inflation expectations derived from no
minal and inflation-protected Treasury securities edged 
up over the period but stayed in the ranges observed 
over recent quarters. 

Conditions in unsecured short-term dollar funding 
markets remained stable over the intermeeting period. 
In secured funding markets, conditions were also little 
changed. 

In the September Senior Credit Officer Opinion Survey 
on Dealer Financing Terms, respondents reported no 
significant changes in credit terms for important classes 
of counterparties over the past three months, although 
a few noted a slight easing in terms for some clients. 
The use of leverage by hedge funds was reported to 
have remained basically unchanged. However, respon
dents noted greater demand for funding of agency and 
non-agency residential MBS. 

Broad price indexes for U.S. equities rose moderately, 
on net, over the intermeeting period, prompted by gen
erally better-than-expected readings on economic activ
ity released early in the period, somewhat reduced con
cerns about the situation in Europe, and some addi
tional anticipation of monetary policy easing later in the 
period. Option-implied volatility on the S&P 500 index 
fell in early August to levels not seen since the middle 
of 2007; it subsequently partially retraced. Equity pric
es for large domestic banks rose about in line with the 
broad equity price indexes, and credit default swap 
(CDS) spreads for the largest bank holding companies 
continued to move down. 

Yields on investment-grade corporate bonds were little 
changed at near-record low levels over the intermeeting 
period, while yields on speculative-grade corporate 
bonds edged down. The spread of yields on corporate 
bonds over those on comparable-maturity Treasury 
securities narrowed. Net debt issuance by nonfinancial 
firms continued to be strong over the period. Invest
ment- and speculative-grade bond issuance increased in 
August from an already robust pace in preceding 
months, and commercial and industrial (C&I) loans 
rose further. In the syndicated leveraged loan market, 
gross issuance of institutional loans continued to be 
solid in July and August. Issuance of collateralized loan 
obligations remained on pace to post its strongest year 
since 2007. The rate of gross public equity issuance by 
nonfinancial firms increased slightly in August but was 
still at a subdued level. 

Financial conditions in the commercial real estate 
(CRE) market were still somewhat strained against a 
backdrop of weak fundamentals and tight underwriting 
standards. Nevertheless, issuance of commercial mort
gage-backed securities continued at a solid pace over 
the intermeeting period. 

Mortgage rates remained at very low levels over the 
intermeeting period. Refinancing activity increased but 
was still restrained by tight underwriting conditions, 
capacity constraints at mortgage originators, and low 
levels of home equity. Nonrevolving consumer credit 
continued to expand briskly in June, largely due to ro
bust growth in student loans originated by the federal 
government, while revolving credit remained subdued. 
Delinquency rates for consumer credit were still low, 
mostly reflecting a shift in lending toward higher
credit-quality borrowers. 

Gross issuance of long-term municipal bonds picked 
up in August from the subdued pace in July, but net 
issuance continued to decline. CDS spreads for debt 
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issued by state governments moved lower over the in
termeeting period, and the ratio of yields on long-tenn 
general obligation municipal bonds to yields on com
parable-maturity Treasury securities decreased, on bal
ance. 

Bank credit continued to expand at a moderate pace 
over the intenneeting period, as growth in C&I loans 
remained brisk while CRE and home equity loans both 
trended down further. The August Survey of Terms of 
Business Lending indicated that overall interest-rate 
spreads on C&I loans were little changed; spreads on 
loans drawn on recently established commitments nar
rowed materially, although they remained wide. 

M2 growth was rapid in July, likely reflecting investors' 
heightened demand for safe and liquid assets amid con
cerns about the situation in Europe, but it slowed to a 
moderate pace in August as those concerns eased 
somewhat. The monetary base rose in July and August 
as reserve balances and currency expanded. 

Sentiment improved in foreign financial markets as the 
European Central Bank (ECB) outlined a plan to make 
additional sovereign bond purchases in conjunction 
with the European Financial Stability Facility and the 
European Stability Mechanism. Spreads of shorter
tenn yields on peripheral euro-area sovereign bonds 
over those on comparable-maturity German bunds 
declined substantially over the period. The staff's 
broad nominal index of the foreign exchange value of 
the dollar declined and benchmark sovereign yields in 
the major advanced foreign economies increased as 
safe-haven demands eased with the lessening of con
cerns about the European situation. :Most global 
benchmark indexes for equity prices moved up, and the 
equity prices of European banks rose sharply. Funding 
conditions for euro-area banks improved, although 
these conditions remained fragile, and draws on the 
Federal Reserve's liquidity swap facility with the ECB 
fell. 

The staff also reported on potential risks to financial 
stability, including tl1ose owing to the developments in 
Europe and to the current environment of low interest 
rates. Although the support for economic activity pro
vided by low interest rates enhances financial stability, 
low interest rates also could eventually contribute to 
excessive borrowing or risk-taking and possibly leave 
some aspects of the financial system vulnerable to a 
future rise in interest rates. The staff surveyed a wide 
range of asset markets and financial institutions for 
signs of excessive valuations, leverage, or risk-taking 
that could pose systemic risks. Valuations for broad 

asset classes did not appear stretched, or supported by 
excessive leverage. The staff also did not find evidence 
that excessive risk-taking was widespread, although 
such behavior had appeared in a few smaller and less 
liquid markets. 

Staff Economic Outlook 
In the economic projection prepared by the staff for 
the September FOMC meeting, the forecast for real 
GDP growth in the near term was broadly similar, on 
balance, to the previous projection. The near-term 
forecast incorporated a larger negative effect of the 
drought on farm output in the second half of this year 
than the staff previously anticipated, but this effect was 
mostly offset by the staff's expectation of a smaller 
drag from net exports. The staff's medium-term pro
jection for real GDP growth, which was conditioned 
on the assumption of no changes in monetary policy, 
was revised up a little, mostly reflecting a slight im
provement in the outlook for the European situation 
and a somewhat higher projected path for equity prices. 
Nevertheless, with fiscal policy assumed to be tighter 
next year than this year, the staff expected that increas
es in real GDP would not materially exceed the growth 
of potential output in 2013. In 2014, economic activity 
was projected to accelerate gradually, supported by an 
easing in fiscal policy restraint, increases in consumer 
and business confidence, further improvements in fi
nancial conditions and credit availability, and accom
modative monetary policy. The expansion in economic 
activity was expected to narrow the significant margin 
of slack in labor and product markets only slowly over 
the projection period, and the unemployment rate was 
anticipated to still be elevated at the end of 2014. 

The staff's near-term forecast for inflation was revised 
up from the projection prepared for the August FOMC 
meeting, reflecting increases in consumer energy prices 
that were greater than anticipated. However, the staff's 
projection for inflation over the medium term was little 
changed. With crude oil prices expected to gradually 
decline from their current levels, the boost to retail 
food prices from the drought anticipated to be only 
temporary and comparatively small, long-run inflation 
expectations assumed to remain stable, and substantial 
resource slack persisting over the projection period, the 
staff continued to forecast that inflation would be sub
dued through 2014. 

The staff viewed the uncertainty around the forecast 
for economic activity as elevated and the risks skewed 
to the downside, largely reflecting concerns about the 
situation in Europe and the possibility of a more severe 
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tightening in U.S. fiscal policy than anticipated. Al
though the staff saw the outlook for inflation as uncer
tain, the risks were viewed as balanced and not un
usually high. 

Participants' Views on Current Conditions and the 
Economic Outlook 
In conjunction with this FOMC meeting, meeting par
ticipants-the 7 members of the Board of Governors 
and the presidents of the 12 Federal Reserve Banks, all 
of whom participate in the deliberations of the 
FOMC-submitted their assessments of real output 
growth, the unemployment rate, inflation, and the tar
get federal funds rate for each year from 2012 through 
2015 and over the longer run, under each participants' 
judgment of appropriate monetary policy. The longer
run projections represent each participant's assessment 
of the rate to which each variable would be expected to 
converge, over time, under appropriate monetary policy 
and in the absence of further shocks to the economy. 
These economic projections and policy assessments are 
described in the Summary of Economic Projections, 
which is attached as an addendum to these minutes. 

In their discussion of the economic situation and out
look, meeting participants regarded the information 
received during the intermeeting period as indicating 
that economic activity had continued to expand at a 
moderate pace in recent months. However, recent 
gains in employment were small and the unemploy
ment rate remained high. Although consumer spend
ing had continued to advance, growth in business fixed 
investment appeared to have slowed. The housing sec
tor showed some further signs of improvement, albeit 
from a depressed level. Consumer price inflation had 
been subdued despite recent increases in the prices of 
some key commodities, and longer-term inflation ex
pectations had remained stable. 

Regarding the economic outlook, participants generally 
agreed that the pace of the economic recovery would 
likely remain moderate over coming quarters but would 
pick up over the 2013-15 period. In the near term, the 
drought in the Midwest was expected to weigh on eco
nomic growth. Moreover, participants observed that 
the pace of economic recovery would likely continue to 
be held down for some time by persistent headwinds, 
including continued weakness in the housing market, 
ongoing household sector deleveraging, still-tight credit 
conditions for some households and businesses, and 
fiscal consolidation at all levels of government. Many 
participants also noted that a high level of uncertainty 
regarding the European fiscal and banking crisis and 

the outlook for U.S. fiscal and regulatory policies was 
weighing on confidence, thereby restraining household 
and business spending. However, others questioned 
the role of uncertainty about policy as a factor con
straining aggregate demand. In addition, participants 
still saw significant downside risks to the outlook for 
economic growth. Prominent among these risks were a 
possible intensification of strains in the euro zone, with 
potential spillovers to U.S. financial markets and insti
tutions and thus to the broader U.S. economy; a larger
than-expected U.S. fiscal tightening; and the possibility 
of a further slowdown in global economic growth. 1\ 
few participants, however, mentioned the possibility 
that economic growth could be more rapid than cur
rently anticipated, particularly if major sources of un
certainty were resolved favorably or if faster-than
expected advances in the housing sector led to im
provements in household balance sheets, increased 
confidence, and easier credit conditions. Participants' 
forecasts for economic activity, which in most cases 
were conditioned on an assumption of additional, near
term monetary policy accommodation, were also asso
ciated with an outlook for the unemployment rate to 
remain close to recent levels through 2012 and then to 
decline gradually toward levels judged to be consistent 
with the Committee's mandate. 

In the household sector, incoming data on retail sales 
were somewhat stronger than expected. Participants 
noted, however, that households were still in the 
process of deleveraging, confidence was. low, and con
sumers appeared to remain particularly pessimistic 
about the prospects for the future, raising doubts that 
the somewhat stronger pace of spending would persist. 
Although the level of activity in the housing sector re
mained low, the somewhat faster pace of home sales 
and construction provided some encouraging signs of 
improvement. A number of participants also observed 
that house prices were rising. It was noted that such 
increases, coupled with historically low mortgage rates, 
could lead to a stronger upturn in housing activity, al
though constraints on the capacity for loan origination 
and still-tight credit terms for some borrowers contin
ued to weigh on mortgage lending. 

Business contacts in many parts of the country were 
reported to be highly uncertain about the outlook for 
the economy and for fiscal and regulatory policies. 
Although firms' balance sheets were generally strong, 
these uncertainties had led them to be particularly cau
tious and to remain reluctant to hire or expand capaci
ty. Reports on manufacturing activity were mixed, ,vith 
production related to autos and housing the most not-
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able areas of relative strength. In one District, business 
surveys pointed to further growth; however, readings 
on forward-looking indicators of orders around the 
country were less positive. In addition, business con
tacts noted that export demand was showing signs of 
weakness as a result of the slowdown in economic ac
tivity in Europe. The energy sector continued to ex
pand. In the agricultural sector, high grain prices and 
crop insurance payments were supporting farm in
comes, helping offset declines in production and re
duced profits on livestock. The drought was expected 
to reduce farm inventories and have a transitory impact 
on broader measures of economic growth. 

Participants generally expected that fiscal policy would 
continue to be a drag on economic activity over com
ing quarters. In addition to ongoing weakness in 
spending at the federal, state, and local government 
levels, uncertainties about tax and spending policies 
reportedly were restraining business decisionmaking. 
Participants also noted that if an agreement was not 
reached to tackle the expiring tax cuts and scheduled 
spending reductions, a sharp consolidation of fiscal 
policy would take place at the beginning of 2013. 

The available indicators pointed to continued weakness 
in overall labor market conditions. Growth in em
ployment had been disappointing, with the average 
monthly increases in payrolls so far this year below last 
year's pace and below the pace that would be required 
to make significant progress in reducing the unem
ployment rate. The unemployment rate declined 
around the turn of the year but had not fallen signifi
cantly since then. In addition, the labor force participa
tion rate and employment-to-population ratios were at 
or near post-recession lows. 

Meeting participants again discussed the extent of slack 
in labor markets. A few participants reiterated their 
view that the persistently high level of unemployment 
reflected the effect of structural factors, including mis
matches across and within sectors between the skills of 
the unemployed and those demanded in sectors in 
which jobs were currently available. It was also sug
gested that there was an ongoing process of polariza
tion in the labor market, with the share of job oppor
tunities in middle-skill occupations continuing to de
cline while the shares of low and high skill occupations 
increased. Both of these views would suggest a lower 
level of potential output and thus reduced scope for 
combating unemployment with additional monetary 
policy stimulus. Several participants, while acknowl
edging some evidence of structural changes in the labor 

market, stated again that weak aggregate demand was 
the principal reason for the high unemployment rate. 
They saw slack in resource utilization as remaining 
wide, indicating an important role for additional policy 
accommodation. Several participants noted the risk 
tl1at continued high levels of unemployment, even if 
initially cyclica~ might ultimately induce adverse struc
tural changes. In particular, they expressed concerns 
about the risk that the exceptionally high level of long
term unemployment and the depressed level of labor 
participation could ultimately lead to permanent nega
tive effects on the skills and prospects of those without 
jobs, thereby reducing the longer-run normal level of 
employment and potential output. 

Sentiment in financial markets improved notably during 
the intermeeting period. Participants indicated that 
recent decisions by the ECB helped ease investors' an
xiety about the near-term prospects for the euro. 
However, participants also observed that significant 
risks related to the euro-area banking and fiscal crisis 
remained, and that a number of important issues would 
have to be resolved in order to achieve further progress 
toward a comprehensive solution to the crisis. Partici
pants noted that indicators of financial stress in the 
United States were not e~ecially high and overall con
ditions in U.S. financial markets remained favorable. 
Longer-term interest rates were low and supportive of 
economic growth, while equity prices had risen. One 
participant noted that, while there were few current 
signs of excessive risk-taking, low interest rates could 
ultimately lead to financial imbalances that would be 
challenging to detect before they became serious prob
lems. 

The incoming information on inflation over the inter
meeting period was largely in line with participants' 
expectations. Despite recent increases in the prices of 
some key . commodities, consumer price inflation re
mained subdued. With longer-term inflation expecta
tions stable and the unemployment rate elevated, par
ticipants generally anticipated that inflation over the 
medium run would likely run at or below the 2 percent 
rate that the Committee judges to be most consistent 
with its mandate. Most participants saw the risks to the 
outlook for inflation as roughly balanced. A few partic
ipants felt that maintaining a highly accommodative 
stance of monetary policy over an extended period 
could unmoor longer-term inflation expectations and, 
against a backdrop of higher energy and commodity 
prices, posed upside risks to inflation. Other partici
pants, by contrast, saw inflation risks as tilted to the 
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downside, given their expectations for sizable and per
sistent resource slack. 

Participants again exchanged views on the likely bene
fits and costs of a new large-scale asset purchase pro
gram. Many participants anticipated that such a pro
gram would provide support to the economic recovery 
by putting downward pressure on longer-term interest 
rates and promoting more accommodative financial 
conditions. A number of participants also indicated 
that it could lift consumer and business confidence by 
emphasizing the Committee's commitment to contin
ued progress toward its dual mandate. In addition, it 
was noted that additional purchases could reinforce the 
Committee's forward guidance regarding the federal 
funds rate. Participants discussed the effectiveness of 
purchases of Treasury securities relative to purchases of 
agency MBS in easing financial conditions. Some par
ticipants suggested that, all else being equal, MBS pur
chases could be preferable because they would more 
directly support the housing sector, which remains 
weak but has shown some signs of improvement of 
late. One participant, however, objected that purchases 
of MBS, when compared to purchases of longer-term 
Treasury securities, would likely result in higher interest 
rates for many borrowers in other sectors. A number 
of participants highlighted the uncertainty about the 
overall effects of additional purchases on financial 
markets and the real economy. Some participants 
thought past purchases were useful because they were 
conducted during periods of market stress or height
ened deflation risk and were less confident of the effi
cacy of additional purchases under present circum
stances. A few expressed skepticism that additional 
policy accommodation could help spur an economy 
that they saw as held back by uncertainties and a range 
of structural issues. In discussing the costs and risks 
that such a program might entail, several participants 
reiterated their concern that additional purchases might 
complicate the Committee's efforts to withdraw mone
tary policy accommodation when it eventually became 
appropriate to do so, raising the risk of undesirably 
high inflation in the future and potentially unmooring 
inflation expectations. One participant noted that an 
extended period of accommodation resulting from ad
ditional asset purchases could lead to excessive risk
taking on the part of some investors and so undermine 
financial stability over time. The possible adverse ef
fects of large purchases on market functioning were 
also noted. However, most participants thought these 
risks could be managed since the Committee could 
make _adjustments to its purchases, as needed, in re-

sponse to economic developments or to changes in its 
assessment of their efficacy and costs. 

Participants also discussed issues related to the provi
sion of forward guidance regarding the future path of 
the federal funds rate. It was noted that clear commu
nication and credibility allow the central bank to help 
shape the public's expectations about policy, which is 
crucial to managing monetary policy when the federal 
funds rate is at its effective lower bound. A number of 
participants questioned the effectiveness of continuing 
to use a calendar date to provide forward guidance, 
noting that a change in the calendar date might be in
terpreted pessimistically as a downgrade of the Com
mittee's economic outlook rather than as conveying the 
Committee's determination to support the economic 
recovery. If the public interpreted the statement pes
simistically, consumer and business confidence could 
fall rather than rise. Many participants indicated a pre
ference for replacing the calendar date with language 
describing the economic factors that the Committee 
would consider in deciding to raise its target for the 
federal funds rate. Participants discussed the benefits 
of such an approach, including the potential for en
hanced effectiveness of policy through greater clarity 
regarding the Committee's future behavior. That ap
proach could also bolster the stimulus provided by the 
System's holdings of longer-term securities. It was 
noted that forward guidance along these lines would 
allow market expectations regarding the federal funds 
rate to adjust automatically in response to incoming 
data on the economy. Many participants thought that 
more-effective forward guidance could be provided by 
specifying numerical thresholds for labor market and 
inflation indicators that would be consistent ,vith main
taining the federal funds rate at exceptionally low levels. 
However, reaching agreement on specific thresholds 
could be challenging given the diversity of participants' 
views, and some were reluctant to specify explicit nu
merical thresholds out of concern that such thresholds 
would necessarily be too simple to fully capture the 
complexities of the economy and the policy process or 
could be incorrectly interpreted as triggers prompting 
an automatic policy response. In addition, numerical 
tluesholds could be confused with the Committee's 
longer-term objectives, and so undermine the Commit
tee's credibility. At the conclusion of the discussion, 
most participants agreed that the use of numerical 
thresholds could be useful to provide more clarity 
about the conditionality of the forward guidance but 
thought that further work would be needed to address 
the related communications challenges. 
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Committee Policy Action 
Committee members saw the information received 
over the intermeeting period as suggesting that eco
nomic activity had continued to expand at a moderate 
pace in recent months. However, growth in employ
ment had been slow, and almost all members saw the 
unemployment rate as still elevated relative to levels 
that they viewed as consistent with the Committee's 
mandate. Members generally judged that without addi
tional policy accommodation, economic growth might 
not be strong enough to generate sustained improve
ment in labor market conditions. Moreover, while the 
sovereign and banking crisis in Europe had eased some 
recently, members still saw strains in global financial 
conditions as posing significant downside risks to the 
economic outlook. The possibility of a larger-than
expected fiscal tightening in the United States and 
slower global growth were also seen as downside risks. 
Inflation had been subdued, even though the prices of 
some key commodities had increased recently. Mem
bers generally continued to anticipate that, with longer
term inflation expectations stable and given the existing 
slack in resource utilization, inflation over the medium 
term would run at or below the Committee's longer
run objective of 2 percent. 

In their discussion of monetary policy for the period 
ahead, members generally expressed concerns about 
the slow pace of improvement in labor market condi
tions and all members but one agreed that the outlook 
for economic activity and inflation called for additional 
monetary accommodation. Members agreed that such 
accommodation should be provided through both a 
strengthening of the forward guidance regarding the 
federal funds rate and purchases of additional agency 
IvIBS at a pace of $40 billion per month. Along with 
the ongoing purchases of $45 billion per month of 
longer-term Treasury securities under the maturity ex
tension program announced in June, these purchases 
will increase the Committee's holdings of longer-term 
securities by about $85 billion each month through the 
end of the year, and should put downward pressure on 
longer-term interest rates, support mortgage markets, 
and help make broader financial conditions more ac
commodative. Members also agreed to maintain the 
Committee's existing policy of reinvesting principal 
payments from its holdings of agency debt and agency 
MBS into agency MBS. The Committee agreed that it 
would closely monitor incoming information on eco
nomic and financial developments in coming months, 
and that if the outlook for the labor market did not 
improve substantially, it would continue its purchases 

of agency MBS, undertake additional asset purchases, 
and employ its other policy tools as appropriate until 
such improvement is achieved in a context of price 
stability. This flexible approach was seen as allowing 
the Committee to tailor its policy response over time to 
incoming information while incorporating conditional 
features that clarified the Committee's intention to im
prove labor market conditions, thereby enhancing the 
effectiveness of the action by helping to bolster busi
ness and consumer confidence. While members gener
ally viewed the potential risks associated with these 
purchases as manageable, the Committee agreed that in 
determining the size, pace, and composition of its asset 
purchases, it would, as always, take appropriate account 
of the likely efficacy and costs of such purchases. With 
regard to the forward guidance, the Committee agreed 
on an extension through mid-2015, in conjunction with 
language in the statement indicating that it expects that 
a highly accommodative stance of policy ,vill remain 
appropriate for a considerable time after the economic 
recovery strengthens. That new language was meant to 
clarify that the maintenance of a very low federal funds 
rate over that period did not reflect an expectation that 
the economy would remain weak, but rather reflected 
the Committee's intention to support a stronger eco
nomic recovery. One member dissented from the poli
cy decision, on the grounds that he opposed additional 
asset purchases and preferred to omit the calendar date 
from the forward guidance; in his view, it would be 
better to use qualitative language to describe the factors 
that would influence the Committee's decision to in
crease the target federal funds rate. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of New York, until it was instructed otherwise, to ex
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

"The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output. To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from Oto 1

/4 percent. 
The Committee directs the Desk to continue 
the maturity extension program it announced 
in June to purchase Treasury securities with 
remaining maturities of 6 years to 30 years 
with a total face value of about $267 billion 
by the end of December 2012, and to sell or 
redeem Treasury securities with remaining 
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maturities of approximately 3 years or less 
with a total face value of about $267 billion. 
For the duration of this program, the Com
mittee directs the Desk to suspend its policy 
of rolling over maturing Treasury securities 
into new issues. The Committee directs the 
Desk to maintain its existing policy of rein
vesting principal payments on all agency debt 
and agency mortgage-backed securities in the 
System Open Market Account in agency 
mortgage-backed securities. The Desk is al
so directed to begin purchasing agency mort
gage-backed securities at a pace of about 
$40 billion per month. The Committee di
rects the Desk to engage in dollar roll and 
coupon swap transactions as necessary to fa
cilitate settlement of the Federal Reserve's 
agency lvlBS transactions. The System Open 
Market Account Manager and the Secretary 
will keep the Committee informed of ongo
ing developments regarding the System's bal
ance sheet that could affect the attainment 
over time of the Committee's objectives of 
maximum employment and price stability." 

The vote encompassed approval of the statement be
low to be released at 12:30 p.m.: 

"Information received since the Federal 
Open Market Committee met in August sug
gests that economic activity has continued to 
expand at a moderate pace in recent months. 
Growth in employment has been slow, and 
the unemployment rate remains elevated. 
Household spending has continued to ad
vance, but growth in business fixed invest
ment appears to have slowed. The housing 
sector has shown some further signs of im
provement, albeit from a depressed level. 
Inflation has been subdued, although the 
prices of some key commodities have in
creased recently. Longer-term inflation ex
pectations have remained stable. 

Consistent with its statutory mandate, the 
Committee seeks to foster maximum em
ployment and price stability. The Committee 
is concerned that, without further policy ac
commodation, economic growth might not 
be strong enough to generate sustained im
provement in labor market conditions. Fur
thermore, strains in global financial markets 
continue to pose significant downside risks 

to the economic outlook. The Committee 
also anticipates that inflation over the me
dium term likely would run at or below its 
2 percent objective. 

To support a stronger economic recovery 
and to help ensure that inflation, over time, 
is at the rate most consistent with its dual 
mandate, the Committee agreed today to in
crease policy accommodation by purchasing 
additional agency mortgage-backed securities 
at a pace of $40 billion per month. The 
Committee also will continue through the 
end of the year its program to extend the av
erage maturity of its holdings of securities as 
announced in June, and it is maintaining its 
existing policy of reinvesting principal pay
ments from its holdings of agency debt and 
agency mortgage-backed securities in agency 
mortgage-backed securities. These actions, 
which together will increase the Committee's 
holdings of longer-term securities by about 
$85 billion each month through the end of 
the year, should put downward pressure on 
longer-term interest rates, support mortgage 
markets, and help to make broader financial 
conditions more accommodative. 

The Committee will closely monitor incom
ing information on economic and financial 
developments in coming months. If the out
look for the labor market does not improve 
substantially, the Committee will continue its 
purchases of agency mortgage-backed securi
ties, undertake additional asset purchases, 
and employ its other policy tools as appro
priate until such improvement is achieved in 
a context of price stability. In determining 
the size, pace, and composition of its asset 
purchases, the Committee will, as always, 
take appropriate account of the likely efficacy 
and costs of such purchases. 

To support continued progress toward max
imum employment and price stability, the 
Committee expects that a highly accommo
dative stance of monetary policy will remain 
appropriate for a considerable time after the 
economic recovery strengthens. In particu
lar, the Committee also decided today to 
keep the target range for the federal funds 
rate at O to ¼ percent and currently antic
ipates that exceptionally low levels for the 
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federal funds rate are likely to be warranted 
at least through mid-2015." 

Voting for this action: Ben Bernanke, William C. 
Dudley, Elizabeth Duke, Dennis P. Lockhart, Sandra 
Pianalto, Jerome H. Powell, Sarah Bloom Raskin, Jere
my C. Stein, Daniel K. Tarullo, John C. Williams, and 
Janet L. Yellen. 

Voting against this action: Jeffrey M. Lacker. 

Mr. Lacker dissented because he believed that addition
al monetary stimulus at this time was unlikely to result 
in a discernible improvement in economic growth 
without also causing an unwanted increase in inflation. 
Moreover, he expressed his opposition to the purchase 
of more MBS, because he viewed it as inappropriate for 
the Committee to choose a particular sector of the 
economy to support; purchases of Treasury securities 
instead would have avoided this effect. Finally, he pre
ferred to omit the description of the time period over 
which exceptionally low levels for the federal funds rate 
were likely to be warranted. 

Consensus Forecast Experiment 
In light of the discussion at the previous FOMC meet
ing, the subcommittee on communications developed a 
second experimental exercise intended to shed light on 

the feasibility and desirability of constructing an FOMC 
consensus forecast. At this meeting, participants dis
cussed possible formulations of the monetary policy 
assumptions on which to condition an FOMC consen
sus forecast and alternative approaches for participants 
to express their endorsement of the consensus forecast. 
In conclusion, participants agreed to have a broad dis
cussion of the experiences gathered from the two ex
perimental exercises in conjunction with the October 
FOMC meeting. 

It was agreed that the next meeting of the Committee 
would be held on Tuesday-Wednesday, October 23-
24, 2012. The meeting adjourned at 12:10 p.m. on Sep
tember 13, 2012. 

Notation Vote 
By notation vote completed on August 21, 2012, the 
Committee unanimously approved the minutes of the 
FOMC meeting held on July 31-August 1, 2012. 

William B. English 
Secretary 
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Summary of Economic Projections 

In conjunction with the September 12-13, 2012, Fed
eral Open Market Committee (FOl\K) meeting, meet
ing participants-the 7 members of the Board of Gov
ernors and the 12 presidents of the Federal Reserve 
Banks, all of whom participate in the deliberations of 
the FO~IC-submitted their assessments, under each 
participant's judgment of appropriate monetary policy, 
of real output growth, the unemployment rate, infla
tion, and the target federal funds rate for each year 
from 2012 through 2015 and over the longer run. 
These assessments were based on information available 
at the time of the meeting and participants' individual 
assumptions about the factors likely to affect economic 
outcomes. The longer-run projections represent each 
participant's judgment of the rate to which each varia
ble would be expected to converge, over time, under 
appropriate monetary policy and in the absence of fur
ther shocks to the economy. "Appropriate monetary 
policy'' is defined as the future path of policy that par
ticipants deem most likely to foster outcomes for eco
nomic activity and inflation that best satisfy their indi
vidual interpretations of the Federal Reserve's objec
tives of maximum employment and stable prices. 

Overall, the assessments that FOMC participants sub
mitted in September indicated that, under appropriate 
monetary policy, the pace of economic recovery over 
the 2012-15 period would gradually pick up and infla
tion would remain subdued (table 1 and figure 1). Par-

ticipants judged that the growth rate of real gross do
mestic product (GDP) would increase somewhat in 
2013 and that economic growth in 2014 and 2015 
would modestly exceed participants' estimates of the 
longer-run sustainable rate of growth, while the unem
ployment rate would decline gradually through 2015. 
Participants projected that inflation, as measured by the 
annual change in the price index for personal consump
tion expenditures (PCE), would run close to or below 
the FOMC's longer-run inflation objective of 2 percent. 

As shown in figure 2, most participants judged that 
highly accommodative monetary policy was likely to be 
warranted over the next few years. In particular, 
13 participants thought that it would be appropriate for 
the first increase in the target federal funds rate to oc
cur during 2015 or later. The majority of participants 
judged that appropriate monetary policy would involve 
a decision by the Committee, at the September meeting 
or before long, to undertake significant additional asset 
purchases. 

As in June, participants in September judged the uncer
tainty associated with the outlook for real activity and 
the unemployment rate to be unusually high compared 
with historical norms, with the risks weighted mainly 
toward slower economic growth and a higher unem
ployment rate. While a number of participants viewed 
the uncertainty surrounding their projections for infla
tion to be unusually high in comparison with historical 

Table 1. Economic projections of Federal Reserve Boan! members and FedL-ral Reserve Bank presidents, September 2012 

Percent 

Variable 
Central tendency! Rangc2 

2012 I 2013 I 2014 I 2015 I Longcrrw1 2012 I 2013 I 2014 I 2015 I Longcrrw1 

Change in real GDP .. 1.7 to 2.0 2.5 to 3.0 3.0 to 3.8 3.0 to 3.8 2.3 to 2.5 1.6 to 2.0 2.3 to 3.5 2.7 to 4.1 2.5 to 4.2 2.2 to 3.0 
June projection ... 1.9 to 2.4 2.2 to 2.8 3.0 to 3.5 n.a. 2.3 to 2.5 1.6 to 2.5 2.2 to 3.5 2.8 to 4.0 n.a. 2.2 to 3.0 

Unemployment rate .. 8.0 to 8.2 7.6 to 7.9 6.7 to 7.3 6.0 to 6.8 5.2 to 6.0 8.0 to 8.3 7.0 to 8.0 6.3 to 7.5 5.7 to 6.9 5.0 to 6.3 
June projection ... 8.0 to 8.2 7.5 ro 8.0 7.0 to 7.7 n.a. 5.2 to 6.0 7.8 to 8.4 7.0 to 8.1 6.3 to 7.7 n.a. 4.9 to 6.3 

l'CEinflation.,,,, ... 1.7 to 1.8 1.6 to 2.0 1.6 to 2.0 1.8 to 2.0 2.0 1.5 to 1.9 1.5 to 2.1 1.6 to 2.2 1.8 to 2.3 2.0 
June projection ... 1.2 to 1.7 1.5 to 2.0 1.5 to 2.0 n.a. 2.0 1.2 to 2.0 1.5to2.1 1.5 to 2.2 n.a. 2.0 

Core PCE inflationl .. 1.7 to 1.9 1.7 to 2.0 1.8 to 2.0 1.9 to 2.0 1.6 to 2.0 1.6 to 2.0 1.6 to 2.2 1.8 to 2.3 
June projection .... 1.7 to 2.0 1.6 to 2.0 1.6102.0 n.a. 1.7 to 2.0 1.4 to 2.1 1.5 to 2.2 n.a. 

NOTI,: Projections of change in real gross domestic product (GDP) an projcc1ions for borh measures of innation arc from the fourth quarter of the pre
,·ious year to the fourrh quarrer of the year indicated. PCE innation and core PCE innarion arc rhe percentage rares of change in, respectively, the price index for 
personal consumprion expenditures (PCE) and the price index for PCE excluding food and energy. Projections for the unemploymenl rate arc for the a,•erage 
civilian unemployment rate in the fourlh 11uarter of the year indicated. Each partici1,ant's projections arc ba.sed on his or her assessment of appropriate monetary 
policy. Longer-run projeclions rL-prcscnl each participant's assessment of rhe rate to which each ,·ariablc would be expected to converge under appropriate 
monctat}' policy and in the absence of furrher shucks 10 the ~-conomy. '!be June projccrinns were made in conjunction with the meeting of the Federal Open 
Market Committee on June 19-20, 2012. 

1. The ccnrral rcndcncy excludes the thn.-c highcsl and three lowest projections for each variable in each year. 
2. The ran.1,,c for a ,·ariablc in a given year includes all participants' prujcctinns, from lowest to highest, for rhat variable in thar year. 
3. Loni,>cr-run projecrions for core PCE inflation arc nut collected. 
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Figure 1. Central tendencies and ranges of economic projections, 2012-15 and over the longer run 
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Figure 2. Ov 1·view or F'OMC pa rticipa nts· nss ments or appropria te moneta ry policy, Septemb r 2012 
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norms, many judged it to be broadly similar to histori
cal norms, and most considered the risks to inflation to 
be roughly balanced. 

The Outlook for Economic Activity 
Conditional on their individual assumptions about ap
propriate monetary policy, participants judged that the 
economy would grow at a moderate pace over coming 
quarters and then pick up somewhat in 2013 before 
expanding in 2014 and 2015 at a rate modestly above 
what participants saw as the longer-run rate of output 
growth. The central tendency of their projections for 
the change in real GDP in 2012 was 1.7 to 2.0 percent, 
somewhat lower than in June. Many participants cha
racterized the incoming data as having been to the 
weak side of their expectations at the time of the June 
meeting; several participants also cited the severe 
drought as a factor causing them to mark down their 
projections for economic growth in 2012. However, 
participants' projections for 2013 and 2014 were gener
ally slightly higher than in June; this reflected, in part, a 
greater assumed amount of monetary policy accommo
dation than in their June submissions as well as some 
improvement since then in the outlook for economic 
activity in Europe. The central tendency of partici
pants' projections for real GDP growth in 2013 was 2.5 
to 3.0 percent, followed by central tendencies for both 
2014 and 2015 of 3.0 to 3.8 percent. The central ten
dency for the longer-run rate of increase of real GDP 
remained at 2.3 to 2.5 percent, unchanged from June. 
While most participants noted that the increased degree 
of monetary policy accommodation assumed in their 
projections would help promote a faster recovery, par
ticipants cited several headwinds that would be likely to 
hold back the pace of economic expansion over the 
forecast period, including slower growth abroad, a still
weak housing market, the difficult fiscal and financial 
situation in Europe, and fiscal restraint in the United 
States. 

Participants projected the unemployment rate at the 
end of 2012 to remain close to recent levels, with a cen
tral tendency of 8.0 to 8.2 percent, the same as in their 
June submissions. Participants anticipated gradual im
provement from 2013 through 2015; even so, they gen
erally thought that the unemployment rate at the end of 
2015 would still lie well above their individual estimates 
of its longer-run normal level. The central tendencies 
of participants' forecasts for the unemployment rate 
were 7.6 to 7.9 percent at the end of 2013, 6.7 to 
7.3 percent at the end of 2014, and 6.0 to 6.8 percent at 
the end of 2015. The central tendency of participants' 
estimates of the longer-run normal rate of unemploy-

ment that would prevail under the assumption of ap
propriate monetary policy and in the absence of further 
shocks to the economy was 5.2 to 6.0 percent, un
changed from June. Most participants projected that 
the gap between the current unemployment rate and 
their estimates of its longer-run normal rate would be 
closed in five or six years, while a few judged that less 
time would be needed. 

Figures 3.A and 3.B provide details on the diversity of 
participants' views regarding the likely outcomes for 
real GDP growth and the unemployment rate over tl1e 
next three years and over the longer run. The disper
sion in these projections reflects differences in partici
pants' assessments of many factors, including appropri
ate monetary policy and its effects on the economy, the 
rate of improvement in the housing sector, the spillover 
effects of the fiscal and financial situation in Europe, 
the prospective path for U.S. fiscal policy, the extent of 
structural dislocations in the labor market, the likely 
evolution of credit and financial market conditions, and 
longer-term trends in productivity and the labor force. 
With much of the data for the first eight months of 
2012 now in hand, the dispersion of participants' pro
jections of real GDP growth and the unemployment 
rate this year narrowed in September compared with 
June. The range of participants' forecasts for the 
change in real GDP in 2013 and 2014, however, was 
little changed from June, on balance. The distribution 
of projections for the unemployment rate was not 
much altered for 2013, while for 2014 it narrowed a bit 
and shifted down slightly. The range for the unem
ployment rate for 2015 was 5. 7 to 6. 9 percent. As in 
June, the dispersion of estimates for the longer-run rate 
of output growth was fairly narrow, ,vith the values 
being mostly from 2.2 to 2.7 percent. The range of 
participants' estimates of the longer-run rate of unem
ployment was 5.0 to 6.3 percent, a similar range to that 
in June; this range reflected different judgments among 
participants about several factors, including the outlook 
for labor force participation and the structure of the 
labor market. 

The Outlook for Inflation 
Participants' views on the broad outlook for inflation 
under the assumption of appropriate monetary policy 
were little changed from June. For 2012 as a whole, 
most anticipated that overall inflation would be only 
slightly above its average annual rate of 1.6 percent 
over the first half of the year; a number of participants 
pointed to higher food prices in response to the 
drought, along with recent increases in oil prices, as 
temporary sources of upward pressure on the headline 
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Figure 3.A. Distribution of participants' projection fo r Lh change in real GDP, 2012-15 and over t he longer run 
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Figure 3. B. Distribution o f part icipants' projecLions fo r Lh unemployment ra t.e, 20 12- 15 a nd over t h longer ru n 
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rate. Almost all participants judged that both headline 
and core inflation would remain subdued over the 
2013-15 period, running at rates at or below the 
FOMC's longer-run objective of 2 percent. In pointing 
t~ _factors _likely_ to restrain price pressures, several par
t:J.cipants cited sizable resource slack and stable inflation 
expectations, while a few noted the subdued behavior 
of labor compensation. Specifically, the central ten
dency of participants' projections for inflation, as 
measured by the PCE price index, moved up and tight
ened to 1. 7 to 1.8 percent for 2012 and was little 
changed for 2013 and 2014 at 1.6 to 2.0 percent. For 
2015, the central tendency was 1.8 to 2.0 percent. The 
central tendencies of the forecasts for core inflation 
were broadly similar to those for the headline measure 
for 2013 through 2015. 

Figures 3.C and 3.D provide information about the 
diversity of participants' views about the outlook for 
inflation. Participants' projections for headline infla
tion for 2012, which in June had ranged from 1.2 to 
2 percent, narrowed in September to the range of 1.5 to 
1_.9 percent; about three-fourths of participants' projec
t1~ns took values of 1.7 to 1.8 percent, broadly in line 
with recent inflation readings. The distributions of 
participants' projections for headline inflation in 2013 
and 2014 were very similar to those for June, while the 
range of projections for core inflation narrowed slightly 
for both years. The distributions for core and overall 
inflation in 2015 were concentrated near the Commit
tee's longer-run inflation objective of 2 percent. 

Appropriate Monetary Policy 
As ind_icated in figure 2, most participants judged that 
except:J.onally low levels of the federal funds rate would 
remain appropriate for several more years. In particu
lar, 12 participants thought that the first increase in the 
target federal funds rate would not be warranted until 
20_15, and 1 viewed a start to finning in 2016 as appro
pnate (upper panel). The 12 participants who expected 
that the target federal funds rate would not move 
above its effective lower bound until 2015 thought the 
federal funds rate would be 1.6 percent or lower at the 
end of that year, while the one participant who ex
pected that policy finning would commence in 2016 
saw the funds rate target at 75 basis points at the end of 
that year. Six participants judged that policy finning in 
2012, 2013, or 2014 would be consistent with the 
~ommittee's statutory mandate. Those participants 
Judged that the appropriate value for the federal funds 
rate would range from 1 ½ to 3 percent at the end of 
2014 and from 2'/2 to 4½ percent at the end of 2015. 
In total, 14 participants judged that appropriate mone-

tary policy called for a more-accommodative path for 
the federal funds rate than in their June submissions 
involving either a lower target for the federal funds rat~ 
at the end of the initial year of policy firming, or a shift 
out in the first year of finning. 

All participants reported levels for the appropriate tar
get federal funds rate at the end of 2014 that were well 
below their estimates of the level expected to prevail in 
the longer run, and most saw the appropriate target 
federal funds rate as still well below its longer-run value 
at the end of 2015. Estimates of the longer-run target 
federal funds rate ranged from 3 to 4½ percent, reflect
ing the Committee's inflation objective of 2 percent 
and participants' judgments about the longer-run equi
librium level of the real federal funds rate. 

Participants also provided qualitative information on 
their views regarding the appropriate path of the Fed
eral Reserve's balance sheet. Eleven participants indi
cated that appropriate policy would involve a decision 
by the Committee, at the September meeting or soon 
thereafter, to undertake significant additional asset pur
chas~~- Several participants envisioned this program as 
~ntailing purchases of agency mortgage-backed securi
t:J.es. _Alm~st all participants assumed that, at the ap
propnate time, the Committee would carry out the 
normalization of the balance sheet according to the 
principles approved at the June 2011 FOMC meeting. 
In general, participants linked their preferred start dates 
for the normalization process to their views for the 
appropriate timing of the first increase in the target 
federal funds rate. 

The key factors infonning participants' individual as
sessments of the appropriate setting for monetary poli
cy included their judgments regarding labor market 
conditions that would be consistent with the maximum 
level of employment, the extent to which employment 
currently deviated from the maximum level of em
ployment, the extent to which inflation deviated from 
the Committee's longer-term objective of 2 percent, 
and participants' projections of the likely time horizon 
necessary to return employment and inflation to 
mandate-consistent levels. Several participants noted 
that their assessments of appropriate monetary policy 
reflected the subpar pace of labor market improvement 
a~d the persistent shortfall of output from potential 
smce the 2007-09 recession. A few participants noted 
~hat their_ settings of appropriate federal funds rate pol
icy took 10to account unusual factors prevailing in re
cent years, such as the likelihood that the neutral level 
of the federal funds rate was somewhat below its his-
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Figure 3.C. Dist ribution of part icipanls' projL'Ct ions fur I E inflation, 2012-15 and over th I nger run 
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Figure 3.D. Di tribmion of pa rti ipnnts' projections for core PCE intlatio11 , 2012-15 
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torical norm and the fact that policy rate setting had 
been constrained by the effective lower bound on nom
inal interest rates. Two participants expressed concern 
that a protracted period of very accommodative mone
tary policy could lead to imbalances in the financial 
system. Participants also noted that because the ap
propriate stance of monetary policy is conditional on 
the evolution of real activity and inflation over time, 
their assessments of the appropriate future path of the 
federal funds rate and the balance sheet could change if 
economic conditions were to evolve in an unexpected 
manner. 

Figure 3.E details the distribution of participants' 
judgments regarding the appropriate level of the target 
federal funds rate at the end of each calendar year from 
2012 to 2015 and over the longer run. As previously 
noted, most participants judged that economic condi
tions would warrant maintaining the current low level 
of the federal funds rate through the end of 2014. 
Views on the appropriate level of the federal funds rate 
at the end of 2015 were more widely dispersed, with 
10 participants seeing the appropriate level of the fed
eral funds rate as 1 percent or lower and 6 of them see
ing the appropriate rate as 21h percent or higher. 
Those who judged that a longer period of very accom
modative monetary policy would be appropriate gener
ally were participants who projected a sizable gap be
tween the unemployment rate and the longer-run nor
mal level of the unemployment rate until 2015 or later. 
In contrast, the 6 participants who judged that policy 
finning should begin in 2012, 2013, or 2014 indicated 
that the Committee would need to act relatively soon in 
order to keep inflation near the FOl\fC's longer-run 
objective of 2 percent and to prevent a rise in inflation 
expectations. 

Uncertainty and Risks 
Nearly all participants judged that their current level of 
uncertainty about real GDP growth and unemployment 
was higher than was the norm during the previous 
20 years (figure 4).1 Eight participants judged the level 
of uncertainty associated with their forecasts of total 
PCE inflation to be higher as well, while another 
10 participants viewed uncertainty about inflation as 

1 Table 2 provides estimates of the forecast uncertainty for 
the change in real GDP, the unemployment rate, and total 
consumer price inflation over the period from 1991 to 2011. 
At the end of this summary, the box "Forecast Uncertainty" 
discusses the sources and interpretation of uncertainty in the 
economic forecasts and explains the approach used to assess 
the uncertainty and risks attending the participants' projec
tions. 

Table 2. Av1..-rngc historical projection error ranges 
Percent oints 

Variable 2012 2013 2014 2015 

Change in real GDP1 ..... ±0.6 ±1.4 ±1.7 ±1.7 

Unemployment ratc1 ..... ±0.2 ±0.9 ±1.5 ±1.9 

Total consumer prices2 .... ±0.5 ±0.9 ±1.1 ±1.0 

NOTI'.: Em,r ranges shown arc measured as plus or minus dte 
root mean squared error of projections for 1992 through 2011 1hat 
were released in the fall by various private and government forecas
ters. As described in the box "Foreca.st Uncertainty," under certain 
assumptions, there is about a 70 percent probability that actual out
comes for real GDP, unemployment, and consumer prices will be in 
ranges implied by the a,•emgc size of projection errors made in the 
past. Further information may be found in Da,·id Reifschneider and 
Peter Tulip (2007), "Gauging the Uncertainty of the Economic Out
look from Historical Forecasting Ern>rs," Finance and Economics 
Discussion Series 2CKl7-60 (Washington: Board of Go\'emors of the 
Federal Reserve System, Nm·ember}. 

1. Definitions of variables arc in the general note to table 1. 
2. Measure is the o,·erall consumer price index, the price meas

ure that ha.s been most widely usl-d in 1,,ovemmcnt and private eco
nomic forecasts. Prnjl..::tion is percent change, fourth quarter of the 
pre,·ious year to the fourth quarter of the year indicated. 

broadly similar to historical norms. The main factors 
cited as contributing to the elevated uncertainty about 
economic outcomes were the ongoing fiscal and finan
cial situation in Europe, the outlook for fiscal policy in 
the United States, and a general slowdown in global 
economic growth, including the possibility of a signifi
cant slowdown in China. As in June, participants noted 
the difficulties associated with forecasting the path of 
the U.S. economic recovery following a financial crisis 
and recession that differed markedly from recent his
torical experience. A number of participants com
mented that in the aftermath of the financial crisis, they 
were more uncertain about the level of potential output 
and its rate of growth. A couple of participants noted 
that some of the uncertainty about potential output 
arose from the risk that continuation of long-term un
employment might impair the skill level of the labor 
force or cause some workers to retire earlier than 
would otherwise have been the case, thereby reducing 
potential output in the medium term. 

A majority of participants reported that they saw the 
risks to their forecasts of real GDP growth as weighted 
toward the downside and, accordingly, the risks to their 
projections of the unemployment rate as tilted to the 
upside. The most frequently identified sources of risk 
were the situation in Europe, which many participants 
thought had the potential to slow global economic ac
tivity further, particularly over the near term, and issues 
associated with fiscal policy in the United States. 

Most participants continued to judge the risks to their 
projections for inflation as broadly balanced, with sev
eral highlighting the recent stability of inflation expecta-
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Figure 3.E. Distribution of participants ' projections for the target federal funds rate, 2012-15 a nd over the longer run 
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Figure 4 . Unc rtainty a nd risks in economic projecti n · 
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tions. However, four participants saw the risks to infla
tion as tilted to the downside, with a couple of them 
noting that slack in resource markets could tum out to 
be greater than they were anticipating. Three partici
pants saw the risks to inflation as weighted to the up 

side in light of concerns about U.S. fiscal imbalances, 
the current highly accommodative stance of monetary 
policy, and uncertainty about the Committee's ability to 
shift to a less accommodative policy stance when it 
becomes appropriate to do so. 
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Forecast Uncertainty 

The economic projections provided by 
the members of the Board of Governors and 
the presidents of the Federal Reserve Banks 
inform discussions of monetary policy among 
policymakers and can aid public understand
ing of the basis for policy actions. Consider
able uncertainty attends these projections, 
however. The economic and statistical models 
and relationships used to help produce eco
nomic forecasts are necessarily imperfect de
scriptions of the real world, and the future 
path of the economy can be affected by myr
iad unforeseen developments and events. 
Thus, in setting the stance of monetary policy, 
participants consider not only what appears to 
be the most likely economic outcome as em
bodied in their projections, but also the range 
of alternative possibilities, the likelihood of 
their occurring, and the potential costs to the 
economy should they occur. 

Table 2 summarizes the average historical 
accuracy of a range of forecasts, including 
those reported in past Monetary Poliry &ports 
and those prepared by the Federal Reserve 
Board's staff in advance of meetings of the 
Federal Open Market Committee. The pro
jection error ranges shown in the table il
lustrate the considerable uncertainty asso
ciated with economic forecasts. For example, 
suppose a participant projects that real gross 
_domestic product (GDP) and total consumer 
prices will rise steadily at annual rates of, re
spectively, 3 percent and 2 percent. If the 
uncertainty attending those projections is simi
lar to that experienced in the past and the risks 
around the projections are broadly balanced, 
the numbers reported in table 2 would imply a 
probability of about 70 percent that actual 
GDP would expand within a range of 2.4 to 
3.6 percent in the current year, 1.6 to 4.4 per-

cent in the second year, and 1.3 to 4.7 percent 
in the third and fourth years. The correspond
ing 70 percent confidence intervals for overall 
inflation would be 1.5 to 2.5 percent in the cur
rent year, 1.1 to 2.9 percent in the second year, 
0.9 to 3.1 percent in the third year, and 1.0 to 
3.0 percent in the fourth year. 

Because current conditions may differ 
from those that prevailed, on average, over his
tory, participants provide judgments as to 
whether the uncertainty attached to their pro
jections of each variable is greater than, smaller 
than, or broadly similar to typical levels of 
forecast uncertainty in the past, as shown in 
table 2. Participants also provide judgments as 
to whether the risks to their projections are 
weighted to the upside, are weighted to the 
downside, or are broadly balanced. That is, 
participants judge whether each variable is 
more likely to be above or below their projec
tions of the most likely outcome. These judg
ments about the uncertainty and the risks at
tending each participant's projections are dis
tinct from the diversity of participants' views 
about the most likely outcomes. Forecast un
certainty is concerned with the risks associated 
with a particular projection rather than with 
divergences across a number of different pro
jections. 

.-\s with real activity and inflation, the out
look for the future path of the federal funds 
rate is subject to considerable uncertainty. This 
uncertainty arises primarily because each partic
ipant's assessment of the appropriate stance of 
monetary policy depends importantly on the 
evolution of real activity and inflation over 
time. If economic conditions evolve in an un
expected manner, then assessments of the ap
propriate setting of the federal funds rate 
would change from that point forward. 
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Minut_es of the Federal Open Market Committee 
September12-13,2012 

A meeting of the Federal Open Market Committee was 
held in the offices of the Board of Governors of the 
Federal Reserve System in Washington, D.C., on 
Wednesday, September 12, 2012, at 10:30 a.m. and 
continued on Thursday, September 13, 2012, at 
8:30 a.m. 

PRESENT: 
Ben Bernanke, Chairman 
William C. Dudley, Vice Chairman 
Elizabeth Duke 
Jeffrey M. Lacker 
Dennis P. Lockhart 
Sandra Pianalto 
Jerome H. Powell 
Sarah Bloom Raskin 
Jeremy C. Stein 
Daniel K Tarullo 
John C. Williams 
Janet L. Yellen 

James Bullard, Christine Cumming, Charles L. Evans, 
Esther L. George, and Eric Rosengren, Alternate 
Members of the Federal Open Market Committee 

Richard W. Fisher, Narayana Kochetlakota, and 
Charles I. Plosser, Presidents of the Federal Re
serve Banks of Dallas, Minneapolis, and Philadel
phia, respectively 

William B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew M. Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Thomas C. Baxter, Deputy General Counsel 
Steven B. Kamin, Economist 
David W. Wilcox, Economist 

David Altig, Thomas A. Connors, lYiichael P. Leahy, 
William Nelson, David Reifschneider, Glenn D. 
Rudebusch, William Wascher, and John A. Wein
berg, Associate Economists 

Simon Potter, Manager, System Open Market Account 

Nellie Liang, Director, Office of Financial Stability Pol
icy and Research, Board of Governors 

Jon W. Faust, Special Adviser to the Board, Office of 
Board Members, Board of Governors 

James A. Clouse, Deputy Director, Division of Mone
tary Affairs, Board of Governors; Maryann F. 
Hunter, Deputy Director, Division of Banking Su
pervision and Regulation, Board of Governors 

Andreas Lehnert,' Deputy Director, Office of Financial 
Stability Policy and Research, Board of Governors 

Linda Robertson, Assistant to the Board, Office of 
Board Members, Board of Governors 

Seth B. Carpenter, Senior Associate Director, Division 
of Monetary Affairs, Board of Governors 

Thomas Laubach, Senior Adviser, Division of Research 
and Statistics, Board of Governors; Ellen E. Meade 
and Joyce K Zickler, Senior Advisers, Division of 
Monetary Affairs, Board of Governors 

Brian J. Gross, 2 Special Assistant to the Board, Office 
of Board Members, Board of Governors 

Eric M. Engen, Michael G. Palumbo, and Wayne 
Passmore, Associate Directors, Division of Re
search and Statistics, Board of Governors 

Fabio M. Natalucci, Deputy Associate Director, Divi
sion of Monetary Affairs, Board of Governors 

Edward Nelson, Section Chief, Division of Monetary 
Affairs, Board of Governors 

Jeremy B. Rudd, Senior Economist, Division of Re
search and Statistics, Board of Governors 

Kelly J. Dubbert, First Vice President, Federal Reserve 
Bank of Kansas City 

1 Attended Wednesday's session only. 
2 Attended Thursday's session only. 
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Loretta]. Mester, Harvey Rosenblum, and Daniel G. 
Sullivan, Executive Vice Presidents, Federal Re
serve Banks of Philadelphia, Dallas, and Chicago, 
respectively 

Cletus C. Coughlin, Troy Davig, Mark E. Schweitzer, 
and Kei-Mu Yi, Senior Vice Presidents, Federal 
Reserve Banks of St. Louis, Kansas City, Cleve
land, and Minneapolis, respectively 

Lorie K. Logan,Jonathan P. McCarthy, Giovanni Oli
vei, and Nathaniel Wuerffel,3 Vice Presidents, Fed
eral Reserve Banks of New York, New York, Bos
ton, and New York, respectively 

Michelle Ezer;1 Markets Officer, Federal Reserve Bank 
of New York 

3 Attended after the discussion on potential effects of a large
scale asset purchase program. 
4 Attended the discussion on potential effects of a large-scale 
asset purchase program. 

Potential Effects of a Large-Scale Asset Purchase 
Program 
The staff presented an analysis of various aspects of 
possible large-scale asset purchase programs, including 
a comparison of flow-based purchase programs to pro
grams of fixed size. The presentation reviewed the 
modeling approach used by the staff in estimating the 
financial and macroeconomic effects of such purchases. 
While significant uncertainty surrounds such estimates, 
the presentation indicated that asset purchases could be 
effective in fostering more rapid progress toward the 
Committee's objectives. The staff noted that, for a 
flow-based program, the public's understanding of the 
conditions under which the Committee would end pur
chases would shape expectations of the magnitude of 
the Federal Reserve's holdings of longer-term securi
ties, and thus also influence the financial and economic 
effects of such a program. The staff also discussed the 
potential implications of additional asset purchases for 
the evolution of the Federal Reserve's balance sheet 
and income. The presentation noted that significant 
additional asset purchases should not adversely affect 
the ability of the Committee to tighten the stance of 
policy when doing so becomes appropriate. In their 
discussion of the staff presentation, a few participants 
noted the uncertainty surrounding estimates of the ef
fects of large-scale asset purchases or the need for addi-

tional work regarding the implications of such purchas
es for the normalization of policy. 

Developments in Financial Markets and the Fed
eral Reserve's Balance Sheet 
The Manager of the System Open Market Account 
(SOMA) reported on developments in domestic and 
foreign financial markets during the period since the 
Federal Open Market Committee (FOMC) met on 
July 31-August 1, 2012. He also reported on System 
open market operations, including the ongoing rein
vestment into agency-guaranteed mortgage-backed se
curities (MBS) of principal payments received on 
SO:MA holdings of agency debt and agency-guaranteed 
l\iIBS as well as the operations related to the maturity 
extension program authorized at the June 19-20, 2012, 
FOMC meeting. By unanimous vote, the Committee 
ratified the Desk's domestic transactions over the in
termeeting period. There were no intervention opera
tions in foreign currencies for the System's account 
over the intermeeting period. 

Staff Review of the Economic Situation 
The information reviewed at the September 12-13 
meeting suggested that economic activity continued to 
increase at a moderate pace in recent months. Em
ployment rose slowly, and the unemployment rate was 
still high. Consumer price inflation stayed subdued, 
while measures of long-run inflation expectations re
mained stable. 

Private nonfarm employment increased in July and Au
gust at only a slightly faster pace than in the second 
quarter, and the rate of decline in government em
ployment eased somewhat. The unemployment rate 
was 8.1 percent in August, just a bit lower than its aver
age during the first half of the year, and the labor force 
participation rate edged down further. The share of 
workers employed part time for economic reasons re
mained large, and the rate of long-duration unemploy
ment continued to be high. Indicators of job openings 
and firms' hiring plans were little changed, on balance, 
and initial claims for unemployment insurance were 
essentially flat over the intermeeting period. 

Manufacturing production increased at a faster pace in 
July than in the second quarter, and the rate of manu
facturing capacity utilization rose slightly. However, 
automakers' schedules indicated that the pace of motor 
vehicle assemblies would be somewhat lower in the 
coming months than it was in July, and broader indica
tors of manufacturing activity, such as the diffusion 
indexes of new orders from the national and regional 
manufacturing surveys, generally remained quite muted 
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in _rec~nt months at levels consistent with only meager 
gams in factory output in the near term. 

Following a couple of months when real personal con
~um~tion expe_nditures (PCE) were roughly flat, spend
ing increased 111 July, and the gains were fairly wide
spread across categories of consumer goods and servic
es. Incoming data on factors that tend to support 
household spending were somewhat mixed. Real dis
posable incomes increased solidly in July, boosted in 
part by lower energy prices. The continued rise in 
h~use val~es thro~h July, and the increase in equity 
pnces dunng the intermeeting period, suggested that 
households' net worth may have improved a little in 
recent months. However, consumer sentiment re
mained more downbeat in August than earlier in the 
year. 

Housing market conditions continued to improve, but 
construction activity was still at a low leve~ reflecting 
the restraint imposed by the substantial inventory of 
foreclosed and distressed properties and by tight credit 
stan~ards for mo~gage loans. Starts of new single
family homes declined in July, but permits increased 
which pointed to further gains in single-family con~ 
s~ction in the coming months. Both starts and per
~ts f~r new multifamily units rose in July. Home 
pnces increased for the sixth consecutive month in 
July, and sales of both new and existing homes also 
rose. 

Real business expenditures on equipment and software 
appeared to be decelerating. Both nominal shipments 
and new orders for nondefense capital goods excluding 
aircraft declined in July, and the backlog of unfilled 
orders decreased. Other forward-looking indicators, 
such as downbeat readings from surveys of business 
conditions and capital spending plans, also pointed to
ward only muted increases in real expenditures for 
business equipment in the near term. Nominal busi
ness spending for new nonresidential construction de
clined in July after only edging up in the second quar
ter. Inventories in most industries looked to be rough
ly aligned with sales in recent months. 

Real federal government purchases appeared to de
crease ~er, as data for nominal federal spending in 
July pointed to continued declines in real defense ex
penditures. Real state and local government purchases 
also appeared to still be trending down. State and local 
government payrolls contracted in July and August, 
although at a somewhat slower rate than in the second 
quarter, and nominal construction spending by these 
governments decreased slightly in July. 

The U.S. international trade deficit was about un
changed in July after narrowing significantly in June. 
~xport~ declin~d in July, as decreases in the exports of 
industrial supplies, automotive products, and consumer 
go~ds were only partially offset by greater exports of 
agn~tural p~ucts. Imports also declined in July, 
reflecting lower ttnports of capital goods and petroleum 
products and somewhat higher imports of automotive 
products. The trade data for July pointed toward real 
net exports having a roughly neutral effect on the 
gro~ of U.S. real gross domestic product (GDP) in 
the third quarter after they made a positive contribu
tion to the increase in real GDP in the second quarter. 

Overall U.S. consumer prices, as measured by the PCE 
price index~ were flat in July. Consumer food prices 
were essentially unchanged, but the substantial increas
es in spot and futures prices of farm commodities in 
recent months, reflecting the effects of the drought in 
the Midwest, pointed toward some temporary upward 
pressures on retail food prices later this year. Consum
~ ~nergy prices declined slightly in July, but survey data 
1ndicated that retail gasoline prices rose in August. 
Consumer prices excluding food and energy also were 
flat in July. Near-term inflation expectations from the 
Thomson Reuters/University of l\.fichigan Surveys of 
Consumers increased somewhat in August, while long
er-term inflation expectations in the survey edged up 
but re_mained within the narrow range that they have 
~ccupted for many years. Long-run inflation expecta
ttons from the Federal Reserve Bank of Philadelphia 
Survey of Professional Forecasters continued to be 
stable in the third quarter.· 

Measures of labor compensation indicated that increas
es in nominal wages remained modest. The rise in 
compensation per hour in the nonfarm business sector 
was muted over the year ending in the second quarter, 
and with small gains in productivity, unit labor costs 
rose only slightly. The employment cost index in
creased a little more slowly than the measure of com
pensation per hour over the same period. More recent
ly, the gains in average hourly earnings for all em
ployees in July and August were small. 

Overall foreign economic growth appeared to be sub
dued in the third quarter after slowing in the second 
quarter. In the euro area, policy developments contri
buted to an improvement in financial conditions; recent 
indicators pointed to further decreases in production, 
however, and both business and consumer confidence 
contin_ued to decline. Indicators of activity in the 
emerging market economies generally weakened. In 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

Page4 Federal Open Market Committee 

China, export growth slowed, while retail sales and in
vestment spending changed little. The rate of econom
ic growth rose in Brazil but was still sluggish, and in
creases in economic activity in Mexico were below the 
faster pace seen earlier in the year. Consistent with the 
slowing in foreign economic growth, readings on for
eign inflation continued to moderate. 

Staff Review of the Financial Situation 
Sentiment in financial markets improved somewhat 
since the time of the August FOMC meeting. Inves
tors' concerns about the situation in Europe seemed to 
ease somewhat, and market participants also appeared 
to have increased their expectations of additional mon
etary policy accommodation. 

On balance, the nominal Treasury yield curve steep
ened over the intermeeting period, with yields on long
er-dated Treasury securities rising notably. Following 
the August FOMC statement, Treasury yields moved 
up, reportedly in part because investors had factored in 
some probability that the anticipated liftoff date for the 
federal funds rate in the forward-guidance language 
would be moved back at that meeting. Treasury yields 
subsequently rose further as concerns about the situa
tion in the euro area moderated. Later in the period, 
Treasury yields retraced some of their earlier gains as 
market participants' expectations of additional policy 
action increased following the release of the minutes of 
the August FOMC meeting, the Chairman's speech at 
the economic symposium in Jackson Hole, and the 
weaker-than-expected August employment report. On 
net, the expected path of the federal funds rate derived 
from overnight index swap rates was little changed. 
Indicators of inflation expectations derived from no
minal and inflation-protected Treasury securities edged 
up over the period but stayed in the ranges observed 
over recent quarters. 

Conditions in unsecured short-term dollar funding 
markets remained stable over the intermeeting period. 
In secured funding markets, conditions were also little 
changed. 

In the September Senior Credit Officer Opinion Survey 
on Dealer Financing Terms, respondents reported no 
significant changes in credit terms for important classes 
of counterparties over the past three months, although 
a few noted a slight easing in terms for some clients. 
The use of leverage by hedge funds was reported to 
have remained basically unchanged. However, respon
dents noted greater demand for funding of agency and 
non-agency residential MBS. 

Broad price indexes for U.S. equities rose moderately, 
on net, over the intermeeting period, prompted by gen
erally better-than-expected readings on economic activ
ity released early in the period, somewhat reduced con
cerns about the situation in Europe, and some addi
tional anticipation of monetary policy easing later in the 
period. Option-implied volatility on the S&P 500 index 
fell in early August to levels not seen since the middle 
of 2007; it subsequently partially retraced. Equity pric
es for large domestic banks rose about in line with the 
broad equity price indexes, and credit default swap 
(CDS) spreads for the largest bank holding companies 
continued to move down. 

Yields on investment-grade corporate bonds were little 
changed at near-record low levels over the intermeeting 
period, while yields on speculative-grade corporate 
bonds edged down. The spread of yields on corporate 
bonds over those on comparable-maturity Treasury 
securities narrowed. Net debt issuance by nonfinancial 
firms continued to be strong over the period. Invest
ment- and speculative-grade bond issuance increased in 
August from an already robust pace in preceding 
months, and commercial and industrial (C&I) loans 
rose further. In the syndicated leveraged loan market, 
gross issuance of institutional loans continued to be 
solid in July and August. Issuance of collateralized loan 
obligations remained on pace to post its strongest year 
since 2007. The rate of gross public equity issuance by 
nonfinancial firms increased slightly in August but was 
still at a subdued level. 

Financial conditions in the commercial real estate 
(CRE) market were still somewhat strained against a 
backdrop of weak fundamentals and tight underwriting 
standards. Nevertheless, issuance of commercial mort
gage-backed securities continued at a solid pace over 
the intermeeting period. 

Mortgage rates remained at very low levels over the 
intenneeting period. Refinancing activity increased but 
was still restrained by tight underwriting conditions, 
capacity constraints at mortgage originators, and low 
levels of home equity. Nonrevolving consumer credit 
continued to expand briskly in June, largely due to ro
bust growth in student loans originated by the federal 
government, while revolving credit remained subdued. 
Delinquency rates for consumer credit were still low, 
mostly reflecting a shift in lending toward higher
credit-quality borrowers. 

Gross issuance of long-term municipal bonds picked 
up in August from the subdued pace in July, but net 
issuance continued to decline. CDS spreads for debt 
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issued by state governments moved lower over the in
termeeting period, and the ratio of yields on long-term 
general obligation municipal bonds to yields on com
parable-maturity Treasury securities decreased, on bal
ance. 

Bank credit continued to expand at a moderate pace 
over the intermeeting period, as growth in C&I loans 
remained brisk while CRE and home equity loans both 
trended down further. The August Survey of Terms of 
Business Lending indicated that overall interest-rate 
spreads on C&I loans were little changed; spreads on 
loans drawn on recently established commitments nar
rowed materially, although they remained wide. 

M2 growth was rapid in July, likely reflecting investors' 
heightened demand for safe and liquid assets amid con
cerns about the situation in Europe, but it slowed to a· 
moderate pace in August as those concerns eased 
somewhat. The monetary base rose in July and August 
as reserve balances and currency expanded. 

Sentiment improved in foreign financial markets as the 
European Central Bank (ECB) outlined a plan to make 
additional sovereign bond purchases in conjunction 
with the European Financial Stability Facility and the 
European Stability Mechanism. Spreads of shorter
term yields on peripheral euro-area sovereign bonds 
over those on comparable-maturity German bunds 
declined substantially over the period. The staffs 
broad nominal index of the foreign exchange value of 
the dollar declined and benchmark sovereign yields in 
the major advanced foreign economies increased as 
safe-haven demands eased with the lessening of con
cerns about the European situation. Most global 
benchmark indexes for equity prices moved up, and the 
equity prices of European banks rose sharply. Funding 
conditions for euro-area banks improved, although 
these conditions remained fragile, and draws on the 
Federal Reserve's liquidity swap facility with the ECB 
fell. 

The staff also reported on potential risks to financial 
stability, including those owing to the developments in 
Europe and to the current environment of low interest 
rates. Although the support for economic activity pro
vided by low interest rates enhances financial stability, 
low interest rates also could eventually contribute to 
excessive borrowing or risk-taking and possibly leave 
some aspects of the financial system vulnerable to a 
future rise in interest rates. The staff surveyed a wide 
range of asset markets and financial institutions for 
signs of excessive valuations, leverage, or risk-taking 
that could pose systemic risks. Valuations for broad 

asset classes did not appear stretched, or supported by 
excessive leverage. The staff also did not find evidence 
that excessive risk-taking was widespread, although 
such behavior had appeared in a few smaller and less 
liquid markets. 

Staff Economic Outlook 
In the economic projection prepared by the staff for 
the September FOMC meeting, the forecast for real 
GDP growth in the near term was broadly similar, on 
balance, to the previous projection. The near-term 
forecast incorporated a larger negative effect of the 
drought on farm output in the second half of this year 
than the staff previously anticipated, but this effect was 
mostly offset by the staff's expectation of a smaller 
drag from net export\;. The staff's medium-term pro
jection for real GDP growth, which was conditioned 
on the assumption of no changes in monetary policy, 
was revised up a little, mostly reflecting a slight im
provement in the outlook for the European situation 
and a somewhat higher projected path for equity prices. 
Nevertheless, with fiscal policy assumed to be tighter 
next year than this year, the staff expected that increas
es in real GDP would not materially exceed the growth 
of potential output in 2013. In 2014, economic activity 
was projected to accelerate gradually, supported by an 
easing in fiscal policy restraint, increases in consumer 
and business confidence, further improvements in fi
nancial conditions and credit availability, and accom
modative monetary policy. The expansion in economic 
activity was expected to narrow the significant margin 
of slack in labor and product markets only slowly over 
the projection period, and the unemployment rate was 
anticipated to still be elevated at the end of 2014. 

The staffs near-term forecast for inflation was revised 
up from the projection prepared for the August FOMC 
meeting, reflecting increases in consumer energy prices 
that were greater than anticipated. However, the staff's 
projection for inflation over the medium term was little 
changed. With crude oil prices expected to gradually 
decline from their current levels, the boost to retail 
food prices from the drought anticipated to be only 
temporary and comparatively small, long-run inflation 
expectations assumed to remain stable, and substantial 
resource slack persisting over the projection period, the 
staff continued to forecast that inflation would be sub
dued through 2014. 

The staff viewed the uncertainty around the forecast 
for economic activity as elevated and the risks skewed 
to the downside, largely reflecting concerns about the 
situation in Europe and the possibility of a more severe 
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tightening in U.S. fiscal policy than anticipated. Al
though the staff saw the outlook for inflation as uncer
tain, the risks were viewed as balanced and not un
usually high. 

Participants' Views on Current Conditions and the 
Economic Outlook 
In conjunction with this FOMC meeting, meeting par
ticipants-the 7 members of the Board of Governors 
and the presidents of the 12 Federal Reserve Banks all 
of whom participate in the deliberations of 'the 
FOMC-submitted their assessments of real output 
growth, the unemployment rate, inflation, and the tar
get federal funds rate for each year from 2012 through 
2015 and over the longer run, under each participants' 
judgme~t o_f appropriate monetary policy. The longer
run proJectlons represent each participant's assessment 
of the rate to which each variable would be expected to 
converge, over time, under appropriate monetary policy 
and in the absence of further shocks to the economy. 
These economic projections and policy assessments are 
de5:ri~ed in the Summary of Economic Projections, 
which 1s attached as an addendum to these minutes. 

In their discussion of the economic situation and out
look, meeting participants regarded the information 
received during the intermeeting period as indicating 
that economic activity had continued to expand at a 
moderate pace in recent months. However, recent 
gains in employment were small and the unemploy
~ent rate re~ained high. Although consumer spend
mg had contmued to advance, growth in business fixed 
investment appeared to have slowed. The housing sec
tor showed some further signs of improvement, albeit 
from a depressed level. Consumer price inflation had 
been subdued despite recent increases in the prices of 
some key commodities, and longer-term inflation ex
pectations had remained stable. 

Regarding the economic outlook, participants generally 
agreed that the pace of the economic recovery would 
likely remain moderate over coming quarters but would 
pick up over the 2013-15 period. In the near term, the 
drought in the Midwest was expected to weigh on eco
nomic growth. Moreover, participants observed that 
the pace of economic recovery would likely continue to 
~e held down for some time by persistent headwinds, 
mclu~g continued weakness in the housing market, 
ongomg household sector deleveraging, still-tight credit 
conditions for some households and businesses and 
fisc~ .consolidation at all levels of government. Many 
partta~ants also noted that a high level of uncertainty 
regarding the European fiscal and banking crisis and 

the outlook for U.S. fiscal and regulatory policies was 
weighing on confidence, thereby restraining household 
and business spending. However, others questioned 
the role of uncertainty about policy as a factor con
s~aining ~~egate demand. In addition, participants 
still saw stgntficant downside risks to the outlook for 
economic growth. Prominent among these risks were a 
possible intensification of strains in the euro zone, with 
potential spillovers to U.S. financial markets and insti
tutions and thus to the broader U.S. economy; a larger
than-expected U.S. fiscal tightening; and the possibility 
of a further slowdown in global economic growth. A 
few particip~ts, however, mentioned the possibility 
that economic growth could be more rapid than cur
rently anticipated, particularly if major sources of un
certainty were resolved favorably or if faster-than
expected advances in the housing sector led to im
provements in household balance sheets, increased 
confidence, and easier credit conditions. Participants' 
forecasts for economic activity, which in most cases 
were conditioned on an assumption of additional, near
term monetary policy accommodation, were also asso
ciated with an outlook for the unemployment rate to 
remain close to recent levels through 2012 and then to 
decline gradually toward levels judged to be consistent 
with the Committee's mandate. 

In the household sector, incoming data on retail sales 
were somewhat stronger than expected. Participants 
noted, however, that households were still in the 
process of deleveraging, confidence was low, and con
sumers appeared to remain particularly pessimistic 
about the prospects for the future, raising doubts that 
the somewhat stronger pace of spending would persist. 
Although the level of activity in the housing sector re
mained low, the somewhat faster pace of home sales 
~nd construction provided some encouraging signs of 
unprovement. A number of participants also observed 
that house prices were rising. It was noted that such 
increases, coupled with historically low mortgage rates, 
could lead to a stronger upturn in housing activity, al
though constraints on the capacity for loan origination 
and still-tight credit terms for some borrowers contin
ued to weigh on mortgage lending. 

Business contacts in many parts of the country were 
reported to be highly uncertain about the outlook for 
the economy and for fiscal and regulatory policies. 
Although fin~s'_ balance sheets were generally strong, 
~ese uncertamtte~ had led them to be particularly cau
tious and to remam reluctant to hire or expand capaci
ty. Rep?rts on manufacturing activity were mixed, with 
production related to autos and housing the most not-
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able areas of relative strength. In one District, business 
surveys pointed to further growth; however, readings 
on forward-looking indicators of orders around the 
country were less positive. In addition, business con
tacts noted that export demand was showing signs of 
weakness as a result of the slowdown in economic ac
tivity in Europe. The energy sector continued to ex
pand. In the agricultural sector, high grain prices and 
crop insurance payments were supporting farm in
comes, helping offset declines in production and re
duced profits on livestock. The drought was expected 
to reduce farm inventories and have a transitory impact 
on broader measures of economic growth. 

Participants generally expected that fiscal policy would 
continue to be a drag on economic activity over com
ing quarters. In addition to ongoing weakness in 
spending at the federal, state, and local government 
levels, uncertainties about tax and spending policies 
reportedly were restraining business decisionmaking. 
Participants also noted that if an agreement was not 
reached to tackle the expiring tax cuts and scheduled 
spending reductions, a sharp consolidation of fiscal 
policy would take place at the beginning of 2013. 

The available indicators pointed to continued weakness 
in overall labor market conditions. Growth in em
ployment had been disappointing, with the average 
monthly increases in payrolls so far this year below last 
year's pace and below the pace that would be required 
to make significant progress in reducing the unem
ployment rate. The unemployment rate declined 
around the tum of the year but had not fallen signifi
cantly since then. In addition, the labor force participa
tion rate and employment-to-population ratios were at 
or near post-recession lows. 

Meeting participants again discussed the extent of slack 
in labor markets. A few participants reiterated their 
view that the persistently high level of unemployment 
reflected the effect of structural factors, including mis
matches across and within sectors between the skills of 
the unemployed and those demanded in sectors in 
which jobs were currently available. It was also sug
gested that there was an ongoing process of polariza
tion in the labor market, with the share of job oppor
tunities in middle-skill occupations continuing to de
cline while the shares of low and high skill occupations 
increased. Both of these views would suggest a lower 
level of potential output and thus reduced scope for 
combating unemployment with additional monetary 
policy stimulus. Several participants, while acknowl
edging some evidence of structural changes in the labor 

market, stated again that weak aggregate demand was 
the principal reason for the high unemployment rate. 
They saw slack in resource utilization as remaining 
wide, indicating an important role for additional policy 
accommodation. Several participants noted the risk 
that continued high levels of unemployment, even if 
initially cyclical, might ultimately induce adverse struc
tural changes. In particular, they expressed concerns 
about the risk that the exceptionally high level of long
term unemployment and the depressed level of labor 
participation could ultimately lead to permanent nega
tive effects on the skills and prospects of those without 
jobs, thereby reducing the longer-run normal level of 
employment and potential output. 

Sentiment in financial markets improved notably during 
the intermeeting period. Participants indicated that 
recent decisions by the ECB helped ease investors' an
xiety about the near-term prospects for the euro. 
However, participants also observed that significant 
risks related to the euro-area banking and fiscal crisis 
remained, and that a number of important issues would 
have to be resolved in order to achieve further progress 
toward a comprehensive solution to the crisis. Partici
pants noted that indicators of financial stress in the 
United States were not especially high and overall con
ditions in U.S. financial markets remained favorable. 
Longer-term interest rates were low and supportive of 
economic growth, while equity prices had risen. One 
participant noted that, while there were few current 
signs of excessive risk-taking, low interest rates could 
ultimately lead to financial imbalances that would be 
challenging to detect before they became serious prob
lems. 

The incoming information on inflation over the inter
meeting period was largely in line with participants' 
expectations. Despite recent increases in the prices of 
some key commodities, consumer price inflation re
mained subdued. With longer-term inflation expecta
tions stable and the unemployment rate elevated, par
ticipants generally anticipated that inflation over the 
medium run would likely run at or below the 2 percent 
rate that the Committee judges to be most consistent 
with its mandate. Most participants saw the risks to the 
outlook for inflation as roughly balanced. A few partic
ipants felt that maintaining a highly accommodative 
stance of monetary policy over an extended period 
could unmoor longer-term inflation expectations and, 
against a backdrop of higher energy and commodity 
prices, posed upside risks to inflation. Other partici
pants, by contrast, saw inflation risks as tilted to the 
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downside, given their expectations for sizable and per
sistent resource slack. 

Participants again exchanged views on the likely bene
fits and costs of a new large-scale asset purchase pro
gram. Many participants anticipated that such a pro
gram would provide support to the economic recovery 
by putting downward pressure on longer-term interest 
rates and promoting more accommodative financial 
conditions. A number of participants also indicated 
that it could lift consumer and business confidence by 
emphasizing the Committee's commitment to contin
ued progress toward its dual mandate. In addition, it 
was noted that additional purchases could reinforce the 
Committee's forward guidance regarding the federal 
funds rate. Participants discussed the effectiveness of 
purchases of Treasury securities relative to purchases of 
agency MBS in easing financial conditions. Some par
ticipants suggested that, all else being equal, MBS pur
chases could be preferable because they would more 
directly support the housing sector, which remains 
weak but has shown some signs of improvement of 
late. One participant, however, objected that purchases 
of MBS, when compared to purchases of longer-term 
Treasury securities, would likely result in higher interest 
rates for many borrowers in other sectors. A number 
of participants highlighted the uncertainty about the 
overall effects of additional purchases on financial 
markets and the real economy. Some participants 
thought past purchases were useful because they were 
conducted during periods of market stress or height
ened deflation risk and were less confident of the effi
cacy of additional purchases under present circwn
stances. A few expressed skepticism that additional 
policy accommodation could help spur an economy 
that they saw as held back by uncertainties and a range 
of structural issues. In discussing the costs and risks 
that such a program might entail, several participants 
reiterated their concern that additional purchases might 
complicate the Committee's efforts to withdraw mone
tary policy accommodation when it eventually became 
appropriate to do so, raising the risk of undesirably 
high inflation in the future and potentially unmooring 
inflation expectations. One participant noted that an 
extended period of accommodation resulting from ad
ditional asset purchases co1:]ld lead to excessive risk
taking on the part of some investors and so undermine 
financial stability over time. The possible adverse ef
fects of large purchases on market functioning were 
also noted. However, most participants thought these 
risks could be managed since the Committee could 
make adjustments to its purchases, as needed, in re-

sponse to economic developments or to changes in its 
assessment of their efficacy and costs. 

Participants also discussed issues related to the provi
sion of forward guidance regarding the future path of 
the federal funds rate. It was noted that clear commu
nication and credibility allow the central bank to help 
shape the public's expectations about policy, which is 
crucial to managing monetary policy when the federal 
funds rate is at its effective lower bound. A number of 
participants questioned the effectiveness of continuing 
to use a calendar date to provide forward guidance, 
noting that a change in the calendar date might be in
terpreted pessimistically as a downgrade of the Com
mittee's economic outlook rather than as conveying the 
Committee's determination to support the economic 
recovery. If the public interpreted the statement pes
simistically, consumer and business confidence could 
fall rather than rise. Many participants indicated a pre
ference for replacing the calendar date with language 
describing the economic factors that the Committee 
would consider in deciding to raise its target for the 
federal funds rate. Participants discussed the benefits 
of such an approach, including the potential for en
hanced effectiveness of policy through greater clarity 
regarding the Committee's future behavior. That ap
proach could also bolster the stimulus provided by the 
System's holdings of longer-term securities. It was 
noted that forward guidance along these lines would 
allow market expectations regarding the federal funds 
rate to adjust automatically in response to incoming 
data on the economy. Many participants thought that 
more-effective forward guidance could be provided by 
specifying numerical thresholds for labor market and 
inflation indicators that would be consistent with main
taining the federal funds rate at exceptionally low levels. 
However, reaching agreement on specific thresholds 
could be challenging given the diversity of participants' 
views, and some were reluctant to specify explicit nu
merical thresholds out of concern that such thresholds 
would necessarily be too simple to fully capture the 
complexities of the economy and the policy process or 
could be incorrectly interpreted as triggers prompting 
an automatic policy response. In addition, numerical 
thresholds could be confused with the Committee's 
longer-term objectives, and so undermine the Commit
tee's credibility. At the conclusion of the discussion, 
most participants agreed that the use of numerical 
thresholds could be useful to provide more clarity 
about the conditionality of the forward guidance but 
thought that further work would be needed to address 
the related communications challenges. 
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Committee Policy Action 
Committee members saw the information received 
over the intermeeting period as suggesting that eco
nomic activity had continued to expand at a moderate 
pace in recent months. However, growth in employ
ment had been slow, and almost all members saw the 
unemployment rate as still elevated relative to levels 
that they viewed as consistent with the Committee's 
mandate. Members generally judged that without addi
tional policy accommodation, economic growth might 
not be strong enough to generate sustained improve
ment in labor market conditions. Moreover, while the 
sovereign and banking crisis in Europe had eased some 
recently, members still saw strains in global financial 
conditions as posing significant downside risks to the 
economic outlook. The possibility of a larger-than
expected fiscal tightening in the United States and 
slower global growth were also seen as downside risks. 
Inflation had been subdued, even though the prices of 
some key commodities had increased recently. Mem
bers generally continued to anticipate that, with longer
term inflation expectations stable and given the existing 
slack in resource utilization, inflation over the medium 
term would run at or below the Committee's longer
run objective of 2 percent. 

In their discussion of monetary policy for the period 
ahead, members generally expressed concerns about 
the slow pace of improvement in labor market condi
tions and all members but one agreed that the outlook 
for economic activity and inflation called for additional 
monetary accommodation. Members agreed that such 
accommodation should be provided through both a 
strengthening of the forward guidance regarding the 
federal funds rate and purchases of additional agency 
MBS at a pace of $40 billion per month. Along with 
the ongoing purchases of $45 billion per month of 
longer-term Treasury securities under the maturity ex
tension program announced in June, these purchases 
will increase the Committee's holdings of longer-term 
securities by about $85 billion each month through the 
end of the year, and should put downward pressure on 
longer-term interest rates, support mortgage markets, 
and help make broader financial conditions more ac
commodative. Members also agreed to maintain the 
Committee's existing policy of reinvesting principal 
payments from its holdings of agency debt and agency 
MBS into agency MBS. TJie Committee agreed that it 
would closely monitor incoming information on eco
nomic and financial developments in coming months, 
and that if the outlook for the labor market did not 
improve substantially, it would continue its purchases 

of agency l\.·IBS, undertake additional asset purchases, 
and employ its other policy tools as appropriate until 
such improvement is achieved in a context of price 
stability. This flexible approach was seen as allowing 
the Committee to tailor its policy response over time to 
incoming information while incorporating conditional 
features that clarified the Committee's intention to im
prove labor market conditions, thereby enhancing the 
effectiveness of the action by helping to bolster busi
ness and consumer confidence. While members gener
ally viewed the potential risks associated with these 
purchases as manageable, the Committee agreed that in 
determining the size, pace, and composition of its asset 
purchases, it would, as always, take appropriate account 
of the likely efficacy and costs of such purchases. With 
regard to the forward guidance, the Committee agreed 
on an extension through mid-2015, in conjunction with 
language in the statement indicating that it expects that 
a highly accommodative stance of policy will remain 
appropriate for a considerable time after the economic 
recovery strengthens. That new language was meant to 
clarify that the maintenance of a very low federal funds 
rate over that period did not reflect an expectation that 
the economy would remain weak, but rather reflected 
the Committee's intention to support a stronger eco
nomic recovery. One member dissented from the poli
cy decision, on the grounds that he opposed additional 
asset purchases and preferred to omit the calendar date 
from the forward guidance; in his view, it would be 
better to use qualitative language to describe the factors 
that would influence the Committee's decision to in
crease the target federal funds rate. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of New York, until it was instructed otherwise, to ex
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

''The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output. To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from O to ¼ percent. 
The Committee directs the Desk to continue 
the maturity extension program it announced 
in June to purchase Treasury securities with 
remaining maturities of 6 years to 30 years 
with a total face value of about $267 billion 
by the end of December 2012, and to sell or 
redeem Treasury securities with remaining 
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maturities of approximately 3 years or less 
with a total face value of about $267 billion. 
For the duration of this program, the Com
mittee directs the Desk to suspend its policy 
of rolling over maturing Treasury securities 
into new issues. The Committee directs the 
Desk to maintain its existing policy of rein
vesting principal payments on all agency debt 
and agency mortgage-backed securities in the 
System Open Market Account in agency 
mortgage-backed securities. The Desk is al
so directed to begin purchasing agency mort
gage-backed securities at a pace . of about 
$40 billion per month. The Committee di
rects the Desk to engage in dollar roll and 
coupon swap transactions as necessary to fa
cilitate settlement of the Federal Reserve's 
agency lvIBS transactions. The System Open 
Market Account Manager and the Secretary 
will keep the Committee informed of ongo
ing developments regarding the System's bal
ance sheet that could affect the attainment 
over time of the Committee's objectives of 
maximum employment and price stability." 

The vote encompassed approval of the statement be
low to be released at 12:30 p.m.: 

"Information received since the Federal 
Open Market Committee met in August sug
gests that economic activity has continued to 
expand at a moderate pace in recent months. 
Growth in employment has been slow, and 
the unemployment rate remains elevated. 
Household spending has continued to ad
vance, but growth in business fixed invest
ment appears to have slowed. The housing 
sector has shown some further signs of im
provement, albeit from a depressed level. 
Inflation has been subdued, although the 
prices of some key commodities have in
creased recently. Longer-term inflation ex
pectations have remained stable. 

Consistent with its statutory mandate, the 
Committee seeks to foster maximum em
ployment and price stability. The Committee 
is concerned that, without further policy ac
commodation, economic growth might not 
be strong enough to generate sustained im
provement in labor market conditions. Fur
thermore, strains in global financial markets 
continue to pose significant downside risks 

to the economic outlook. The Committee 
also anticipates that inflation over the me
dium term likely would run at or below its 
2 percent objective. 

To support a stronger economic recovery 
and to help ensure that inflation, over time, 
is at the rate most consistent with its dual 
mandate, the Committee agreed today to in
crease policy accommodation by purchasing 
additional agency mortgage-backed securities 
at a pace of $40 billion per month. The 
Committee also will continue through the 
end of the year its program to extend the av
erage maturity of its holdings of securities as 
announced in June, and it is maintaining its 
existing policy of reinvesting principal pay
ments from its holdings of agency debt and 
agency mortgage-backed securities in agency 
mortgage-backed securities. These actions, 
which together will increase the Committee's 
holdings of longer-term securities by about 
$85 billion each month through the end of 
the year, should put downward pressure on 
longer-term interest rates, support mortgage 
markets, and help to make broader financial 
conditions more accommodative. 

The Committee will closely monitor incom
ing information on economic and financial 
developments in coming months. If the out
look for the labor market does not improve 
substantially, the Committee will continue its 
purchases of agency mortgage-backed securi
ties, undertake additional asset purchases, 
and employ its other policy tools as appro
priate until such improvement is achieved in 
a context of price stability. In determining 
the size, pace, and composition of its asset 
purchases, the Committee will, as always, 
take appropriate account of the likely efficacy 
and costs of such purchases. 

To support continued progress toward max
imum employment and price stability, the 
Committee expects that a highly accommo
dative stance of monetary policy will remain 
appropriate for a considerable time after the 
economic recovery strengthens. In particu
lar, the Committee also decided today to 
keep the target range for the federal funds 
rate at O to ¼ percent and currently antic
ipates that exceptionally low levels for the 
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federal funds rate are likely to be warranted 
at least through mid-2015." 

Voting for this action: Ben Bernanke, William C. 
Dudley, Elizabeth Duke, Dennis P. Lockhart, Sandra 
Pianalto, Jerome H. Powell, Sarah Bloom Raskin, Jere
my C. Stein, Daniel K Tarullo, John C. Williams, and 
Janet L. Yellen. 

Voting against this action: Jeffrey M. Lacker. 

Mr. Lacker dissented because he believed that addition
al monetary stimulus at this time was unlikely to result 
in a discernible improvement in economic growth 
without also causing an unwanted increase in inflation. 
Moreover, he expressed his opposition to the purchase 
of more MBS, because he viewed it as inappropriate for 
the Committee to choose a particular sector of the 
economy to support; purchases of Treasury securities 
instead would have avoided this effect. Finally, he pre
ferred to omit the description of the time period over 
which exceptionally low levels for the federal funds rate 
were likely to be warranted. 

Consensus Forecast Experiment 
In light of the discussion at the previous FOMC meet
ing, the subcommittee on communications developed a 
second experimental exercise intended to shed light on 

the feasibility and desirability of constructing an FOMC 
consensus forecast. At this meeting, participants dis
cussed possible formulations of the monetary policy 
assumptions on which to condition an FOMC consen
sus forecast and alternative approaches for participants 
to express their endorsement of the consensus forecast. 
In conclusion, participants agreed to have a broad dis
cussion of the experiences gathered from the two ex
perimental exercises in conjunction with the October 
FOMC meeting. 

It was agreed that the next meeting of the Committee 
would be held on Tuesday-Wednesday, October 23-
24, 2012. The meeting adjoumed at 12:10 p.m. on Sep
tember 13, 2012. 

Notation Vote 
By notation vote completed on August 21, 2012, the 
Committee unanimously approved the minutes of the 
FOMC meeting held on July 31-August 1, 2012. 

William B. English 
Secretary 
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Summary of Economic Projections 

In conjunction with the September 12-13, 2012, Fed
eral Open Market Committee (FOMC) meeting, meet
ing participants-the 7 members of the Board of Gov
ernors and the 12 presidents of the Federal Reserve 
Banks, all of whom participate in the deliberations of 
the FOMC-submitted their assessments, under each 
participant's judgment of appropriate monetary policy, 
of real output growth, the unemployment rate, infla
tion, and the target federal funds rate for each year 
from 2012 through 2015 and over the longer run. 
These assessments were based on information available 
at the time of the meeting and participants' individual 
assumptions about the factors likely to affect economic 
outcomes. The longer-run projections represent each 
participant's judgment of the rate to which each varia
ble would be expected to converge, over time, under 
appropriate monetary policy and in the absence of fur
ther shocks to the economy. "Appropriate monetary 
policy" is defined as the future path of policy that par
ticipants deem most likely to foster outcomes for eco
nomic activity and inflation that best satisfy their indi
vidual interpretations of the Federal Reserve's objec
tives of maximum employment and stable prices. 

Overall, the assessments that FOMC participants sub
mitted in September indicated that, under appropriate 
monetary policy, the pace of economic recovery over 
the 2012-15 period would gradually pick up and infla
tion would remain subdued (table 1 and figure 1). Par-

ticipants judged that the growth rate of real gross do
mestic product (GDP) would increase somewhat in 
2013 and that economic growth in 2014 and 2015 
would modestly exceed participants' estimates of the 
longer-run sustainable rate of growth, while the unem
ployment rate would decline gradually through 2015. 
Participants projected that inflation, as measured by the 
annual change in the price index for personal consump
tion expenditures (PCE), would run close to or below 
the FOMC's longer-run inflation objective of 2 percent. 

As shown in figure 2, most participants judged that 
highly accommodative monetary policy was likely to be 
warranted over the next few years. In particular, 
13 participants thought that it would be appropriate for 
the first increase in the target federal funds rate to oc
cur during 2015 or later. The majority of participants 
judged that appropriate monetary policy would involve 
a decision by the Committee, at the September meeting 
or before long, to undertake significant additional asset 
purchases. 

As in June, participants in September judged the uncer
tainty associated with the outlook for real activity and 
the unemployment rate to be unusually high compared 
with historical nonns, with the risks weighted mainly 
toward slower economic growth and a rugher unem
ployment rate. While a number of participants viewed 
the uncertainty surrounding their projections for infla
tion to be unusually high in comparison with historical 

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents, September 2012 

Percent 

Variable 
Central tendency! Range2 

2012 I 2013 I 2014 I 2015 I Longer run 2012 I 2013 I 2014 I 2015 I Longer run 

Change in real GDP .. 1.7 to 2.0 2.5 to 3.0 3.0 to 3.8 3.0 to 3.8 2.3 to 2.5 1.6 to 2.0 2.3 to 3.5 2.7 to 4.1 2.5 to 4.2 2.2 to 3.0 
June projection ... 1.9 to 2.4 2.2 to 2.8 3.0 to 3.5 n.a. 2.3 to 2.5 1.6 to 2.5 2.2 to 3.5 2.8 to 4.0 n.a. 2.2 to 3.0 

Unemployment rate ... 8.0 to 8.2 7.6 to 7.9 6.7 to 7.3 6.0 to 6.8 5.2 to 6.0 8.0 to 8.3 7.0 to 8.0 6.3 to 7.5 5.7 to 6.9 5.0 to 6.3 
June projection ... 8.0 to 8.2 7.5 to 8.0 7.0 to 7.7 n.a 5.2 to 6.0 7.8 to 8.4 7.0to8.1 6.3 to 7.7 n.a. 4.9 to 6.3 

PCE inflation ........ 1.7 to 1.8 1.6 to 2.0 1.6 to 2.0 1.8 to 2.0 2.0 1.5 to 1.9 1.5 to 2.1 1.6 to 2.2 1.8 to 2.3 2.0 
June projection ... 1.2 to 1.7 1.5 to 2.0 1.5 to 2.0 n.a. 2.0 1.2 to 2.0 1.5 to 2.1 1.5 to 2.2 n.a. 2.0 

Core PCE inflation:i .. 1.7 to 1.9 1.7 to 2.0 1.8 to 2.0 1.9 to 2.0 1.6 to 2.0 1.6to2.0 1.6 to 2.2 1.8 to 2.3 
June projection .... 1.7to2.0 1.6 to 2.0 1.6 to 2.0 n.a. 1.7 to 2.0 1.4to2.1 1.5 to2.2 n.a. 

Norn: Projections of change in real gross domestic product (GDP) an projections for both measures of inflation arc from the fourth quarter of the pre
vious year to the fourth quarter of the year indicated. PCE inflation and core PCE inflation arc the percentage rates of change in, respectively, the price index for 
personal consumption expenditures (PCE) and the price index for PCE excluding food and energy. Projections for the unemployment rate arc for the average 
civilian unemployment rate in the fourth quarter of the year indicated. Each participant's projections arc based on his or her assessment of appropriate monetary 
policy. Longer-run projections represent each participant's assessment of the rate to which each variable would be expected to converge under appropriate 
monetary policy and in the absence of further shocks to the economy. The June projections were made in conjunction with the meeting of the Federal Open 
Market Committee on June 19-20, 2012 

1. The central tendency excludes the rhree highest and three lowest projections for each variable in each year. 
2. The range for a variable in a given year includes all participants' projections, from lowest to highest, for that variable in that year. 
3. Longer-run projections for core PCE inflation arc not collected. 
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Figure l. Central tendencies and ranges of economic projections, 2012- 15 and over the longer run 

PercenL 

_ Change in real GDP 5 
• Cent ml tendency of projections 

4 I Range or projections 

~ 
3 

2 

I 
+ 
0 

2 

3 

2007 2008 2009 20IO 2011 20 12 2013 2014 2015 Longer 
run 

PcrccnL 

Unemployment rote 
10 

9 

7 

6 

5 

2007 200 200!) 20IO 2011 2012 2013 2014 2015 Longer 
run 

Pe.rce.11L 

PCE inflation 

- 3 

~ I 

2 

- I 

2007 200 200!) 20IO 20 11 20 12 20 13 2014 2015 Longer 
run 

Pc.rccnL 

Core PCB inflation 

- 3 

~ ~ 2 
I 

- l 

2007 200 2009 20IO 2011 2012 2013 2014 2015 Longer 
run 

Non;: Definitions of va riab les a.re in the general note to table l. T he data for the actual values of t he variables are 
annua l. 

AUTHORIZED FOR RELEASE 



AUTHORIZED FOR RELEASE 

Summary of Economic Projections of the Meeting of eptembcr 12- 13, 2012 

Figure 2. Overview of FOMC participants' assessments of appropria te monetary policy, September 2012 
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norms, many judged it to be broadly similar to histori
cal norms, and most considered the risks to inflation to 
be roughly balanced. 

The Outlook for Economic Activity 
Conditional on their individual assumptions about ap
propriate monetary policy, participants judged that the 
economy would grow at a moderate pace over coming 
quarters and then pick up somewhat in 2013 before 
expanding in 2014 and 2015 at a rate modestly above 
what participants saw as the longer-run rate of output 
growth. The central tendency of their projections for 
the change in real GDP in 2012 was 1.7 to 2.0 percent, 
somewhat lower than in June. Many participants cha
racterized the incoming data as having been to the 
weak side of their expectations at the time of the June 
meeting; several participants also cited the severe 
drought as a factor causing them to mark down their 
projections for economic growth in 2012. However, 
participants' projections for 2013 and 2014 were gener
ally slightly higher than in June; this reflected, in part, a 
greater assumed amount of monetary policy accommo
dation than in their June submissions as well as some 
improvement since then in the outlook for economic 
activity in Europe. The central tendency of partici
pants' projections for real GDP growth in 2013 was 2.5 
to 3.0 percent, followed by central tendencies for both 
2014 and 2015 of 3.0 to 3.8 percent. The central ten
dency for the longer-run rate of increase of real GDP 
remained at 2.3 to 2.5 percent, unchanged from June. 
While most participants noted that the increased degree 
of monetary policy accommodation assumed in their 
projections would help promote a faster recovery, par
ticipants cited several headwinds that would be likely to 
hold back the pace of economic expansion over the 
forecast period, including slower growth abroad, a still
weak housing market, the difficult fiscal and financial 
situation in Europe, and fiscal restraint in the United 
States. 

Participants projected the unemployment rate at the 
end of 2012 to remain close to recent levels, with a cen
tral tendency of 8.0 to 8.2 percent, the same as in their 
June submissions. Participants anticipated gradual im
provement from 2013 through 2015; even so, they gen
erally thought that the unemployment rate at the end of 
2015 would still lie well above their individual estimates 
of its longer-run normal level The central tendencies 
of participants' forecasts for the unemployment rate 
were 7.6 to 7.9 percent at the end of 2013, 6.7 to 
7.3 percent at the end of 2014, and 6.0 to 6.8 percent at 
the end of 2015. The central tendency of participants' 
estimates of the longer-run normal rate of unemploy-

ment that would prevail under the assumption of ap
propriate monetary policy and in the absence of further 
shocks to the economy was 5.2 to 6.0 percent, un
changed from June. Most participants projected that 
the gap between the current unemployment rate and 
their estimates of its longer-run normal rate would be 
closed in five or six years, while a few judged that less 
time would be needed. 

Figures 3.A and 3.B provide details on the diversity of 
participants' views regarding the likely outcomes for 
real GDP growth and the unemployment rate over the 
next three years and over the longer run. The disper
sion in these projections reflects differences in partici
pants' assessments of many factors, including appropri
ate monetary policy and its effects on the economy, the 
rate of improvement in the housing sector, the spillover 
effects of the fiscal and financial situation in Europe, 
the prospective path for U.S. fiscal policy, the extent of 
structural dislocations in the labor market, the likely 
evolution of credit and financial market conditions, and 
longer-term trends in productivity and the labor force. 
With much of the data for the first eight months of 
2012 now in hand, the dispersion of participants' pro
jections of real GDP growth and the unemployment 
rate this year narrowed in September compared with 
June. The range of participants' forecasts for the 
change in real GDP in 2013 and 2014, however, was 
little changed from June, on balance. The distribution 
of projections for the unemployment rate was not 
much altered for 2013, while for 2014 it narrowed a bit 
and shifted down slightly. The range for the unem
ployment rate for 2015 was 5.7 to 6.9 percent. As in 
June, the dispersion of estimates for the longer-run rate 
of output growth was fairly narrow, with the values 
being mostly from 2.2 to 2.7 percent. The range of 
participants' estimates of the longer-run rate of unem
ployment was 5.0 to 6.3 percent, a similar range to that 
in June; this range reflected different judgments among 
participants about several factors, including the outlook 
for labor force participation and the structure of the 
labor market. 

The Outlook for Inflation 
Participants' views on the broad outlook for inflation 
under the assumption of appropriate monetary policy 
were little changed from June. For 2012 as a whole, 
most anticipated that overall inflation would be only 
slightly above its average annual rate of 1.6 percent 
over the first half of the year; a number of participants 
pointed to higher food prices in response to the 
drought, along with recent increases in oil prices, as 
temporary sources of upward pressure on the headline 
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F'igure 3.A. Distribution of participant proj cLioos for Lhe change in real GDP, 2012- 15 and ov r th longer run 
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Figure 3.B. Distribution of part icipants' projections for the unemployment rate, 2012- 15 and over the longer run 
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rate. Ahnost all participants judged that both headline 
and core inflation would remain subdued over the 
2013-15 period, running at rates at or below the 
FOMC's longer-run objective of 2 percent. In pointing 
t~ _factors _likely_ to restrain price pressures, several par
ticipants cited sizable resource slack and stable inflation 
expectations, while a few noted the subdued behavior 
of labor compensation. Specifically, the central ten
dency of participants' projections for inflation, as 
measured by the PCE price index, moved up and tight
ened to 1.7 to 1.8 percent for 2012 and was little 
changed for 2013 and 2014 at 1.6 to 2.0 percent. For 
2015, the central tendency was 1.8 to 2.0 percent. The 
central tendencies of the forecasts for core inflation 
were broadly similar to those for the headline measure 
for 2013 through 2015. 

Figures 3.C and 3.D provide information about the 
diversity of participants' views about the outlook for 
inflation. Participants' projections for headline infla
tion for 2012, which in June had ranged from 1.2 to 
2 percent, narrowed in September to the range of 1.5 to 
1_.9 percent; about three-fourths of participants' projec
tl~ns took va_lues ~f 1. 7 to 1.8 percent, broadly in line 
with recent mflatlon readings. The distributions of 
participants' projections for headline inflation in 2013 
and 2014 were very similar to those for June, while the 
range of projections for core inflation narrowed slightly 
for both years. The distributions for core and overall 
inflation in 2015 were concentrated near the Commit
tee's longer-run inflation objective of 2 percent. 

Appropriate Monetary Policy 
As indicated in figure 2, most participants judged that 
exceptionally low levels of the federal funds rate would 
remain ap~r~priate for several more years. In particu
lar, 12 participants thought that the first increase in the 
target federal funds rate would not be warranted until 
20_15, and 1 viewed a start to firming in 2016 as appro
pnate (upper panel). The 12 participants who expected 
that the target federal funds rate would not move 
above its effective lower bound until 2015 thought the 
federal funds rate would be 1.6 percent or lower at the 
end of that· year, while the one participant who ex
pected that policy firming would commence in 2016 
saw the funds rate target at 75 basis points at the end of 
that year. Six participants judged that policy firming in 
2012, 2013, or 2014 would be consistent with the 
~ommittee's statutory mandate. Those participants 
Judged that the appropriate value for the federal funds 
rate would range from 1 ½ to 3 percent at the end of 
2014 and from 2½ to 4½ percent at the end of 2015. 
In total, 14 participants judged that appropriate mone-

tary policy called for a more-accommodative path for 
the federal funds rate than in their June submissions 
involving either a lower target for the federal funds rat~ 
at ~e end of the initial year of policy firming, or a shift 
out in the first year of firming. 

All participants reported levels for the appropriate tar
get federal funds rate at the end of 2014 that were well 
below their estimates of the level expected to prevail in 
the longer run, and most saw the appropriate target 
federal funds rate as still well below its longer-run value 
at the end of 2015. Estimates of the longer-run target 
~ederal funds rate ranged from 3 to 4½ percent, reflect
ing the Committee's inflation objective of 2 percent 
and participants' judgments about the longer-run equi
librium level of the real federal funds rate. 

Participants also provided qualitative information on 
their views regarding the appropriate path of the Fed
eral Reserve's balance sheet. Eleven participants indi
cated that appropriate policy would involve a decision 
by the Committee, at the September meeting or soon 
thereafter, to undertake significant additional asset pur
chas~~- Several participants envisioned this program as 
entailing purchases of agency mortgage-backed securi
ties. _Ahn~st all participants assumed that, at the ap
propriate time, the Committee would carry out the 
normalization of the balance sheet according to the 
principles approved at the June 2011 FOMC meeting. 
In general, participants linked their preferred start dates 
for the normalization process to their views for the 
appropriate timing of the first increase in the target 
federal funds rate. 

The key factors informing participants' individual as
sessments of the appropriate setting for monetary poli
cy included their judgments regarding labor market 
conditions that would be consistent with the maximum 
level of empl~yment, the extent to which employment 
currently deviated from the maximum level of em
ployment, the extent to which inflation deviated from 
the Committee's longer-term objective of 2 percent, 
and participants' projections of the likely time horizon 
necessary to return employment and inflation to 
mandate-consistent levels. Several participants noted 
that their assessments of appropriate monetary policy 
reflected the subpar pace of labor market improvement 
a~d the persistent shortfall of output from potential 
since the 2007-09 recession. A few participants noted 
~hat their_ settings of appropriate federal funds rate pol
icy took into account unusual factors prevailing in re
cent years, such as the likelihood that the neutral level 
of the federal funds rate was somewhat below its his-
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Figure 3.C. Distri but ion of pa rt ici pants' projections for P CE inflat ion, 201 2- 15 and over t he longer run 
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Figure 3.D. Distribution of participants' projections for core PCE inflation, 2012- 15 
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torical norm and the fact that policy rate setting had 
been constrained by the effective lower bound on nom
inal interest rates. Two participants expressed concern 
that a protracted period of very accommodative mone
tary policy could lead to imbalances in the financial 
system. Participants also noted that because the ap
propriate stance of monetary policy is conditional on 
the evolution of real activity and inflation over time, 
their assessments of the appropriate future path of the 
federal funds rate and the balance sheet could change if 
economic conditions were to evolve in an unexpected 
manner. 

Figure 3.E details the distribution of participants' 
judgments regarding the appropriate level of the target 
federal funds rate at the end of each calendar year from 
2012 to 2015 and over the longer run. As previously 
noted, most participants judged that economic condi
tions would warrant maintaining the current low level 
of the federal funds rate through the end of 2014. 
Views on the appropriate level of the federal funds rate 
at the end of 2015 were more widely dispersed, with 
10 participants seeing the appropriate level of the fed
eral funds rate as 1 percent or lower and 6 of them see
ing the appropriate rate as 2½ percent or higher. 
Those who judged that a longer period of very accom
modative monetary policy would be appropriate gener
ally were participants who projected a sizable gap be
tween the unemployment rate and the longer-run nor
mal level of the unemployment rate until 2015 or later. 
In contrast, the 6 participants who judged that policy 
firming should begin in 2012, 2013, or 2014 indicated 
that the Committee would need to act relatively soon in 
order to keep inflation near the FOMC's longer-run 
objective of 2 percent and to prevent a rise in inflation 
expectations. 

Uncertainty and Risks 
Nearly all participants judged that their current level of 
uncertainty about real GDP growth and unemployment 
was higher than was the norm during the previous 
20 years (figure 4). 1 Eight participants judged the level 
of uncertainty associated with their forecasts of total 
PCE inflation to be higher as well, while another 
10 participants viewed uncertainty about inflation as 

1 Table 2 provides estimates of the forecast uncertainty for 
the change in real GDP, the unemployment rate, and total 
consumer price inflation over the period from 1991 to 2011. 
At the end of this summary, the box "Forecast Uncertainty" 
discusses the sources and interpretation of uncertainty in the 
economic forecasts and explains the approach used to assess 
the uncertainty and risks attending the participants' projec
tions. 

Table 2. A vcragc historical projection error ranges 
Pcreenr inrs 

Variable 2012 2013 2014 2015 

Change in real GDJ>t ..... ±0.6 ±1.4 ±1.7 ±1.7 

Unemployment ratc1 ••••• ±0.2 ±0.9 ±1.5 ±1.9 

Total consumer prices2 .... ±0.5 ±0.9 ±1.1 ±1.0 

NOTE: Error ranges shown are measured as plus or minus the 
root mean squared error of projections for 1992 through 2011 that 
were released in the fall by Vllrious privarc and government forecas
ters. As described in the box "Forecast Uncertainty," under certain 
assumptions, there is about a 70 peteent probability that actual out• 
comes for real GDP, unemployment, and consumer prices will be in 
ranges implied by the average size of projection errors made in the 
past. Further information may be found in Da,id Reifschneider and 
Peter Tulip (2007), "Gauging the Uncertainty of the Economic Out
look from Historical Forecasting Errors," Finance and Economics 
Discussion Series 2007-60 (Washington: Board of Go,·emors of the 
Federal Reserve System, November). 

1. Definitions of variables arc in the general norc to table 1. 
2. Measure is the overall consumer price index, the price meas

ure that has been most widely used in government and private eco
nomic forecasts. Projection is percent change, fourth quuter of the 
previous year to the founh quarter of the year indica1cd. 

broadly similar to historical norms. The main factors 
cited as contributing to the devated uncertainty about 
economic outcomes were the ongoing fiscal and finan
cial situation in Europe, the outlook for fiscal policy in 
the United States, and a general slowdown in global 
economic growth, including the possibility of a signifi
cant slowdown in China. As in June, participants noted 
the difficulties associated with forecasting the path of 
the U.S. economic recovery following a financial crisis 
and recession that differed markedly from recent his
torical experience. A number of participants com
mented that in the aftermath of the financial crisis, they 
were more uncertain about the level of potential output 
and its rate of growth. A couple of participants noted 
that some of the uncertainty about potential output 
arose from the risk that continuation of long-term un
employment might impair the skill level of the labor 
force or cause some workers to retire earlier than 
would otherwise have been the case, thereby reducing 
potential output in the medium term. 

A majority of participants reported that they saw the 
risks to their forecasts of real GDP growth as weighted 
toward the downside and, accordingly, the risks to their 
projections of the unemployment rate as tilted to the 
upside. The most frequently identified sources of risk 
were the situation in Europe, which many participants 
thought had the potential to slow global economic ac
tivity further, particularly over the near term, and issues 
associated with fiscal policy in the United States. 

Most participants continued to judge the risks to their 
projections for inflation as broadly balanced, with sev
eral highlighting the recent stability of inflation expecta-
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Figure 3.E. Distribut ion of participants' projections for the target federal funds rate, 2012-15 and over the longer run 
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Figure 4. Uncertainty a nd risks in economic projections 
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tions. However, four participants saw the risks to infla
tion as tilted to the downside, with a couple of them 
noting that slack in resource markets could turn out to 
be greater than they were anticipating. Three partici
pants saw the risks to inflation as weighted to the up 

side in light of concerns about U.S. fiscal imbalances, 
the current highly accommodative stance of monetary 
policy, and uncertainty about the Committee's ability to 
shift to a less accommodative policy stance when it 
becomes appropriate to do so. 
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Forecast Uncertainty 

The economic projections provided by 
the members of the Board of Governors and 
the presidents of the Federal Reserve Banks 
inform discussions of monetary policy among 
policymakers and can aid public understand
ing of the basis for policy actions. Consider
able uncertainty attends these projections, 
however. The economic and statistical models 
and relationships used to help produce eco
nomic forecasts are necessarily imperfect de
scriptions of the real world, and the future 
path of the economy can be affected by myr
iad unforeseen developments and events. 
Thus, in setting the stance of monetary policy, 
participants consider not only what appears to 
be the most likely economic outcome as em
bodied in their projections, but also the range 
of alternative possibilities, the likelihood of 
their occurring, and the potential costs to the 
economy should they occur. 

Table 2 summarizes the average historical 
accuracy of a range of forecasts, including 
those reported in past Monetary Poliry &ports 
and those prepared by the Federal Reserve 
Board's staff in advance of meetings of the 
Federal Open Market Committee. The pro
jection error ranges shown in the table il
lustrate the considerable uncertainty asso
ciated with economic forecasts. For example, 
suppose a participant projects that real gross 
domestic product (GDP) and total consumer 
prices will rise steadily at annual rates of, re
spectively, 3 percent and 2 percent. If the 
uncertainty attending those projections is simi
lar to that experienced in the past and the risks 
around the projections are broadly balanced, 
the numbers reported in table 2 would imply a 
probability of about 70 percent that actual 
GDP would expand within a range of 2.4 to 
3.6 percent in the current year, 1.6 to 4.4 per-

cent in the second year, and 1.3 to 4.7 percent 
in the third and fourth years. The correspond
ing 70 percent confidence intervals for overall 
inflation would be 1.5 to 2.5 percent in the cur
rent year, 1.1 to 2.9 percent in the second year, 
0. 9 to 3.1 percent in the third year, and 1.0 to 
3.0 percent in the fourth year. 

Because current conditions may differ 
from those that prevailed, on average, over his
tory, participants provide judgments as to 
whether the uncertainty attached to their pro
jections of each variable is greater than, smaller 
than, or broadly similar to typical levels of 
forecast uncertainty in the past, as shown in 
table 2. Participants also provide judgments as 
to whether the risks to their projections are 
weighted to the upside, are weighted to the 
downside, or are broadly balanced. That is, 
participants judge whether each variable is 
more likely to be above or below their projec
tions of the most likely outcome. These judg
ments about the uncertainty and the risks at
tending each participant's projections are dis
tinct from the diversity of participants' views 
about the most likely outcomes. Forecast un
certainty is concerned with the risks associated 
with a particular projection rather than with 
divergences across a number of different pro
jections. 

As with real activity and inflation, the out
look for the future path of the federal funds 
rate is subject to considerable uncertainty. This 
uncertainty arises primarily because each partic
ipant's assessment of the appropriate stance of 
monetary policy depends importantly on the 
evolution of real activity and inflation over 
time. If economic conditions evolve in an un
expected manner, then assessments of the ap
propriate setting of the federal funds rate 
would change from that point forward. 

AUTHORIZED FOR RELEASE 



•. 

AUTHORIZED FOR RELEASE 

September 13, 2012 Chairman Bernanke's Press Conference 

Transcript of Chairman Bernanke's Press Conference 
September 13, 2012 

FINAL 

CHAIRMAN BERNANKE. Good afternoon. Earlier today the Federal Open Market 

Committee (FOMC) approved new measures to support the recovery and employment growth. 

I'll get to the specifics of our actions in a few moments, but I'll first describe the economic 

conditions that motivated the Committee's decision to take additional actions. 

As you know, the Federal Reserve conducts monetary policy under a dual mandate from 

Congress to promote maximum employment and price stability. The United States has enjoyed 

broad price stability since the mid-1990s and continues to do so today. The employment 

situation, however, remains a grave concern. While the economy appears to be on a path of 

moderate recovery, it isn't growing fast enough to make significant progress reducing the 

unemployment rate. Fewer than half of the 8 million jobs lost in the recession have been 

restored. And, at 8.1 percent, the unemployment rate is nearly unchanged since the beginning of 

the year and is well above normal levels. 

The weak job market should concern every American. High unemployment imposes 

hardship on millions of people, and it entails a tremendous waste of human skills and talents. 

Five million Americans have been unemployed for more than six months, and millions more 

have left the labor force-many of them doubtless because they have given up on finding 

suitable work. As the skills of the long-term unemployed atrophy and as their connections to the 

labor market wither, they may find it increasingly difficult to get good jobs, to their and their 

families' cost, of course, but also to the detriment of our nation's productive potential. 

To help bolster the recovery and promote price stability, the FOMC has provided 

unprecedented levels of policy accommodation in recent years. With our main policy interest 
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rate near its effective lower bound, we have been using two complementary tools to carry out 

monetary policy-balance sheet actions and forward guidance regarding how long we anticipate 

maintaining exceptional levels of policy accommodation. While providing this support, we have 

been prudent, carefully weighing the potential benefits and costs of each new policy action, and 

recognizing that monetary policy, particularly in the current circumstances, cannot cure all 

economic ills. 

The FOMC has taken several actions this year. In January, it extended its forward 

guidance, stating that it anticipated that the federal funds rate will remain near current levels until 

late 2014. In June, the Committee decided to continue through the end of the year the previously 

established program to extend the average maturity of the securities it holds by buying longer

term securities and selling an equivalent amount of shorter-term securities. However, incoming 

data confirm that the modest pace of growth continues to be inadequate to generate much 

progress on unemployment. With inflation anticipated to run at or below our 2 percent objective, 

the Committee has become convinced that further policy accommodation is warranted to 

strengthen the recovery and support the gains we have begun to see in housing and other sectors. 

Accordingly, the FOMC decided today on new actions, electing to expand its purchases 

of securities and extend its forward guidance regarding the federal funds rate. Specifically, the 

Committee decided to purchase additional agency mortgage-backed securities, or MBS, at a pace 

of$40 billion per month. The new MBS purchases-combined with the existing maturity 

extension program and the continued reinvestment of principal payments from agency debt and 

agency MBS already on our balance sheet-will result in an increase in our holdings oflonger

term securities of about $85 billion each month for the remainder of the year. The program of 

MBS purchases should increase the downward pressure on long-term interest rates more 
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generally, but also on mortgage rates, specifically, which should provide further support for the 

housing sector by encouraging home purchases and refinancing. 

The Committee also took two steps to underscore its commitment to ongoing support for 

the recovery. First, the Committee will closely monitor incoming information on economic and 

financial developments in coming months, and if we do not see substantial improvement in the 

outlook for the labor market, we will continue the MBS purchase program, undertake additional 

asset purchases, and employ our policy tools as appropriate until we do. We will be looking for 

the sort of broad-based growth in jobs and economic activity that generally signal sustained 

improvement in labor market conditions and declining unemployment. Of course, in 

determining the size, pace, and composition of any additional asset purchases, we wilt, as 

always, take appropriate account of the inflation outlook and of their efficacy and costs. 

Additionally, the Committee emphasized that it expects a highly accommodative stance 

of monetary policy to remain appropriate for a considerable time after the economic recovery 

strengthens. This should provide greater assurance to households and businesses that policy 

accommodation will remain even as the economy picks up. ln particular, the Committee today 

kept the target range for the federal funds rate at O to ¼ percent and stated that it anticipates that 

exceptionally low levels for the federal funds rate are likely to be warranted at least through mid-

2015. 

In conjunction with today's meeting, FOMC participants-the 7 Board members and 

12 Reserve Bank presidents-submitted their individual economic projections and policy 

assessments for the years 2012 through 2015 and over the longer run. Committee participants' 

projections for the unemployment rate in the fourth quarter of this year have a central tendency 

of 8.0 to 8.2 percent, declining to 6.0 to 6.8 percent in the fourth quarter of 2015, levels that 
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remain somewhat above participants' estimates of the longer-run normal rate of unemployment. 

Participants' projections of inflation have a central tendency of 1. 7 percent to 1.8 percent for this 

year and 1.8 percent to 2.0 percent for 2015. 

While the economy appears to be advancing at a moderate pace, with some 

improvements appearing in housing and elsewhere, FOMC participants see an economic outlook 

that remains uncertain. The economy continues to face economic headwinds, including the 

situation in Europe; tight credit for some borrowers; and fiscal contraction at the federal, state, 

and local levels. In addition, strains in global financial markets continue to pose significant 

downside risks. 

Before I take your questions, I'd like to briefly address three concerns that have been 

raised about the Federal Reserve's accommodative monetary policy. The first is the notion that 

the Federal Reserve's securities purchases are akin to fiscal spending. The second is that a 

policy of very low rates hurts savers. The third is that the Federal Reserve's policies risk 

inflation down the road. 

On the first concern, I want to emphasize that the Fed's purchases of longer-term 

securities are not comparable to government spending. The Federal Reserve buys financial 

assets, not goods and services. Ultimately, the Federal Reserve will normalize its balance sheet 

by selling these financial assets back into the market or by allowing them to mature. In the 

interim, the Federal Reserve's earnings from its holdings of securities are remitted to the 

Treasury. In fact, the odds are strong that the Fed's asset purchase programs, both through their 

net interest earnings and by strengthening the overall economy, will help reduce rather than 

increase the federal deficit and debt. 
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On the second concern, my colleagues and I are very much aware that holders of interest

bearing assets, such as certificates of deposit, are receiving very low returns. But low interest 

rates also support the value of many other assets that Americans own, such as homes and 

businesses large and small. Indeed, in general, healthy investment returns cannot be sustained in 

a weak economy, and, of course, it is difficult to save for retirement or other goals without the 

income from a job. Thus, while low interest rates do impose some costs, Americans will 

ultimately benefit most from the healthy and growing economy that low interest rates help 

promote. 

And finally, on inflation: Inflation has varied in recent years with swings in global food 

and fuel prices caused by a range of factors, such as drought and geopolitical tensions. However, 

overall inflation has averaged very close to the Committee's goal of2 percent per year for quite a 

few years now, and a variety of measures show that longer-term inflation expectations are quite 

stable. The Federal Reserve is fully committed to both sides of its mandate-to price stability as 

well as to maximum employment-and it has both the tools and the will to act at the appropriate 

time to avoid any emerging threat to price stability. 

Thank you. I'd be happy to respond to your questions. 

DARREN GERSH. Hi, Mr. Chairman, it's Darren Gersh, Nightly Business Report. Your 

forecast doesn't get back to full employment for four years, so could these new bond purchases 

go on for years? And can you give us a better idea of when you'll-if you have specifics in 

mind on when you'll know it's time to stop? 

CHAIRMAN BERNANKE. Yes. We'll be looking for signs that the economy is strong 

enough to promote improvement and sustained improvement in labor market conditions and 

declines in unemployment. I mean, that's-we're not going to be able to sustain purchases until 
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we're all the way back to full employment, that's not the objective. The idea is to quicken the 

recovery, to help the economy begin to grow quickly enough to generate new jobs and reduce the 

unemployment rate. So that's the criterion we're looking at. 

KRISTINA PETERSON. Kristina Peterson of Dow Jones. The statement indicated that 

the highly accommodative stance would be maintained until after the recovery starts to 

strengthen, but there aren't any specific economic conditions that are described. Could you 

describe what those would be? Or is the Fed-the Fed seems reluctant to have done that so far. 

CHAIRMAN BERNANKE. Well, we've been talking about our communications at the 

FOMC and trying to think about how best to communicate to the public, you know, what our 

policy reaction function, so to speak, is. And we haven't, to this point, come to a set of numbers, 

a set of data that we can put out. But what we're trying to convey here is that we're not going to 

be premature in removing policy accommodation. Even after the economy starts to recover more 

quickly, even after the unemployment rate begins to move down more decisively, we're not 

going to rush to begin to tighten policy. We're going to give it some time to make sure the 

recovery is well established. 

STEVE LIESMAN. Mr. Chairman, I want to talk about that same line in the statement. 

Does that mean that your tolerance for inflation will be higher in coming years, in the middle of 

the recovery? And, if not, what good is that language there if it doesn't tell people that the 

reaction function relative to inflation has changed? Secondly, stock prices are up today, so are 

oil prices and gold. Why aren't those part of the same reaction to the Fed's acts today? 

CHAIRMAN BERNANKE. Well, our policy approach doesn't involve intentionally 

trying to raise inflation. That's not the objective. The idea is to make sure we provide enough 

support so the economy will grow fast enough to bring unemployment down over time. I mean, 
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as we look back at the last six months or so, we've seen unemployment at basically the same 

place it was in January. We've seen not enough jobs growth to bring down the unemployment 

rate, and what we need to see is more progress. And that's what we will be looking at. In terms 

of the mid-2015 date, we think by that point that the economy will be recovering, we'll be 

providing the support it needs. But if you look at our projections, you'll see it doesn't involve 

any inflation, that we still believe that inflation is going to be close to our 2 percent target. 

STEVE LIESMAN. All right, I just need to follow up. Does this-so you're saying it 

does not include greater tolerance for inflation, that you will-you would reverse course if 

inflation were to be above your target level, even given that statement? 

CHAIRMAN BERNANKE. Well, if inflation goes above the target level, as we talked 

about in our statement in January, we take a balanced approach. We bring inflation back to the 

target over time, but we do it in a way that takes into account the deviations of both of our 

objectives, you know, from their targets. 

ZACHARY GOLDFARB. Thank you, Mr. Chairman. Earlier this year, on two 

occasions, the Fed took policy actions, which you defended as extremely important for the 

economy, but, as you mentioned, there hasn't been any improvement in the labor markets since 

the beginning of the year. Why should people believe this will make a difference? And the 

projections seem to suggest it's approximately a 0.4 reduction in unemployment. Is that the limit 

of what Fed policies can do going forward? 

CHAIRMAN BERNANKE. Well, our assessment-I talked about this at my remarks at 

Jackson Hole-our assessment, and that of the research literature, is that the policies that we've 

undertaken have had real benefits for the economy-that they have provided some support, that 

they have eased financial conditions and help reduce unemployment. All that being said, 
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monetary policy, as I've said many times, is not a panacea. It's not by itself able to solve these 

problems. We're looking for policymakers in other areas to do their part. We'll do our part, and 

we'll try to make sure that unemployment moves in the right direction, but we can't solve this 

problem by ourselves. 

ZACHARY GOLDFARB. And do you think that 0.4 percent difference in the 

projections is about what's possible? 

CHAIRMAN BERNANKE. Well, what happens is going to depend on where the 

economy goes-how much ultimate accommodation we give the economy. The 0.4 percent 

you're referring to is the change in the forecast between the last projection and this one. But 

remember, people make projections assuming that policy is appropriate. So some of them may 

have assumed these policies in their last projections, and not all are assuming these policies in 

this projection. So that's probably a little bit of an understatement of what we think we can get. 

But in any case, again, I want to be clear that while I think we can make a meaningful and 

significant contribution to this problem-to reducing this problem, we can't solve it. We don't 

have tools that are strong enough to solve the unemployment problem. 

MIKE MCKEE. You've made an eloquent explanation over the past couple of weeks of 

the Fed's ability to lower interest rates. But what's missing for many economists is how the 

transmission mechanism is going to work. Most people think this will have a minimal effect on 

rates. Can you give us an idea of how much you think it might push rates down, and why 

moving rates down a few basis points might change demand, which seems to be the problem in 

the economy? 

CHAIRMAN BERNANKE. Well, the ultimate effect is going to depend, of course, on 

how much we end up doing, and that, in turn, is going to depend on what the economy does. 
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This is a conditional program; we're going to be providing accommodation according to how the 

economy evolves. I think that's the virtue of putting it this way, is that if the economy is weaker, 

we'll provide more support; if the economy strengthens on its own or other headwinds die down, 

then it will require less support. So the amount of support we provide is going to depend on how 

the economy evolves. We do think that these policies can bring interest rates down-not just 

Treasury rates, but a whole range ofrates, including mortgage rates and rates for corporate bonds 

and other types of important interest rates. It also affects stock prices. It affects other asset 

prices-home prices, for example. So looking at all the different channels of effect, we think it 

does have impact on the economy. It will have impact on the labor market, but, as again, the 

way I would describe it is a meaningful effect, a significant effect, but not a panacea, not a 

solution for the whole issue. We're just trying to get the economy moving in the right direction, 

to make sure that we don't stagnate at high levels of unemployment, that we're making progress 

towards more acceptable levels of unemployment. 

ROBIN HARDING. Robin Harding from the Financial Times. Mr. Chairman, is this the 

limit of what the Fed could do? You refer in your statement to other policy tools. If the 

unemployment situation doesn't improve, then what other measures do you have available? 

Thank you. 

CHAIRMAN BERNANKE. Well, there's a variety of possibilities, and we continue to 

look at all different options. But the two primary types of tools, as I've discussed, are balance 

sheet actions-and, of course, we can restructure those, change those in various ways; the other 

type of tool is communication tools. And we could-we continue to work on how best to 

communicate with the public and how best to assure the public that the Fed will remain 

accommodative long enough to ensure recovery. So, working with our communications tools, 
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clarifying our response to economic conditions, might be one way in which we could further 

provide accommodation. 

PEDRO DA COST A. Pedro da Costa from Reuters. My question is-I want to go back 

to the transmission mechanism because, speaking to people on the sidelines of the Jackson Hole 

conference, that seemed to be the concern about the remarks that you made is that they could 

clearly see the effect on rates and they could see the effect on the stock market, but they couldn't 

see how that had helped the economy. So I think there's a fear that, over time, this has been a 

policy that's helping Wall Street but not doing that much for Main Street. So could you 

describe, in some detail, how does it really different-differ from trickle-down economics, 

where you just pump money into the banks and hope that they lend? 

CHAIRMAN BERNANKE. Well we are-this is a Main Street policy, because what 

we're about here is trying to get jobs going. We are trying to create more employment, we are 

trying to meet our maximum employment mandate, so that's the objective. Our tools involve-I 

mean, the tools we have involve affecting financial asset prices, and that's-those are the tools 

of monetary policy. There are a number of different channels-mortgage rates, I mentioned 

other interest rates, corporate bond rates, but also the prices of various assets, like, for example, 

the prices of homes. To the extent that home prices begin to rise, consumers will feel wealthier, 

they'll feel more disposed to spend. If house prices are rising, people may be more willing to 

buy homes because they think that they'll, you know, make a better return on that purchase. So 

house prices is one vehicle. Stock prices-many people own stocks directly or indirectly. The 

issue here is whether or not improving asset prices generally will make people more willing to 

spend. One of the main concerns that firms have is there is not enough demand, there's not 

enough people coming and demanding their products. And if people feel that their financial 
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situation is better because their 401 (k) looks better or for whatever reason, their house is worth 

more, they are more willing to go out and spend, and that's going to provide the demand that 

firms need in order to be willing to hire and to invest. 

JON HILSENRATH. Jon Hilsenrath from the Wall Street Journal. Mr. Chairman, the 

statement says-we've come back to this a couple of times- "If the outlook for the labor market 

does not improve substantially, the Committee will continue its purchases of agency mortgage

backed securities, ... additional asset purchases, and employ ... other policy tools." Can you 

define and describe more specifically what "improve substantially" means? And what do you

what is the Committee referring to when it says "additional asset purchases" and "other ... 

tools." 

CHAIRMAN BERNANKE. Well, again, we're looking for ongoing sustained 

improvement in the labor market. There's not a specific number we have in mind. But what 

we've seen in the last six months isn't it. We're looking for something that involves 

unemployment coming down in a sustained way, not necessarily a rapid way, because I don't 

know if our tools are that strong, but we'd like to see an economy which is strong enough that it 

will support improving labor market conditions and unemployment that's declining gradually 

over time. That's essentially what we're looking for. In terms of the tools that we have, we have 

the mortgage-backed security purchases, which we can continue or expand or change in any

you know, in various ways. We could also purchase, of course, Treasuries; we've retained that 

capacity. And in terms of other policies, again, there are a number of possibilities, but the one I 

mentioned to Zach in particular is our communication policies, finding ways to better explain our 

rate policies that will engender more-accommodative financial conditions. 
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BINY AMIN APPELBAUM. Mr. Chairman, it seems pretty clear that the Fed's 

announcement today has created a good deal of confusion about how long you'll keep buying 

assets, judging from the questions in this room and outside of it. Why did you choose not to 

adopt a specific target? Did the Committee consider specific targets-there have been a number 

of proposals-and why did you choose not to do that? 

CHAIRMAN BERNANKE. Well, we-the problem is that, for this purpose, that what 

we're looking for is a general improvement in labor market conditions. We want to see the 

unemployment rate come down, but that's not the only indicator, obviously, oflabor market 

conditions. The unemployment rate came down last month because participation fell. That's not 

necessarily a sign of improvement. So we want to see more jobs. We want to see lower 

unemployment. We want to see a stronger economy that can cause the improvement to be 

sustained; it's not just a one-month or two-month phenomenon. We're not going to be looking 

for little wiggles in the numbers that are going to cause us to radically shift our policy. So, we, 

at least at this point, have decided to define it qualitatively. I hope I am giving you at least a 

little color in terms of what we'll be looking for. We'll be looking for, again, an economy which 

is quickening, that gives signs of continued improvement, that allows labor markets to be 

stronger, and that will be the type of qualitative criteria that we look at. We don't-again, we 

don't have a single number that captures that, but we anticipate that we'll have to do more, and 

we'll do enough to make sure that the economy gets on the right track. 

CRAIG TORRES. Hi, Mr. Chairman. Someone told me that less than 1 percent of all 

mortgages originated in the past 18 months went to borrowers with impaired credit history. So 

when we talk about people and a Main Street policy, it seems like you 're struggling, like many 

other central banks, and that's to get the low rates down to-the challenge is to get them to 
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people who really need them, people who are paying high rates or companies with somewhat 

fragile balance sheets. So, given that's the case-I mean, you guys got involved in markets 

when they were dysfunctional in the crisis. What's your appetite for doing more-targeted credit 

programs if, post-election, you had a Treasury Secretary and a Congress that was willing to 

underwrite some of the credit risk? 

CHAIRMAN BERNANKE. Well, now you're talking about congressional programs, 

and l don't, you know, I don't advocate specific programs. It's up to them to make those 

decisions. I think we're seeing modest improvement in mortgage markets. One thing that's 

helping is a stronger housing market. One reason that lenders have been very constrained is they 

are worried about further house price declines that will make the collateral worth less than the 

loan. As house prices have begun to rise, as the economy has gotten a little stronger, lending 

standards have eased just a bit. There's also been other changes which are useful. I note, for 

example, that the FHF A and the GS Es have recently changed their policy on putbacks so that 

banks will have more certainty about under what conditions a mortgage will be put back to them 

if it defaults. So I think there's number of things in train that will make the mortgage markets a 

little bit more open, and that is one factor, actually, that could make our policy more effective 

rather than less effective over time-if more people have access to mortgage credit, more people 

can take advantage of the low rates that we're providing. 

GREG IP. Greg Ip of the Economist. Mr. Chairman, one of the innovations of your 

statement today is that you have for the first time explicitly predicated your monetary policy 

action on the achievement of explicit economic goals, in this case a substantial improvement in 

the labor market. Could you give us some explanation of how that conditioning will make your 

policy more effective than if you had simply done as you previously have: announced the policy 
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and then conducted it? And a technical question: When "Operation Twist" ends, do you 

anticipate adjusting the size of your asset purchases in order to maintain the $85 billion monthly 

flow of long-term asset purchases? 

CHAIRMAN BERNANKE. On the latter, when Operation Twist ends, we will be 

looking at the whole set of asset purchases in order to make decisions. We'll be looking at the 

state of the economy, as we described in the statement. In particular, what's the state of the labor 

market, what's the state of the outlook for economic growth? On conditioning, our policies have 

always been conditional in that we've always been clear that our asset purchases, for example, 

were reviewed periodically to see if they were still necessary, if they needed to be expanded. We 

did extend the maturity extension program, for example, when we thought that more support was 

needed for the economy, so our policies have always had a significant element of conditionality. 

But the idea here is to make that more explicit, more transparent to the public, make it more 

obvious that the Fed will do what's needed to provide the support for the economy. And we 

hope that what that will do is provide a bit more assurance, maybe a bit more confidence, that the 

Fed will be there to do what it can. Again, we're not promising, you know, a cure to all these 

ills. But what we can do is provide some support, and by assuring the public that we will be 

prepared to take action if the economy falters, we're hopeful that that will increase confidence 

and make people more willing to invest, hire, and spend. 

PETER BARNES. Sir, just to follow up on-Peter Barnes with Fox Business-to follow 

up on Darren's questions, a question about getting back to full employment. It looks like there's 

a lot more work to do here. And so I wanted to ask you about your plans as Fed Chairman

your term expires in January of 2014. Governor Romney's comments notwithstanding, what are 

your plans? Do you plan to leave at that time? Would you consider an appointment to a third 
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term at the Fed at all? And then, if I may, on election year politics, is there any-do you have 

any concern or was there any discussion within the Committee about whether or not your actions 

today might be perceived as helping President Obama, helping the economy, and thus helping 

President Obama get reelected and hurting Governor Romney's chances in the presidential 

contest? Thank you. 

CHAIRMAN BERNANKE. Well, on the former, I'm-I have a lot to do. I am very 

focused on my work, and I don't have any decision or any information to give you on my 

personal plans. On the politics, we have tried very, very hard-and I think we've been 

successful-at the Federal Reserve to be nonpartisan and apolitical. We make our decisions 

based entirely on the state of the economy and the needs of the economy for policy 

accommodation. So we just don't take those factors into account, and we think that's the best 

way to maintain our independence and maintain the trust of the public. 

DONNA BORAK. Chairman, Donna Borak with American Banker. My question 

pertains to Basel III. Community bankers, as you know, have been very worried about the 

impact that these rules will have on their banks, especially given the fact that there's been some 

industry consolidation, and some have even questioned whether or not the Fed has actually 

looked at the impact that the rules would have on smaller-sized institutions. So my question for 

you is, will there be relief for the smaller institutions, and can you provide any assurance that this 

will not be a one-size-fits-all regulation? 

CHAIRMAN BERNANKE. Certainly. We are very interested in and very focused on 

community banks at the Fed. We believe they play a very important role in our economy and in 

our communities. We have a number of ways of communicating with community banks. It 

includes our advisory council made up of community bankers. It includes a special set of 
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programs we have to reach out and talk to community bankers. So we are very interested in their 

views. I speak regularly to conventions and the like and talk to various groups. In terms of 

Basel III, of course, it's not one-size-fits-all. Many-and, indeed, many of the most difficult, 

complex regulations apply only to the largest and most complex institutions-for example, the 

capital surcharge that the largest banks have to hold, the complex rules applying to trading books 

and derivatives, the extra supervision under section 165, the orderly liquidation authority, the 

liquidity rules-the whole range of things that apply only to the largest, most complex, and 

internationally active banks. For the smaller banks, what our proposed rule does is try to 

strengthen their capital, and many small banks will already meet those capital requirements. 

Smalls banks tend to be very well capitalized. But, of course, it's important for small banks to 

be well capitalized as well as large banks. And there's a leverage requirement. But, again, most 

of the rules, most of the-particularly the most complex rules in Basel III will not apply to the 

smaller banks. Indeed, banks under $500 million have special exemptions from these rules. 

Having said all of that, I remind you that what we have now is a proposed rule, and we're 

receiving comment on that. We have a subcommittee of our supervision committee with two 

experienced-one community banker, one community bank supervisor on it from our Board who 

are particularly interested in making sure that the rules are not excessively onerous, and we will 

be looking at the comments and trying to make sure that we take into account the needs of 

community banks when we put out the final rule. 

GREG ROBB. Thank you, Mr. Chairman. Yesterday former Fed Governor Larry Meyer 

at a conference in Washington said he'd never seen such a divided Fed. And we see it, we who 

cover the Fed see it in the speeches, in the run-up to today's decision. Some people said that it 

was dubious whether QE3 would work. Could you comment on former Governor Meyer's 
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suggestions, and then-and sometimes don't you think, don't you wish that some of the Fed 

officials who don't support QE would keep their-keep their fears to themselves? Thank you. 

CHAIRMAN BERNANKE. Well, as you know, we are living in a very complex time 

and dealing with a complex economic situation and a variety of novel and different issues, 

including new policies that haven't been used in the same way in the past, and so naturally we 

have a range of views, a range of opinions. I think on the whole that's probably a good thing. 

It's good to hear different points of view, and it's good to make sure that the points of view that 

are outside the Fed are reflected in the discussion around the table inside the Fed. So we have a 

very collaborative and collegial discussion process, that, again-that spans a range of views. We 

were, however, able to come to a pretty good consensus-as you know, the vote on this was 11 

to I-and that's a sign that the broad center of the Committee does support these actions and will 

continue to support them going forward. 

GREG ROBB. Does the negative commentary hurt QE? Could it, if people in the 

market don't think it will work? 

CHAIRMAN BERNANKE. There's going to be negative commentary whether it comes 

from Fed officials or not. Again, because there's a range of views-some people think it's more 

effective than others. I discussed some of the evidence in my speech in Jackson Hole, and I 

talked about the fact that, you know, different researchers have gotten different estimates of the 

impact. Virtually all of them find that there is some beneficial impact, but they disagree on how 

much. So, there's going to be disagreement. And again, I personally don't think that it's a 

panacea, I personally don't think it's going to solve the problem. But I do think it has enough 

force to help nudge the economy in the right direction. 
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MICHELLE FLEURY. You said that you can't cure all ills, that you haven't got strong 

enough tools to deal with the unemployment problem. I was curious to know what policy 

actions you'd like to see outside the Fed to try and address this. And, secondly, also on the 

"fiscal cliff," the expected spending cuts and tax increases, how concerned are you about that? 

And what ammunition do you have to deal with that, if that becomes a problem? 

CHAIRMAN BERNANKE. Well there's, again, a range of areas where actions could be 

taken, and I can't really prescribe all those possible responses. I would focus, I think, on the 

fiscal side. We currently have the so-called fiscal cliff. If no action is taken, there's going to be 

a very substantial increase in taxes and cut in spending on January 1 of the coming year. The 

CBO has suggested that if that's allowed to take place, that it would cause unemployment to 

begin to rise, and it might throw the economy back into recession. So I think one very basic 

thing that could be done to help address the recovery-the weakness of the recovery and the 

need for more employment-would be to address the fiscal cliff while simultaneously addressing 

longer-term fiscal sustainability issues which remain, of course, very serious. So that's one area 

where there is a lot of potential benefit. If the fiscal cliff isn't addressed, as I've said, I don't 

think our tools are strong enough to offset the effects of a major fiscal shock, so we'd have to 

think about what to do in that contingency. So I think it's really important for the fiscal 

policymakers to, you know, work together and try to find a solution for that. 

PATRICK WELTER. Mr. Chairman, my name is Patrick Welter with the German 

newspaper Frankfurter Allgemeine Zeitung. I have two questions, if I may. One is in the 

projections. In the economic and inflation projections, you foresee a low inflation rate below 

2 percent to 2015-not you personally, but the FOMC. I am wondering, if you look at the 

growth rates, you have growth rates of about 3.4 percentage points in 2014 and 2015. How long 
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do you think that it might work that you have such strong growth and no inflation pressure? And 

the second question, ifl may, is, a lot of economists don't see too much effect out of the further 

round of QE3. Aren't you worried that, in promising that you will do whatever you can, even if 

it is tiny, small, that you give some kind of carte blanche to the fiscal policy and to the Congress 

not to do enough on their side of the policy action? 

CHAIRMAN BERNANKE. Well, the-on inflation, we do anticipate at some point 

what's normal in a recovery, which is, given that the economy fell very quickly and there's a lot 

of unused capacity, there's a lot of slack in the economy, it would be normal that there would be 

a period where the economy would grow faster than trend in order to make up some of the slack 

that was created. So we don't anticipate the economy is going to be overheating anytime soon. 

And as long as we pay close attention to inflation expectations as well as the trajectory of the 

economy, we think inflation will remain close to our 2 percent target. On your second question, 

certainly, there is a range of views on how effective these tools are. I've spent a lot oftime, as 

all of my colleagues have, looking at the evidence, and, of course, the staff here have done a 

great deal of work on the question. And the bottom line for most of it, most of the research, is 

that while these tools are not so powerful that they can solve the problem, they are at least able to 

provide meaningful support to the economy. Our job is to use the tools we have to meet our 

mandate, which is maximum employment and price stability. So ifwe have tools that we think 

can provide some assistance and we're not meeting our mandate, then I think that our obligation 

is to do what we can. Of course, we would like to see policies across the board to help address 

these issues. But, you know, that's not our province; we are the monetary policy authorities, and 

our job is to use monetary policy as effectively as we can. 
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STEVE BECKNER. Steve Beckner ofMNI, Mr. Chairman. There have been concerns 

raised, questions raised by people like Columbia Professor Michael Woodford and others about 

the credibility of your forward guidance on the path, the future path of the federal funds rate

the idea being that, to the extent it's conditional, it's not really convincing and doesn't provide 

the kind of confidence that you referred to. Now, on this latest statement, you've removed some 

of that conditionality. I am particularly struck by the statement that "the Committee expects that 

a highly accommodative stance of monetary policy will remain appropriate for a considerable 

time after the economic recovery strengthens." I assume that was done to make your forward 

guidance more credible, and yet the question remains whether, you know, as the economy picks 

up steam, whether the FOMC will really follow through and keep rates low or whether you will 

do as the Fed has always done and begin to raise the funds rate. 

CHAIRMAN BERNANKE. Well, that's an important question. Michael Woodford

who, by the way, is my former colleague and coauthor and friend, so I know him quite well, and 

I know his works quite well-I think, actually, the thrust of his research is that forward 

guidance-communication about future policy-is, in fact, the most powerful tool that central 

banks have when the interest rate is close to zero. And he advocates policies like nominal GDP 

targeting, for example, that would essentially require credibility lasting many years, the 

implication being that the Fed would target the nominal level of GDP and promise to do that for 

many years in the future even if inflation, you know, rose as part of that policy. So his own 

perspective is that credibility is the key tool that central banks have in order to get traction at the 

zero lower bound. Whether we have the credibility to persuade markets that we'll follow 

through is an empirical question. And the evidence, which I also, again, discussed in my 

remarks recently, is that when we've announced extended guidance, that financial markets have 
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responded to that, that private-sector forecasters have changed their estimates of what 

unemployment and inflation will be when the Fed begins to remove accommodation. So the 

empirical evidence is that our announcements do have considerable credibility. And I think 

there's a good reason for that, which is that we have talked a lot both publicly and privately 

about the rationale for maintaining rates low even as the economy strengthens, and I think the 

basic ideas are broadly espoused within the Committee. And so there is a consensus that even as 

the personnel change and so on going forward, that this is the appropriate approach, and that by 

following through, we will have created a reserve of credibility that we can use in any 

subsequent episodes that occur. 

DON LEE. Don Lee with the L.A. Times. With mortgage rates already at historical 

lows, how much further do you think the actions, your actions, will drive down the rates, and 

related to that, I'm assuming that you expect the purchases of mortgage-backed securities to have 

a meaningful effect on refinancings and housing activity. What would that look like? What 

would that meaningful effect mean? 

CHAIRMAN BERNANKE. Well, again, as I mentioned before, it's true that our 

mortgage-backed securities purchases ought to drive down mortgage rates, and put downward 

pressure on mortgage rates, and create more demand for homes and more refinancing. But it will 

depend, again, ultimately on several things. One will be on the amount that we do, the amount of 

purchases that we do, and that in turn is going to be a function of how the economy evolves. If 

the economy is weaker, we'll do more, and in those cases, probably rates would be pretty low at 

any case because the economy is looking weak. If the economy is stronger, strong enough to 

create improving labor market conditions, we won't have to do as much. And so, the amount 

that we do depends on how the economy evolves. So, since I don't know exactly how much 
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we'll end up doing, it's a little bit hard to give you an exact estimate. So I think that's, you 

know, in terms of how many homes and those kinds of questions, again, I think that the markets 

are looking-are looking a little better. I think that house prices are beginning to rise in some 

markets, which will encourage people to look at homes, will encourage lenders to make more 

mortgage loans. So I'm hopeful that we'll see continued progress in the housing market; that

that has been one of the missing pistons in the engine here. Housing is usually a big part of the 

recovery process. We haven't had that nearly to the usual extent, and to the extent that we can 

support housing, I think that would be a very useful outcome. 

DON LEE. There doesn't seem to be that many people who could qualify for 

refinancings. Can we expect a meaningful effect on an increase in refinancing activity? 

CHAIRMAN BERNANKE. Well, I think there'll be some, but you get more benefit 

when people buy homes. And sales of homes are down still, but they have been rising steadily, 

and we're trying to provide more support for people who want to go out and buy homes, 

construct homes, and also those who want to refinance. But it's the purchases of new homes that 

generate the construction activity, the furnishing, all those things that help the economy grow. 

SCOTT SPOERRY. Scott Spoerry with CNN and CNNMoney. Earlier this year at one 

of your news conferences in this room, you said that you were already hearing anecdotal 

information from some of your colleagues at the regional Fed Banks about firms, companies 

making decisions on hiring next year because they were afraid of the fiscal cliff or whatever the 

federal government was going to do in terms of--in terms of cutbacks. It's been a few months 

since you made that statement, and I'm sure your staff are working hard on it, but how much of a 

headwind to the economy is the fear of the federal government just sort of cutting way back, 

falling across the fiscal cliff or even-even if they take a few steps back from the cliff, it's still 
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there. How much is that fear contributing to lack of.-lack of growth or adequate GDP growth in 

the economy? 

CHAIRMAN BERNANKE. Well I-you know, it's pretty hard to give you a number, 

but I can certainly confirm that as the Reserve Bank presidents and Governors made their reports 

today and yesterday around the table, there was considerable discussion of uncertainty, including 

policy uncertainty, fiscal policy uncertainty, and the implications of that for hiring and 

investment decisions. A lot of.-a lot of firms are waiting to see whether that problem will be 

resolved. And if so, how? And I think it is a concern. It is something that is affecting behavior 

now. But again, I don't know-I don't have a number, I don't know how big that effect is, but, 

certainly, the sooner that can be resolved, the sooner it can be clarified, it will be beneficial not 

just because we avoid the cliff itself, but because we clarify for firms, for employers and 

investors, how that's going to be resolved. So, I think it's an issue that is of some consequence, 

yes. 

CATHERINE HOLLANDER. Hi, Mr. Chairman. Catherine Hollander, National 

Journal. How much was the fiscal cliff a decision, or a factor in your decision, to do an open

ended QE instead of a fixed sum? Or fiscal uncertainty more generally? 

CHAIRMAN BERNANKE. Well, we take the economy as we find it. There are a lot of 

headwinds right now that are affecting the economy. There's fiscal headwinds. There's 

international factors, including the situation in Europe. There's factors arising from still

impaired credit markets, and so on. So we looked at that-looked at the economy from the 

perspective of, you know, how quickly it's been growing over the last six months to a year. And, 

as I talked about in a speech in March, in order for employment gains to be sustained, for 

unemployment to fall, the economy needs to grow at or above trend levels. And lately it's not 
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really been at trend. So we've been responding to that problem and trying to take steps that will 

assure somewhat stronger growth and, we hope, will help bring unemployment down over time. 

Now, again, the fiscal cliff, the uncertainty about the fiscal cliff, is one of the factors, one of the 

headwinds, but I'm sure there are many others, and we don't try to differentiate among them in 

any sense. If the fiscal cliff does occur, I suspect it won't, and I hope it won't, but if it does, and 

we get the kind ofimpact the Congressional Budget Office is talking about, as I've said, I don't 

think the Federal Reserve has the tools to offset that, and we would have to rethink at that point. 

But we've taken the steps we've taken now because we'd like to see the economy gather more 

momentum, and the more momentum it has, the better placed we are to deal with any shocks that 

might come down the road. 

MARCY GORDON. Marcy Gordon with the Associated Press. One of the aspects 

we've seen in recent reports on unemployment is the shrinking labor force. Is that something 

that's of specific concern to you, and what does it tell us about the labor market and the 

economy? 

CHAIRMAN BERNANKE. Well, you are absolutely right. And as I mentioned earlier, 

the unemployment decline last month was more than 100 percent accounted for by declines in 

participation. Some decline in participation is anticipated, is as expected. We're an aging 

society. We have more people retiring. Female participation has flattened out; it hasn't 

continued to climb as it did for several decades. We're seeing less participation among younger 

people, fewer college students taking part-time jobs and the like. So part of this decline in 

participation was something that we anticipated quite a long time ago, but part of it is cyclical. 

Part of it reflects the fact that some people-because they have essentially given up or at least 

are very discouraged-have decided to leave the labor force. And the anticipation is that if the 
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economy really were to strengthen, and labor markets were to strengthen, at least some of those 

people would come back into the labor force. They might even temporarily raise the 

unemployment rate because they're now looking again. So the participation rate over and 

above-the decline in participation rate over and above the downward trend is just one of the 

other indicators of a generally weak labor market. And it's why I said earlier that we do want to 

look at a range of indicators, not just the unemployment rate, although that's a very important 

indicator, not just payrolls, although that also is a leading indicator, but participation, hours, part

time work, and a variety of other measures which suggest that our labor market is still in quite 

weak condition. 

Thank you. 
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Background on FOMC Meeting Minutes 

Dchortth .I. I>"11ker t111d Maulww M. Lucd,c. ,!{ !ht• 
noanl's l>il'isio11 ,f Mmw1ary A_{fi1irs. prt.•pim•d 1//iJ 
arlit'fr. 

On lkcemher 1-L 21K~. 1he Feder.ti Open Markel 
(.'onunilleL' (FOMC) decided lo 11111ve up lhe puhlka
lion or its mi11u1es 10 1hree weeks alkr 1he end or 
each meelin!!. Thal aclion has cul in hair the average 
1i111e he1we~n 1he meeting and puhlka1ion or lhe 
minules. II has als11 apparenlly hciglllened puhlk 
a11i.:111iu11 111 Ille FOMC minules. To give additional 
wnlext to 1hi: l'i1n11ni11i:e·s di.:<.'ision. this arlidi: ou1-
lini:s pri:\'ious changes 10 lhe release schi:dule for lhe 

-minu1es a11d prm·ides a brier m-crview of the co11ten1 
or 1he mi11u1es a11d lhe way I hey ari: now produced. 

Frum 1he i111:ep1i1111 or 1he FOMC. 1he Federal 
Reserve has had an ohligalion hl maintain records or 
1he Commillee·s polkymaking ac1i1111s and 111 publish 
th11se records iii ils annual rep11r1 10 1hc (\mgrcss.1 

Act·ordin!!lv. 1he Federal Reserve inilially puhlishetl 
a su111m:11:y·or FOMC proceedings 011t'e a year. Over 
1ime. lwwevcr. as views :lhl1u1 public :1ccess h> i11f11r
t11:11it111 ch:in~ed and :ts 11nandal markets m:11ured. 
hn,adened. :i;ld deepened. 1he f-OMC pnwidcd mt1re 
i11forma1io11 mflre pro111p1ly. ~llill~ well beyond 1he 
bask i11formalif111 required by 1he federal Reserve 
/\(.'(. 

This ar1ide lbcuses 011 1he mi11u1es and their pro
duc1i1111. hm the 111i11uti:s ari: by 110 mi:ans the sole 
source or puhlk i111'11nna1i1111 ahl•UI FOMC polky
mak'ing. For example. 1he Commillec releases a s1.i1c
me11t llll the same day 1ha1 policy dedsions arc made. 
lhe Chairman provides semiannual 1es1imo11y lo lhe 
Con!!n:ss. and 1hi: Board suhmils semiannual Mone
tary ·Polky Rcpor1s. whkh int'ludc a su111mary or the 
economic projet'I ions or I he Board 111c111hers and 

,, ITI', Th,' :lllthMS :'It,' !!f':ll,'1'111 r,,r h,'lpl'ul l'Ollln1''111S r,•,:,,'j\·,,.i. 
,•sp.•dally fn•m 1h,·ir f,,rm,·r ..-,,ll,·:1~u,·.< :--,wn~mJ r1.:rn:1nl :111J r>a,·iJ 
Linlls,·y. 

1. S,•,:-li,,11 Ill. p:ir:l,?niph 111 ,,r lh,' h',k'r:11 R,•~,•1·1,• A,·1 .~l:ll.:>~: 
··TI,,· Tl,~u·J ,,f Ci111-.•rn11r.< uf 1lw f-',·J,·r:il R,•.s.-rw Sys1,·111sh:1111.,·•·P :1 

,·,,mpl.·1,· .... , ... rJ ,,f 1h,· a,·1i1111 1al;,•n h)' th,· n,.irJ anJ h) th,· r-,•J,·ral 
( lp,•n '.\fark,·t ( ·111111ni11,·,· llf'••ll all 1111,'.<li<'IIS ::r ('t•lky r,·l:llin~ ~ .. 
111v11•111:1rk,·1 "l"''rnti,•11.s :111J shall ........ rJ lh,·r,·111 lli.· n,1,·s l:11.,·n 111 

,·,•mh•,·li,,n wilh 1lw ll,·1,•rmi11:11i,,11 ,,f ,,,,,•11-mark<'l pnlil'i,·s :111J lh,• 
.-.·:1snns 1111,k•h'inc th,· a,·li1111111' Iii.· 1l11:1rd :111LI lh,• l '.on1111ill.:,· in ,·:1d1 
ins1:111w. Th,• ·ll,~u-.J sh:111 ... indu,k· in ils :1111111:11 r,.,.,.,rt t" th,• 
(\,n:!r,.,•~..: ... :1 l.,,,y ,ti'" llh.• r1.'1r.·,,1ds J' .. •c.1uir"',t.1 hl 1°'' k .. ·pt unJ .. ·r lh,• 
pnwisi.,ns ,,f this p:tr:t!!raph.'. 

Reserve Bank prcsidenls. In addilion. Ille Chairman 
1cslilics on the ew1Huny and 01hcr lopil:s on several 
occasions during lhe year: Commillec memhcrs rngu
larly !!,iVC puhlit· spcet·hcs: and a wide ranl!,e or 
documents. int'ludinl! FOMC 111ce1i11g 1r:111s1:rip1s. is 
made a\'ailahlc alkr a lh·e-ycar lag. 

HISTU!ff 

The Federal Open Markel Comrni11ec was crea1ed 
in i1s 11111dern form by 1he Banking Al·I or I tJ.,:'i. and 
ror mud1 or ils hislory. lhe puhlidy available rcp11r1s 
from ils 111ec1i11!!s were the .. Records or Polky 
/\c1h-,1ts··-=a1so inown as 1hc "'Polley l{el'tlfd. · (Sl.!c 
1imcline d1ar1 of pasl and presc111 110111enda1ure. I 
For ils own use. Ille Com111i11cc i11i1ially mainlained 
cxlcnsive '"111i11u1es:· which were detailed rcl·ords or 
a11c11da11cc.. dist'ussi1111s. and dedsions al cad1 111ee1-
i11g. These mi11u1es n:111ai11ed w111ide111iaL and 1he 
R~conls nf Polin At·1i1111s. which were published 
1111t'c a vcar. wer~ 1he ollkial s1a1cmen1 of FOMC 
polkym;iking for decades.2 Al lirst. Ille Records of 
P11li1:v Al~tions included only a paragraph or 1w11 of 
haek•~rouml or rcaso11i11!! behind cad1 ae1i1111. H11w
cver.:-1hcse records grc\.; mw lime and had reached 
an an~ragc of ahllUI 11vc pages per mec1i11g hy 
1he 111id- l lJ60s. when the Commillcc reviewed ils 
inf1ll'lna1in11-discl(lsurc practices. 

/967-Rdeasc• <J Record cf Policy Actioll.'i 
l{fter Ni11crr nays 

ln dist'US!iions und~nakcn in lig.111 of 1hc pending 
elTeclivc dale of 1he f-rccdmn 11f Tnfornm1io11 t\cl. the 
C11111mi11ce agreed 1ha1 informa1in11 ahoul 1111111e1ary 
p11licy dedsions should hi: made available 10 the 
puhlk 1111 a 1imdy basis bul 1ha1 t":1L1lio11 was needed 
so thal lhc i11for111a1ion released would 11111 impair lhe 
Corrnnillcc's abflily 10 r11rmufa1c and implcmenl pol
il'v. The consensus lhal emer~cd was lhal (hi: lime lag 
rn~ 1he release or i11J'orma1ion should he shor1c11ed. 

t\t'rnrdingly, in .lune 1967. the Commillcc 
a1111ou11t·ed thal ii would rc'lcase lhc Record or P111k·y 
Actions :iholll ninety days ancr each mee1i11g and 

~. In J •lr-4. th,• Fc"l;\{C' mad,• th,· mi11111,•s fur th,· ~-,·ars l •).'6--e~·1 
:m,il:thl,· h• tli.· puhlk 1lm,11i:h lh,· ~:tti,111al l\rd1in·s. 
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Reports from FOMC Meetings: Past and Present Nomenclature 

Puhlishcd 
Su111m .. 1rk·s 11r 
McL·tings 

lkcord ur P11licy t\c1i1111s* 

1936 1993 
Minutcs of Actions 

----- -1967-- ~---- --------'1993-------·•- .. -·-·· 
rvlinut,:s 

1993 Present 

lktuikd lnh:mal Minut..:s 
t\cc11un1sof li----------tl 
l\k..:1ings 1936 1967 

Memorundum 
I of Discussion I 

1967 1976 

'-':\lso rdcrrcd lo as ··P11li,·y Rc,·11nl." · 

w11uld also publish ii in the FC'dl'ntl Rc•sc•n·,, 0111/etin. 
The Commiuee believed that a ninety-day lag would 
he a rda1.iwly safe starling point. and that. as experi
ence was gained. ii might he pt>ssihle 10 reduce the 
lag hel ween policy action and puhlkalion. 

The (_\1n11ni11ee also hegan 10 make available 011 
the same sd1edule a new document-a companion 
piece h> the lk1:ord or Polky t\ctions-lhat was 
called .. Minutes or t\c1i11ns:· This don11nc111 induded 
summaries of all actions (hnth policy actions and 
nonpolicy actions. sud1 as procedural or or11:111iza-
1ional votes) as well as a list or auendees. The dol'U-
111e111 did 1101 s1.11e the reasoning hehind the actions 
or !!,ive any indkat.ion or the discussion al the meet.
ing: that inl'ormation was covi:red in the Record of 
Policy Actions. The matcrial previously included in 
the roMCs internal minutes was now in effect split 
into two do<:uments-thc Minutes of Actions and the 
··Memorandum of Discussirn1." a delailcd a<:counl 
or the discussion al each meeting. Suhsequl.!ntly. the 
Commillee l"IC!,!an rcleasin!,! its internal minutes. :md 
lawr the Memorandum of Discussion. 10 the puhlk 
with a lag or ahout live years.3 

.,. In l'tf•7. th,'< -.,mmiu,,, M'IU th~ i1u,•rn:1I 111imn~.~ for 1 •11,1 w th,• 
;'\atio•n:il ;\rd1iws. In J')7i1. it 1m11smi11,·J th,,.,. f,,r 1•)6~-6;; :mJ 
J,·dJ,·J un a r,·~ular sd1,·<lul,· of rd,·:1sin!! th,·111 :1ft,·r :il-.,m 11'-,· y,·:1r.s. 

1976 Present 

1975-R,i/ease rl Record 1f Policy Acrio11s 
t{/ii>r Fur1y-Fii'e Days 

111 the years aner Ille passage or the Freedom or 
Information Act. it l"1Cc:1111c clear that there was a 
suhs1a11tia'I puhlk appclite ror rurll1er and more
timely inrormation related to the Commillee·s meet
ings. CommillL'C discussions ahout the sdieduk and 
con1e111 of exis1in11 informa1i11n releases resulted in a 
decision 10 cul the fag on the release or the Rel·ord or 
Polky Actions from ninety days to rorty-live days. 
The Mardi I IJ75 a1111ou11ce111e111 ahouL shoncning fhe 
release la!! time noted that .. in the li11h1 of expcriern:e. 
the Conunillcc dcddcd that a delay as long as 90 days 
was m1 h11111~•r necessary h1 aniid an u11al'<.'ep1abk 
degree of risk that speculators v,:ould he ahle to take 
unfair ad\'anlagc of the information or that market 
reali)i1111s would impair 1h0 0llh~1ivencss of the Com
lllillec·s fmK·tions." 

/976-Earlier Release ,f Le11gdu'11c•d Reconl 
,f Pnlic_r Acrio11s 

'In May 1976. 1he Commillee :uu1ou11l'ed that an 
expanded version of lhe Renird of Polky Actions fi.ir 
each meeling w,iuld he released a few days after lhc 
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suhsequenl meelin!!:' Because 1he Conuni11ee was 
meelin!! monlhly :u thal poinl. 1he la!! shor1ened 111 an 
a,wage or,jus1 o\'cr thiny days.~ The expanded don1-
me111. which was approximately douhlcd in len!!th. 
induded a fuller disnissiPn or ernnrnnic am.I li11a11-
cial de\'elopmenls and more i11ror111a1io11 011 mem
hcrs· \'icws on currenl and longer-11111 policy issues. 
Al the same lime.1he l\1mmi11ee decided thal c1mti11-
ucd production or 1hc Me11hira11du111 or l>iscussion 
was 110 lllll!!er metitcd. 

I YY3-·- Co111hinario11 of the Record of 
Policy Actions a11d ft1i11ures <f Acti,;11s 

Congressional inleresl in FOMC informalion dis
closure picked up suhs1a111ially in lhe early l 990s. To 
dispel some conrusion 1ha1 arnse in the mids! or 
disc:ussions ,:vilh !he Con!!ress ahoul i11rormalio11 
release and 10 simplify its procedures. lhe Commillcc 

nackgro,md on FOMC Meeting Minutes 177 

nalion nf the reasons for the Con1111i11cc·s dcdsillns 
and ,·icws or 1hc risks to the outlook 1ha11 was pos
sihlc 10 inl'ludc in the posl-meeting a1mou11ce111ent. 
They also noled 1ha1 the earlier release would help 
marke1s interpret cco11n111k de\'clop111en1s and prcdid 
1he course of interest rates :111d that the minu1es would 
provide a more up-lo-dale 1.·0111ex1 for puhlic remarks 
hy individual policymakers. Some concern was 
expressed. however. lhal the tin:111<.'ial markets 1.·ould 
111isi111crpre1 lhc minu1cs and 1ha1 lhc spcclcr or early 
release rnuld either impair the discussion at FOMC 
meetings or lead Ill lcss-co111prche11sivc. and therc
rorc less-useful, minutes o\'cr time. On balance. Ille 
Commiucc viewed the pluses as outwci!!hin!! lhc 
minuses and decided un:111i111ously Ill expedite the 
release lll' 1he 111i11u1cs. 

C<JNTl:NT 

- decided ill combine the co111cn1 11f the R-cl·ord or·· -The H>MC expressed ils ,·iews 011 lhc l'll1ttc111 or the 
Polky t\ctions and thal of lhc Minutes or Action into minutes years ago when ii said 1ha1 the document 
a single document called Ille ·•Minutes or 1he FOMC --contains a rull and accurate repon llf all mailers llf 
Meetin!!:· Also. lhc Co111111i11ee agreed 10 co11s1nu:1 policy discussed and views prese.111ed. dearly sels 
lightly edited tr:mscripls of its previous meetings forth all policy aclhlllS laken hy 1he FOMC and lhe 
from unctliled 1r:111scrip1s dating hack 10 1976. whkh reasons 1hcrcl'or. and includes lhe votes hy individual 
would he released 10 the puhlk with a lag or ahout memhcrs 1111 ead1 policy aclion." 7 111 pr:Klke. this 
fin: years.(; In early 11)95. the Con1111i11ee decided to 111ca11s that thL: minutes cover all polky-rclatcd lopics 
l'ollllw the sa111L: puhlkalill11 practkc fi1r future Iran- (hat rccciw a signilica111 amount llf alli.:nlilln al the 
stTipts as well. lllt'eLi11g and tlll'Y rcwrd lhe plllil'y tkt'isillllS and the 

ri.:asoning suppor1i11g !hose decisions. t\11 policy voti.:s 
arc rcmrded. If there is a dissent. the reason for lhc 

200./.-Re/ease ,f rhe Mim,res qt"rer 
Thre'e \\h,ks 

In Del·emhcr 200~. the Co11uni11ce announced 1ha1 ii 
would expedite the release of 1he minutes 1lf its 
mce1in!!s to 1hree wi.:eks al"il!r each meeting. a redu1.·-
1io11 of hctwccn two and livi.: weeks in 1hi.: lag (the 
previllus release schedule had depended on thL: lim
ing or 1hc subsequent mcc1ing. which could vary hy 
several weeks). Tu suppnrl of this decision. partici
pants al 1ha1 f.OMC meeting 1101cd that the minutes 
contained a more rnmplete and more nuanced cxpla-

-1. In pr:1•·lk,·. this <l,·,:Isi.111 ni.·:1111 thal th,· minut,•,: ,w,-.· r,·l,·a"'•J 
,,n lh,· FriJav :tlkr th,· 1i.·x1 m,·,·tinu. Th,·,· •·••nlinu,•J h• Ix· r,·k:ts,-J 1111 
th:11 sd1,·.Jui,• until ,·arly 1•)•)7. wi1,·11 111:• r,·k:ts,· w:1s shift.·u h• 111,• 

~- In t•ll:I. wh,•11 th,• l'C l'.\1(' <"lll its 111,•,•till!! sdi,•,tul.• had; I» ,•i!!hl 
r,•1:wlarl~· sd1,•uukd 111,•,•tin~s ,•:1rh ~-.•:ir. th,• l:t~ "" r.-l,·:1sin~ th,· p<1li,·r 
r~•·nnl l,•11i:1h,·11,·J ,·n11•·11mil:1111Jy: "';\ f,•w Jays :il'l,·1· th,· .~11h.~,·11u,•111 
m,·,·tinf· •·:1111,· I" nw:111 :1 puhlk:11i»11 J:11,• th:11 was ,,,w,• :ii::iin :1h,,u1 
fnrtv-lh\." tfavs.. ,~n :1,·,"r:1c1i.·. al'h."r 111'.· m,,·tinc. 

1{ T,, u:11:•. 1rnns,1ip1~ f.,r f•)7,)_,),) h:n•:. h,•,•n r,·1.•:ts,·J: l•)71;...1x 
ar,· 1x·11Jin~. 

dissent as expressed at the mectini is lnl'lmkd in lhc 
minutes. All aucndi.:cs al the mceliug arc named and 
idctllilied hy title and aflilialion. Because 1he 1ihjcc-
1ivc of Ille minutes is lo provide a fair. accuralc. and 
complc1c rec.·1)rd of the FOMC meeting. only inlimna-
1irn1 1ha1 was a\'ailahlc at 1hc time of lhc meelin!,! 
is ri.:Occtcd in the c11111e111 of 1he minu1cs. and only 
opinions 1ha1 wcri.: i.:xpresscd al 1hi.: mi.:etin!! arc 
included. Suhsi.:qucnl i11fur111alill11-sud1 as a market 
rcaclillll (() Lhi.: pnsl-nll'eling s1a1e111i.:n1. new L:!t'O

nomk data. or any nlllalion ,-otcs or unsd1i.:dulcd 
POMC meetings that mighl occur hcfllrc the puhli
t~a1ion date of the minules-would nol he indudcd 
in the 111inu1es for that mcc1i11g: ii would he rcllcclcd 
in lhc minutes of the next regularly sd1edukd 
llleL:(illg. 

7. fi·.,m 1h,· \1ardi 11'i. 1•)77. f-(1\1C-S1a1,•m,•111s 11fl',ilky. wl1kh 
bi :1\"ail.,hl1.• in tlh• r,,,1t·r1.1I R,•.1w11·,, R('.t:"'"'",.Y s,•n·in'. ,-,,1. • • i.,.,,,-. 
11,1. :-:~~.\(J. 'lll:11 sl:tl,'llh"III l\'fo!IT,-J s1x•dlk:1lly h• lh,• R.,,·,,rJ ,,r l\•lky 
·,\.·1i,,ns. whkh :11111,· lim,· w:1s th,· fu11,·1i,,nal ,·,111iv:1l.-n1 ,,f 1h,· •·111w111 
mit1Ul1,,• . ..:. 
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178 f-'cdcral Rcscn'c nullclin • Spring 2005 

The 111inu1es 1ry 111 wm·cy clearly lhe c11111e111 or 1hc 
mee1i11g lhrough <.·0111111011ly used language. Al 1imcs. 
1he mi11u1cs use spec.:ilk lerms in lhc i111ercs1 of 
precishlll. For cxamph:. 1hc minulcs dis1i11guish 
:1mo11g . 1hc 1erms ··mcmhcrs:· --mcelill!.,?. par1ic:i
pa111s:· and ··s1air:· ··Mcmhcrs .. refers only h> lhe 
1weh·L· mcmhcrs or lhe FOMC-namcly. lhc indi
viduals cli!.,!ihle lo vole al. thal mceling.-,:vhereas 
··mec1i11!.,?. par1kipa111s·· inc:ludcs holh the members 
and 1hc seven nom·o1ing Re:,;erve Bank presidcnls 
(or !hose a11e11ding. in 1hcir s1ead). The views of all 
meeling panidp:nus arc includcd in lhc disrnssion or 
current economic condilions and lhe oullook. When 
ii comes lo lhe dcscriplion or 1hc policy discussion 
(usually 1hc linal fcw paragraphs of lhe minules). 
however. the views of 1he lwclve members arc the 
fonts. This li1n1s rcllecls the i111c111io11 of lltis :,;ec1i1111. 
\.Vhil'h is 111 pnivide the specilk reas1111s underlying 
the p11lky ,1t·1i1111 dedded-up1111 hy !hose rnling :II lhc 
mee1ing. Cc11111t1en1s hy olher meelill!.,?. par1kipan1s 
may he mentioned hy way or background in this 
scction when it is re11 that 1hey provide impor1an1 
c:0111ex1 ror 1he polic:y discussion. hul suc:h c:omme111s 
would 1101 he allrihuted 10 members. 

To give an indication or how widely expressed 
a pankular view is :11 ., mcc1ing. the 111i11u1es 
use c:0111mo11 quanlilalive wmding: ··a11:· ··111os1:· 
--many:· --several.'' --rcw:· t1r --one:· in desc:cnding 
order. Of1e11. lllher si111ilar words arc used for s1ylis1k 
purposes. and carc should he used hy readers lo avoid 
over-inlcrprc:1i11g spedlk wording. Morem-cr. 1rack
ing expressions of suppnrt for particular viewpnin1s 
in 1he give-and-take or a 111ee1ing tends to he an 
imprcdse sde11ce. For example. a meeting partici
p:1111 speaking rclati\·cJy l:11e in a meeting may c:hoose 
1101 10 repeal views expressed earlier by 01hers. or 
spcakcn, m,iy :11lc-r 1>r :1111c11d their views in the c(iurse 
11f 1he. mccling. Thcrcl',"irc .. 1hcsc qu:u11i1a1ivc w111·ds 
sh11uld he read :is indica1in~ m1hcr 1han del111i1ive .. 

/Joc11111c11t Stmcwre 

The mimlles rollow a s1rucmre 1ha1 is fairly consis
tent l'rom one meeling 10 the next. The inilial section 
includes a lis1 or a11e11dees and any no1ewor1hy orga
nizational or prorcdural ilcms. f-or the f-OMC-s 
annual or,µanizalional 111ee1i11g. 1his initial section is 
appredahly longer because it also includes the clec:
lion 111' Commiuee ollkers and the approval of vari
ous Co111111i11ee docume111s. 

The se1:ond section of 1he minutes follows a more
or-lcss s1a11dard formal. in prcseming an o\'ervicw of 

1he e1.·onomk and linancial inli1rma1io11 provided 10 
the Co111mi11ee. This scc1io11 ends wilh a summary or 
1he staff rorccasl at lhe lime or the mcc1i11g. In the 
<.·asi.: of 1he 1wo-day mcelings. during whkh 1he Com-
111i11ee di:,;rnsses a special topic. 1he opening parn
,µraphs or lhis sl.!<.'lion lypkally sununarizi.: lhc s1aff 
pri.:se111a1io11 and the C:on11ni11ee diseussinn or 1hi.: 
spedal topic. 

The third scc1io11 1.·overs meeting parliciparus· per
specli\"Cs on current ewnomic developments and lhe 
outlook. The strucltire of this section is less standard 
hccause ii depends upon 1hc focus of lhc disrnssion. 
Nevertheless. 1he section typically includes para
graphs 011 sud1 lopks as business im·cs1111cn1, con
sumer spending. the labor markcl. the external sec:lor, 
and i11lla1io11. For the 1wo-day meelin,µs, lhe third 
se<.·tion tends to he longer. in parl because lhe minules 
cover par1kipa111s· projeclions ror lhl.! ccom11ny. 

The fourth sec1io11 or Ille minutes rt>L·uses dire<.·1ly 
on the polky decision. II includes a few pant!.,!raphs 
l'o\"Crill!.,?. memhers· views 1111 policy and Hll)" discus
sion of the pos1-mee1ing s1a1e111cn1. II also rc<.·ords lhe 
vote. including the language thal 1he Commi11ee 
voled 011 and the vo1e of each 111eml1er hy name. The 
minules 1hen wndude wi1h conlirmation of the dale 
for the FOMC"s 11ex1 scheduled meeting. 

A record of any 1101a1io11 voles thal occur-red during 
1hc period he1ween regularly scheduled mcctings 
wou"kl ·he induded al lhe end or 1he minutes or 1he 
laler meeling. as would 1he minutes 111" any unsd1cd
ukd FOMC meetings. sud1 as confcrenl'e calls. fhal 
o<.·cmied during 1ha1 period. 

PNl)("/.'SS 

The minutes of c.,ch f-OMC mec-1i11g. arc now pre
pared on an acc:deraled timctahlc in order for lhe 
don1111en1 h> he: approwd hy 1he Co111111i11ce and 
published 011 lime. 1wen1y-011c days alkr the end of 
fhe mectin!.,?.. An internal cxpc1imi.:n11.·0Yeri11,µ most or 
file 2(l[).I. FOMC meetings preceded 1hi.: del'ision 
to expcdilc the release. and thal expcrimcnl was an 
essenlial clement in providing lhe Commillee wilh 
fhc ne<.·cssary conlidl.mce that lhe shortened s<:11eduk 
coukl11e met rcliahly. 

The minutes arc drafted hy s1aff members of 1hc 
noard of Governors who allend the fOMC meeting. 
Dlll 1he process of producing the mi11u1es l1C!.,!i11s even 
l1Cfore 1he meeling. as 1he s1:111dard s1alT summaries 
of the el·onomic and l111a11dal si1ua1hm (for ex:1111plc. 
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the Gn:enhuok and the Bluehook) prcpared for cad1 
mee1i11g hero111e availahlc a rew days ahead of the 
meeti11g. A Board staff member uscs those summa
ries. along with the staff presentations prepared rnr 
the FOMC lllL'L'ling and other input. to dr:1rt the 
SL'Clion of the minutes that reviews the information 
provided 111 the Commiuee. Shortly alkr the meeting. 
a draft or this section is completed. and several senior 
staff memhcrs rcvh:w ii ror acrurary and pass ii on 10 
hc incorporated with the other sc<:Lions. 

Thc writing or thL' third anti fourth si.:ctions of thc 
minutcs. which cover thL' discussion of the L'Conomk 
outlook and lhL' polky dcdsio11. hL'gins as soon as thc 
mccting cnds. Several scnior stall" mcmhers gathcr 
and disl·uss major thelllL'S rrolll the meeting and the 
way they will he wveretl in the minutes. The author 
of these sections. an ollicer J'rolll tile Board's Dh·i
sion of Monctary Affairs serving on a rotating basis. 
he_!!ins a dran hased initially on mites taken al the 
meeting. By the day after the Jlleeting. l111we,·er. a 
rough tram,1;rip1 or the mcetin_!! has heen prepared. 
and the au1h11r typically rdics on the transcript 10 
colllplcle the draft. By the end or lhe week of the 
lllec1ing. a draft that includes all sections of the 
minutes is l'irrulatcd among the ollkers in the Divi
sio11 or Monetary Affairs for re\'iew. 

Policy111ak.cr Rci·iell" 

/\ series ol' scwr.11 rounds 111' policymaker reviC\.V of 
the dmrt minutes begins during the week al'ler the 

nackgrormd 011 FOMC Meeting Minules 179 

llll.!L'ting. Arter the minutes havc l1cc11 rc\'icv.:cd hy 
the Chairman. the Secretary of the FOMC sends the 
draft 10 the meeting participants f11r c11111111e111s lati: 
in the week alkr the FOMC mei:ting (typkally on 
Thursday or lhal wi:i:k. or nine days after a Tuesday 
111ec1i11_!! >. Early in thi: subsequent week. the Secretary 
sends out a re,·ised dr.ifl thal inl·orporates inpul 
reccivi:d from mcctin_!! partidpanls. By the end or 
the second week after thi.: mci:1ing. a linal vcrsiim 
is produced aml provided lo lhe Commillee ror 
approval hy a 1101a1io11 vote. The notation voting 
period lasls ahoul liiur calendar days and doses al 
110011 on Ille day hcliire puhlka1io11. J\l'ler the pro
cesses or preparation and rnordi11a1io11 for the rcli:ase 
or the minutes arc c.:ompleted, the approved minutes 
arc puhlished al 2:110 p.m., twenty-one days after the 
polic.:y del'ision was made. 

This shmti:ncd schedule for release has required 
thi: Federal Reservi: to devolc addilional resnurc:cs 10 
produt·e lhc minutes. /\ \vidcr drde of dralli:rs is 
engaged to ensure lhat the deadline is met. and logis-
1ics are closely coordinated 111 ensure that polky
makcrs arc availahlc for 1imcly review and approval 
of 1hc minutes. The Commiuec hclicvcd that the 
costs and risks associated wilh lhc new schedule were 
oulwcighcd hy thi: bi:nelils or addi1ional polky 1ra11s
pare11t·y and openness. /\s such. the earlier release or 
the minutes was ,·icwcd as consistent with the evolu
thm or 1hi: FOMC's com111u11ka1io11 strate_!!y over the 
years. D 
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Embargoed for release at 2:00 p.m., EDT, September 13, 2012 

Economic Projections of Federal Reserve Board Members and Federal Reserve Bank Presidents, September 2012 
Advance release of table 1 of the Summary of Economic Projections to be released with the FOMC minutes 

Percent 

Variable 
Central tendency1 Range2 

2012 I 2013 I 2014 I 2015 I Longer run 2012 I 2013 I 2014 I 2015 I Longer run 
Change in real GDP ..... 1.7 to 2.0 2.5 to 3.0 3.0 to 3.8 3.0 to 3.8 I 2.3 to 2.5 1.6 to 2.0 2.3 to 3.5 2.7 to 4.1 2.5 to 4.2 2.2 to 3.0 I 

June projection ...... 1.9 to 2.4 2.2 to 2.8 3.0 to 3.5 
I 

2.3 to 2.5 1.6 to 2.5 2.2 to 3.5 2.8 to 4.0 2.2 to 3.0 n.a. I n.a. 
I 

Unemployment rate ...... 8.0 to 8.2 7.6 to 7.9 6.7 to 7.3 6.0 to 6.8 5.2 to 6.0 8.0 to 8.3 7.0 to 8.0 6.3 to 7.5 5.7 to 6.9 5.0 to 6.3 
June projection ...... 8.0 to 8.2 7.5 to 8.0 7.0 to 7.7 n.a. 5.2 to 6.0 7.8 to 8.4 7.0 to 8.1 6.3 to 7.7 n.a. 4.9 to 6.3 

PCE inflation ............ 1.7 to 1.8 1.6 to 2.0 1.6 to 2.0 1.8 to 2.0 2.0 1.5 to 1.9 1.5 to 2.1 1.6 to 2.2 1.8 to 2.3 2.0 
June projection ...... 1.2 to 1.7 1.5 to 2.0 1.5 to 2.0 n.a. 2.0 1.2 to 2.0 1.5 to 2.1 1.5 to 2.2 n.a. 2.0 

Core PCE inflation3 
••••• 1. 7 to 1.9 1.7 to 2.0 1.8 to 2.0 1.9 to 2.0 1.6 to 2.0 1.6 to 2.0 1.6 to 2.2 1.8 to 2.3 

June projection ...... 1.7 to 2.0 1.6 to 2.0 1.6 to 2.0 n.a. 1.7 to 2.0 1.4 to 2.1 1.5 to 2.2 n.a. 
NOTE: Projections of change in real grOBB domestic product (GDP) and projections for both measures of inflation are from the fourth quarter of the previous year to 

the fourth quarter of the year indicated. PCE inflation and core PCE inflation are the percentage rates of change in, respectively, the price index for personal consumption 
expenditures (PCE) and the price index for PCE excluding food and energy. Projections for the unemployment rate arc for the average civilian unemployment rate in the 
fourth quarter of the year indicated. Each participant's projections arc based on his or her assessment of appropriate monetary policy. Longer-run projections represent each 
participant's assessment of the rate to which each variable would be expected to converge under appropriate monetary policy and in the absence of further shocks to the 
economy. The June projections were made in conjunction with the meeting of the Federal Open Market Committee on June 19-20, 2012. 

1. The central tendency excludes the three highest and three lowest projections for each variable In each year. 
2. The range for a variable in a given year includes all participants' projections, from lowest to highest, for that variable in that year. 
3. Longer-run projections for core PCE inflation are not collected. 
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Figure 1. Central tendencies and ranges of economic projections, 2012- 15 and over the longer run 
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1 OTE: Defin itions of variables a re in the general note to the projections table. The data for the actual values of 
the variables ar annual. 
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Figure 2. Overview of F'OMC participants' assessments of appropriat monetary policy, September 2012 
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NOTE:: [n the upper panel, t he height of each bar denotes the number of FOM C pa rticipants who judge that , under 
appropriate monetary pol icy, the first. in crease in t. he target. fed eral funds rat.e from ils current. range of O t.o 1/4 per ent. 
will occ ur in t.he spec ified calend a r year. 1 n J une 20 12, t.he numbe rs o f POMC pa rti cipants who judged thal t he first. 
increase in the targe federal funds rate would occur in 2012 2013, 2014, a nd 2015 were, respectively, 3, 3, 7, and 6. In 
the lower panel , each shadccl circle indicates t he value (rounded to the nearest 1/ 4 percentage point) of an individual 
participant's judgment. oft.he appropri a te level of the ta rget C deral funds ra t at t.h nd of the specified calendar year 
or over t he longer run . 
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Explanation of Economic Projections Charts 

The charts show actual values and projections for three economic variables, 
based on FOMC participants' individual assessments of appropriate monetary 
policy: 

• Change in Real Gross Domestic Product (GDP)-as measured from the 
fourth quarter of the previous year to the fourth quarter of the year 
indicated, with values plotted at the end of each year. 

• Unemployment Rate-the average civilian unemployment rate in the 
fourth quarter of each year, with values plotted at the end of each year. 

• PCE Inflation-as measured by the change in the personal consumption 
expenditures (PCE) price index from the fourth quarter of the previous 
year to the fourth quarter of the year indicated, with values plotted at the 
end of each year. 

Information for these variables is shown for each year from 2007 to 2015, and 
for the longer run. 

The solid line, labeled "Actual," shows the historical values for each variable. 

The lightly shaded areas represent the ranges of the projections of 
policymakers. The bottom of the range for each variable is the lowest of all of 
the projections for that year or period. Likewise, the top of the range is the 
highest of all of the projections for that year or period. 

The dark shaded areas represent the central tendency, which is a narrower 
version of the range that excludes the three highest and three lowest 
projections for each variable in each year or period. 

The longer-run projections, which are shown on the far right side of the charts, 
are the rates of growth, unemployment, and inflation to which a policymaker 
expects the economy to converge over time-maybe in five or six years-in 
the absence of further shocks and under appropriate monetary policy. Because 
appropriate monetary policy, by definition, is aimed at achieving the Federal 
Reserve's dual mandate of maximum employment and price stability in the 
longer run, policymakers' longer-run projections for economic growth and 
unemployment may be interpreted, respectively, as estimates of the economy's 
normal or.trend rate of growth and its normal unemployment rate over the 
longer run. The longer-run projection shown for inflation is the rate of 
inflation judged to be most consistent with the Federal Reserve's dual mandate. 
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Explanation of Policy Path Charts 

These charts are based on policymakers' assessments of the appropriate path for the 
FOMC's target federal funds rate. The target funds rate is measured as the level of 
the target rate at the end of the calendar year or in the longer run. Appropriate 
monetary policy, by definition, is the future path of policy that each participant deems 
most likely to foster outcomes for economic activity and inflation that best satisfy his 
or her interpretation of the Federal Reserve's dual objectives of maximum 
employment and stable prices. 

• In the upper panel, the shaded bars represent the number of FOMC 
participants who judge that the initial increase in the target federal funds rate 
(from its current range of O to ¼ percent) would appropriately occur in the 
specified calendar year. 

• In the lower panel the dots represent individual policymakers' assessments of 
the appropriate federal funds rate target at the end of each of the next several 
years and in the longer run. Each dot in that chart represents one 
policymaker's projection. Please note that for purposes of this chart the 
responses are rounded to the nearest ¼ percentage point, with the exception 
that all values below 37.5 basis points are rounded to¼ percent. 

These assessments of the timing of the initial increase of the target federal funds rate 
and the path of the target federal funds rate are the ones that policymakers view as 
compatible with their individual economic projections. 
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Meeting of the Federal Open Market Committee on 
September 12–13, 2012 

A meeting of the Federal Open Market Committee was held in the offices of the Board of 
Governors of the Federal Reserve System in Washington, D.C., on Wednesday, September 12, 
2012, at 10:30 a.m. and continued on Thursday, September 13, 2012, at 8:30 a.m.  Those present 
were the following: 

Ben Bernanke, Chairman 
William C. Dudley, Vice Chairman 
Elizabeth Duke 
Jeffrey M. Lacker 
Dennis P. Lockhart 
Sandra Pianalto 
Jerome H. Powell 
Sarah Bloom Raskin 
Jeremy C. Stein 
Daniel K. Tarullo 
John C. Williams 
Janet L. Yellen 

James Bullard, Christine Cumming, Charles L. Evans, Esther L. George, and Eric 
Rosengren, Alternate Members of the Federal Open Market Committee 

Richard W. Fisher, Narayana Kocherlakota, and Charles I. Plosser, Presidents of the 
Federal Reserve Banks of Dallas, Minneapolis, and Philadelphia, respectively 

William B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew M. Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Thomas C. Baxter, Deputy General Counsel 
Steven B. Kamin, Economist 
David W. Wilcox, Economist 

David Altig, Thomas A. Connors, Michael P. Leahy, William Nelson, David 
Reifschneider, Glenn D. Rudebusch, William Wascher, and John A. Weinberg, Associate 
Economists 

Simon Potter, Manager, System Open Market Account 

Nellie Liang, Director, Office of Financial Stability Policy and Research, Board of 
Governors 
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Jon W. Faust, Special Adviser to the Board, Office of Board Members, Board of 
Governors 

James A. Clouse, Deputy Director, Division of Monetary Affairs, Board of Governors; 
Maryann F. Hunter, Deputy Director, Division of Banking Supervision and Regulation, 
Board of Governors 

Andreas Lehnert,1 Deputy Director, Office of Financial Stability Policy and Research, 
Board of Governors 

Linda Robertson, Assistant to the Board, Office of Board Members, Board of Governors 

Seth B. Carpenter, Senior Associate Director, Division of Monetary Affairs, Board of 
Governors 

Thomas Laubach, Senior Adviser, Division of Research and Statistics, Board of 
Governors; Ellen E. Meade and Joyce K. Zickler, Senior Advisers, Division of Monetary 
Affairs, Board of Governors 

Brian J. Gross,2 Special Assistant to the Board, Office of Board Members, Board of 
Governors 

Eric M. Engen, Michael G. Palumbo, and Wayne Passmore, Associate Directors, 
Division of Research and Statistics, Board of Governors 

Fabio M. Natalucci, Deputy Associate Director, Division of Monetary Affairs, Board of 
Governors 
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Transcript of the Federal Open Market Committee Meeting on 
September 12–13, 2012 

September 12 Session 

CHAIRMAN BERNANKE.  Good morning, everybody.  Our first item is a staff report 

on the potential effects of large-scale asset purchases.  Seth Carpenter will lead, but Vice 

Chairman Dudley would like to introduce the other presenter. 

VICE CHAIRMAN DUDLEY.  I would like to introduce Michelle Ezer from the 

Markets Group.  Michelle and I actually had the interesting experience of writing a paper on the 

case for TIPS, right in the heart of the financial crisis, along with Jennifer Roush. I am not really 

sure how I managed to do that during that period, but, obviously, Jennifer and Michelle did most 

of the work.  So she is a coauthor. 

CHAIRMAN BERNANKE.  Okay, thank you.  Seth. 

MR. CARPENTER.1  Thank you, Mr. Chairman.  I will be referring to the 
material that’s labeled “Potential Effects of a Large-Scale Asset Purchase Program.”  
The Committee received three memos from the staff discussing various aspects of 
potential new large-scale asset purchase (LSAP) programs.  I will discuss some 
considerations about how LSAP programs might be structured, and Michelle will 
discuss the balance sheet and income implications, along with the associated exit 
issues. 

When considering the financial and economic effects of LSAPs, the staff analysis 
starts from a term structure model that embeds Treasury and MBS supply factors as 
determinants of the yield curve.  These effects depend on market participants’ beliefs 
about the entire trajectory of the SOMA portfolio’s holdings of securities and the 
types of those securities.  The FRB/US model assumes that declines in the 10-year 
Treasury yield pass through roughly one-for-one to other market rates. In addition, 
the lower Treasury rate reduces the discount factor in pricing equities, boosting stock 
prices.  The foreign exchange value of the dollar falls as well.  For LSAPs that 
include purchases of MBS, there is an additional assumed reduction in MBS and 
mortgage rates.  Finally, the changes in these market variables are used to simulate 
the macroeconomic effects of these purchases using the FRB/US model. 

Of course, the results depend critically on the models used and a wide set of 
assumptions, any of which could be challenged.  First, in the staff models, the one-

1 The materials used by Mr. Carpenter and Ms. Ezer are appended to this transcript (appendix 1). 
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for-one pass-through from the 10-year Treasury yield to other market rates could 
misstate the connection among these rates.  For example, frictions like capacity 
restrictions for originations may prevent mortgage rates from fully adjusting, at least 
in the short run.  Another source of uncertainty concerns the embedded effects on 
equity prices and the foreign exchange value of the dollar.  Some event studies of 
previous unconventional balance sheet actions point to smaller effects than 
incorporated into staff analysis.  Finally, the macroeconomic effects of the changes in 
asset prices are calculated using the FRB/US model, and other models would of 
course yield results that could be larger or smaller. In short, while the projections 
represent the staff’s best assessment, the effects are clearly subject to considerable 
uncertainty. 

Buying either longer-term Treasury securities or MBS should, in principle, put 
downward pressure on longer-term interest rates and, so, stimulate the economy. 
Although staff models suggest that purchases of MBS have a somewhat smaller effect 
than Treasury purchases on most longer-term interest rates, they have somewhat 
larger effects on mortgage rates, and when translated into estimated macroeconomic 
outcomes, the differences are fairly small, especially relative to the substantial 
uncertainty that surrounds such estimates.  As a result, the staff memos did not 
provide clear guidance regarding the allocation of LSAPs between purchases of 
longer-term Treasury securities and purchases of MBS. 

Looking at your first exhibit, to illustrate the macroeconomic effects that are 
implied by the staff models, we compare a projection in which the MEP, the Maturity 
Extension Program, is continued as planned—the solid, dark blue line—to a 
projection that assumes that the Committee instead ends the MEP and purchases $600 
billion in Treasury securities and $400 billion in MBS by late next year.  That’s 
labeled option 1 as in the staff memo and it’s the dotted blue line.  In addition to 
lowering term premiums from LSAPs, this option is also assumed to put downward 
pressure on longer-term rates by pushing off the first increase in the federal funds rate 
by about six months.  This LSAP program is projected to boost real GDP, lower the 
unemployment rate, and increase the inflation rate somewhat.  As a consequence, 
more rapid progress toward both of the Committee’s goals is made.  The staff 
memorandum provided prior to your last meeting concluded that the purchases under 
such a program would not likely lead to a deterioration in market functioning.  
Michelle will later discuss some of the anticipated effects of the program on the 
Federal Reserve’s balance sheet and income. 

As I noted before, the estimated interest rate effect of an LSAP depends on the 
public’s understanding of the FOMC’s intended plans for purchases and exit.  This 
consideration is particularly important for a flow-based or open-ended program that 
continues until a certain economic outcome is achieved.  If the public understands the 
FOMC’s stopping rule and has the same forecast for the economy as the Committee, 
and the economy evolves according to those projections, then our models would 
suggest that the flow-based LSAP is roughly equivalent to a stock-based LSAP of the 
same ultimate size.  Of course, the economy would likely not proceed exactly in line 
with expectations, so under a flow-based LSAP, the anticipated total amount of asset 
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purchases would likely be more state dependent and evolve as the economy evolves.  
Option 4 in the memo entitled “Options for an Additional LSAP Program”— 
presented here as the dashed red line—was intended to correspond roughly to such a 
program when the economy faces an adverse shock, and, as a result, purchases end up 
at a level that is higher than originally assumed. If the ultimate size of purchases in 
this case is $2 trillion, our models suggest that the net effect would be somewhat 
smaller than if, from the beginning, a $2 trillion LSAP had been implemented.  
However, a flow-based approach, if communicated clearly to the public, also could 
boost business and consumer confidence by reducing the odds of adverse tail 
outcomes and limiting the expected variance of economic outcomes.  This confidence 
effect is not captured in the staff projections but could be important.  Alternatively, if 
the stopping rule is not clear, and the public believed that the Committee might stop 
purchases somewhat earlier than the Committee actually intended, then the interest 
rate effect could be reduced relative to what our models suggest.  However, as the 
public came to understand the Committee’s stopping rule, the expected size of the 
SOMA portfolio would revise up, and the interest rate effects would become larger.  
Michelle is now going to discuss the balance sheet projections and some of the issues 
related to the exit. 

MS. EZER. Thanks, Seth.  As Seth mentioned, I will be discussing the balance 
sheet and income projections described in the LSAP options memo and associated 
exit issues.  I plan to focus on the same two LSAP options Seth discussed, though the 
memo presented several options.  Turning to the top-left panel of exhibit 2, you can 
see the path of the portfolio under a baseline scenario in which MEP is completed and 
options 1 and 4 from the memo.  Under the latter two options, the portfolio grows 
significantly as a result of the asset purchases. Consistent with the exit principles, we 
assume that 6 months prior to the first increase in the target federal funds rate, 
securities are allowed to mature without reinvestment, and 6 months after that first 
increase, sales of agency securities begin. These actions normalize the size of the 
portfolio through time.  The addition of a new LSAP program extends the period of 
time between the start of asset sales and when the portfolio normalizes in size. For 
example, under option 1 it takes 41 months for the portfolio size to normalize after 
the initiation of MBS sales.  This is 6 months longer compared with the MEP 
scenario. 

In terms of Federal Reserve income, cumulative remittances to the Treasury over 
the projection period are lower than in a scenario with no additional LSAP.  The 
lower remittances reflect higher interest expense and the larger capital losses from 
MBS sales. Looking at the top-right panel, until 2016, remittances are higher under 
the LSAP scenarios, because of the higher interest income from the larger portfolio 
and minimal additional interest expense.  Thereafter, income is lower as a result of 
higher interest expense and larger capital losses. Under option 1, annual remittances 
are projected to bottom out near zero.  By contrast, under option 4, remittances fall to 
zero for more than 5 years, and a deferred asset is created. 

Of course, income and balance sheet projections can be sensitive to interest rate 
projections, and those projections are subject to uncertainty.  One gauge of the 
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interest rate risk in the portfolio is presented in the middle-left panel. Here, we 
present the projections of Federal Reserve remittances under an assumption that 
1 year after federal funds liftoff, the federal funds rate and 10-year Treasury yield are 
100 basis points above the baseline levels, and these higher levels persist for the 
remainder of the projection period.  Under all of the LSAP options shown, the higher 
interest rate paths result in a period of no remittances to the Treasury and the creation 
of a deferred asset, as shown in the middle-right panel.  Under option 4, remittances 
to the Treasury would cease for a considerable number of years, and a substantial 
deferred asset would be created. 

The portfolio projections highlight two implications that an LSAP may have on 
the exit strategy.  First, as shown in the bottom panel, the level of reserves would be 
higher at the time of the first increase in the federal funds rate.  Second, in order to 
remain consistent with the existing exit principles, MBS sales would need to take 
place over a shorter period than 5 years—the period currently assumed in the 
projections.  Absent a shorter MBS sales period, or other changes to the exit strategy, 
the size of the portfolio would not normalize within 2 to 3 years of the initiation of 
asset sales as anticipated by the exit strategy principles. 

Starting with the first point, under option 1, reserve balances will be about 
$2.3 trillion at the time of the first increase in the federal funds rate—about $1 trillion 
larger than expected under the current policy, and also $1 trillion larger than assumed 
in June 2011.  While increasing the IOER rate will raise short-term market rates by 
itself, reserve-draining tools can help to ensure a closer connection between the rates, 
and greater use of these tools may be needed, given the increased quantity of reserves.  
The memo entitled “The Effect of an Additional $1 Trillion LSAP on the Exit 
Strategy” discussed the status of each of the different draining tools.  However, it is 
too early to provide specific details of a draining plan, because such a plan will 
depend on how markets evolve and the lessons learned once these tools are used in 
large scale. 

Turning to the second point, the exit strategy principles themselves will not have 
to change as a result of a new LSAP. The expectation, however, that the size of the 
balance sheet would be normalized within 2 to 3 years of assets sales might not hold, 
depending on the size of the asset purchase program.  Under option 1, by reducing the 
period of asset sales to 3½ years from the 5 years assumed in making the projections, 
the portfolio size would normalize within the assumed 2 to 3 years. The staff 
currently believes that the faster average pace of MBS sales would likely be 
manageable from a market-functioning perspective.  That said, reducing the sales 
period would concentrate capital losses and result in Federal Reserve remittances 
declining to zero for a few years and create a deferred asset. In contrast, assumptions 
associated with the exit strategy principles would need to be altered under a $2 trillion 
LSAP like that under option 4.  Agency sales alone would not be enough to normalize 
the size of the balance sheet within 2 to 3 years of the initiation of asset sales in this 
case. Moreover, sales of securities in the volume envisioned under option 4 over a 
three-year period may cause market disruptions. 
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In any event, the Committee may wish to review its exit principles periodically, 
particularly if the Committee implemented a flow-based LSAP program, where the 
ultimate size of purchases would be unknown.  Adjustments to the principles could 
include more heavily relying on asset sales as a tool to drain reserves, for example, by 
expanding it to include a moderate pace of Treasury security sales. Asset sales could 
also occur sooner.  On balance, although the current exit strategy principles remain 
valid, additional analysis will be useful to determine whether alternate strategies 
might prove more helpful.  Thank you, Mr. Chairman.  Seth and I will be happy to 
answer any questions. 

CHAIRMAN BERNANKE.  Thank you very much.  Of course, this is just a summary of 

a lot of work that the staff has been doing on all aspects of asset purchases.  You have received a 

number of memos.  Also, let me just mention that a little bit later this morning we will talk about 

the consensus forecast, which gives, in more detail, the staff projections of the effects of 

programs of different sizes on the economy.  Let me now open the floor in case there are any 

questions for staff.  President Plosser. 

MR. PLOSSER.  Thank you, Mr. Chairman.  I have two questions.  I appreciate all of the 

work that went into this.  It has been quite helpful to me in thinking about what is going on.  Seth 

has made a good summary of the uncertainties and the range and assumptions that are needed to 

get the point estimates. I want to focus on two things. 

One has to do with the assumptions about market segmentation and pass-through.  In 

some sense, the FRB/US assumes—as you mentioned, Seth—that the pass-through from the 

reduction of Treasuries to corporate and mortgage-backed securities is one-for-one, which 

suggests, as you alluded to, that there is more segmentation across duration than there is across 

asset classes, in the case of the models.  So one question I have would be, suppose that actually 

there was more segmentation across asset classes than across the term structure?  In other words, 

if 5-year Treasuries were a better substitute for 10-year Treasuries than mortgage-backed 

securities or corporate bonds are for 10-year securities—which is the way it is kind of structured 

in the model—how would that change your analysis of these effects?  That is one question. 



 
 

 
 

 

      

 

   

     

 

   

       

    

     

   

  

 

   

     

    

    

 

   

  

 

September 12–13, 2012 9 of 290

And the second question is, you talked about the assumptions that are made and the 

uncertainties, and yet what we really got, at the end of the day, were some point estimates. So if 

I had to push you and I wanted to think about standard errors on these point estimates, how big 

do you think they are truly likely to be?  Can we tell the difference, given the uncertainties 

among these different strategies?  What is your assessment of that? So those are the two 

questions I have. 

MR. CARPENTER.  Okay. The first question, what if there were more segmentation 

across asset types than across maturities? I think pretty clearly what you would see in that case 

is that we might have an effect on Treasury yields if we are buying Treasuries, and that would 

tend to push down Treasury yields and widen the spread relative to other asset types.  And to the 

extent that it’s other interest rates that have a direct effect on economic activity, you would get a 

smaller effect.  So I think, in principle, that’s the way it would go. 

The hard part there, I think, is there has clearly got to be a little bit of that going on.  And 

the previous memo about market functioning that we sent around said we might get to the point 

where you are buying so much that you are dislocating the Treasury curve from the rest of 

market interest rates. I think we are very sensitive to that possibility, and I think the staff 

conclusion so far is that we haven’t gotten to that point.  And I think some of the other studies of 

LSAPs and how they work also point to pretty substantial spillovers to other asset classes—some 

Fed studies and some academic studies.  So I think that’s a reasonable hypothesis to maintain—I 

think it’s something that we will want to worry a lot about, especially if the purchases were so 

large that they were to somehow disrupt market functioning.  But my reading so far is that we are 

not there yet, for some of those reasons. 
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Another reason is—especially if you go back to some of the previous LSAPs—as the 

Desk has made clear what segment of the market we are buying, there have been some pretty 

clear adjustments in interest rates at different points along the curve.  This suggests that the 

maintained hypothesis that we have, that the maturity matters a lot, is coming through in some of 

the event studies.  When the Desk helped the market understand exactly what the maturity 

distribution of purchases was going to be, we saw some movements of yields at the long end 

relative to the belly of the curve that suggest that people see this sort of segmentation across 

maturities.  In addition, I think some of the reaction to the MEP caused us to feel a little bit better 

about that assumption.  The movement in the short rate relative to the long rate, once you control 

for expectations, seemed to conform reasonably well with some of the interest rate models that 

we have. 

So I think the short answer is you would get a widening of spreads, and to the extent that 

Treasuries aren’t the thing that matters for economic activity, you would get less of an effect.  

On the other hand, if you were to do mortgage-backed securities purchases, and the same 

hypothesis came up, then presumably you’d get a bigger effect just on the MBS rate, and 

presumably mortgages as well.  And so the scenario you bring up might be an argument for 

having both asset classes—an argument that we didn’t cover in the memo.  If there is this 

segmentation across asset types, then buying both Treasuries and MBS may be a good thing to 

do, because then you will be able to affect both of those rates, instead of relying on the purchases 

of Treasuries to also push down mortgage and MBS yields along with it. 

MR. PLOSSER.  To interrupt just a second on that point, though, that begs the question 

about buying MBS—let’s say, even if it might help the mortgage market.  You don’t have any 

evidence on whether that pass-through to corporate and other asset classes is either differential or 
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the same or less than it would be with Treasuries? Are you assuming that other asset classes 

would follow the same amount then, in that kind of story? 

MR. CARPENTER.  Right.  So I was trying to go into the counterfactual world where we 

are assuming this asset segmentation.  And so there, there are lots of other hypotheses.  Our 

models sort of—and they are empirical models, where we get the results based on actual data— 

suggest that the purchases of MBS do have the same general effect on longer-term interest rates 

by pulling out the longer-term assets and pushing things down.  If we had a different model, we 

would have to confront all of those same questions that you asked, including, if there is a 

segmentation, what sort of pass-through would there be?  But the models that we have, and the 

estimation that we have done, suggest that we are getting more or less the same effect on longer-

term rates of MBS and Treasuries.  I was just saying, in the alternate version of the world, where 

there is a segmentation, it might be an argument for buying two different types of assets that we 

didn’t discuss in the memo. 

Your second question about standard errors is a really good one, and it is hard.  There are 

lots of different models that we have coming together, and I think Dave can probably speak 

really knowledgeably about the standard errors, especially from the FRB/US model.  But there is 

layering, model upon model, to try to get these effects. I think we feel pretty good that we know 

for sure the sign of the first derivative, which is in what direction these things would happen.  

We presented a lot of results, though, for different-sized LSAPs in the memos, as Michelle 

pointed out—$750 billion, $1 trillion, $2 trillion. I think we can’t say with any confidence that 

we know the difference between a $750 billion LSAP and a $1 trillion LSAP.  We are pretty sure 

we know that the $1 trillion one does more, but those are so close to each other that I don’t have 
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much confidence in being able to differentiate.  It’s that sort of uncertainty I see, but I don’t 

know if you want to talk about the macro effects. 

MR. PLOSSER.  I’m sorry.  Just to push it just a little bit.  So rather than the difference 

between $750 billion and $1 trillion, let’s just take one of them, the $1 trillion one.  And you 

estimate, what was it, 62 basis points on the unemployment rate after two years?  Was that it?  I 

can’t remember the exact number.  Whatever that number was, can you give me a standard error 

on that point estimate? 

MR. REIFSCHNEIDER. I’m going to come to that directly.  First, just to reiterate what 

Seth said, your logic is correct.  To the extent that you think that the pass-through from buying 

Treasuries into corporate bond yields, stock market prices, the exchange rate, and things like 

that, are less than in the model simulations, you are going to get smaller results. 

Second, I agree with Seth that the pass-through effects that we have in there—as we have 

been saying right from the start back in 2008, early 2009—are highly uncertain.  And as time has 

gone on, I think the one source of uncertainty that has gone down is the concern about whether 

purchases would have any effect.  At least we now think they have an effect. But having said 

that, there is still much uncertainty around these estimates. 

In terms of actually coming up with a confidence interval, I can’t do that, but I can say 

the following qualitative things that I think are helpful. First, take the model that Min Wei and 

Canlin Li developed that we are mainly using for pricing the effects on Treasuries and MBS.  

Now, that model kicks out a standard error.  I don’t know what it is, but it does not have tight 

error bands.  There is considerable width to the confidence intervals.  That said, we think the 

number is reasonable.  But could the number be somewhat smaller or somewhat bigger?  Yes. 

One point on why it could be bigger is, if you go back to the first LSAP, the event studies 
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suggested the LSAP might have lowered Treasury yields by 100 basis points.  In the analysis that 

Min and Canlin are doing, it’s 50.  So that’s an example, where they are not necessarily taking 

the highest-side estimates. 

There are other studies that suggest that we could be getting lower effects on financial 

markets than in the FRB/US analysis.  On the other hand, FRB/US ignores some things, such as 

the potential pass-through to house prices; it has no effect in the simulations.  And, there are 

confidence effects that Seth alluded to.  Even if you knew what the financial effects would be, 

there would still be a substantial confidence interval for the economic effects.  I don’t have them 

off the top of my head, but we have generated confidence bands for FRB/US impulse responses 

over the years.  They are a lot like those in other models.  They are fairly significant around what 

the unemployment rate effect would be.  The effect could be considerably closer to zero, or it 

could be bigger.  Let’s say that, for a given LSAP, the point estimate is a half a percentage point 

on the unemployment rate after three years—that’s true for the way we are scoring alternative B. 

Could it be a quarter?  Yes.  A quarter is certainly inside the 70 percent confidence interval.  

Could it be three-quarters of a percentage point? Yes.  That would be inside the 70 percent.  So 

that’s just saying what, I think, everyone agrees upon: there are very wide confidence intervals 

on these effects. 

CHAIRMAN BERNANKE.  Thank you.  President Fisher. 

MR. FISHER.  While I was listening to Seth’s disclaimers at the beginning, it sort of 

sounds like an Allegra ad on television [laughter]: These are the risks, et cetera.  And the papers 

actually were quite good.  The paper you particularly referenced had a lot of disclaimers in it.  

And what I am interested in seeing vetted more thoroughly is the degree to which this 

compounds the complexity of an exit when we decide to exit. 
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It seems to me one of the virtues of, particularly, “The Effect of an Additional $1 Trillion 

LSAP on the Exit Strategy” was the discussion of substantial uncertainty.  There are lots of 

quotes in there that are qualified. It seems to me that the proponents of an extended LSAP would 

take a view from a signaling channel perspective that one of its benefits is that it is effective 

precisely because it makes it more difficult to either raise short-term interest rates or shrink the 

balance sheet for some time.  And in a way, what I am concerned about—and I am interested in 

learning more—is the degree to which we tie the hands of our successors, or if not tie—maybe 

that is too strong a word—we tangle their hands, and how much more difficult the exit strategy 

becomes. It strikes me that the stronger the recovery—that is, the more rapidly we achieve 

equilibrium interest rates—the harder it is going to be for us to exit.  And I would like to see that 

vetted a little bit more. I thought the papers touched on that, particularly the paper you referred 

to, but I think it would be helpful, Mr. Chairman, if we got a better sense of what complexities 

this imposes upon exit at the right time. Just a comment. 

MR. CARPENTER.  No, that’s really helpful. 

MR. FISHER.  I don’t know what your take is on this. 

MR. CARPENTER.  Absolutely.  We clearly have a lot of details to write down.  So if 

the Committee wanted to exit next week, or something like that, we would have lots and lots and 

lots and lots of details to write down, none of which are we prepared to give you right now, 

because the world presumably, between now and exit, is going to change.  And so it is going to 

take some time. 

That said, I just want to leave you with one thought.  When we were writing these 

memos, one of the first points that we wanted to have clear in our heads before writing them—all 

of the staff who were working on this, including staff at the Desk who are experts on both 
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financial markets as well as the execution of things and the staff at the Board—was, does 

anybody think that if we were to do another LSAP as envisioned in these memos, that when the 

Committee wants to tighten monetary policy, the staff would not be able to follow through on 

that?  Because I wanted to make sure that everybody was able to look in their heart of hearts and 

say, “We think that the Committee will be able to tighten policy appropriately to hit its dual 

mandate,” and everybody said, “Yes, we think we are in that situation.” How we do it is not 

perfectly clear yet, for a variety of reasons.  But we would have had to write a very, very 

different memo, I think, if we really thought there was some risk to the conduct of monetary 

policy in terms of our ability to execute the exit strategy. 

MR. FISHER.  You point out in the memo that there is a learning process here, in terms 

of the different tools that might be used.  But I still think we should press this in our discussion 

before proceeding. 

MR. CARPENTER.  Absolutely. 

MR. FISHER.  Yes, sir. 

MR. REIFSCHNEIDER. I want to follow up on one point because it also relates to what 

President Plosser was talking about.  I think, whether it is connected to fear that we won’t be able 

to exit or whether it is a signaling that the Committee is willing to be more accommodative 

persistently out in the future, those policy expectations can have a big effect on some of the 

results.  Often, the way we score things—and I think I threw out a half a percentage point a 

second ago—doesn’t take into account this additional signaling effect about the future path of the 

funds rate that you potentially can get.  There is some evidence from the event studies that you 

did get it with the first two LSAP programs—that by announcing a program, you are also 

sending the signal that you are going to be more willing to keep rates lower for longer. 
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MR. FISHER.  That’s what I was— 

MR. REIFSCHNEIDER.  Right. At least as far as the model scores it, if that’s fully 

credible, if the expected funds rate path the market has really flattens out, in principle, you get a 

nontrivial kick from that. 

MR. CARPENTER. The only thing to highlight, though, is the difference between a 

willingness to keep the interest rate lower for longer versus an ability to raise them.  And we 

don’t currently worry about the second part—we don’t worry about the ability to raise interest 

rates.  But what the Committee decides to do, obviously, is about the willingness to keep interest 

rates lower. 

MR. FISHER.  Thank you.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  President Lockhart. 

MR. LOCKHART.  Thank you, Mr. Chairman.  Does the FRB/US model allow you to 

isolate the kind of intermediate estimates—that might be credit aggregates or asset price index 

levels—that fit between lower interest rates and GDP growth, so that you could actually get a 

sense of the transmission mechanism working through the model? 

MR. REIFSCHNEIDER. You can snip certain transmission mechanisms and see what it 

does to the total effect if you just zero it out.  We have done experiments like that, and what it 

shows is, roughly speaking, changing Treasury yields, if it doesn’t go out into any other asset 

prices, doesn’t do anything in the model, to a first approximation.  What matters is that it goes 

into private long-term interest rates, like MBS and corporates; second, that it goes into the stock 

market; and, third, that it goes into exchange rates.  So you can think of it as three channels: cost 

of capital, wealth effects, and exchange rate.  The model says each of those is worth roughly a 

third of the overall effect.  So if you didn’t believe one of the channels was operating, or you 
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thought it was operating only half as effectively as it usually does, you could then scale the 

numbers down with that rough math.  And that would be approximately correct.  But in terms of 

what it implies for bank lending, or something like that, no, the model doesn’t— 

MR. LOCKHART. It doesn’t explicitly estimate the— 

MR. REIFSCHNEIDER. It doesn’t have any explicit predictions about what happens to 

bank lending or anything like that. 

MR. LOCKHART.  So to simplify, for my purposes, the exercise assumes some kind of 

historical correlation between lower interest rates and economic activity. 

MR. REIFSCHNEIDER.  Yes. 

MR. LOCKHART.  Which may or may not prevail in this current situation. 

MR. REIFSCHNEIDER.  Which may or may not prevail, with one very important 

caveat.  Because housing is at such an extraordinarily low percentage of GDP, in essence, that 

historical correlation has been marked down in these analyses.  Ordinarily housing is a big 

source of a kick.  In these scenarios, the direct channel on housing construction activity is worth 

hardly anything.  It’s a little bit, but it’s very small.  That could be right or wrong, but in the 

results that Seth was showing and that were in all the other analysis we’ve sent you, there is, in 

that very important sense, an attenuation of the effectiveness of monetary policy, whether it’s 

conventional or unconventional right now. 

CHAIRMAN BERNANKE.  Okay.  President Bullard. 

MR. BULLARD.  Thank you, Mr. Chairman.  I just wanted to follow up on this issue 

about confidence intervals.  In figure 1, there would be data uncertainty; there would be 

uncertainty about transmission channels; there would be uncertainty about models.  If you 

layered all of that together, you are going to get very wide confidence intervals.  But on 
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exhibit 2, where we are looking at the SOMA holdings, there we can sort of mechanically map 

out, more or less, what is going to happen.  There is some uncertainty based on interest rates, and 

so on, but I just want to be clear on this: This is much more solid, I would say, than page 1, 

which is very uncertain and very speculative about what the effects might be. Is that a fair 

assessment? 

MS. EZER. Our portfolio projections depend importantly on the interest rate 

assumptions that were provided, so those confidence intervals will feed through into our 

projections when it comes to things like Federal Reserve income over time.  When it comes to, 

say, the top-left panel, the path of the portfolio over time, the confidence interval is probably a 

little bit smaller, provided that the assumptions that we made about the timing of liftoff and the 

strategy used for exit remain constant.  There the confidence band would be in your projections 

for prepayments on your MBS portfolio.  But since you are assuming that you are going to get 

rid of your holdings of agency securities over a set period of time, it is just going to change kind 

of the wiggles in how MBS declines over that period.  But we would still eliminate it over a five-

year period with confidence. 

MR. BULLARD.  Just one other comment, Mr. Chairman.  On exhibit 2, panel 4, 

“Deferred Asset.”  That is kind of a nice term, “deferred asset.” As far as I know, the Committee 

has never used the deferred asset.  It strikes me as a possible political firefight to bring that into 

play.  All of the scenarios here, other than option 1, if I’m reading this correctly, would bring the 

deferred asset into play, with possible repercussions, I think, for the Federal Reserve. 

MR. CARPENTER. Just a small bit of clarification:  It has never been the case that we 

have had, for the Federal Reserve System as a whole, a deferred asset.  It has been the case on 

several occasions that there has been a deferred asset for a given Reserve Bank. 
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CHAIRMAN BERNANKE.  I think the defense in that case would be that the total, 

which was including the very high remittances early in the period, still would be higher than 

historical norms. 

MR. POTTER.  That’s correct. 

MR. BULLARD.  That might be a hard story to tell when the time comes. 

CHAIRMAN BERNANKE.  Vice Chairman, you have a two-hander? 

VICE CHAIRMAN DUDLEY.  Yes.  I think the confidence intervals on interest rates are 

going to be almost proportionate to the confidence intervals on the real economy variables, 

because you are not going to know what the trajectory of short-term rates is going to be or the 

shape of the yield curve. And, in fact, you are probably even more uncertain about the shape of 

the yield curve because you have never gone from purchasing all of these assets to selling all of 

these assets.  So we don’t really know how the market is going to react to that. 

The second thing I just want to note very briefly is a lot of this also depends on what 

monetary framework you are actually going back to.  And the presumption of the staff memo is 

that we are going back to a corridor system.  But you might decide, as you go through this, that 

maybe IOER works pretty well. And you might actually want to go back to a floor system that 

would allow you quite a bit more discretion in terms of how your exit actually works.  And that 

would feed into a lot of these projections.  

CHAIRMAN BERNANKE.  Okay.  Again, I want to thank the staff for all of the work 

you did to help prepare us for this meeting, including the work on LSAPs, but also work on other 

tools like IOER.  So we appreciate it very much.  Let me turn to item 2 and call on Simon Potter 

to discuss financial developments. 
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MR. POTTER.2 Thank you, Mr. Chairman.  Over the course of the intermeeting 
period, global financial markets were dominated by three areas of focus: the ECB’s 
new Outright Monetary Transactions (OMT) program, fluctuating expectations for 
further policy accommodation from the FOMC, and continuing concerns over global 
growth prospects.  By the end of the intermeeting period, market perceptions of the 
effectiveness of policy measures to at least attenuate tail risks facing the global 
economy contributed to improved risk sentiment in financial markets, as seen in 
higher advanced economy sovereign yields and stock markets. 

I will begin with developments in U.S. interest rates, which in the Treasury 
market were moderately higher over the intermeeting period.  The upper-left panel 
shows the decomposition of changes in nominal yields for 5- and 10-year securities 
during key portions of the intermeeting period.  Nominal Treasury yields increased 
significantly early in the period, with the 10-year yield up by more than 35 basis 
points at one point.  Most of the initial increase in yields was driven by improved risk 
sentiment on expectations of a forceful ECB policy response, as well as by stronger-
than-expected U.S. economic data.  The rise in yields partially reversed following the 
release of the August FOMC minutes and continued somewhat after the Jackson Hole 
symposium.  The move lower in the 5-year real component was consistent with 
growing expectations for policy easing.  To date, there is little evidence of worries of 
the fiscal cliff affecting pricing in the Treasury or other markets. 

At the same time, inflation compensation, as derived from inflation-indexed 
securities, rose at the 5- and 10-year tenors.  Higher energy prices contributed to the 
increase in inflation breakevens, particularly at shorter maturities.  However, spot and 
forward 5-year breakeven inflation rates remain well within recent historical ranges, 
as seen in the upper-right panel. 

As shown in the middle-left panel, dealers continue to assign the highest 
probability of a first increase in the target rate to the second half of 2015.  However, 
the distribution has continued to shift from earlier liftoff dates and into 2015 and 
beyond.  The survey results are broadly consistent with market-implied measures of 
liftoff, as market prices indicate significant odds that the target rate will not be 
increased until the middle of 2015. 

Immediately following the FOMC statement on August 1, interest rates increased, 
as markets had been pricing in close to even odds of an extension of the forward 
guidance.  The middle-right panel shows an event study based on the small sample of 
forward-guidance surprises.  Reading from left to right, the blue dots represent the 
three events in our study: first, the decision to maintain the late-2014 forward 
guidance at the most recent meeting; second, the extension of the forward guidance to 
late 2014 at the January meeting; and third, the introduction of the original mid-2013 
language in August 2011.  The x-axis measures the surprise component of these 
decisions, which we measure in months and derive from the difference between the 
announced forward-guidance date and the expected month of liftoff calculated from 

2 The materials used by Mr. Potter are appended to this transcript (appendix 2). 
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our dealer surveys.  The y-axis measures the change in the 10-year Treasury yield 
after the FOMC announcement.  Alternative methods of measuring the surprise in 
months yield broadly similar results.  Averaging across these measures suggests a 
rule of thumb of roughly a 1 basis point change in the 10-year Treasury yield for each 
month of forward-guidance surprise.  Of course, measuring announcement effects is 
complicated by the interaction between forward guidance and expectations for the 
balance sheet, including exit, which this analysis does not consider.  In the three 
events examined, there were no explicit changes to the balance sheet or exit 
principles. 

Turning to other domestic assets, MBS spreads to Treasuries are narrower over 
the intermeeting period, as seen in your lower-left panel.  Investors attributed much of 
the fluctuation in MBS spreads over the period to shifting expectations for Federal 
Reserve purchases, especially in the last few days.  By contrast, two other 
intermeeting developments may serve to tighten mortgage market conditions on the 
margin.  First, the FHFA announced that it will raise guarantee fees on GSE loans by 
10 basis points starting in the fourth quarter of this year, a fee that lenders will likely 
pass on to borrowers.  Second, the Treasury announced that the wind-down of the two 
GSEs’ portfolios will accelerate to a 15 percent yearly rate, from 10 percent at 
present.  Much of the wind-down is expected to occur through paydowns, 
necessitating only a small portion of sales from the portfolio over the next year.  
Given this, investors do not expect the accelerated wind-downs to be disruptive to the 
MBS market, and spreads to Treasuries were little changed following the 
announcement. 

The final panel looks at how recent developments have affected U.S. risk assets.  
Overall, the stabilization in European financial markets and heightened expectations 
for domestic policy easing have supported both equity and debt markets.  The 
S&P 500 index rose over the intermeeting period by more than 4 percent and is 
currently at its highest level since the beginning of 2008.  Near-term uncertainty, as 
measured by the VIX, is near multiyear lows.  High-yield bond spreads have 
tightened to levels last observed in 2011:Q3, and corporate bond issuance in July and 
August has been higher than over the same period last year. 

Your second exhibit turns to developments in Europe and global asset prices more 
broadly.  The most important development in global financial markets was the 
steadily growing expectation that the ECB would announce an effective new program 
to purchase shorter-dated peripheral sovereign debt.  As seen in the top-left panel, 
these expectations led to a significant narrowing of peripheral sovereign debt spreads 
to German yields, particularly at shorter maturities within the scope of the program. 

Many of the uncertainties regarding the new program were resolved by the ECB 
announcements last week, leading to a further narrowing of peripheral spreads, 
additional gains in European equities, and appreciation of the euro against the U.S. 
dollar and the Swiss franc.  Indeed, euro-area financial markets have exhibited a 
greater degree of stability over the intermeeting period, and investors do not appear to 
be seeking significant protection against large swings in asset prices, as seen in the 
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upper-right panel, “Implied Volatility on European Equities and on the Euro-Dollar 
Currency Pair.” 

As Steve Kamin will note in his briefing, the OMT program has the potential to 
ease financial stresses but must be accompanied by fundamental reform measures at 
the national level.  Changes in forward peripheral spreads to Germany appear 
consistent with this view.  Your middle-left panel shows Spanish and Italian five-year 
debt spreads relative to Germany on a five-year-forward basis.  These forward five-
year spreads have come down much less than spot spreads on instruments that are 
within the maturity range of the ECB’s purchase program. 

In the near term, financial markets will face a number of uncertainties, including 
the ongoing EU and IMF review of Greek compliance with the terms of its aid 
program.  In addition, for those countries not already in a program, the ECB will not 
activate the OMT unless there is agreement on conditions for accessing fiscal support 
facilities.  It is unclear whether Spain will take this step without renewed market 
pressure. 

Looking forward, both Spain and Italy need to ramp up debt issuance over the 
remainder of the year, after issuing at a somewhat tepid pace in recent months.  This 
can be seen in the middle-right panel.  Spanish and Italian banks have historically 
been a significant source of demand for their own sovereign’s debt.  However, that 
source of demand has dropped off in recent months.  As shown in the bottom-left 
panel, since the ECB’s last three-year LTRO, Italian banks have added to their 
sovereign debt holdings at a greatly reduced pace.  Spanish banks have actually 
brought down their holdings of sovereign debt since the first quarter, given their own 
funding difficulties.  On a more positive note, anecdotal reports suggest that asset 
managers are reducing their underweight positions on Spanish and Italian debt, and 
access to primary debt markets has improved for Spanish and Italian banks. 

The last panel of this exhibit focuses on global risk assets more broadly.  The 
accommodative policy stance of many central banks has been supportive of equity 
markets in recent months, particularly in the United States and Europe.  In contrast, 
emerging market equities have generally underperformed, reflecting investors’ views 
that these regions may be experiencing a slowdown in economic activity.  China’s 
Shanghai Composite Index remains at levels last seen in early 2009. 

Your final exhibit focuses on recent Desk operations and market expectations for 
additional policy actions as reported in the dealer survey.  Over the intermeeting 
period, the Desk purchased $60 billion in longer-term Treasury securities and sold or 
allowed to mature without reinvestment $58.5 billion of shorter-dated securities under 
the maturity extension program (MEP).  These operations continue to proceed 
smoothly.  In particular, the Treasury security purchase operations have recently met 
with better demand.  As shown in the upper-left panel, the previous trend toward 
lower coverage ratios and less favorable prices for the purchase operations reversed 
somewhat. 
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As shown in the upper-right panel, the MEP transactions have been lengthening 
the average duration of the SOMA’s Treasury holdings in line with the policy intent.  
This measure is expected to reach about eight years if the program continues through 
the end of the year, far longer than the historical range of two to three years.  This has 
pulled the average duration of the overall portfolio higher as well, given that the 
duration of the MBS portfolio has recently remained steady at around two years. 

The next two panels focus on the reinvestment of principal payments on the 
SOMA’s holdings of agency debt and MBS.  Over the intermeeting period, the Desk 
purchased $33 billion of MBS.  These reinvestment purchases have generally 
proceeded smoothly, with market trading volumes remaining steady and only some 
instances of specialness in the coupons being purchased. 

The middle-left panel shows the monthly pace of paydowns, which has averaged 
about $26 billion since October of last year.  Given continued low interest rates, we 
expect the paydowns to run at roughly $31 billion per month through the end of the 
year.  Such a pace would suggest that the MBS purchases resulting from the 
reinvestments of the agency paydowns would constitute about one-third of the gross 
issuance of TBA-eligible securities. 

The middle-right panel shows the distribution for the 30-year sector of principal 
paydowns to the MBS portfolio, as well as the coupons in which the Desk has 
reinvested.  The portfolio continues to shift into lower-coupon securities, reflecting 
the overall decline in rates and the decision to concentrate purchases in newly issued 
TBA securities that are more liquid and more directly linked to the primary rate.  
Since June, low interest rates have led to paydowns of holdings of lower-coupons 
MBS, including the 3.5 and 4 percent coupons.  Newly issued securities also have 
longer duration than those paying down, so these purchases have extended the 
duration of the MBS portfolio. 

Your final two panels of this exhibit show results from the most recent dealer 
survey.  We used a phone poll this Monday to update some of the answers, following 
the significant developments in Europe and the employment report.  As seen in the 
lower-left panel, dealers assign a 90 percent probability to any easing action being 
announced at this meeting.  More specifically, dealers place very high odds of 
80 percent on a change to the rate guidance.  The median respondent also saw a 
65 percent chance of an announced increase in the size of the SOMA portfolio.  
Expectations for these policy actions firmed somewhat following last Friday’s 
employment report.  The derived joint probability for an extension of the forward 
guidance and the announcement of additional asset purchases increased to 57 percent 
in this Monday’s phone survey, up from 46 percent in the dealer survey. 

The panel to the right shows the dealers’ projections for the size and distribution 
of additional asset purchases anticipated through the end of 2013, as derived from 
respondents’ expected path of the SOMA balance sheet.  Respondents expect the size 
of the balance sheet to grow by around $600 billion by the end of 2013.  Median 
expectations are for an increase of $300 billion in Treasury and about $300 billion in 
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MBS holdings by the end of 2013.  While not asked specifically about the structure of 
a potential asset purchase program, some respondents indicated in their written 
comments that they expect an open-ended program conditioned on economic 
variables.  Mr. Chairman, this completes my prepared remarks. 

CHAIRMAN BERNANKE.  Thank you very much.  Questions for Simon?  President 

Lacker. 

MR. LACKER.  Thank you, Mr. Chairman.  Two questions for Mr. Potter.  The first has 

to do with the duration of our holdings of agency MBS.  The graph indicates the average 

duration of our current holdings is around two.  Now, would our average duration of purchases 

under what we’re going to talk about later today or tomorrow, would that be substantially larger? 

Do you have a sense of what that would be? 

MR. POTTER.  Yes.  Somewhere between four and six.  Is that right, Nate? 

MR. WUERFFEL. That’s correct. 

MR. LACKER.  Four and six? 

MR. POTTER. Yes. 

MR. LACKER.  Okay.  So the other question I have—I was at a conference a couple of 

weeks ago.  I believe I saw you there, Mr. Potter, and— 

MR. POTTER. Symposium, yes. 

MR. LACKER.  An economist there was arguing that the effect of our forward guidance 

occurred more via revisions in investors’ expectations about future economic conditions rather 

than a change in their views about our future reaction function, and because you folks have such 

rich interactions with the dealer community and you talk to them about this forward guidance, I 

wondered if you guys had a view as to the economist’s assertion. 

MR. POTTER. Those dealer economists also read about Jackson Hole.  Some of them 

were there, so I think they viewed that with quite a lot of interest.  In the dealer survey, some 
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people thought that the change in rate guidance might be not just a calendar type, but trying to 

distinguish it from just a pure expectation of where you expected the economy to be.  I don’t 

think it’s possible to get a very clear answer from these respondents, because I don’t think the 

FOMC’s been completely clear on this either. 

CHAIRMAN BERNANKE.  President Fisher. 

MR. FISHER.  Simon, I think I heard you correctly.  So we’ve been purchasing about a 

third of the eligible TBAs, and you also mentioned that there’s a planned increase in the rate of 

GSE wind-downs to 15 percent from the 10 percent level earlier.  Is that likely to change? If we 

were to proceed with just $30 or $40 billion, as outlined in alternative B, would that change our 

percentage of the eligible TBA purchases, given the contraction that’s occurring among the 

agencies? If my memory is correct, they had about $1.4 trillion.  It goes back to last March. I 

can’t remember the last time I looked at the numbers.  So that’s about $15 billion; 15 percent 

translates to about $15 billion, I think, in the contraction.  I’m just curious if it affects the 

percentage of eligible TBA that we’d be holding if we were to proceed. 

MR. POTTER.  No, I don’t think so. 

MR. FISHER.  Thank you. 

MS. LOGAN. We’re currently purchasing about a third of gross issuance.  That number 

is going to go up to 60 to 75 percent, depending on which option the Committee chooses. 

MR. FISHER.  Right, so that is not affected by— 

MS. LOGAN.  The reduction that the GSEs are doing is happening in more than just 

TBAs; they’re reducing in other types of securities as well.  So I would think that number is 

probably fairly small.  In terms of the total amount outstanding, we’re currently going to have 

about 18 percent of the MBS, and that would move to about 25 percent. 
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MR. FISHER.  Okay, thank you.  And just an observation, if you look at your panel 5 

and, particularly, the high-yield spread on panel 6, things obviously are going our way.  This is 

what we would like to see, as well as the equity price response.  What doesn’t seem to be going 

our way—and I only point it out as an offset, even though it’s a short time horizon—is it seems 

that the breakeven inflation rates—whether it’s the 5-year, 5-year forward; the 5-year; the 10-

year, which is not on this chart—bottomed in the spring of this year, and the slope is upward.  

We can talk, perhaps, later.  I don’t know if we’ve done an LSAP-type program in a context of 

rising inflation expectations or not. I think there was at least a chart in the Tealbook that would 

indicate we haven’t done one yet under those circumstances. 

But I just point out, Mr. Chairman, that if you draw a line from the bottom of the 5-year 

rate, it really bottomed out in the summer of 2011 and has been on the rise. I’m not saying it’s 

dangerous, and it may be something that we would like to encourage, or some at this table would 

like to encourage, but we do have rising inflation expectations.  And to say inflation expectations 

are contained—we might think about how we want to phrase that as we get down to the policy 

statement of tomorrow. 

CHAIRMAN BERNANKE.  I’m not sure I take the same inference.  The 5-by-5 is pretty 

flat and is lower than it was last year. 

MR. FISHER.  And the 5-year? 

CHAIRMAN BERNANKE.  At the margin, and the 5-year is obviously being affected by 

the oil price movements. 

MR. FISHER.  And the 10-year also is not on this chart, and then gold prices, of course, 

have increased significantly, for those who care about that ancient relic. 
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MR. POTTER. It is true that the deflation risk we can calculate is lower than it was in 

2010. 

MR. FISHER.  Right.  Thank you. 

CHAIRMAN BERNANKE.  Other questions for Simon? [No response] Okay.  Seeing 

none, we need to vote to ratify domestic open market operations since August.  Without 

objection?  Okay.  Our next item is the economic and financial situation, and David Wilcox and 

his colleagues will make that presentation. 

MR. WILCOX.3  Thank you, Mr. Chairman.  I think there should be a single 
summary exhibit. You all may be relieved to know that my prepared text includes 
1,192 words, and I do not plan to ad lib an additional 2,000 words into my delivery.  
[Laughter] 

As you can see from the upper-left panel of the forecast summary exhibit, the 
near-term outlook for real GDP growth in last week’s edition of the Tealbook is 
broadly similar to the one that we sent you in July.  To be sure, the July gain in real 
PCE was better than we had expected.  However, consumer sentiment—shown in the 
lower-left panel—has remained downbeat, job gains have been modest, and the price 
of gasoline has moved back up, all of which caused us to largely discount the 
favorable spending news.  Similarly, July shipments of capital goods were stronger 
than we had expected, but forward-looking indicators, including the continued decline 
in the capital goods orders data, as well as the subdued responses to various surveys 
on capital spending plans and business conditions, are consistent with only subdued 
near-term increases in business outlays.  If you squint hard at the upper-left panel, 
you will detect that we shifted a little GDP growth from the second half of this year 
into the first half of next, reflecting our assessment that the drought will depress farm 
output in the second half of this year by more than we had predicted in July. 

The one component of aggregate demand that has seemed to have been on a 
somewhat stronger trajectory relative to our expectation in the July Tealbook was net 
exports.  Even so, last week’s forecast called for GDP growth to average just 
1.8 percent through the middle of next year, about in line with our prediction for the 
growth of potential over this period. 

Since the Tealbook closed, the main piece of economic news was last Friday’s 
employment report.  In a seeming exception to Dave Stockton’s famous description 
of the usual shelf-life of the staff economic forecast, our jar of mayonnaise survived 
its first 48 hours in the Mojave Desert with only relatively minor signs of spoilage.  
[Laughter]  The red line in the bottom-right panel summarizes our effort to combine 

3 The materials used by Mr. Wilcox are appended to this transcript (appendix 3). 
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the signals from the establishment and household surveys (the latter of which is not 
shown on the chart because it is so noisy compared with the establishment results), 
and to control for weather effects and recession-related seasonal adjustment 
distortions.  As you can see from the downward tilt toward the end of that line, the 
estimated underlying pace of private payroll employment growth has trended lower 
over the course of this year and now is at the low end of the range that it has occupied 
during the past 2½ years.  The unemployment rate unexpectedly declined 
0.2 percentage point, but like many other analysts, we have been inclined to see more 
weakness than strength in the totality of the results from the household survey, given 
that the employment measure from that survey and the participation rate both 
declined.  Based on our projected path for real GDP over the next several quarters, we 
continue to expect the unemployment rate to average around 8¼ percent through the 
first half of next year.  I should also note that the workweek was lower than we had 
expected, and average hourly earnings were flat, rather than increasing slightly as we 
had expected.  In combination, these results suggest a modestly weaker trajectory for 
compensation and, therefore, household spending than we had factored into the 
Tealbook. 

Two other key pieces of information released since the Tealbook were also 
weaker than expected.  In particular, vehicle assembly plans now point to a slower 
pace of motor vehicle production in the third and fourth quarters than we had 
projected in the Tealbook, while—as Steve will discuss shortly—the latest foreign 
trade data were slightly to the soft side of our expectations in terms of their 
implications for GDP growth. 

In all, these bits of information would cause us to shave about ¼ percentage point 
off our forecast for the pace of real GDP growth during the second half of this year, 
leaving our forecasted average growth rate for this quarter and next at an anemic 
1¼ percent. 

Turning to the medium term, we upgraded our outlook slightly relative to our July 
projection.  As Steve will discuss, the improvement, such as it is, partly reflects a 
somewhat less worrisome situation in Europe than we had previously believed.  As 
we described in the Tealbook, even after factoring in the disappointment that we think 
would ensue from an announcement of no change in the stance of monetary policy at 
the conclusion of this meeting, we judge that stock prices would remain on a slightly 
higher trajectory and the dollar would be slightly weaker than we assumed in the 
previous projection.  These small positive influences are only partly offset by the 
increase in oil prices, part of which may itself reflect the improvement in sentiment 
related to the crisis in Europe. 

The small upward revision to real GDP over the medium term led us to shave a 
little off of our projected path for the unemployment rate, which is shown in the top-
right panel of the exhibit.  Even by the end of next year, however, we expect no 
significant reduction in the unemployment rate. As real GDP accelerates more into 
2014, the unemployment rate declines about ½ percentage point, ending that year at 
about 7½ percent. 
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Aside from the crisis in Europe, the other main concern that continues to loom 
over the domestic outlook is the fiscal cliff.  On this front, there have been no major 
developments recently, and we continue to expect none, at least through the 
November elections.  At this stage, I can only assure you that our decision to stand 
pat on our fiscal policy assumptions reflects no lack of concern or uncertainty on our 
part:  The fiscal cliff continues to figure prominently in our thinking as a serious 
threat to the still-anemic recovery. 

Turning to the inflation outlook, the incoming data on core PCE price inflation— 
the middle-right panel—have been close to our expectations.  We continue to project 
that core inflation will hold steady at about 1½ percent through the end of 2014, 
reflecting anchored inflation expectations, a persistent margin of labor and product 
market slack, and modest gains in imported goods prices. 

In response to the upward move in spot prices for crude oil since the July 
Tealbook, we have marked up our near-term projection for headline PCE inflation— 
the middle-left panel.  We have, however, made only small revisions to our near-term 
food price forecast.  Although we now expect the quantity effects of the drought to be 
worse than we had forecast in July, the futures prices that we used in preparing our 
July food price projection had apparently already incorporated almost all of the price 
effects.  Despite the upward pressure from food prices that we think will begin to 
show through around the end of this year, we expect headline inflation to step down 
slightly in the first part of next year, as the anticipated reduction in crude oil prices 
implied by futures markets pushes down retail energy prices.  Steve will now 
continue our presentation. 

MR. KAMIN.  In 1972, when Chinese Prime Minister Zhou Enlai was asked what 
he thought was the historic impact of the French Revolution, he famously answered: 
“It’s too soon to tell.” [Laughter] By those standards, assessing the implications of 
the European Central Bank’s plans to intervene in peripheral debt markets would 
seem hopelessly premature.  And yet, as Simon has described, anticipations of 
aggressive ECB action have substantially calmed European financial markets, slightly 
brightening an admittedly still-cloudy outlook. 

As described in its announcement last week, the ECB plans to purchase sovereign 
debt on the secondary market, provided that the beneficiary governments enter into an 
arrangement with the region’s financial backstop facilities and agree to policy 
conditionality.  Although the ECB will be announcing neither a target ceiling for 
yields on peripheral debt nor the amounts it intends to purchase, it has signaled a 
more aggressive and sustained program than its earlier forays into bond markets. 

Beyond simply comforting investors that the ECB is riding to the rescue, these 
plans could ease financial stresses in a number of ways.  First, by lowering yields, the 
bond purchases would reduce public debt service burdens and improve fiscal 
sustainability.  Second, and as a related matter, by taking sovereign bonds out of the 
hands of private investors, ECB purchases may create room in those investors’ 
portfolios for new issues, thereby improving the governments’ access to financing.  
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Finally, the package of ECB purchases, plus access to the regional financial backstop 
facilities, is widely anticipated to involve less stringent conditionality, and thus less 
stigma, than the full-blown IMF and EU rescue packages received by Greece, Ireland, 
and Portugal.  In consequence, it is more likely, though far from certain, that Spain 
and/or Italy may request financial assistance before market conditions have become 
so adverse that further financial turmoil is inevitable. 

With markets figuring in brighter prospects for official support, financial stresses 
over the next several months are likely to be less pronounced than we assumed in the 
July Tealbook, and we are anticipating that, barring further adverse shocks, European 
markets could soon begin the long, slow process of normalization.  However, we are 
still very far from being out of the woods.  In the near term, European leaders still 
need to work out the conditionality to be required of governments benefiting from the 
financial rescue facilities and ECB intervention, and that could be contentious.  
Additionally, IMF and EU officials are currently assessing the status of Greece’s 
struggling adjustment program—although Greece’s official creditors are expected to 
approve a much-needed disbursement by October and postpone more difficult 
decisions until later, this is not assured, and a messy Greek exit from the euro area at 
this time could be quite dangerous. 

Taking a longer view, the ECB’s new program is not, to coin a phrase, a panacea. 
It can only give Europe breathing space to implement the fundamental reforms that 
will ultimately restore confidence.  If the Europeans do not make progress on the 
measures needed to achieve fiscal and financial stability—budget consolidation, 
growth-promoting structural reforms, and region-wide banking initiatives—the 
ECB’s ability to contain financial tensions will be sorely tested.  Accordingly, market 
confidence likely will not be fully restored until the peripheral economies prove they 
can cut their budgets, improve growth prospects, and strengthen their banks—and all 
that could take a number of years. 

In consequence, economic activity in Europe is also likely to remain subdued for 
some time to come.  To be sure, the easing of financial stresses, combined with some 
data that have been less bleak than expected, have led us to project a somewhat 
shallower recession than we wrote down in the July Tealbook.  Even so, in our 
current projection, euro-area GDP continues to contract through the middle of next 
year and recovers only very weakly thereafter. 

The outlook for our other trading partners, while hardly as bleak as that for 
Europe, is nonetheless subdued.  Excluding the euro area, aggregate foreign growth 
dropped from roughly 4 percent in the first quarter to less than 3 percent in the 
second, below its trend pace.  Moreover, since your last meeting, indicators such as 
PMIs and exports have generally come in on the soft side. 

These developments are worrisome, but considering the factors responsible for 
the slowdown, our best guess is that economic growth will bottom out in the coming 
quarters rather than deteriorate further.  The pace of deterioration in Europe, which 
accounts for much of the United Kingdom’s stagnation this year, as well as the 
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slowdown in Asia’s exports, is projected to become only a little more pronounced in 
the second half of this year.  The recent weakness in U.S. growth has also weighed on 
our trading partners, but the U.S. economy should start picking up a few quarters 
down the road.  And much of Asia’s slowdown reflects the fading of the bounceback 
from Thailand’s floods and Japan’s tsunami last year.  All told, we anticipate that 
foreign growth outside the euro area will stay subdued at 3 percent over the remainder 
of this year.  It then picks up to 3¾ percent by 2014, as the euro area starts to recover, 
the U.S. economy picks up steam, and monetary policies around the world remain 
quite accommodative. 

Another factor weighing on foreign growth, especially in Asia, has been China’s 
slowdown from near double-digit rates in the past two years.  Chinese growth 
registered 7½ percent in the second quarter of this year.  With recent weak exports 
and PMIs leading us to revise down our forecast, we see growth remaining at that 
relatively subdued pace during the remainder of this year, before picking up to about 
8 percent thereafter. Under these circumstances, we continue to scrutinize the data 
for indications of a hard landing, but we do not see any compelling signs that one is in 
the offing:  Retail sales growth has remained reasonably solid, housing prices have 
flattened out, and the government retains the monetary and fiscal scope to counter a 
decline in demand. 

The effect on oil prices of resurgent political tensions over Iran poses another 
threat to the global economy.  Crude oil prices have now retraced more than half of 
their decline from earlier this year, and our current projected trajectory of oil prices 
averages roughly 10 percent higher than in the July Tealbook.  A rise in oil prices of 
this magnitude should not substantially affect the foreign outlook.  By our rough 
estimates, it could reduce economic growth in the advanced economies by 
0.1 percentage point over the next year or so, while the effect on aggregate emerging 
markets growth is roughly a wash, as gains by oil exporters offset losses by importers.  
By the same token, our inflation outlook is a bit higher in the near term but little 
changed further out.  However, no resolution of the problem of Iran’s nuclear 
program is in sight, and we are attuned to the risk of much steeper rises in oil prices. 

All told, considering the momentous developments taking place in the global 
economy—Mario Draghi’s plan to save the euro, China’s struggle to achieve a soft 
landing, and fluctuations in commodity markets—the outlook for U.S. trade is, well, 
not so momentous.  In the first half of this year, notwithstanding the global slowdown 
and the rising dollar, net exports managed to eke out a small positive contribution to 
U.S. GDP growth.  We received trade data for July yesterday; both exports and 
imports fell, but the trade balance was little changed.  Accordingly, we retain our 
view that for the next couple of quarters, the combination of slowing foreign growth, 
a still-elevated dollar, and the effects of the drought on agricultural production leads 
to some moderation in export growth, and the external sector imposes a modest drag 
on the economy.  After that, net exports gradually shift back toward neutral, as the 
global economy picks up and European stresses subside, so that a reversal of flight-
to-safety flows allows the dollar to start depreciating.  Thanks to Mr. Draghi, this 
projection is based on a somewhat lower path of the dollar than in the July Tealbook, 
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and thus a bit faster export growth and less drag from net exports.  Andreas will 
continue our presentation. 

MR. LEHNERT.4 I’ll be discussing material from our recent QS report on 
financial stability and from an earlier memo on the effect of low interest rates.  In our 
report, the most prominent shocks we identified were an intensification of the 
European sovereign crisis and a U.S. recession, perhaps brought on by a suboptimal 
resolution of the “fiscal cliff.”  The major vulnerabilities we highlighted were, first, 
the market’s perception that some large banks remain weak, despite substantial 
increases in capital and liquidity, which raises the likelihood of funding runs and 
increases the cost of raising capital; second, the unstable funding model of broker– 
dealers; and, third, the persistent risk of runs on money market funds. 

We have also placed increasing emphasis on vulnerabilities stemming from the 
low interest rate environment, and that’s what I’ll focus on today.  After all, long-
term Treasury yields haven’t been below 2.5 percent for a sustained period since 
1954, a time when the financial system was quite different. 

A low short-term interest rate policy, given strained household and business 
fundamentals, is designed to improve macro performance.  The benefits arise, in part, 
from increases in asset prices and, thus, the value of collateral held by businesses and 
households.  These increases should, in turn, enhance financial stability. But a low 
rate environment could lead investors trying to boost yields to borrow too much, take 
on too much risk, or bid up asset prices enough to stretch valuations.  Relatedly, 
important parts of the financial system might become vulnerable to a rapid rise in 
rates. 

To assess these risks, we surveyed a wide range of asset markets and financial 
institutions looking for signs of excessive valuations, greater leverage, or increased 
risk-taking.  To summarize, we found little evidence that the low rate environment 
has fostered additional vulnerabilities to date:  Valuations for broad asset classes are 
not stretched, and we identified only a few isolated pockets of increased risk-taking. 

As shown by the top panel on your first exhibit, estimated term premiums for 
10-year Treasury yields are quite low, due in part to safe-haven demand for 
Treasuries resulting from strains in Europe.  Term premiums—and thus Treasury 
yields—could increase quickly if, for example, concerns about the U.S. fiscal 
situation were to intensify. 

Your next three panels cover valuations in three major U.S. asset classes: 
equities, residential real estate, and corporate bonds.  Overall, valuations across these 
asset classes show little sign of pressure.  As shown in the middle left, stocks are not 
trading at unusually high multiples; indeed, forward price-earnings ratios are 
generally well within their ranges over the past 20 years.  Our measure of residential 
real estate valuation, shown to the right, is near an all-time low.  Risk premiums in 

4 The materials used by Mr. Lehnert are appended to this transcript (appendix 4). 
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the high-yield corporate bond market—as measured by the implied forward spread far 
out in the future (the black line in the bottom-left panel)—are near their average of 
the past 20 years, notwithstanding the extraordinary highs experienced during the 
financial crisis. 

However, valuations of assets in narrower and less-liquid markets have shown 
signs of pressure. Issuance of so-called leveraged loans has been robust this year.  
Moreover, there is a trend toward lighter use of loan covenants and increased 
leverage.  As shown to the right, average ratios of debt to earnings—known as a debt 
multiple—among this class increased further this year, although it remains below its 
pre-crisis levels. 

Your next exhibit considers evidence on leverage and risk-taking.  In the 
nonfinancial sector, as shown by the pink and blue regions in the top panel, household 
and business leverage has continued the decline begun in the recession.  Government 
borrowing, by contrast, has picked up, leaving the ratio of debt held by the public to 
GDP at its highest level since World War II. 

As shown in the middle two panels, there are signs that, potentially, commercial 
banks are taking increased interest rate risk.  Banks have increased their holdings of 
long-maturity securities.  As a result, their portfolios may be more sensitive to a 
sudden rise in interest rates than they were a year ago, depending on their interest rate 
hedges.  The low interest rate environment, combined with an unlimited FDIC 
guarantee on transactions accounts, has attracted a surge of deposits to banks.  The 
ability to issue deposits at below-market rates should benefit banks were rates to rise; 
however, we don’t have historical experience to judge the sensitivity of these new 
deposits to a rise in rates.  That said, as discussed in the Tealbook, results from a 
recent informal survey of banks suggested they did not think it was likely that 
deposits would decline rapidly when the added insurance expires.  We’re currently 
working with economists and supervisors from throughout the Federal Reserve 
System on an analysis of interest rate risk at banks and plan to include the results in 
our December report. 

Life insurance companies are vulnerable to extended periods of low interest rates, 
in part because they have a significant body of liabilities with guaranteed returns that 
exceed current yields on safe assets.  As a consequence, insurers may be feeling 
particular pressure to reach for yield by extending their exposure to duration and 
credit risk. Indeed, as shown in the bottom left, the average maturity of insurers’ 
bond portfolios has risen in recent years, as firms accept greater duration risk.  
However, the shift isn’t particularly dramatic, and we are working with colleagues 
here and at the Federal Reserve Bank of Chicago to understand the risks faced by, and 
posed by, these institutions. 

The panel to the right shows the rapid rise in assets of real estate investment 
trusts—REITs—that specialize in holding agency-guaranteed mortgage-backed 
securities.  While these institutions are something of a niche player, their business 
model of funding agency MBS holdings with repo, while vulnerable to sharp rate 
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rises, has proved quite profitable in recent years, producing double-digit returns for 
shareholders.  This growth is one of the clearest indications we have of the 
willingness of some investors to take on additional interest rate risk in order to earn 
higher current returns.  This willingness may be enhanced by the apparent safety of 
investing in GSE-guaranteed securities. In terms of their systemic threat, at their 
current scale, the sudden distress of mortgage REITs would likely be painful but 
manageable for the broader financial system. 

I’ll conclude with a less quantifiable form of risk produced by the low interest rate 
environment, related to a sense that a great deal of money is sitting on the sidelines.  
Consider two examples:  First, respondents to the SCOOS report that their clients 
have significant unused borrowing capacity; and second, private equity firms focused 
on leveraged buyouts have elevated levels of committed but uninvested capital.  All 
of this and more amounts to “dry powder” that could be deployed quickly.  Thus, 
while our ongoing monitoring efforts have so far found little evidence that the low 
interest rate environment has led to excessive increases in leverage, asset valuation, or 
risk-taking, investors do have the means to rapidly shift their portfolios.  Ed Nelson 
will continue our presentation. 

MR. NELSON.5 I will be referring to the packet labeled “Material for Briefing 
on the Summary of Economic Projections.” 

As shown in the top panel of exhibit 1, under your individual assessments of 
appropriate monetary policy, you see real GDP expanding only moderately this year, 
but you expect the pace of the recovery to pick up next year and that economic 
growth in 2014 and 2015 will be somewhat above its longer-run value.  
Correspondingly, you expect the unemployment rate, shown in the second panel, to 
stay near recent readings for the rest of the year, before gradually declining over the 
subsequent three years.  All of you expect that the unemployment rate at the end of 
2015 will be appreciably below its present rate; nevertheless, almost all of you expect 
it to be above what you judge to be its longer-run normal level.  Turning to the 
bottom two panels, you generally expect total PCE inflation of around 1¾ percent 
over the four quarters of 2012.  For 2013 through 2015, you generally see core and 
overall inflation staying close to or slightly below your 2 percent inflation objective. 

Exhibit 2 tabulates the ranges and the central tendencies of your projections, 
along with comparisons to the June SEP and the current staff forecast.  Compared 
with your June projections, you now anticipate a slightly stronger recovery and a 
somewhat larger decline in the unemployment rate over the projection period.  Your 
inflation outlook is little changed.  The Tealbook forecast—which embeds the 
assumption of no additional accommodation—puts economic growth in 2013 and 
2014 at the lower end of your central tendency, and the unemployment rate above it; 
the 2015 forecasts, however, are within the central tendency.  The Tealbook forecast 
for inflation runs consistently below your central tendencies for 2013 to 2015. 

5 The materials used by Mr. Nelson are appended to this transcript (appendix 5). 
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Exhibit 3 provides an overview of your assessments of the appropriate path for 
the federal funds rate.  As shown in the top panel, most of you think that it will not be 
appropriate to begin raising the funds rate until 2014 or later.  About two-thirds of 
you now see firming only beginning in 2015 or 2016, compared with about one-third 
of you in June.  Four of you—two fewer than in June—now believe that economic 
conditions will warrant increasing the federal funds rate before 2014.  Two of you 
favoring a funds rate increase before 2014 cited the need to tighten policy relatively 
soon in order to prevent inflation from exceeding the Committee’s 2 percent 
objective, and two pointed to the need to forestall financial imbalances.  Many of 
those who would not raise the funds rate until 2014 or later cited sizable output or 
unemployment gaps alongside an inflation profile unlikely to exceed 2 percent over 
the medium run. 

The bottom two panels of the exhibit provide your assessments of the appropriate 
target for the federal funds rate at the end of each year of the forecast period and over 
the longer run.  For the 6 participants who see the funds rate leaving the effective 
lower bound in 2014 or earlier, the median value for the funds rate at the end of 2014 
is 1.75 percent.  The 12 participants who expect that the funds rate will not leave the 
lower bound until 2015 judge that the appropriate funds rate at the end of that year 
will be 1.6 percent or less, while the 1 participant who sees the start of firming in 
2016 sees the funds rate at 75 basis points at the end of that year (not shown). 

Fourteen of you now judge that “appropriate monetary policy” calls for a more 
accommodative path for the federal funds rate than in your June SEP, involving either 
a lower target for the funds rate at the end of the initial year of firming or a shift out 
in the first year of firming.  Moreover, 11 of you indicated that appropriate policy 
calls for additional asset purchases, at this meeting or before long. 

Exhibit 4 depicts the economic conditions that you anticipate for the year in 
which you expect the first funds rate increase. Your projected unemployment rates 
range from about 5¾ to 8 percent, with a median of 6½ percent, while your inflation 
projections are in a narrow range of roughly 1¾ to 2¼ percent, with a median rate of 
2 percent.  Generally, participants who expect the first funds rate increase in 2012 or 
2013 (shown by the blue triangle and white diamonds) see a higher level of 
unemployment at the time of the first funds rate increase than do those reporting later 
firming dates (shown by the gray circles, dark blue squares, and the gray triangle). 

The final exhibit reviews your assessments of the uncertainty and risks 
surrounding your economic projections.  As shown in the top two panels in the 
column on the left, almost all of you continue to indicate that you judge the current 
level of uncertainty about GDP growth and unemployment to be higher than the 
average level over the past 20 years.  The corresponding panels to the right indicate 
that you continue to view the risks to GDP growth as weighted toward the downside 
and, accordingly, the risks to unemployment as weighted to the upside.  Many of you 
attributed your continued emphasis on downside growth risks to concerns about 
Europe and U.S. fiscal policy; other factors cited included uncertainty about the level 
and growth rate of potential output and the possibility of a hard landing in China.  
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Turning to the bottom two panels, 8 of you assess the uncertainty attending your 
projections for total PCE inflation as higher, and another 10 of you see the 
uncertainty as broadly similar to the average level of uncertainty over the past 
two decades.  Most of you continue to see the risks to inflation, shown to the right, as 
broadly balanced.  Thank you.  That concludes the staff presentations. 

CHAIRMAN BERNANKE.  Thank you very much for your presentation.  The floor is 

open for questions.  President Lacker. 

MR. LACKER.  Mr. Wilcox, the lower right-hand panel displays a model estimate, and I 

was wondering what it’s an estimate of. 

MR. WILCOX. It’s a statistical exercise that tries to combine several different sources of 

information.  First and most broadly, it combines the payroll survey estimate of job gain with an 

adjusted measure from the household survey, where the adjustments— 

MR. LACKER.  Have been comparable. 

MR. WILCOX.  —try to take the household measure and do about a dozen or 

15 adjustments that put it on, as conceptually as possible, an apples-to-apples basis with the 

establishment survey. 

The second category of information that it builds in is that we had one of our seasonal 

adjustment experts, Charlie Gilbert, take a close look at this series, specifically with a question in 

mind of trying to discern effects on seasonal factors that stem from the timing of the sharp 

downdraft in employment in 2008 and 2009, and to advise us on the extent to which those timing 

effects may have bled into seasonal factors, causing published estimates of seasonally adjusted 

job growth around the turn of the year to be systematically higher than they should actually be. 

The third type of information that’s built in is a regression-based analysis of weather 

effects.  It seems like a dim memory at this point, but we had, as you will recall, an 

extraordinarily warm winter this year, and there was some speculation that that may have shifted 

the timing of employment.  Those weather-related effects are pretty small, but they’re included 
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here, as well, for the sake of completeness.  And then around all of that, what we do is just apply 

a simple Kalman filter to the resulting series in an effort to extract for you where we think all this 

statistical evidence would point in terms of what’s the best available estimate of job gain, taking 

account of all that information that’s available to us. So it’s, at some level, nothing more than a 

statistical exercise to try to extract signal from noise.  On the other hand, it packs in a 

tremendous amount of information. 

MR. LACKER.  Those all sound like very useful and constructive statistical initiatives.  I 

just wondered what the target you were aiming at trying to estimate is. I mean, is it the trend or 

the current value? 

MR. WILCOX. It’s essentially a smoothed trend that takes account of both the 

information in the establishment survey and the household survey.  I mean, I could reiterate: It 

takes account of that; it tries to adjust for weather and seasonal— 

MR. LACKER.  You’re aiming at a true measure of the current gain, or a true measure of 

the trend? 

MR. WILCOX.  True measure of the current gain, smoothing through a variety of 

sources of noise. 

MR. LACKER.  A smooth measure of the current gain.  I’m less confused now. 

CHAIRMAN BERNANKE.  You’re confused at a higher level. President Plosser. 

MR. PLOSSER.  Thank you, Mr. Chairman.  I actually drove back from our western 

symposium this year with two geriatric dogs and other things, but I want to comment on the fact 

that driving across the state of Nebraska, what struck me was the drought and the corn crops and 

just how dead the entire state of Nebraska looked, at least from Interstate 80. 
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You made some reference to the drought and the corn crop, and I remember reading 

somewhere—I couldn’t find it in my searching—about your estimated effects of the drought on 

GDP this quarter and next.  And I’d like to hear you talk a little more about what you think those 

effects were; the ramifications of those effects, of how they bleed, in some sense, through in your 

forecast to your employment forecast, for example, through an Okun’s law measure because 

GDP is lower; how much impact you thought it had on the gap in the near term; and how that 

dissipates through your forecast.  Can you just walk me through those linkages—this is clearly a 

classic supply shock of a drought—and how much then it feeds into other things that matter that 

we look at a lot for monetary policy? 

MR. WILCOX.  So I’ll take a first crack at it and invite my other colleagues to jump in 

with additional information.  We thought in July we had built in some quantity-related effects— 

about $10 billion is my recollection—on farm output.  This time, based on USDA assessments of 

field conditions—people may be doing something a little more systematic, out walking in the 

fields with their clipboard and so forth to look at corn yields; corn is one of the crops that is most 

affected—we think that it’s about a $30 billion hit to real farm output this time, so substantially 

bigger than what we had built into the July projection. 

We think that that’s likely to show up mostly in a decumulation of inventories in the third 

and fourth quarters.  The way that inventory arithmetic works, the hit to GDP growth is going to 

be concentrated in the third quarter.  We’ve got the same rate of inventory decumulation built 

into the fourth quarter, but because it’s the same rate of decumulation in both quarters, the effect 

on GDP growth we’ve penciled in is zero in the fourth quarter.  We also think there will be a 

small additional negative effect on agricultural exports as well, so that’s where in terms of the 

GDP accounting— 
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MR. PLOSSER.  And that led to how much of a decrease in your estimate of GDP 

growth for the third quarter? 

MR. WILCOX.  About 0.8 percentage point on GDP growth. 

MR. PLOSSER. Yes, 0.8 percentage point.  That’s what I thought I remembered. 

MR. WILCOX.  We think—we hope—that’s going to be a transitory supply shock and 

that next year, our planning assumption has been, crop yields are going to come back to normal.  

Now, there’s sort of a philosophical question about when that actually occurs.  If we were 

operating in annual data, it would be perfectly clear that it would happen in 2013.  However, the 

way that the BEA does it, and we’ve been in very close contact with them, is to smooth that 

through the four quarters of the calendar year, so that snap back to normal crop yields, basically 

at this point, of course, by assumption, occurs in the first quarter. So we’re mimicking the 

BEA’s algorithm in packing in the return to a normal level of GDP in the first quarter of 2013.  

That’s not based on any pretense that anybody actually knows that that’s the way the corn plants 

are going to grow in 2013.  That’s just the BEA methodology.  I wouldn’t have anything better to 

suggest to them if I were in their shoes. 

Now, farm proprietors’ income actually sees a much smaller effect because prices are up 

and there’s crop insurance, and so the implications for nominal farm income are much less 

severe than they are for real output. We think that there’s likely to be very little effect on 

employment because we’ve made the assumption that employers are going to smooth through 

this transitory effect.  I wouldn’t be surprised, of course, if there was some effect on things like 

farm equipment manufacturers and that sort of thing, but I think that’s going to be lost in the 

noise in terms of our ability to actually estimate it. 
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MR. PLOSSER.  So this wouldn’t show up in any sense on your estimates of the 

magnitude of your output gap over the next two quarters? Would you raise that? 

MR. WILCOX.  Mechanically, I suspect our output gap will be a little wider over the 

second half of this year, and then it will just come back in the first quarter of 2013.  Is that right, 

Bill? 

MR. WASCHER.  Yes, that’s right.  Because we tend to set potential growth on an 

annual basis, we didn’t make an explicit adjustment to the gap measures you see in the Tealbook 

for the effects of the drought.  I would say that in terms of when we look at Okun’s law 

relationships and thinking about the path of the unemployment rate, we did take out the effect of 

the drought from potential in that equation.  So we didn’t want the drought to affect the 

unemployment rate forecast. 

MR. PLOSSER.  Yes, that’s kind of what I was trying to get at.  Okay.  Thank you very 

much. 

MR. REIFSCHNEIDER.  One minor place it might show up, because we didn’t do the 

adjustment, would be in the Tealbook B rules thing. It’s pretty small, but the rules would 

respond to that. 

MR. LACKER.  Mr. Chairman. 

CHAIRMAN BERNANKE.  President Lacker. 

MR. LACKER.  Did I just understand correctly that you removed the effect of the 

drought on the gap, the unemployment rate gap? 

MR. WILCOX.  In our Okun’s law analysis, in setting the unemployment rate. 

VICE CHAIRMAN DUDLEY.  It will bounce right back. 

MR. WILCOX.  I’m sorry? 
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VICE CHAIRMAN DUDLEY.  The effects are just going to go away in two quarters. 

MR. WILCOX. It is a transitory effect.  The funds rate is constrained at zero.  So it 

doesn’t have any implication for the funds rate.  And in terms of calibrating the response of the 

unemployment rate to the GDP gap, we sterilized the GDP gap from transitory drought-related 

effects on GDP. 

MR. LACKER.  Okay.  So let me just ask the question for which this is most germane— 

do inflation dynamics depend on this adjustment? 

MR. WILCOX. I think we’re talking about splitting a micron here, but— 

MR. LACKER.  Yes, but I’m just very curious about the principle here. 

MR. WILCOX.  The methodology is intended precisely to seal off the implications for 

core inflation.  I should say, of course, the first-order implication for inflation is through food 

prices. 

MR. LACKER.  Yes, right, right. 

MR. WILCOX.  That has been allowed to feed through. 

MR. LACKER.  Right.  But in terms of the gap’s effect on inflation, you want to sterilize 

it from the effect that the drought is going to have on real output and employment in a year or 

two. 

MR. WILCOX.  Correct, yes. 

MR. LACKER.  Okay. 

CHAIRMAN BERNANKE.  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  I have a question for Andreas.  On exhibit 2, you have 

this chart that looks at nonfinancial sector credit to GDP.  I keep staring at it, and I am still trying 

to figure out what implications I’m supposed to draw from it.  The secular uptrend from 1956, at 
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best, flattens out for a while.  So the first question is what implication do you think we were 

supposed to draw from this?  And, second, if you looked at a chart of nonfinancial sector assets 

to GDP, would that also show mostly a secular uptrend?  And then, how do you put those two 

together? 

MR. LEHNERT.  I think there are key macro questions that are implicated by your 

question, which I’m not going to touch, but just from a financial stability perspective, at the very 

highest level, in some sense, financial stability concerns in a low-rate environment arise when 

you see people and businesses borrowing more.  This picture was just supposed to be an easy 

way to portray the fact that we’re not seeing households and businesses borrowing more. 

VICE CHAIRMAN DUDLEY. Right.  We could also interpret it as, gee, credit to GDP 

is still really, really high, and, therefore, that means bad things.  That is what I was sort of getting 

at. So you don’t take a negative signal away at all from the total level of credit to GDP is still 

high? 

MR. LEHNERT.  Yes, okay.  I treated that as a separate question.  So then there’s a 

question, are we approaching some kind of fiscal moment, some sort of Sargent−Wallace 

moment, where the global carrying capacity for U.S. sovereign obligations is being reached? 

That’s something that we highlighted in our report as a potential risk.  If there’s a material 

worsening in the fiscal outlook, or if there’s some really ugly resolution to the debt ceiling 

negotiations in January and so forth, all those things could have negative implications for future 

stability. 

VICE CHAIRMAN DUDLEY.  But the total level here, if you add household, business, 

and government together, that’s not a good sign. 

MR. LEHNERT.  If you look across countries, you would see a lot of different levels. 
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VICE CHAIRMAN DUDLEY. They’re all over the place. 

MR. LEHNERT.  Exactly.  So I don’t know why Denmark is one and Japan is a different 

one, but we can just judge the United States by its own history. 

VICE CHAIRMAN DUDLEY.  Thank you. 

CHAIRMAN BERNANKE.  President Fisher. 

MR. FISHER.  First, I wanted to thank Andreas for a very good summary, very helpful 

graphics, and so on.  We’re in the middle of doing our SABR analysis for banks, and one of the 

positive attributes we have noticed is that we seem to be seeing a brighter picture for the average 

bank.  For example, the ones that we rate one or two probably are performing the best that we’ve 

seen in terms of the percentage of potential downgrades since December of 2006.  So I think 

that’s one positive aspect that wasn’t included.  I’m not being critical, but when you look at your 

second panel of long-term securities held by commercial banks and so on, there seems to be a 

healthier tenor, and we’re not done with the analysis yet, but I just wanted to point that out. 

With regard to seasonality, I wanted to ask Dave Wilcox about the August employment 

numbers; I think I’m correct in saying that that is a number that gets revised more frequently 

than others.  I think 17 of the last 22 years, it’s been revised, and if I remember correctly, last 

year it went from zero to 44,000 to 104,000, and I assume we’re taking account of the fact that 

that is often a highly unreliable number.  Am I correct? 

MR. WILCOX.  We’re taking account of the fact that it is the best possible information, 

and we don’t confuse it with truth, absolutely.  [Laughter] 

MR. FISHER.  So we assume it gets revised more often than not? 

MR. WILCOX. Yes. 
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VICE CHAIRMAN DUDLEY. The BLS has a confidence interval—the 90 percent 

confidence interval is plus or minus 100,000.  So that gives you an idea. 

MR. WILCOX.  It’s a sample-based estimate. It is based on a very large sample of 

employers. It’s a universal sample of large employers and a statistically drawn probability 

sample of medium and smaller employers, but there are a host of issues associated with 

constructing that number, including the fact that not everybody that ultimately will report, 

reports in the first wave of responses and that seasonal adjustment, as my remarks described 

earlier, involves a great deal of science but some art as well.  So I don’t have any specific reason 

for doubting or casting aspersions on the August number, but you’re absolutely correct that 

month in and month out, that’s a number that is subject to two-sided revision. 

MR. FISHER.  And then lastly, just listening to Steve Kamin, this is perplexing about oil 

and gas prices, and particularly prices at the pump.  There may be some seasonality in terms of 

the switchover that occurs, but given the weaker economy, which I think almost all of our 

forecasts have envisioned, and given the production that’s taking place stateside, even 

accounting for the storm that took place in the Gulf, it just seems odd that we might expect oil 

prices to increase rather than hold level or decrease.  And for what it’s worth, the “oilies” that I 

speak to—from the independents to Tillerson at Exxon and so on—their expectation is that this 

has been a bit of a bulge, and that it’s more likely to settle down and actually decrease somewhat.  

For what it’s worth—and I always emphasize that because Mr. Tarullo insists that I do so when I 

talk about my anecdotal evidence—I just wanted to pass that on. 

MR. KAMIN.  Thank you. Just to be clear, our baseline forecast for crude oil prices in 

the markets is, indeed, to decline over time from the current level. 

MR. FISHER.  It wasn’t clear the way you presented it.  So I wanted to add that. 
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MR. KAMIN.  Yes.  So just to clarify, what I was alluding to was future upside risks that 

could take place if geopolitical problems in the Middle East became more pronounced than they 

are now. 

MR. FISHER.  Thank you.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  President Bullard. 

MR. BULLARD.  Thank you, Mr. Chairman.  I just wanted to come back to the financial 

stability handout, exhibit 2, chart 1, which is “Nonfinancial Sector Credit-to-GDP Ratio.” In 

answer to the earlier question, you said that the cross-country evidence on this was all over the 

map, and that does not gibe with what I understood the cross-country evidence to be, which was 

that this line is basically trending up across the developed economies.  So it looks very similar 

actually. 

MR. LEHNERT.  Sorry. I meant the cross-country evidence on the level.  I thought that 

Vice Chairman Dudley was asking, is 2.5 a magic number? I mean, this number is much bigger 

in some countries and much smaller in other countries. 

MR. BULLARD.  Okay, but the picture would look the same. 

MR. LEHNERT. Yes. 

MR. BULLARD. It has always been trending up, I guess.  The developed world has 

always been trending up, is that right? 

VICE CHAIRMAN DUDLEY. The tricky part about this is if you have a secular trend 

of more intermediation, then this is going to be an upward-trending number, and so the degree of 

intermediation in a financial system really is important in terms of what number you get. 
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MR. BULLARD.  When people showed this picture to me over the years, I always said, 

well, this was financial market deepening, and good things are happening in the intermediation 

sector.  It didn’t pan out so well later. 

MR. LEHNERT.  Well, and presumably by analogy, then, the fact that it’s now falling 

for the household and business sectors is— 

MR. BULLARD.  Yes.  Okay, thanks. 

CHAIRMAN BERNANKE.  President George. 

MS. GEORGE.  Thank you, Mr. Chairman.  I just wanted to make a comment on the 

financial stability report. I continue to find a lot of value in this, and I think particularly as we 

look at these trends in a low interest rate environment, I would take no exception to the 

conclusion that right now imbalances are not obvious.  But just thinking back to how we thought 

about land values in the 1980s, in the late 1990s and early 2000s, as we watched banks begin to 

concentrate in commercial real estate and even some of the subprime exposures, the point at 

which to know when to take signal from some of those things is very difficult, notwithstanding 

supervisors and others looking at them.  So I think as you continue to monitor this, as we get into 

December and beyond, looking at where these trends are going will be very important. 

CHAIRMAN BERNANKE.  Thank you.  Any other questions for our colleagues? [No 

response]  Okay.  Seeing none, on the agenda, we have an opportunity for participants who want 

to raise questions or issues related to financial stability.  And Vice Chairman, if you’d like to 

start off. 

VICE CHAIRMAN DUDLEY.  Thank you.  Governor Yellen and I were in Basel over 

the weekend, and I have to say that there was a pretty strong sense of unanimity that what the 

ECB did was essentially the best that they could accomplish, given the various constraints under 
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which they were operating.  The fact that the purchases could be unlimited means that the 

program has the potential for actually being an effective backstop, and the fact that the ECB will 

be pari passu with other bondholders is important because it really will reduce the pressures on 

private holders.  So in effect, there may be private holders, if they view this as credible, who will 

actually want to invest in these sovereign instruments for a carry trade because the yield curves 

in these countries, of course, are very, very steep. 

There’s also a bit of carrot now to incent proper actions by the government.  So if you do 

the right thing, we will intervene and we will hold down your debt service cost.  And I don’t 

think there was that carrot before, so I think that’s pretty significant.  I think that the ECB has 

essentially put on the table something that could take the risk of an interest rate-debt service-

fiscal deficit spiral a bit off the table as long as the countries do the right thing.  And in addition, 

if these purchases do, in fact, materialize, I think this does push you in the direction toward 

further fiscal union.  After all, the ECB is backstopped by the entire euro zone, so such purchases 

will increase the joint and several nature of the union.  And finally, I thought the other thing that 

was noteworthy about the ECB action was that it was a 22 to 1 vote, with only Weidmann of the 

Bundesbank dissenting.  Given the fact that the German political leadership, at least for now, 

seems to be supporting the ECB actions, this means that the Bundesbank’s opposition is 

somewhat marginalized at this point. So that’s the good news. 

Despite this, I don’t think we should kid ourselves.  I think the situation remains very 

tenuous despite the ECB’s supports.  I’d be, probably, slightly darker than Steve’s comments on 

this.  Several issues worth highlighting: First, the ECB program would only activate if the 

countries actually negotiate an MOU with the euro group, and already we’re hearing signs that 

Spain seems to be reluctant or slow in terms of pursuing it.  In fact, the Spanish may decide that 
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the backstop might be effective even if they don’t seek an MOU.  That seems like a highly risky 

strategy, but it is something that they might decide to do.  Second, the program obviously will 

only continue if they stay on the program. And, third, it’s going to take a while for this all to be 

implemented because the MOU has to be negotiated with the euro group, and all of the finance 

ministers have to agree, and several parliaments actually have to approve the MOU.  So this idea 

that this is going to be happening very, very quickly—I think the market is probably a little bit 

ahead of itself in terms of how quickly this will come into play. 

Other issues—the ECB program will not necessarily crowd in investors, because it’s not 

clear how long this is going to last.  So you might buy things, but you still have quite a bit of 

risk.  You still have a very bad feedback loop from the austerity programs to the economy, to 

fiscal performance, and the state of the banking system.  This doesn’t take any of that off the 

table, and there’s still no road map as to where we’re actually going in terms of the ultimate 

destination:  What does greater fiscal union in Europe look like? So this is a very important 

thing that the ECB has done.  I think they did the best that they could possibly do, and the good 

thing is they put the problem back in the lap of the governments, where it belongs.  They have 

done what they can do now, and now it’s up to the governments to decide, both in the core and in 

the periphery, if they’re going to go along. 

The basic model, though, of this whole situation hasn’t changed.  Countries have to show 

they’re on a sustainable path to regain market access.  The core countries are unwilling to be 

explicit about the level of support because of fears that this will undermine the effort.  The 

constitutional court decision in Germany today, which was actually mostly positive, affirmed 

that the German commitment is limited to €190 billion—that’s it, and so that’s sort of 

significant. 
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I think the unwillingness of the German Constitutional Court to be explicit does create 

uncertainty that makes progress more difficult.  So we do still have a long way to go, and we 

don’t have big, solid backstops to absorb shocks or support confidence.  The ESM–EFSF 

resources are still very much too small to credibly backstop Spain and Italy, and the ECB support 

may be too uncertain as to its sustainability.  So it’s progress, but there are still a lot of questions 

on the table. 

CHAIRMAN BERNANKE.  Thank you.  President Rosengren. 

MR. ROSENGREN.  Thank you for the financial stability report.  Like President George, 

I do appreciate the monitoring that you’re doing in this area.  I just had two quick questions.  

They both relate to money market funds.  We’ve had an SEC proposal that wasn’t proposed, and 

I was wondering about your perspective looking at Europe, where there’s more than $1 trillion of 

money market funds and they have a mix of floating and fixed NAVs.  I don’t know how much 

time you spent looking at the European money market funds, but I’d be interested in your 

perspective on the industry’s concern with the floating NAV, which seems to have been 

successful in stopping forward movement.  And then the second question is, given that they have 

both floating and fixed NAVs in Europe, and the deposit rate went down to zero, is there 

anything to infer about interest on excess reserves from the European money market fund 

experience with the deposit rate going to zero? 

MR. LEHNERT. Are those questions you’d like me to answer? [Laughter] 

MR. ROSENGREN.  If not here, at another time. 

MR. LEHNERT.  Very, very briefly, and I certainly don’t approach your expertise in this 

area, we’ve long maintained that the redemption of par, what you call the fixed NAV, is useful in 

certain circumstances.  There are certain elements of the U.S. tax code and other things that 
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make it useful.  But basically, at the end of the day, it’s just a safe place to put your money, and 

if it floats up and down a bit, it’s not the end of the world.  And, of course, the European 

experience highlights that, although presumably their tax treatment might be slightly different. 

Then what’s happened to European money markets since the deposit rate went to zero? It’s 

maybe still a little early to tell what the long-run effects are, but the initial wave of reports is that 

there hasn’t been an implosion of the money markets. 

MR. POTTER.  One fund closed.  The Bank of America–Merrill Lynch fund closed. 

MS. LIANG.  I guess I would just add that even at current rates, the proportion of U.S. 

funds that are waiving fees is really quite high, so the implications of further reductions in 

money fund rates could have effects.  Some ballpark estimates—they are not precise—is that 

about 70 percent of U.S. funds are waiving their fees at this point—that’s a pretty big number. 

CHAIRMAN BERNANKE.  Okay.  Why don’t we take a break for lunch?  When we 

come back, I’ll talk briefly about the experimental consensus forecast, and then we’ll go to the 

economic go-round.  Why don’t we reconvene at 1 o’clock?

 [Lunch recess] 

CHAIRMAN BERNANKE.6 Why don’t we re-commence?  Please feel free to finish 

your fruit or your cookie. I’ll provide the entertainment here.  [Laughter] I’d like to talk for just 

a few minutes about the latest iteration of the experimental consensus forecast.  You have a 

handout with that title. It proceeded in the same way as in previous iterations:  The staff sent out 

a preliminary Tealbook forecast about a week in advance and received your comments. We also 

had the benefit this time of having the SEP.  So using all that, we came up with the forecast 

that’s shown in table 1 on page 1, and which is diagrammed in exhibit 1 on page 4. 

6 The materials used by Chairman Bernanke are appended to this transcript (appendix 6). 
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Like the Tealbook, this forecast or projection is conditioned on no change in policy.  That 

is, it’s conditioned on the August policies of continuing the MEP and late 2014 guidance.  

Generally speaking, the data are quite similar to the July–August consensus, which is shown 

immediately below.  One exception is the 2013 real GDP forecast on the very first line, 

2.2 percent, which is a little bit weaker.  That was not inconsistent with the comments that came 

on the first draft; most people either saw the near term as being a bit weaker or about the same.  

But I want to come back to that number in a moment.  The unemployment and inflation numbers 

are pretty similar, and if you care to look at the figure, you’ll see that the trajectories are very 

similar obviously, particularly relative to the standard errors. 

Like last time, we also looked at the consensus forecast under alternative policy 

assumptions, and that’s given in table 3 on page 3.  Under each variable, the first line, the status 

quo is, again, the same as the consensus forecast in table 1.  That’s the forecast assuming the 

August policies continue.  The subsequent lines include, first, a change in the guidance to 

mid-2015, so simply a mechanical moving out of the interest rate path to mid-2015, and then 

subsequent additions of a $750 billion or $1 trillion LSAP program.  So that gives the 

alternatives.  The differences are consistent with the FRB/US analysis; I’ll come back to that 

point as well.  And exhibit 2 shows the paths for the federal funds rate, the unemployment rate, 

and inflation under optimal control, under the no-policy-change consensus forecast in red, and 

then the alternative policies provided in table 3. 

Now, this time an issue came up, which was less of a concern last time, but it raises an 

important question that I think the subcommittee is going to have to look at, which is that, of 

course, the SEP is conditional on each person’s view of optimal monetary policy.  And in this 

case, if you turn to table 2, which shows median forecasts in the September SEP, you’ll see the 
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SEP is broken into two categories: all participants and participants who assume further easing. 

A majority of people submitted a forecast in which they assumed that the guidance would be 

advanced to 2015 and that we would undertake additional asset purchases. 

So the SEP submissions actually assume that change in policy.  So then the question is, 

how do you get from those SEP projections back to the no-policy-change baseline?  And what 

the staff proposed, and what they did, was basically they took these policy differentials that are 

in table 3, and they subtracted from the SEP results to get the baseline.  And to the extent that 

those differentials are not accurate or are different from what people expect, then that will, of 

course, create some noise in the baseline forecast. 

So I raise this for a couple of reasons.  The first is that we need to think about—and we 

talked about this last time—whether the consensus forecast we would want to release would be 

the pre-meeting status quo policy forecast—I think President Lockhart suggested that last time— 

or the postmeeting inclusive-of-the-action forecast, or both.  We could consider both; I think we 

need to discuss that.  If we do both, then we will have to figure out how to make sure people are 

comfortable with both the before and the after, if you see what I’m saying. 

For this meeting, I think it will not be very much of a problem.  What I had proposed to 

do is, as was given to you earlier on, in item 5 after the policy decision tomorrow, I will ask you 

whether you are comfortable with the consensus forecast inclusive of the policy action.  And if 

we do take policy action, then this whole issue will be irrelevant because we’ll be looking at the 

policies assuming the further easing—at least for those participants who submitted that. But I 

just want to flag this point and note that we are planning a discussion in October of this whole 

project, and certainly one of the issues we’ll want to discuss is whether or not we want to look at 

ex ante, ex post, or both forecasts, and how we would best extract that information.  So, again, 
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tomorrow after the policy decision, I’ll ask you if you are comfortable with the consensus 

forecast, including whatever policy decisions we make; are comfortable, with reservations; or 

have a very different view.  And I’ll ask you, if you have a different view, to briefly state what 

that difference is.  Any questions or comments? Vice Chairman. 

VICE CHAIRMAN DUDLEY. You have this issue that the SEP has some people who 

have no change in policy; others have changes in policy.  That’s going to still be an outstanding 

issue going forward.  Do you have any thoughts on how we would— 

CHAIRMAN BERNANKE.  Well, that’s what I’m raising—we have to figure out how to 

deal with that.  One possibility would be to specify— 

VICE CHAIRMAN DUDLEY.  A, B, and C? 

CHAIRMAN BERNANKE.  Well, yes—I suppose.  If we’re going to do the ex ante, 

before-meeting projection, then everybody would be asked to make a projection conditional on 

the policy prior to the meeting, and the forecast could be used to say, “We thought this was 

unsatisfactory.  That’s why we took the action we did today.”  Alternatively, we could ask for a 

forecast conditional on one or more policy actions.  But that’s an issue that this particular 

exercise has made clear, and I’m just flagging it for discussion by the subcommittee. 

VICE CHAIRMAN DUDLEY. It’s interesting to see the difference that people submit in 

terms of the policy, because you actually find out what people think about how efficacious the 

policy is. 

CHAIRMAN BERNANKE.  Well, of course.  That’s right.  That’s certainly one of the 

benefits of doing that.  But everything that we are considering here also has the cost of 

multiplying the number of projections and forecasts we’re asking people to do, and that’s 

something we need to take into account.  President Lacker. 
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MR. LACKER.  You mentioned parts of the consensus forecast process.  We’re asked to 

provide a forecast conditional on a certain policy path, and I’d urge the staff and all of us to give 

some thought to what that ought to mean.  As I read the instructions, I thought of four different 

interpretations of that.  You take as a given that what we’re trying to do in writing down a 

forecast is to write down the mean of a joint distribution of the economy and policy.  Well, if you 

ask us to submit a forecast conditional on a certain policy path, are you asking us to replace our 

reaction function with one that’s fixed at that path unchangingly, and averaging over that? What 

do all of the shocks have to be? What’s the most likely outcome that delivers that as the policy 

reaction—what economy is weak enough to justify that policy?  That’s a different question.  Or, 

do we take our reaction function and add-factor it so that it delivers that policy as a mean? 

There’s a bunch of different ways you can think of doing that, but we ought to be precise about 

it. 

CHAIRMAN BERNANKE.  Of course—we’ll have to be precise.  These are 

complexities. One possibility would be to have everybody, again, assume appropriate monetary 

policy and deliver that joint distribution that you’re describing; and then, try to see if there’s a 

center of gravity of that, which looks like the consensus; describe that consensus; and then 

describe those who differ and qualitatively how they differ.  So that would be one approach.  

Another approach could be, for example, to ask people to use a specific reaction function or to 

specify their own reaction function.  President Kocherlakota. 

MR. KOCHERLAKOTA. Yes—thank you, Mr. Chairman.  I like the idea, in principle, 

of having a consensus forecast based on status quo policy and then a consensus forecast based on 

the policy action.  I think, though, that in practice, the latter is going to be very challenging, 

because you could easily imagine that the Committee could come up with a choice of a policy 
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action that they had not considered ex ante.  And then it becomes very difficult to know how the 

timing would work and to get the logistics to work. 

CHAIRMAN BERNANKE.  No, absolutely.  And again, I think Governor Yellen’s 

subcommittee will solve these problems for us [laughter] and bring that to us in October.  

President Bullard. 

MR. BULLARD. Let me just reiterate on this. I do think that the market expectation of 

the Committee’s policy as of a certain date, which encompasses all aspects of monetary policy, is 

a fixed point that we could rally around.  Everyone can give their prognostication based on that.  

That would give us just one exercise to do.  Usually the market expectation is not a long way off.  

It might be somewhat off, but it’s not a long way off, and it would simplify the exercise in my 

mind and would keep it clearer what we’re doing. 

CHAIRMAN BERNANKE.  That’s, of course, what the British and some others do. 

MR. BULLARD.  Yes. 

CHAIRMAN BERNANKE.  President Evans. 

MR. EVANS.  Does that address President Lacker’s concerns?  I wouldn’t have thought 

so. 

CHAIRMAN BERNANKE.  Not exactly.  Only if it’s approximately right. 

MR. EVANS. Yes—right. 

CHAIRMAN BERNANKE.  Anybody else?  President Fisher. 

MR. FISHER.  Narayana made the point I was going to make. 

CHAIRMAN BERNANKE.  Other comments or questions? Again, we will be 

discussing this at the next meeting.  President Evans. 
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MR. EVANS.  Could I ask a question that’s a little bit different? It was triggered by 

some comments that President Fisher made earlier in asking questions, where he alluded to the 

fact that some people around the table would be, however you put it, more accepting of a higher 

inflation rate than others, or whatever.  And in exhibit 2 on page 5, this question comes to my 

mind, which is, there is an optimal control path that is shown that has inflation rising to—I think 

it’s 2.3 percent, if it’s consistent with previous Tealbook-style analyses. I personally don’t see 

anything in this path that’s inconsistent with our longer-run strategic approach that we adopted in 

January, and I just wonder if that’s the sense of the Committee or if there’s an important 

divergence of opinion there, which seems to be one of the points that President Fisher might 

have been raising. 

CHAIRMAN BERNANKE.  I think we are clear that our objectives are—think of a 

quadratic objective function.  They’re symmetrical.  There is an increasing marginal cost of 

being away from each objective. We have a balanced approach, but people will have different 

models of the economy, and they’ll have different weights in their objective functions.  So this is 

obviously not a purely value-fee projection.  President Bullard. 

MR. BULLARD. Is exhibit 2 something that would be distributed as part of the 

consensus forecast? 

CHAIRMAN BERNANKE.  Again, nothing has been decided, but I wouldn’t imagine 

we would want to do all of those things. 

MR. BULLARD.  So this is just an internal document, like the ones we always use. 

CHAIRMAN BERNANKE.  Yes. 

MR. EVANS.  I wasn’t asking a question about communications.  I was asking more a 

question about how we interpret our longer-run strategic document, because at various times, we 
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make different comments about these types of outcomes, and it strikes me that there’s less 

agreement on that particular observation than sometimes is given by the words that we use. 

CHAIRMAN BERNANKE. I’ve said in press conferences that it’s a symmetric 

objective and we have a balanced approach, and so on.  Anyone else? [No response] All right. 

Now we come to the main event. Let’s start our economic go-round with President Lacker. 

MR. LACKER.  Thank you, Mr. Chairman.  Intermeeting data, I think, have done little to 

alter the economic picture.  We’re in a period of sluggish economic growth, clearly.  Our Fifth 

District survey measures, which fell sharply in July, have bounced back to neutral readings now, 

and the tenor of our anecdotal reports has been middling of late, consistent with reports we’ve 

been hearing since the spring.  While activity is weak, we’re not seeing any signs in our District 

of a dramatic slowdown around the corner—or a dramatic pickup, for that matter. 

I thought it was appropriate, Mr. Chairman, that at our last meeting you took a longer-

term perspective by focusing on economic growth over the entire recovery.  As you noted, real 

GDP growth has averaged around 2 percent since the recovery began.  I think 2.2 percent is the 

precise number.  We keep seeing swings in growth every couple of quarters around that average.  

So it makes sense to focus on the longer-run path around which we’re fluctuating, rather than 

just the last quarter or two.  At our last meeting, Mr. Chairman, you talked about why growth 

was so low, and you discussed the spider charts put together by Board economists Greg Howard, 

Robert Martin, and Beth Anne Wilson.  I believe they refer to them as butterfly charts, but I’m 

not taking a stand on insects here.  The main purpose of their paper was to show that advanced 

economies recover as rapidly from banking and financial crises as they do from other recessions, 

and I thought they did a pretty convincing job of that.  Their charts also show that the current 

recovery in U.S. GDP tracks quite closely the typical advanced economy recovery from banking 
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and financial crises, as well as the typical advanced economy recovery from housing slumps.  

The message I take away from their work is that we shouldn’t have expected to do much better 

than what we’ve experienced, and I think that’s consistent with the message from some other 

research along the same lines.  Now, the authors don’t focus on the notion of a gap, however.  

And for many people right now, the motivation for further stimulus is that the relevant gap is 

quite large. 

I was quite pleased to see the memo from Bruce Fallick and Jeremy Rudd on this subject.  

It’s a helpful, well-organized description of how the staff thinks about and estimates economic 

slack—lays it out quite clearly.  And I think this memo should help clarify our mutual 

understanding going forward. But I’d like to make a suggestion or two for further clarifying our 

discussions.  My suggestion is that we distinguish carefully between two distinct conceptual 

notions of slack.  One concept is defined by the number to which the unemployment rate would 

converge in the future in the absence of unanticipated shocks and under appropriate monetary 

policy.  This is essentially what we’ve referred to as the “longer-run normal rate of 

unemployment.” I think that’s what we called it in our consensus statement in January.  That’s a 

fine term for it.  When people refer to sustainable employment, this is the concept I think of:  

what the economy is going to converge to several years from now, after the current shocks we’ve 

experienced have dissipated and, under appropriate policy, we get back to some trend with no 

shocks—the mean forecast out there.  Now, this number probably doesn’t vary much over time 

because, by definition, the effect of current shocks has faded out by the time the economy 

converges to this number.  In fact, this number might be close to constant over time, or it may 

vary only with some slow-moving and predictable things, such as the demographic composition 

of the labor force and the like.  So I think when you look at a construct like the NAIRU, the non-
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accelerating inflation rate of unemployment, it’s constructed with this notion in mind.  I’ll come 

back to the NAIRU in a minute. 

The second concept of economic slack, which I think we should distinguish from this 

first one, is based on the reference level of the unemployment rate with which it is most 

appropriate to compare the current unemployment rate for the purposes of assessing current 

monetary policy.  Equivalently, one can think of this just as well in terms of the reference level 

for output with which it’s most appropriate to compare current output for monetary policy 

purposes.  This is sometimes referred to as the “natural rate,” although some writers refer to this 

as the “efficient rate” and reserve “natural rate” for something distinct.  But “natural rate” tends 

to be the term that we’ve used around the table here and that others have used, and it’s what the 

staff memo uses.  So I’m going to stick with that term for this reference rate. 

In some very simple models, these two concepts are identical.  But in general, they’re not 

the same.  Indeed, in our standard, modern, mainstream models, almost all of the shocks hitting 

the model should affect the natural rate, even if the longer-run normal rate doesn’t vary much.  

Now, not all of the shocks that hit the economy should affect the natural rate.  That’s very clear 

in these models as well, and I’ll talk more a little bit later about the difference and what kinds of 

shocks fall in that category.  By the way, I’d mention that modern models are all extensions of 

the Solow growth model that the Chairman referred to at our last meeting. That model is 

deterministic, nonmonetary.  These models are extended to include a role for monetary factors 

and to include the role of uncertainty and unpredictable shocks to the economy.  I think the staff 

memo would have been clearer if it had distinguished between these two notions of slack, 

because the estimates they present in this memo—some are aimed at this longer-run notion, and 

some pretty clearly are aimed at this short-run reference notion.  For example, the NAIRU 
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estimates they present are designed to estimate the longer-run normal rate of unemployment, 

because they deliberately exclude high-frequency factors, but our models tell us that’s clearly the 

wrong benchmark for policy in a world in which the economy is hit by a range of shocks.  So my 

suggestion would be that staff members, when they present to us a gap or a natural rate concept, 

be clear about what they’re trying to present.  I’ll note here—and I’ll come back to this in a 

second—the discussion we had about adjusting the natural rate for the drought; that’s a high-

frequency adjustment.  But the logic for making that adjustment is really identical to the logic for 

this reference rate that responds to current shocks. I think it would also aid clarity if we, in our 

discussions, were mindful of this distinction between these two.  The gap between the current 

unemployment rate and the long-run normal unemployment rate is exceptionally high by 

historical standards, and that gap clearly represents a tremendous amount of human suffering.  

And I can understand—everyone should understand—why that would add urgency to the search 

for remedies to that.  But modern macroeconomics is pretty clear about the gap that’s relevant 

for the conduct of monetary policy, and it’s conceptually different from the gap defined by the 

distance between where we are today and where we’re going to be several years from now. 

So how do you estimate policy-relevant gaps? Well, you need a model because you’re 

talking about a counterfactual; you’re talking about something that doesn’t happen—it’s a latent, 

unobserved variable.  You need a model to be able to extract something like that from the data, 

and different models, obviously, give you different estimates. The staff memo presents estimates 

derived from EDO, the Board’s New Keynesian dynamic stochastic general equilibrium model.  

And it delivers an estimate of the current gap of a little under 3 percent, defined this second way, 

the natural rate way. That compares with the NAIRU-based estimate that the Tealbook provides 
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of about 4½ percent, so you can see that you can get a significant difference there.  This 

illustrates the extent to which the model you bring to bear makes a difference. 

So how big is the relevant gap?  Well, I’ve said before—and I think others around the 

table have said before—that we don’t think it’s large, and we’ve tried to describe economic 

factors that, in theoretical models, would affect the natural rate and so wouldn’t add to the gap.  

So they’d reduce your estimate of the gap.  Now, rather than repeat myself—I know that hasn’t 

stopped me in the past—I thought I’d take the opposite tack and talk about what’s in the gap.  

The economy in a model that’s taken to the data is envisioned as driven by shocks and other 

developments.  Those shocks all affect the data you see, but not all of them affect the natural 

rate.  So the things that affect the economy, but don’t figure into this natural rate, are the things 

that affect the gap. What could those things be?  Well, this depends, obviously, on the model 

you use to interpret the data, the model you use to extract an estimate of the natural rate, and so 

determine the gap. Let’s take a look at EDO, the Board’s DSGE model.  Its estimate of the gap 

is based on the natural rate, as I said, and it’s near 3 percent.  What would it take for the gap to 

be that large in that model?  Now, I should caution here:  What I’m going to say is based on my 

understanding of the model conceptually, theoretically.  I haven’t looked at the empirical 

decomposition, but based on my understanding of what’s going on in that model—this is true for 

a lot of other models as well—you’d have to believe that one of two sorts of things is going on 

for the gap to be large. First, you could believe that firms have not fully adjusted their prices in 

response to the downward shift in demand that occurred four years ago.  These models are based 

on the notion of prices being sticky temporarily—that people set prices and, for a time, they’re 

not incented toward, or they’re prevented from, adjusting their prices to reflect developments 

that they’re seeing at their doorstep.  So this price stickiness keeps prices from adjusting.  A fall 
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in demand shows up in quantities rather than prices at first, and then later, as prices adjust, the 

adjustment shows up in prices rather than quantities.  So that’s the general mechanism.  To 

attribute it all to that, you’d have to believe that there’s an incredible amount of price stickiness 

in this economy.  I don’t find that plausible, and I don’t think it lines up with other evidence we 

have on the degree of price stickiness in the economy. 

The second class of things you could believe, in order to believe that the gap is large, is 

that the economy has been hit by a string of large shocks that have not affected the model’s 

natural rate but have affected the economy.  And this is what the model attributes the large gap 

to.  What would those shocks be? Well, in EDO, there are only two kinds of shocks that would 

affect the gap.  One is a string of upward shocks to the degree of monopolistic power that firms 

have in setting prices. Firms are monopolistic competitors.  They have a little bit of pricing 

power, not total, and the amount of pricing power they have is determined by the degree of 

substitutability between goods.  For some reason, goods are less of a substitute for each other 

now, so firms have more pricing power, and that’s why prices haven’t adjusted, quantities have, 

and the gap is high.  Alternatively, you could believe that a string of analogous shocks in the 

labor market has occurred, so that workers have more bargaining power in setting wages and are 

able to extract a kind of monopoly power from the firms they work for.  Now, I don’t have direct 

observations on any of these.  You infer these from the model and the data.  You take the model 

as given, you infer these kinds of things.  But those don’t really match up, in my mind, to the 

kinds of anecdotal stories you hear from people.  You just don’t hear about firms having a lot 

more pricing power than they did four years ago, and it certainly doesn’t seem consistent to think 

of workers as having a lot more leverage now, either.  So I find both of these implausible.  Now, 

as I said, this is based on my understanding of EDO; my understanding of how the theoretical 
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model is built—that is well documented.  In that EDO model, in the memo results, they didn’t do 

the decomposition.  They didn’t show us how much of the gap is due to sticky prices left over 

from 2008 shocks, how much is due to monopoly power shocks, how much is due to wage 

pricing shocks.  I said they don’t seem plausible, but the right way forward for us, in talking 

about these things, is to put some estimates on the table and do the decomposition.  We have a 

working group under way that works with a set of these models. There are other DSGE 

models—Philadelphia, Chicago.  What’s the other one? 

PARTICIPANTS.  New York. 

MR. LACKER. New York.  I forgot New York.  And there are others around the 

System.  I know that Atlanta operates a pretty elaborate model as well.  So each of these taken to 

the data would give you a different estimate of the gap, and they’d give you a different 

decomposition of what the gap was about.  We’d be able to look at those, if we had them in front 

of us, and say, “Well, attributing the gap to this is persuasive to me.  It matches up with what I 

think is out there,” or, “This reason for the gap to be large isn’t persuasive to me.”  And we could 

have a discussion that goes beyond, “I think the gap is big.” “No, I think the gap is small.”  “No, 

I think the gap is big.” “No, I think the gap is small.” I think we could make progress by putting 

the cards on the table, by putting some more-explicit analysis on the table. 

So that’s my suggestion for improving our discussion of the gap going forward.  As I 

said, the estimates of the 3 percent gap in EDO seem implausible to me compared with factors 

that I’ve talked about that are likely to affect the natural rate rather than the gap—things like the 

labor market, skill problems, the housing overhang, and policy uncertainty, which aren’t 

captured by the models.  We could have a debate then about what is in the model or not.  This is 

what goes into my thinking—that we shouldn’t expect much from monetary policy now.  
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Moreover, we might be pretty close to where the policy-relevant natural rate is right now.  Thank 

you—I took some extra time here.  I appreciate it.  Thank you very much, Mr. Chairman. 

CHAIRMAN BERNANKE.  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  I don’t really understand why the DSGE model should 

be particularly relevant to the current set of circumstances, given that this is a financial shock, a 

huge financial shock, and my understanding is that DGSE models are very rudimentary, if they 

have anything, in terms of the financial sector.  To go to the DSGE models as a source of 

determining the natural rate versus the NAIRU and the size of the gap seems a little bit “off the 

reservation” relative to the source of the shock.  So I’m just curious what your reaction is. 

MR. LACKER.  Sure.  Let me say two things to that.  The first is that progress has been 

made in putting the rudiments of a financial sector in these models.  The New York model is a 

leader on that. 

VICE CHAIRMAN DUDLEY.  But we’re still in elementary school. 

MR. LACKER.  Right.  The second thing I’d point out, though, is that if we’re going to 

think about the data we see, draw conclusions, and act on it, we’re using either an explicit model 

or an implicit model.  There’s no avoiding that.  Otherwise, what we’re doing is gibberish.  An 

explicit model has the advantage of exposing all sides of the reasoning process to scrutiny by 

others.  You can say, and it’s perfectly legitimate to think, “All right—yes, this factor that I think 

is important is not in this model,” and I just did that with EDO.  I just said, “Look, it doesn’t 

have a very articulate labor sector”—but we can debate that, and we can look at the magnitudes 

and talk about that.  So I think it’s a vehicle for analysis and discussion that crystallizes our 

thinking, that pins things down, but I don’t think it’s constructive to say, “X isn’t in the model.  I 
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have a free pass to say whatever I want.” I just don’t think that’s constructive.  I know that’s not 

what you were advocating. 

CHAIRMAN BERNANKE.  President Lockhart. 

MR. LOCKHART.  Thank you, Mr. Chairman.  Thank you, President Lacker.  You’re a 

perfect straight man for me because I’m going to be rather brief [laughter] to preserve time for 

the main event. Reports from my District contacts were very little changed from August. 

Economic expansion remains positive but very modest.  Just a couple of comments from 

contacts.  First, housing-sector contacts and several of my banking directors reported that 

residential real estate activity in general is clearly improving.  Prices have firmed in many areas, 

sales volume has increased, and permitting is rising.  Purchase mortgage applications have 

increased recently, and refinance activity remains positive. I have also seen data suggesting that 

the recent increase in purchases is being driven primarily by mortgage-financed homebuyers 

rather than cash investors.  Second, a director from a large management consulting firm offered 

the view that a number of his firms, very large corporate clients, have resigned themselves to a 

2 percent growth world, and that major actions these businesses might take to accelerate their 

growth are largely on hold.  We heard a similar theme from several contacts.  And, third, 

inflation and rising business costs are not much of a concern among our contacts.  My director 

from the country’s largest home-improvement retailer reported that suppliers are not asking for 

price increases in this environment. 

Let me shift to my Bank’s assessment of the national economy and outlook.  It has 

become pretty difficult, in my view, to reject the view that the economy has been on a roughly 

2 percent growth trend for most of the recovery.  Maybe I’m a little slow, but the recognition has 

gelled in my thinking, just in the last few weeks, that this is the prevailing reality.  Based on 
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recent estimates, this may even overstate the immediate reality.  My outlook for GDP growth 

continues to show only modest improvement on this trend over the forecast horizon.  In 

particular, beyond this year and next, I remain less optimistic about the pace of GDP growth than 

the Tealbook.  With respect to employment, my baseline outlook has been a continuation of the 

trend of roughly 150,000 per month that has prevailed over the past two years.  This pace would 

be sufficient at current participation rates to make continuing but modest progress on the 

unemployment rate. However, last week’s job report makes it pretty clear that employment 

growth has fallen short of the 150,000 trend over the past four months.  Even though four months 

amount to a small sliver of time, I am concerned about the lack of any sustained progress on the 

unemployment rate since the beginning of the year.  It is getting harder to rule out the possibility 

that returning to the scenario of 150,000 jobs a month is at risk.  My perception is that the well-

known uncertainty factors, including those associated with various downside risks, are 

contributing to some of the recent softness in the data.  I have no argument with the SEP bias that 

GDP growth risks are weighted to the downside, but I don’t rule out that these uncertainty drags 

could dissipate and that there is some upside potential.  For instance, some of the incoming 

information around housing and Europe has been mildly encouraging, and it’s plausible that if 

the major sources of uncertainty—notably, the fiscal cliff and European situation—are resolved 

favorably, or more or less favorably, in a few months, the outlook actually could be brighter.  So 

it strikes me that this environment is not as clear-cut as the situations that we faced on the cusp 

of LSAP1 and LSAP2. Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Mr. Wilcox, did you want to add to the 

conversation? 
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MR. WILCOX.  Yes. I don’t have a detailed response to President Lacker’s comments, 

but I thought I might just offer a few observations.  Sometimes I’m in sympathy with many of 

the points that President Lacker makes.  I think it’s important, though, to state that we take it as 

our remit to advise the Committee to the limit of our ability to measure the economy, to estimate 

and understand the economy, to observe economic processes.  We think it’s critically important 

not to do more than that, and we’re profoundly aware of the extent of our ignorance and the 

ignorance of the macroeconomic profession at large, regarding key questions about how the 

macroeconomy works. I’m reminded of a comment that Larry Summers once made in quite a 

different situation, in which he said, “You know, economics is an interesting field.  I doubt that 

when astrophysicists get together, they debate the fundamental validity of the laws of gravity.  

And yet what we as economists do is, we have profound uncertainty about questions that are as 

fundamental as the laws of gravity.”  We on the staff do make every effort to distinguish short-

run influences that we can identify.  For example, we have adjusted our reference level of the 

unemployment rate in light of influences that we can identify and estimate, stemming from 

emergency unemployment benefits and from the quality of functioning of the labor market.  We 

have adjusted our measure of the gap between the actual unemployment rate and the reference, 

or natural, rate of unemployment for those kinds of things.  But beyond that, we confront the real 

world in which data are imperfect, theory is deficient, policymaker and staff bandwidth is 

limited, and there are a lot of profound and fundamental debates to be resolved. 

With regard to EDO, it is a state-of-the-art DSGE model coming directly out of the 

intellectual tradition that President Lacker refers to. It’s part, but only part, of the intellectual 

base that we consult in the course of putting together our analysis that we provide to the 

Committee.  Now, whether the empirical properties of that model are plausible or implausible is 
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a little difficult for me to say.  They are what they are, and they’re derived by an effort to work 

directly in that intellectual tradition.  We have pursued a diversified, multimodel strategy, which 

we think provides our analysis with a greater robustness than would be the case if we had a 

single model or a single-intellectual-tradition strategy. So I’m in sympathy with many of the 

points that President Lacker raises, but I think we need to recognize that the macroeconomic 

profession has a long way to go before we can deliver the kind of clarity and certainty that it 

seems to me is implicit in much of your remarks. 

CHAIRMAN BERNANKE.  President Bullard. 

MR. BULLARD.  Thank you, Mr. Chairman.  I appreciate Dave Wilcox’s comments 

there, and I’ll have a few comments on the slack memo at the end here. Let me talk for a minute 

about the Eighth District economy, which continues to expand at a modest pace.  The drought in 

the District has been especially severe and is having an important effect on agriculturally based 

businesses.  I generally agree with the Tealbook analysis of the effect of the drought on the 

macroeconomy over the next couple of quarters. District labor markets are improving slowly. 

The District unemployment rate, based on 16 District MSAs, has continued to decline this year 

and is, according to the most recent data, about 7.5 percent, noticeably below the national 

unemployment rate.  Employment growth in the District has been slow, just a touch better than 

the national data, according to the most recent observations.  District real estate markets have 

improved during 2012.  Data on home sales for District MSAs, for instance, are up by a healthy 

margin compared with 2011.  Specifically, year-to-date home sales are up almost 13 percent in 

Louisville, 7 percent in Little Rock, 10 percent in Memphis, and 16 percent in St. Louis.  

Similarly, building permits for single-family homes year to date in 2012 versus 2011 were up 

42 percent in Louisville, 14 percent in Little Rock, 46 percent in Memphis, and 23 percent in 
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St. Louis.  So I think that the housing part of the equation is moving off the bottom in 2012, and I 

find that encouraging. 

Nationally, I view the macroeconomy as being in a sluggish economic growth mode, but 

for a variety of reasons, I do not think the current constellation of data readings is one that should 

trigger outsized monetary policy action.  I view the U.S. economy as being on a path not too 

different from the one suggested in the work of Carmen Reinhart and Ken Rogoff as cited by 

President Lacker.  They noted that post-financial-crisis or post-bubble economies tend to grow 

relatively slowly for a long time.  Our economy clearly suffered through a collapse of a housing 

bubble, along with an associated financial crisis, so it is not really that surprising that the 

economy is following a path similar to the one experienced by other countries that have been in a 

similar situation.  In particular, the notion of a rapid return to the pre-crisis, bubble-influenced 

real GDP growth trend seems quite unrealistic according to the international cross-country 

evidence.  This, to me, is the leading hypothesis for our current situation.  I am concerned about 

the global slowdown and that, fed in large part by ongoing recession in Europe, this is affecting 

and will continue to affect U.S. multinational corporations.  These effects are quite apparent in 

my discussions with business contacts in medium and large firms in the District and across the 

nation.  Many are reporting troubling or worrisome movements in revenue and volume data 

during recent months.  While this bears watching, I do not think it is yet at the point where I 

foresee an especially severe impact on the U.S.  Some of this is certainly to be expected when the 

pan-European economy, which is actually somewhat larger than the U.S. economy, is in 

recession. 

I see U.S. inflation as subdued but generally close to target, unlike the summer and fall of 

2010, when nearly all measures of inflation were low and on a downward trajectory.  Again, this 



 
 

 
 

 

  

   

   

  

 

  

   

 

  

   

   

   

 

   

  

 

     

 

 

  

   

    

September 12–13, 2012 70 of 290

bears watching, but in my view, a threat of continued disinflation and possibly eventual deflation 

has not materialized, at least so far. Inflation expectations are, by our own description, stable.  

Five-year TIPS-based expected inflation was about 208 basis points yesterday.  This, again, is 

not the situation of 2010, at least so far.  In addition, the five-year TIPS real yield of about 

minus 145 basis points is considerably lower than in 2010, suggesting that monetary policy may 

be much easier today than it was at that juncture.  In addition, I do not see financial stress as 

being particularly high at the current moment.  The St. Louis Financial Stress Index is showing a 

relatively tame reading. Of course, many factors could increase financial stress, but as of now, 

those events have not occurred and, in fact, may not occur. 

I think it makes sense to wait and see what Europe can deliver during the fall.  As I’ve 

told all of you before, I’ve become more pessimistic on the medium-term European prospects 

during the summer, as I have come to doubt that Europe has the type of either informal or formal 

institutional arrangements to deal with a crisis of this magnitude.  Still, I think the jury remains 

out on that issue, so it would make sense for us to wait and see what the Europeans do, and see 

what happens.  Certainly, recent declines in Spanish and Italian yields across the yield curve for 

government debt in both countries have been impressive and substantial, even if the medium-

and longer-term outlook for Europe is questionable.  I am concerned that the ECB is not really 

easing aggressively in order to mitigate the euro-area recession. Indeed, the ECB is preoccupied 

with selective debt purchases on a basis that requires some conditionality, which means that they 

have to wait for the country to react to their offer.  This throws off the timing of the relationship 

between the normal business cycle and monetary policy.  So that’s keeping the ECB from acting, 

which makes me worried that the U.S. action could exacerbate the recession there by 

strengthening the euro.  And indeed, the euro has been stronger in recent weeks.  You might say 
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we worry only about the U.S. economy, which I think is very true and very relevant, but this 

could end up feeding back to the U.S. in a detrimental way if we make the European situation 

worse. 

Longer-term interest rates in the U.S. are already very low.  Ten-year Treasury trading in 

a recent session was around 170 basis points.  That’s extremely low by recent historical metrics. 

Longer-term inflation expectations are in excess of 250 basis points, depending on which 

measure you use.  That implies negative real yields over a 10-year horizon.  That’s an extremely 

long horizon to have a negative real yield.  I think the United States can benefit from the lower 

yields that we have in place right now.  We can benefit from the flight to safety that has driven 

capital out of Europe, much as the United States did during the 1997–98 Asian currency crisis. 

Also, equity markets are at recent highs—four-year highs, if I’m not mistaken.  This seems to 

indicate among investors a certain confidence in the future of U.S. economic performance 

despite an ongoing worldwide slowdown, and I think the jury is still out a little bit on whether 

the United States can be the strength in the storm here or whether we’re going to get pulled into 

the global slowdown ourselves.  Obviously, there are detrimental effects from the rest of the 

world, but there are also offsetting flight-to-safety effects in the United States.  So I think we 

could afford to see how that plays out for a few months here going forward. 

Labor markets in the U.S. are improving, although in a halting and uneven way.  It is 

sometimes noted that the national unemployment rate has not improved during 2012.  I might 

remind the Committee that this was also true in 2011.  We had 9.1 percent unemployment in 

January of 2011.  As of August 2011, we were also at 9.1 percent.  However, today’s 

unemployment one year after that is 8.1 percent, 1 full percentage point lower.  That’s about as 

good as we can do in this game, about as good as we can do in one year’s time.  The U.S. 
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unemployment rate has rarely, if ever, dropped this much in one year during the past 25 years.  

This improvement, of course, occurred unevenly, but it did occur nevertheless and from a 

starting point last year at this time in September that looked considerably darker than today’s 

outlook.  Some might say we didn’t take action last year, but we took action through the maturity 

extension program.  That program is still in place and still on the table. 

In summary, as always, there are many ongoing developments that bear watching, but I 

think that the current readings on key aspects of the economy do not argue for outsized monetary 

policy action at this particular juncture.  I’m not saying I would never support it, but I don’t think 

that this moment is probably the right time. 

A few comments on the slack memo.  I do appreciate the memo, and I think it did a great 

job of outlining the approach to the slack issue that has been taken by the staff for, I believe, 

many years at the Fed.  I thought it was accurate and outlined the issues very well.  The memo, 

to me, suggests that the “get-serious DSGE approach” shows exactly how complicated this 

concept really is when you try to get down to it.  Whenever you’re trying to fix something, it’s 

good to know what you’re trying to fix.  And the great thing about the New Keynesian model is, 

you know what you’re trying to fix.  You’re trying to fix the fact that there are sticky prices out 

there, and you can improve welfare in that model in a certain way by certain types of monetary 

policy actions.  But different assumptions that you might make inside the model are quite subtle, 

and they can imply different welfare outcomes—that is, different amounts of utility that actually 

get delivered to households.  I think that there’s no substitute going forward, that the Committee 

just has to take a stand on these complicated issues and we have to roll up our sleeves and say, 

“What is it that we think we need to do?” and “What is it that we want to fix?”  The problem is, 

because of the subtleties inside these models, what we learned from the models is that you can 
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inadvertently be doing more harm than good, depending on what’s actually going on in the real 

world and depending on which assumptions are really the ones that make the most sense. I think 

there’s a very clear core idea, and you don’t have to read the whole literature to get at the core 

idea.  The core idea is that the flexible price level of output is a volatile object. Even in an 

economy that had no frictions whatsoever, there would be all kinds of shocks, and that level of 

output, which would be a Pareto-optimal thing, would be moving around all of the time.  The 

actual level of output that we observe is probably not that level of output, and therefore there 

may be scope for a policy action.  But in any event, that volatile flexible price level of output is 

not going to be a smooth trend the way we traditionally have thought about it in macroeconomic 

circles since the 1950s and 1960s.  Most of what we try to do when we think about potential 

output and measures of slack is to get a smooth trend.  I don’t think that that’s supported by the 

modern macroeconomic literature. 

The memo also makes it clear that there’s tremendous uncertainty about estimates of 

slack, even if you’re willing to swallow other assumptions about the statistical models or the 

economic models.  As I’ve emphasized in the past, even if all you want to do is forecast, and you 

don’t care about all of the theoretical issues, the relationships between the slack measures and the 

actual inflation outcomes are questionable themselves and are weak and, I think, have gotten 

weaker over time. I’ve talked about slack many times here, but I do think that, going forward, it 

would behoove the Committee to put a clear model on the table.  We can argue about whether 

those assumptions are the right ones, whether we like them, and whether we think we can bring 

other evidence to bear on the particular assumptions.  And we can get it clearer in our own heads 

how we think we’re helping matters with our policy. 
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I also thought it was very interesting in the memo—I’ve often wondered about the term 

“NAIRU.”  The memo makes it clear that the “A” no longer belongs in “NAIRU,” and in fact, 

the “N” doesn’t belong in “NAIRU” either—so just “IRU.” It’s just “IRU” at the end.  The “A” 

stands for “accelerating” and staff members make it clear that they’ve had to take that part out 

because it wasn’t working very well over maybe quite a long time period.  So I thought that that 

was interesting.  Maybe we should quit using the term, since the acceleration part isn’t in there 

anymore.  Thanks a lot.  

CHAIRMAN BERNANKE.  President Rosengren. 

MR. ROSENGREN.  Thank you, Mr. Chairman.  The past nine months remind me a bit 

of Samuel Beckett’s play Waiting for Godot. Rather than waiting for Godot, we are waiting for 

the labor market recovery.  And like Godot, the recovery in the labor market continues to elude 

us.  In the Beckett play, the characters seriously consider suicide as their best solution to the 

seemingly endless wait.  I do hope that tomorrow we arrive at a better solution.  [Laughter] 

Unfortunately, last month’s labor market report was quite consistent with my submission 

for the experimental consensus forecast.  I had a more pessimistic outlook for the next 18 months 

than the consensus forecast, and it assumed that we would not see robust employment growth or 

a significant change in the unemployment rate by the end of the year—or, for that matter, the end 

of next year—without further accommodation.  The modest employment growth did not surprise 

me, although I may not have sufficiently considered the possibility of the further declines in the 

labor force participation rate that were a striking feature of last Friday’s employment report, 

reducing the unemployment rate but for the wrong reason.  One of the distinctive features of this 

recession and recovery has been the percentage of the unemployed who remain unemployed for 

greater than 26 weeks.  Unlike the deep recession in 1982, in which there was a quick recovery 
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and, as a result, a relatively small increase in long-duration unemployment, this recession has 

had a weak recovery, resulting in more long-duration unemployment.  Work being done by the 

staff in Boston that decomposes the Beveridge curve by duration of unemployment finds that the 

shift in the curve is primarily generated by workers who suffer long-duration unemployment.  

Faster growth in the economy would likely mitigate some of this problem. 

While some have attributed the slow recovery to a deleveraging process, I would put less 

weight on that argument.  Consumption and business investment have not been the laggards in 

this recovery.  Rather, government spending and housing account for much of the unusual 

weakness.  In fact, if you exclude housing and government spending from GDP for this recovery, 

it looks much like the previous two recoveries.  The unusually weak government spending is, in 

part, a result of the state and local governments pulling back in response to greatly diminished 

revenues, a direct consequence of the depth of the recession and the weakness of the recovery.  

Many were prepared for a revenue shortfall, with funds accumulated in their rainy day funds, but 

this recession quickly put most rainy day funds underwater.  Housing is usually a driver of most 

recoveries but has been absent for much of this recovery.  However, since the onset of the 

housing bust, the population has grown, per capita income has grown, interest rates are low, and 

prices are more affordable, resulting in tentative signs of a housing recovery.  This is a propitious 

time for considering additional stimulus to housing. If homebuyers feel that house prices are on 

the rise—as many indicators suggest and the Tealbook forecasts—and that mortgage rates will 

remain this low only temporarily, we may start to get new homebuyers to commit before rates 

and prices rise. 

It is important to note the significant downside risks we are still facing.  While there have 

been some positive announcements about financial support out of Europe, the underlying 
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solutions still require political support.  Domestically, while most are aware of the dangers of a 

fiscal cliff, the positive solutions still require political action.  Should either of these risks 

materialize, we will need to consider a further array of tools:  possibly expanding QE even 

further, using asset purchases to target long rates, or providing more commitment in our 

guidance.  An important addition to these tools might also be an expanded set of discount 

window actions.  The staff memo on this provides a good road map to possible ways forward.  

They include a variant of the Bank of England program, a mortgage program that would provide 

low-cost funding for banks to finance mortgage loans—particularly to those parts of the 

mortgage market that have been slow to recover, and programs that might require Treasury 

support to reduce the credit risk entailed on certain types of lending.  While some of these tools 

are likely to be most useful during a crisis where lending markets are disrupted, some could be 

implemented even in the current rate environment. I would encourage the staff to continue to 

search for creative ways that we can support those areas of the economy that are still troubled.  

As further progress is made, it may be worth discussing, either as an additional tool if the 

recovery continues to be quite slow or as a contingency plan should some of the tail risks 

materialize.  Thank you, Mr. Chairman.

 CHAIRMAN BERNANKE.  Thank you.  President Williams. 

MR. WILLIAMS.  Thank you, Mr. Chairman.  During the intermeeting period, the 

economic data have confirmed that the economy remains stuck in low gear. Like the Tealbook, I 

expect only modest GDP growth in the second half of this year.  Clearly, the economic recovery 

hasn’t been able to gain traction in the face of a variety of headwinds.  These include household-

sector deleveraging, tight credit for many potential borrowers, fiscal retrenchment, and global 

uncertainties.  Given these headwinds, absent further monetary policy accommodation, I would 
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expect sluggish growth and no meaningful progress toward our employment mandate until 2014.  

Indeed, when judged on a policy-consistent basis, my outlook is somewhat more pessimistic than 

the Tealbook forecast and consensus forecast, with slower GDP growth and a higher path for the 

unemployment rate. 

In gauging the medium-term outlook for the economy and the stance of monetary policy, 

I find the Kalman-filter model that I developed with Thomas Laubach to be a useful tool.  After 

this morning’s discussion, I’m a little nervous about going into the Kalman filter, but I’m assured 

that Thomas is ready with a white board to answer any technical questions regarding our model.  

But this model seeks to distinguish between transitory and highly persistent supply and demand 

influences on economic activity.  In response to President Bullard’s earlier comments, I would 

stress that in our model, we do not impose any restriction that potential output growth is smooth.  

We let the data speak to that.  The highly persistent influences on demand can be summarized by 

what we call the natural rate of interest.  In the model, a highly persistent reduction in demand 

lowers the natural rate of interest.  And I think importantly for thinking about the stance of 

monetary policy and a number of issues around that, our balance sheet policies should boost the 

natural rate of interest, all else being equal, in this empirical model. So, influenced by Board 

staff research that highlights the information content of gross domestic income along with gross 

domestic product, I’ve estimated a modified version of the Laubach–Williams model using both 

GDI and GDP.  The current estimate of the natural rate of interest from this model is about 

minus 75 basis points.  The current real funds rate, therefore, is only about 1 percentage point 

below this estimate of the natural rate.  This implies that the current extent of monetary 

accommodation, including our balance sheet policies, has only modestly exceeded the severe 

headwinds that we’re facing in our economy. 
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Given my forecasts for subdued economic growth and very little progress on the 

employment mandate over the next few years, my SEP projection assumes considerable 

additional monetary policy stimulus.  In particular, I assume a new program of open-ended 

purchases of Treasuries and MBS.  They expand the Fed’s balance sheet by about $1 trillion over 

the next year or so. And with this stimulus, I expect a faster recovery, with real GDP growth of 

2½ percent next year and 3¼ percent in 2014, with the unemployment rate edging down to 

7.9 percent at the end of next year and 7.3 percent at the end of 2014.  I see the risks to this 

outlook as skewed to the downside.  Another bout of brinkmanship around the fiscal cliff seems 

likely, if not inevitable.  The problems plaguing Europe also remain daunting, with considerable 

risk to our economy if the financial crisis intensifies. Here I would just echo the comments made 

earlier by Vice Chairman Dudley.  I share those views and was somewhat more pessimistic than 

perhaps the Tealbook’s description of recent events in Europe.  The bold program that the ECB 

has announced will certainly buy some short-run relief, but the underlying problems remain:  a 

lack of political federalism, an unsustainable fiscal outlook, and disparities in economic 

competitiveness across Europe.  So, in summary, the ECB’s actions may serve as a useful bridge 

loan.  I hope it is not a bridge loan to nowhere. 

The fiscal cliff and the crisis in Europe are not just risks to the outlook; by increasing 

uncertainty, they also seem already to be adding to the factors slowing our recovery.  It seems 

everyone I talk to stresses that uncertainty is holding back hiring and investment.  Indeed, 

uncertainty appears to have virtually paralyzed some businesses, prompting them to postpone 

capital spending and delay payroll expansions.  So a key question for monetary policy is whether 

this rise in uncertainty should be viewed primarily as a shock to demand, which lowers both 

output and inflation if not counteracted by additional monetary policy stimulus, or as a shock to 
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supply, such as the drought, which lowers output but boosts inflation.  Recent theoretical and 

empirical research has addressed this question.  As I described back in December, empirical 

research by my staff at the San Francisco Fed finds that over the past 30 years, higher uncertainty 

operates like a negative aggregate demand shock that reduces both economic activity and 

inflation.  Following uncertainty shocks of the types that we currently face, expenditures on 

consumer durables, investment, short-term interest rates, and inflation all fall, while 

unemployment rises, in this analysis.  Now, I’m sure President Lacker will be very happy to hear 

what I’m about to say, and that is that we also looked at this issue in a fully micro-founded 

DSGE model.  This finding that uncertainty acts primarily as a demand shock is confirmed by 

the research using such DSGE models, both by my staff and by academic researchers. An 

increase in uncertainty causes households to save more for precautionary reasons.  This affects 

both supply and demand in the models.  However, in these models, the demand effects are by far 

the dominant ones.  This is because the negative effects of an uncertainty shock on consumption 

are amplified when prices are slow to adjust, causing businesses to cut production further.  This 

implies that uncertainty shocks lead to a negative output gap, a fall in inflation, and this is 

consistent with the empirical evidence I mentioned a moment ago.  All told, both theory and data 

suggest that the uncertainty shocks that I believe are holding back our economy today really 

should be seen more as adverse shocks to demand, which monetary policy should aim to offset. 

Turning to inflation, the medium-term outlook has not changed.  I continue to expect 

overall PCE inflation to remain below 2 percent for the next few years, and I view the risks to the 

inflation forecast as balanced. Thank you. 

CHAIRMAN BERNANKE.  Thank you.  President Pianalto. 
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MS. PIANALTO.  Thank you, Mr. Chairman.  Like President Lockhart, I’m going to 

keep my remarks on economic conditions particularly brief today because I believe that we have 

more agreement on the outlook than we have on the policy implications of the outlook, which 

means that I’m not going to be as brief in my comments on policy tomorrow. My District 

business contacts remain concerned about the risks to the outlook, yet they are generally 

reporting only small changes in activity levels in their own businesses.  A few of my business 

contacts point to either a coming slowdown or a coming acceleration in their sales.  Their 

comments are consistent with the holding pattern around today’s 2 percent growth rate.  In my 

current outlook, I expect the recovery to remain in this holding pattern for the rest of this year 

and then generally pick up to a GDP growth rate of a little more than 2½ percent in 2013 and a 

little more than 3 percent in 2014.  In order to achieve these projected growth rates, I assume that 

we provide further policy accommodation by extending the period of very low rates into 2015. 

Among the data released since our last meeting, the August employment report stands 

out.  It was particularly disappointing in that the BLS confirmed that the economy had made very 

little progress in labor markets over the summer. While the month-to-month swings in the 

household survey make the progress on the unemployment rate difficult to interpret, the decline 

in the employment-to-population ratio to essentially its post-recession trough makes it clear that 

there has been little sustained progress in labor markets.  Nonetheless, as GDP growth picks up 

over the next two years, I am expecting that we will make gradual progress on unemployment.  

As mentioned in the memo on economic slack, the Cleveland staff has taken a close look at the 

flows into and out of unemployment to examine the natural rate of unemployment.  This research 

finds that the trends of flows into and out of unemployment, often referred to as labor market 

churning, have been falling for several years.  This decline in labor market churning implies that 
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the current path to full employment will likely be slower than in past cycles. Some 

commentators treat the slow progress on reducing unemployment as evidence that the natural 

rate is far higher.  However, in the Cleveland Fed model, a faster pace of GDP growth does 

lower the unemployment rate more quickly.  While this result is supportive of monetary policy 

accommodation, it doesn’t answer the question of the effectiveness of our nontraditional 

monetary policy tools. 

Turning to inflation, I have made only small changes to my outlook for inflation.  I agree 

with the Board staff that we’re likely to see more disinflation in core PCE rates, but my forecast 

doesn’t get quite as far away from the 2 percent rate as the Tealbook anticipates. 

The risks to my economic outlook remain primarily to the downside for GDP growth.  

Although market participants seem to be taking a more optimistic view that Europeans will solve 

their problems, a crisis in Europe remains a large risk to the recovery in the United States.  In 

addition, the fiscal cliff poses a significant risk of a dramatic slowing of the U.S. economy.  

These risks to growth imply that unemployment could end up higher than anticipated.  On 

inflation, I continue to see the risks tilted toward the downside, given the significant downside 

risks to economic activity and the low levels of some measures of inflation expectations.  In my 

view, these risks to growth, unemployment, and inflation make the outlook more uncertain than 

normal.  Thank you, Mr. Chairman.  

CHAIRMAN BERNANKE.  Thank you.  President Evans. 

MR. EVANS.  Thank you, Mr. Chairman.  Following our July meeting, the key question 

was whether the incoming data would finally begin to show substantial and sustainable 

improvement in labor markets.  It’s pretty clear that the answer to that question is no.  Without a 

doubt, 2012 will go into the books as another year of unsatisfactory economic performance.  This 
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is the third year in a row of growth around 2 percent.  This pace of growth leaves resource slack 

quite large. At the same time, the inflation outlook is not threatening, and numerous theoretical 

and empirical analyses show that there are ways to provide additional accommodation that will 

improve this economic situation. 

In terms of recent developments, the problems that we’ve characterized as downside risks 

earlier in the year have materialized into actual headwinds.  They are gathering in strength. My 

business contacts noted that their current operations are being adversely affected by increasingly 

negative forces in the U.S. and around the world.  Similar to some comments that President 

Lockhart made, apparently CEOs are sharing their gloomy outlooks with their fellow CEO 

interlocutors, and this has the potential to reinforce downward expectations and spiral into even 

softer spending and hiring.  For example, one of my regular contacts repeated comments he had 

heard from the CEO of a major U.S. conglomerate, who was a former Fed Bank chair 

somewhere.  According to my contact, this CEO instructed all of his business units to plan for 

the possibility that the U.S. will experience a lost decade, like Japan.  I think that’s disturbing.  

With regard to Europe, many of my contacts thought the odds of truly awful outcomes had 

declined, and that’s a positive comment.  The recent ECB announcements regarding outright 

monetary transactions give the fiscal authorities somewhat more time to maneuver, but the 

additional bond buying will be conditioned on fiscal consolidation that likely will be difficult to 

achieve and bad for growth in those countries.  And without stronger growth, the periphery 

countries are going to face repeated crisis events over the next several years. As one financial 

contact we spoke to put it, “All the Europeans have done is transform an acute problem into a 

chronic one.”  The other elephant in the room is the U.S. fiscal cliff.  On the upside, my contacts 

say that surely the parties in Washington will find a way to limit the damage after the election.  
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But on the downside, many currently see uncertainty over the cliff weighing on activity, and no 

one can rule out the possibility of a messy outcome that would result in very significant fiscal 

drag hitting us around the turn of the year. 

One bit of positive news is that I’m hearing commentary that indicates monetary 

accommodation is helping.  Several financial contacts say that today’s low rates are leading them 

to increase investment, and that should facilitate future activity. For instance, we heard 

comments on how funding for distressed properties has increased and capital is being redeployed 

to the residential sector. Indeed, there’s been a lot of talk about residential construction 

improving, as several have noted.  Furthermore, refinancing continues to help firms strengthen 

their balance sheets, putting them in a position to increase investment or pass on funds to 

someone else more likely to spend them, as you pointed out at our last meeting, Mr. Chairman.  I 

should note that while low rates are pushing some to undertake more investment, our financial 

contacts do not say that they are seeing excessive risk-taking or anything approximating financial 

froth.  And in the past, they’ve not been shy about pointing that out when they have seen that. 

As I said earlier, conditioned on our current policies, the outlook for economic growth is 

unacceptable.  It’s unacceptable in part because recent data reinforce the obvious point that high 

inflation is not a concern, certainly not relative to our long-run objective and certainly not within 

our balanced approach strategy.  And it’s unacceptable because mainstream monetary analysis 

clearly indicates that there are means of providing more accommodation that can improve these 

outcomes.  The Board staff analyses clearly demonstrate this.  The LSAP memos had simulations 

that pointed that out, FRB/US’s optimal control simulations and the nominal-income-level-

targeting simulations point that out, too.  Mike Woodford’s careful analysis in his Jackson Hole 

paper showed the same. 
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While I’m at this point, let me make a couple of comments about DSGE models, which 

were discussed earlier today. It is certainly the case that we are presented with results from four 

models that are currently being looked at: the EDO model out of the Board, our Chicago model, 

Philadelphia’s model, and New York’s model.  A question that President Lacker was asking was, 

in the context of these models, how big is slack, and how is it measured?  At some level within 

the context of these models, this is a bit of a red herring.  For instance, if you look at the 

projections, all of the inflation forecasts coming out of these models are under our 2 percent goal, 

and that’s true through 2015.  So, even in a model that’s looking at whatever measure it is that’s 

holding back inflation, there is no inflationary pressure—and some of the models have much less 

inflationary pressure than others.  The second point is that the theory in these models is really 

about marginal costs.  That’s the fundamental variable.  The firms in these models are faced with 

the following question: When I get to change my price and I’ve seen things change, what’s my 

marginal cost structure that tells me how much I should increase my price, given that I won’t be 

able to do it next time for sure? What have I faced, what am I expecting others to face, and 

things like that? Slack is often viewed in these models as a useful proxy at best.  If there’s a lot 

of slack, then your marginal costs won’t be rising; they’ll be low, and things like that.  But the 

fundamental is really about marginal costs.  And so, when you think about that, these models are 

really looking at the inflation data and everything around those data and saying, “We just don’t 

see inflationary pressures.” I can’t tell you exactly what the resource slack is that is embodied in 

that, but we don’t see inflationary pressures, and that’s coming out of all four of the models that 

we’re presented with quarterly. 

Another point that President Lacker raised is, if sticky prices are really what’s 

fundamental here, why haven’t they adjusted already?  And you hear that a lot.  In these models, 
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a lot of asynchronous price adjustment for whatever reason is given, and John Taylor has 

contributed importantly to exactly that point going way back over the last 20 or more years.  But 

even allowing for the fact that maybe there would have been adjustments already, I think it’s 

reasonable to assume that we’ve been hit with a sequence of negative aggregate demand shocks 

along the lines that I believe President Williams’s comments were pointing at.  At least we’ve 

certainly been surprised the last three summers in a row that output has been lower than we were 

projecting, so something different is at work.  And then it’s also the case that inflationary 

expectations matter in these pricing equations and models.  This is a little more delicate and 

subtle.  Apparently inflation expectations are stable in all of these models, but there are subtle 

modeling choices at work in each of them about what the stochastic process is for marginal cost 

pressures and how they’re updated and what inflation expectations are.  This gets at a point of 

dissatisfaction—when I talk with various people in the Federal Reserve, they might say, “I don’t 

like looking at the FRB/US projections because I see all of this monetary accommodation 

coming, and I don’t see inflation coming, and why is that?”  I talk to people, and they worry a lot 

about inflation.  We aren’t able to model that—apparently not satisfactorily, because they all 

come back to the same place, which is, expectations are well anchored or the stochastic process 

is mean reverting at some level, and so we just don’t see things getting out of hand.  I want to 

point out that this is not a FRB/US question per se, but it’s a statement about how much we 

really know within the context of well-articulated macro models.  It’s way beyond just FRB/US. 

All of our DSGE models have that same feature. 

So the bottom line, Mr. Chairman, is that this is the third summer in a row that economic 

growth has failed to achieve escape velocity, and the economy’s liftoff has fizzled on the 
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launching pad.  It seems clear that the outlook crosses the threshold that justifies more action.  

Thank you. 

CHAIRMAN BERNANKE. Thank you.  President Kocherlakota. 

MR. KOCHERLAKOTA.  Thank you, Mr. Chairman.  When we were in Jackson Hole, 

we got to hear you, Mr. Chairman, talk about the tools we have available.  You described our 

asset purchase tools and our communication tools, and so I’d like to give you some feedback 

from the Ninth District about how we’re doing on the communication front.  I get the same kinds 

of questions, I would say—usually from different people, but they sometimes come from the 

same person.  The first comment is, as the FOMC considers its date to keep rates low through 

late 2014, people are concerned, why is it that the Fed is committed to keeping rates low for two 

years?  How could the Fed commit like this without thinking about the fact that the world could 

change in some fashion?  And the second comment is, by saying that interest rates are going to 

be low for that long or are expected to be low for that long, the Fed is signaling that conditions 

will be weak, and that, in and of itself, is suppressing demand.  Now, of course, I say to them, 

“No, you misunderstood what the FOMC is intending to say to you.  It is meaning to 

communicate that the economic conditions threshold for raising rates is now higher than you 

might have thought.  The recovery has to be further along than you might have thought.”  At this 

stage, my questioner says, “Well, that makes sense, but why didn’t you guys just say that?”  At 

that point, I usually turn the conversation to something about fracking [laughter] because that 

seems to work.  To me, this kind of dialogue suggests that we need to communicate more clearly 

about our reaction function.  And communication about our reaction function is sometimes 

motivated in terms of accountability and transparency, and these are, I think, good motivations.  



 
 

 
 

   

 

 

  

   

   

    

  

  

  

     

 

  

 

  

  

  

     

 

 

  

September 12–13, 2012 87 of 290

But as my brief summary of my Ninth District colloquies indicates, communication about our 

reaction function is also an essential ingredient to the effectiveness of policy. 

Now, the changes that have been made in B(5) relative to what was in the previous 

FOMC statement in July—B(5) now represents even more of a commitment because actually the 

conditioning clauses have been removed, although many readers were not paying close attention 

to those conditional clauses anyway.  I think the lead-in sentence to B(5) is much better, but I 

have to say, most people don’t read the words that carefully in the FOMC statement.  Their 

takeaway is the year.  That’s the main thing they’re hearing. 

So before we communicate our reaction function, we have to start thinking about how we 

formulate one, and as I’ve mentioned before, I think that a good reaction function should have at 

least two inputs: some measure of inflationary pressures and some measure of labor market 

underutilization.  These inputs would capture how well we’re doing in terms of our two 

mandates, and our policy stance, I would think, should evolve as these inputs change.  I see this 

as the basis for the approach that President Plosser, President Williams, and I are following in 

our alternative policy statements.  The KPW statements emphasize only those changes of the 

data that are viewed as leading to changes in measures of inflationary pressures and labor market 

underutilization.  And then the KPW statements translate those changes in inflationary pressures 

and labor market underutilization into the rationale for the Committee’s policy decisions.  At this 

point, I’ll digress briefly to say that I think we’ve completed our cycle of going through the 

parallel FOMC statements, and President Plosser, I believe, will bring forward the KPW 

approach to the subcommittee on communications for further consideration.  So I’m sure the 

subcommittee members are glad to hear that.  That said, just like the FOMC statement itself, the 
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KPW memos are very oriented around changes in monetary accommodation and how they relate 

to changes in conditions. 

Ultimately, though, a Committee reaction function has to translate the level of 

inflationary pressures and the level of resource utilization into a decision about the level of 

monetary accommodation.  A key challenge we’ve struggled with is that it’s much easier for us 

to reach accord about the changes in these variables than it is for us to reach accord, at least 

qualitatively, about the levels of inflationary pressures and the levels of resource utilization.  As 

we saw from submissions of the consensus forecast, there are very different views around the 

table on that.  Some might see this heterogeneity as precluding the possibility of developing a 

Committee reaction function, but I think this is where the consensus forecast process is a very 

useful way forward.  It provides a way for us to come together behind a Committee view about 

the medium-term inflation outlook and about the economy’s performance relative to the 

employment mandate, conditional on our current policy stance now and as anticipated.  Then we 

can usefully formulate the Committee’s reaction function as a mapping from that consensus view 

into policy choices.  “Medium-term inflation is too high relative to target”:  That would say you 

should contemplate reducing accommodation.  “The unemployment rate is too high over the 

medium run relative to mandate-consistent levels”:  Then the Committee should contemplate 

adding accommodation. 

Mr. Chairman, the Committee’s consensus view about the economy seems clear, and it’s 

been described in many recent FOMC statements.  The Committee expects inflation to be at or 

below target over the medium run and unemployment to continue to be elevated for some time 

relative to mandate-consistent levels.  That consensus view—inflation running too low; 
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unemployment, too high—implies a need for additional accommodation, accommodation that 

would lower unemployment while keeping inflation near target. 

I opened by discussing a public desire, at least in the Ninth District, for greater clarity 

about our reaction function.  In the next go-round, I’ll describe how, by fulfilling that desire, we 

can also provide additional accommodation.  And I’ll return to the question being posed to me 

implicitly by my Ninth District interlocutors:  Under what conditions will the FOMC begin to 

raise the fed funds rate? I will argue that our communications often suggest the FOMC is 

unwilling to tolerate low unemployment, even if that low unemployment rate is not translating 

into medium-term inflationary pressures.  And I think paragraph 5′ of alternative B offers us an 

opportunity to clarify our attitude toward low unemployment—that we’re not against low 

unemployment if it doesn’t lead to medium-term inflationary pressures. Maybe that clarification 

could provide stimulus that’s appropriate in light of the Committee’s consensus outlook.  Thank 

you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President George. 

MS. GEORGE.  Thank you, Mr. Chairman.  The 10th District economy continues to 

expand at a moderate pace. Our retail, restaurant, and auto contacts reported higher sales and 

expect gains in coming months, particularly those in the auto sector.  Energy activity expanded 

further as gains in oil drilling outpaced declines in natural gas drilling.  Housing market 

conditions continued to improve, and construction activity increased for both residential and 

nonresidential sectors.  Manufacturing activity in the District expanded at a slightly faster pace in 

August.  The number of contacts in our manufacturing survey who were expecting higher levels 

of production and shipments in six months moved notably higher, and expectations of 

employment gains remained in positive territory. One component of our survey that has softened 
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over the past several months is the expected level of new export orders.  The number of contacts 

reporting higher levels has been declining but still outweighs those expecting an outright decline.  

So far this year, total District exports remain above their level a year ago, though exports to 

Europe have been decreasing. In terms of the District labor market, initial claims for 

unemployment insurance have declined notably over the past few months, and layoff 

announcements have been modest.  Still, employers remain quite cautious about expanding their 

payrolls.  In terms of agricultural conditions, U.S. net farm incomes are projected to reach their 

second-highest level in history despite the worst drought in three decades. Farm incomes are 

being supported by higher crop prices and crop insurance payments, which are offsetting 

declines in production and livestock profits.  In addition, the persistent, strong demand from the 

ethanol and export sectors continues to strain low crop inventories and could place upward 

pressure on prices heading into 2013 as reflected in futures markets. 

Turning to the national outlook, the recovery has been progressing mostly in line with my 

expectations.  Overall, I take a similar view as the Tealbook in that incoming data since the last 

meeting have not materially affected my outlook for economic growth.  For the second half of 

this year, I anticipate that firms will remain reluctant to undertake large expansion projects or 

aggressively add to payrolls because of the near-term risk.  In particular, I noted in the most 

recent NFIB survey that small businesses cite taxes and the regulatory landscape as their most 

pressing problems, with poor sales third on the list.  These issues are reaffirmed when I talk with 

my business contacts, and suggest that monetary policy may find it particularly challenging to 

offset headwinds of this nature.  Thank you. 

CHAIRMAN BERNANKE.  Thank you.  President Plosser. 
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MR. PLOSSER.  Thank you, Mr. Chairman.  Incoming information since our last 

meeting suggests that economic conditions in the Third District have continued to improve 

modestly.  Although labor markets and manufacturing remain subdued, the housing sector and 

retail sales have strengthened notably.  Housing markets in the District are showing their 

strongest signs of recovery since the recession began.  House prices are up significantly in the 

second quarter in Pennsylvania and New Jersey.  Housing permits driven mostly by multifamily-

sector housing have been on an upward trend, and residential builders and real estate agents both 

reported increased activity in August.  The commercial real estate market is also showing 

continued signs of strength.  Tightening in the office market in Center City, Philadelphia, is 

placing upward pressure on rents.  Retail sales in the region have grown somewhat faster over 

the intermeeting period, and auto sales have continued to increase at a good pace. 

Turning to the nation, based on incoming information, my forecast for the second half of 

this year is not terribly enlightening. It’s modest, and I think it will continue to be over the 

coming six months.  However, my medium-term and longer-term forecasts have not changed 

very much and, indeed, point to a continuing modest recovery.  Given the large size and nature 

of the shocks that hit the economy, a slow recovery, as we’ve heard, is actually the most likely 

outcome.  It’s not necessarily evidence that our monetary policy stance is inappropriate.  Indeed, 

many of the rules reported in Tealbook B suggest that policy is about right.  Political and fiscal 

uncertainties at home and abroad still cloud the outlook and are holding back business 

investment.  Overwhelmingly, the anecdotal evidence suggests that business leaders’ reluctance 

to invest and hire is driven by uncertainty, not excessively tight financial conditions.  Households 

continue to deleverage, and that’s holding back spending as saving remains high.  My concern is 

that none of these headwinds will likely be ameliorated or substantially affected in the near term 
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with further monetary easing or the further easing of financial conditions.  That doesn’t seem to 

be a constraint. 

I know I’m not alone in having wished for a stronger employment report last Friday.  The 

payroll increase in August and the downward revisions to June and July were disappointing.  

Despite the strong actions that the Fed has taken, the unemployment rate remains above 

8 percent.  This has generated a discussion about whether the continuing high levels of 

unemployment are structural or cyclical in nature. I actually don’t find this conversation very 

useful, particularly for policy.  Rather, I believe it’s better to think about whether the high level 

of unemployment can be addressed by further easing of financial conditions, which is what 

monetary policy would entail.  It seems to me that before we conclude that unemployment calls 

for more monetary policy accommodation, we must understand more about the nature of the 

shock that’s caused high unemployment and its unwelcome persistence.  This is consistent with 

President Lacker’s observations.  It’s not about whether unemployment is cyclical, structural, 

permanent, or temporary, necessarily.  It’s about understanding the nature of the shock that’s 

causing the problem that we observe. 

There’s still a lot we don’t understand about the labor market and its ongoing struggles.  

Academic and public debate expresses a wide range of views, and we should be humble about 

our state of knowledge.  We’ve discussed, for example, the difficulty of transferring skills from 

one sector to another.  Those who lost their jobs in construction will have a hard time going to 

other industries.  But this type of unemployment cannot be solved by monetary policy.  

However, it’s not the only source of mismatch.  Skill mismatch can occur within sectors, not just 

across sectors. Jaimovich and Siu point to what’s called job polarization.  Job opportunities in 

middle-skill occupations, which tend to be focused on routine tasks, are disappearing because of 
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changes in technology and other things, while low-skill and high-skill job opportunities are in 

fact increasing.  The employment share of routine occupations—this middle group, which 

includes jobs such as machine operators, meat-processing plant workers, and office and 

administrative support—has been decreasing since the mid-1980s.  At the same time, the 

employment share of nonroutine cognitive occupations—including surgeons, lawyers, and, of 

course, economists—and that of nonroutine manual operations—whether it be janitors, 

gardeners, bartenders, or home health care—have been rising. In other words, there appears to 

be a polarization in the job market toward the low and the high, or the tails of the distribution, 

and away from the middle.  During the three jobless recoveries since 1991, the level of 

employment in these routine occupations has never recovered to pre-recession levels.  The 

absolute level appears to fall and fall permanently.  The fact that this job loss seems to occur 

sharply during recessions makes it appear to be cyclical, but it does not recover.  This is a 

phenomenon that cannot be addressed by monetary policy.  For those who point to low wage 

growth as evidence against mismatch, it’s interesting to note that real wages in the tail of the 

distribution actually seem to be rising modestly, unlike in the middle of the distribution.  Again, 

we do not have definite answers to what’s happening in the labor market, but we need to 

consider that evidence exists that the problems may not be amenable to monetary policy or 

easing of financial conditions. 

The FOMC has applied a high level of monetary stimulus during this recession and 

recovery.  The fed funds rate has been effectively zero for four years, and we have said we 

expect it to remain there at least through late 2014.  We have implemented two rounds of asset 

purchases, followed by the maturity extension program.  Yet unemployment remains high.  

Given this evidence, one could draw two possible conclusions.  One is that monetary policy is 
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the right tool, but we just haven’t implemented a large enough program.  Given the sluggish 

employment response to date and the large amount of stimulus that has been supplied, it seems 

as though it’s increasingly plausible that further monetary accommodation is not going to be 

effective in quickening the pace of recovery to a higher level of employment, much as we wish it 

could. 

One still might argue that because high unemployment is very costly and we are 

uncertain about the effect of more monetary policy accommodation, we should try it.  What do 

we have to lose?  Well, in my view, we have a lot to lose. The larger the balance sheet becomes, 

the higher are the risks to the economy that we will not be able to exit in a way that preserves 

price stability, maximum employment, or our own credibility.  Ever-more-aggressive action 

increases the risk of poor outcomes in the not-too-distant future or maybe the distant future.  To 

avoid this, we are going to have to be relying on tools that are not guaranteed to work.  Inflation 

expectations, while stable, are stable until they’re not.  Should inflation begin to rise quickly, we 

may have to contract our balance sheet at a very fast pace or perhaps raise IOER very rapidly. 

Will that be disruptive to markets? We won’t know until we face that situation.  If our policy is 

not very effective at influencing unemployment rates, then inflation could begin to rise well 

before unemployment has shown much of a decline.  Will we have the fortitude to take the 

necessary actions to reduce accommodation, and if so, how well will we be able to communicate 

our rationale?  Would we disrupt markets? Would we reverse the progress on unemployment? I 

have grave concerns that we are sowing the seeds of a very complicated exit for little or no 

benefit to the unemployment rate today.  We say these exit risks are manageable, and I’d like to 

believe that they are, but we really don’t know that.  Given the unprecedented nature of the 

actions we’ve taken, how manageable these risks are is really unknowable at this time.  We are 
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and will be in uncharted waters.  That’s one reason I strongly urge us to be prudent.  To my 

mind, at this point, costs of further action greatly exceed expected benefits.  Thank you, Mr. 

Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Fisher. 

MR. FISHER.  Mr. Chairman, just as President Lacker was a straight man for President 

Lockhart, in a way, President Plosser has been a straight man for me.  Like President Pianalto, I 

will interlocutate [laughter] more tomorrow than I plan to do today. 

President Williams made a very important point. He talked about how uncertainty has 

paralyzed most businesses and how uncertainty acts as an aggregate demand shock.  I agree with 

that analysis. I hear that from my contacts.  The question is, is monetary policy effective in 

offsetting this form of uncertainty?  President George mentioned the National Federation of 

Independent Business.  She cited some data.  What she did not cite was that 93 percent of that 

sample makes clear that they do not wish to borrow, either because of uncertainty or because 

they have access to capital that’s abundant and cheap.  In my own surveys as preparation for this 

meeting, I asked a simple question: If the actions we were to take at this upcoming meeting were 

to reduce your cost of capital by 25 basis points or more, what would it do in terms of your 

investment plans? I deliberately sampled larger companies because that’s where cap-ex comes 

from.  Employment comes from small and medium-sized businesses.  We assume that, just by 

sheer weight of numbers, significant cap-ex comes from large corporations.  And I would say 

that 9 out of 10 said it would not change their investment plans, even if we took action that led to 

a reduction of 1 percent or more in their cost of capital.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Vice Chairman. 
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VICE CHAIRMAN DUDLEY.  First, I want to make a comment on President Fisher’s 

last remark.  My understanding is that capital spending has never been particularly interest rate 

sensitive.  It’s really driven by demand and capacity utilization, things of that nature.  So I 

wouldn’t expect that to be a really strong channel by which monetary policy stimulates the 

economy. 

MR. FISHER.  Can I just make a point to that? 

CHAIRMAN BERNANKE.  Sure. 

MR. FISHER.  At least in the drafts of our statement, we were saying that business fixed 

investment was weak.  The question is, are we affecting business fixed investment?  And, more 

important than that, are we affecting employment? My point is that in the responses I’m getting 

to anecdotal inquiry—not systematically organized, although the systematic surveys that we see, 

through the NFIB and others, show that it is questionable whether or not we are actually 

affecting employment.  The question is, are we affecting employment over the short term or the 

long term?  We have a wealth effect.  The Chairman has made that a very strong argument, 

including at the last meeting. If you’re advising a corporation about what to do with the savings 

that they can achieve through cheaper capital, they can invest it in greater plant or equipment 

expansion, they can buy back their stock, or they can increase their dividends.  And I would 

argue that the former would have a more immediate impact on employment creation than the 

latter. Excuse me. 

VICE CHAIRMAN DUDLEY. My point was that I don’t think very many people in the 

room would debate the point that capital spending is not going to be very influenced by small 

changes in interest rates.  So I don’t think that’s something that we have a big disagreement 

about around the table. 
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As far as the outlook is concerned, since the last meeting, I think there’s been very little 

change with respect to the U.S. data.  Some data are a bit better—the retail sales data, the motor 

vehicle sales data.  Some are worse—like the ISM, which fell below 50, and the components of 

the ISM were particularly weak. Inventory strength actually held up the ISM, which is a little 

concerning.  The capital goods orders have clearly been weak.  I’ve noticed that, if you look at 

the nondefense capital goods orders ex air, the rate of orders now has fallen below the rate of 

shipments, and this is actually not a positive indicator for what’s going to happen to capital 

spending going forward. In terms of payrolls, I was prepared to come into the meeting, if we had 

a strong payroll employment report, to argue how noisy the data are and how we can’t take any 

signal from that. But the reality is, if you really look at the trend—and understand that there’s a 

lot of noise in the series—the last two months, 118,000 per month; so far this year, 139,000 per 

month; in 2011, 153,000 per month.  Now, there’s noise month to month, but if you look at the 

longer-term trends, what you see is basically either a flat trend or maybe a gradually slowing 

trend.  So that’s what I would take away from the payroll data. 

There are also two other negative developments that I think are really worth highlighting.  

First, I think the external environment continues to worsen.  We’ve talked a lot about Europe, but 

we haven’t really talked very much about China.  China—if you look at the official GDP growth 

numbers—is still okay; 7.6 percent, I think, was the number for the last quarter.  But if you look 

at the actual indicators coming out of China—like trade, for example—it would not at all 

surprise me if it turned out that the Chinese slowdown was much more substantial than what the 

official indicators show.  We’re also going to be seeing a further shock to real income over the 

near term from higher oil, gasoline, and grain prices.  The grain price effect is going to be 

particularly problematic for the EMEs, where food is a much larger share of the consumption 
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basket.  Also, as many other people have noted, the risks in early 2013 are tilted to the downside 

given what’s going to happen on the fiscal front.  I don’t think any of us knows with any 

certainty what’s going to happen, but the uncertainty between now and then is negative for the 

outlook.  And I think most of us believe that we’re probably going to end up with some greater 

degree of fiscal restraint in early 2013 than what we have right now. 

So to me, the economic outlook calls for us to do more.  Now, I agree that the tools we 

have are not that powerful.  But rather than concluding from this that we shouldn’t use them, I 

conclude that we should use them more forcefully.  I think a failure to act forcefully at this 

meeting would be very damaging to confidence; it would imply that we’re out of ammunition or 

almost out of ammunition; and it also might signal that we were cowed by the political 

environment, which I think would be very unfortunate.  When I consider the risks to action 

versus inaction in an uncertain world, I also view the outcome very much as quite asymmetric, 

with the bias clearly on the side of action.  Consider two alternatives:  We do more, and the 

economy is stronger than expected; versus, we do very little, and the economy disappoints.  

Which creates the greatest disappointment? Surely the latter. I would be very happy if we did 

another round of LSAPs, extended the guidance, et cetera, and the economy turned out to 

surprise us and did better than expected.  In that case, we could cut off the LSAP program early, 

and the balance sheet wouldn’t have grown very much.  In contrast, if we do nothing and the 

economy disappoints, I think we will rue that as a lost opportunity. I also think the timing is 

right.  The ECB did something very forceful at their last meeting, and following on right behind 

them might actually provide a firmer underpinning or momentum to confidence and market 

sentiment. 
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Now, what’s the lesson of the past few years? Well, I think the lesson of the past few 

years is that we’ve been consistently disappointed on the economic growth side of the equation.  

There are two explanations for this.  One is that the headwinds were greater than what we 

thought, but there’s another explanation as well—that maybe monetary policy is not as 

accommodative as we thought.  And this goes back to President Williams’s comments. I’m 

pretty convinced that monetary policy stimulus effects probably become attenuated over time, 

because part of the way that monetary policy works is by affecting the timing of spending 

decisions.  We don’t really have an experience where we’ve had a period like this in which 

monetary policy has supposedly been very loose for many years in a row.  And I expect what 

we’re seeing is that the monetary policy impulse to the growth side is actually lessening over 

time.  Regardless of whether you say it’s consistent disappointment because of headwinds or 

consistent disappointment because monetary policy is not as stimulative, as we thought, I think 

either way, they both imply that we should do more.  We’ve essentially foreshadowed forceful 

action in the August FOMC statement, the minutes to that meeting, and the Chairman’s Jackson 

Hole speech, so I think it’s time to follow up on what we’ve foreshadowed with action at this 

meeting.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Anybody for coffee?  Coffee is available.  Why don’t we 

take 20 minutes and return at 3:10? 

[Coffee break] 

CHAIRMAN BERNANKE.  This is a prompt group.  I like this. 

MR. LACKER.  Thanks to Debbie.  Thanks to the Deputy Secretary. 

MS. DANKER.  Happy to help. 

CHAIRMAN BERNANKE.  Okay.  All right.  Governor Yellen. 
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MS. YELLEN.  Thank you, Mr. Chairman.  The two employment reports we have 

received since our last meeting confirm that the economy is growing too slowly to generate any 

meaningful progress in improving labor market conditions.  They’re consistent with an economy 

that is expanding at or near its potential.  And although I was heartened by July’s strong reading 

on consumer spending, I agree with the staff’s reluctance to make too much out of one month of 

better data.  Taking a broader perspective, incoming data provide no evidence of any 

fundamental change in the outlook for the better.  I agree with the conclusion, too, of the staff 

memo for this meeting that the preponderance of evidence points to a large margin of labor 

market slack. If payroll gains are sustained at their recent pace—around 125,000 per month in 

July and August—there’s a good chance that we will look back on a lost decade.  The SEP 

forecast I submitted this round shows unemployment hovering above 7 percent at the end of 

2014, even with substantial additional policy accommodation.  Moreover, continued progress at 

the pace we have seen recently is a big “if.” Readings from some forward-looking indicators, 

such as the expectations component of consumer sentiment and new orders for nondefense 

capital goods ex aircraft, do not bode well for household and business spending in the months 

ahead. 

Amid the search for explanations of the painfully slow recovery, there’s been a lively 

debate about the role of economic uncertainty.  Now, there are many different sources of 

economic uncertainty, but many of you have highlighted uncertainty about economic policy, 

especially about European policy responses and about the outlook for U.S. fiscal policies.  

You’ve noted that this policy uncertainty has been restraining household and business spending.  

And several of you have hypothesized that this might account for the weak spending and hiring 

we saw last spring. If uncertainty about economic policy as opposed to uncertainty about the 
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broader economic outlook, accounts for why employers were deferring hiring and investment 

decisions, then a lifting of that uncertainty might arguably provide a significant boost to 

spending.  Under a favorable scenario, for example, we could see some resolution of fiscal policy 

uncertainty in the months after the election.  My own view is that policy uncertainty has been 

exerting some negative influence on aggregate demand.  Some systematic evidence of its 

influence comes from empirical work by Nick Bloom at Stanford.  Bloom and his coauthors have 

developed a high-frequency measure of economic policy uncertainty, and they’ve related this 

measure to key economic variables, such as payroll employment growth.  They show that 

increases in economic policy uncertainty foreshadow declines in output, employment, and 

investment, and that high levels of policy uncertainty in recent years, such as uncertainty about 

future tax policies and the debt ceiling, have hampered the recovery. 

But economic policy uncertainty is only one of many factors relevant to the economic 

outlook.  And the evidence, as I read it, strongly suggests that an uptick in policy uncertainty 

cannot account for last spring’s slowdown.  Bloom’s index of economic policy uncertainty 

spiked up in the summer of 2011, but by March it had fallen back two-thirds of the way toward 

pre-recession levels. It remained at low levels in April and May, at the very time when the 

economic recovery was sputtering.  On the premise that economic policy uncertainty affects 

economic activity through consumer and business sentiment, it’s also worth noting that several 

indexes of consumer sentiment and business optimism peaked in April or May.  So an increase in 

economic policy uncertainty does not seem capable of explaining the spring slowdown.  This 

suggests to me that spending is unlikely to surge, even if policy uncertainty were to diminish in 

the months ahead.  Unfortunately, our current economic malaise has substantially deeper roots 

than just uncertainty about the future direction of economic policy, and these headwinds are 
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unlikely to soon subside. Uncertainty, broadly defined, does, however, influence my thinking 

about monetary policy.  Uncertainty provides a reason why we should act forcefully now to 

strengthen the recovery, rather than trying to keep our powder dry.  Given the downside risks to 

the current outlook, and the constraints on our ability to provide stimulus while the funds rate is 

at the lower bound, the best we can do at this point is to ensure that the economy is as resilient as 

possible in case we are faced with fiscal gridlock, a European debacle, or other negative shocks. 

Another argument for strong action relates to hysteresis.  We face the worrisome risk that 

the longer the economy operates with such high levels of slack, the more likely it is that the 

downturn will have a lasting negative impact on employment and potential output.  I’ve seen no 

strong evidence for hysteresis effects yet, but our current situation is unprecedented, at least in 

recent U.S. history.  In the early 1980s, the unemployment rate fell almost 4 percentage points 

over the 2¾ years following its late 1982 peak, to 7 percent.  By contrast, since its most recent 

peak in October 2009, the unemployment rate has fallen less than 2 percentage points.  

Moreover, hysteresis effects may become evident not only in the unemployment rate, but also in 

labor force participation.  As the Tealbook box shows, the participation rate remains far below 

the staff’s estimate of its demographic trend rate, and persistently poor job-finding prospects may 

well leave a permanent imprint on the participation rate.  Taking this argument one step further, I 

would argue that just as there can be permanent costs of allowing unemployment to remain high 

for an extensive time, there can also be permanent gains in output and employment in a high-

pressure labor market.  We saw some evidence of this in the late 1990s, when hysteresis seemed 

to be working in reverse by pulling population segments into the labor force that for a long time 

had been excluded.  Chronic labor shortages induced firms to invest more heavily in training, 
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and it fostered upward mobility as firms moved employees up through internal job ladders more 

rapidly. 

Hysteresis provides a rationale for a more expansionary monetary policy.  The argument 

runs as follows.  Our usual loss function is symmetric around the NAIRU.  It thus assigns equal 

costs to given size deviations of unemployment above and below the NAIRU.  But with 

hysteresis, the penalty for a deviation of unemployment above the NAIRU should be greater than 

that for an identical deviation of unemployment below the NAIRU.  The implications of such an 

asymmetric weighting of unemployment gaps for optimal monetary policy in the present 

circumstances are substantial.  Bob Tetlow, a staff member in the Board’s Division of Research 

and Statistics, has been exploring optimal control simulations where the loss function depends on 

the squared deviations of a transformation of the unemployment rate from the NAIRU, rather 

than on the squared deviations of the unemployment rate itself from the NAIRU. This is a 

tractable technique for, in effect, assuming an asymmetric loss function.  In Tetlow’s 

simulations, the only policy tool available is the path of the federal funds rate.  His results 

showed that even a moderately lower weight on unemployment undershoots below the NAIRU, 

relative to overshoots, could postpone the timing of liftoff substantially. 

Based on all of these considerations, in tomorrow’s policy go-round or maybe this 

afternoon’s, I will argue that strong policy action is called for at this meeting. 

CHAIRMAN BERNANKE.  Thank you.  Governor Duke. 

MS. DUKE.  Thank you, Mr. Chairman.  I was going to make comments about my 

forecast compared with the consensus, but I’m not entirely sure which one of the consensus 

forecasts to compare it with. 

CHAIRMAN BERNANKE.  You pick. [Laughter] 
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MS. DUKE. I’ll just say that I think it’s not inconsistent, but there are four assumptions 

that are a little bit different in my forecast than in the Tealbook and, maybe, in the forecasts of 

some of you.  The first one is that there is an underlying strength in the fundamentals of the 

economy—such as balance sheet strength, debt service capacity, and credit supply—and that this 

strength is being masked by low levels of business and consumer confidence as well as concern 

about risks posed by Europe and the fiscal cliff, but that whenever loan demand picks up, the 

credit supply will be fully available to meet it. The second one is that it’ll be especially difficult 

to interpret data over the second half of this year and the first half of next year, as investment and 

purchase decisionmaking is increasingly either paralyzed or distorted by uncertainty about 

federal tax and spending policies, and that, on balance, the uncertainty itself will depress activity 

and lead to weaker outcomes for 2012 and 2013.  Third, the one place I do still see a potential for 

an upside surprise is in housing, and I believe purchasing mortgages might be helpful here, but 

not necessarily in the ways that you might think.  And, finally, I have assumed that we choose 

alternative B today.  Furthermore, in light of my assumptions about the fiscal cliff, we’re more 

likely to face deteriorating conditions than simply unsatisfactory progress as we approach the 

end of the year; and that the deterioration will lead us to continue asset purchases well into 2013. 

In recent meetings, I’ve talked at length about my belief in the first assumption, and I’m 

not going to repeat that today.  But I’d like to discuss assumptions 2 and 3 in this round and 

reserve comments about assumption 4 for the policy round.  Beginning with my pessimism about 

the rest of this year and the first part of next, almost every conversation that I’ve had with a 

business person or a banker recently has had the same theme: Things seem pretty much the 

same—slow, steady improvement in business fundamentals, but with a new tendency to put all 

long-term investment or expansion decisions off until after the election.  Oddly enough, these 
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businesses have the luxury of postponing decisionmaking precisely because things have 

improved.  They’ve strengthened their balance sheets and found ways to grow the bottom line 

even in the face of sluggish top-line growth. In fact, their profitability-improvement efforts are 

likely at least partly responsible for the slow improvement in labor markets.  Indeed, the business 

investments that do get the green light are mostly directed at saving labor, and no one mentions 

any plans for hiring.  I believe the marked slowdown in business spending that we’re already 

seeing is a direct result of a wait-and-see attitude. 

As we get closer to the end of the year and the expiration of tax cuts, implementation of 

expense sequestration, and expiration of fixes for doctors and alternative minimum taxes, 

businesses and individuals will have to start making adjustments for what could happen, whether 

or not it actually does.  For example, contractors who expect that they’ll have to cut staffing if 

their contracts are affected by sequestration are legally required to issue layoff notices in 

advance, even if the spending is not ultimately cut and the layoffs don’t actually happen.  Those 

who receive the notices will surely adjust their spending accordingly, and this potential pall on 

holiday spending has to be making retailers nervous about their inventories.  Those same 

retailers are having to pull the trigger now on their inventory decisions in the face of a potential 

shutdown of East Coast ports by a longshoremen’s strike.  So who could blame them if they 

decide to shave a bit off their purchases just to be sure? Health-care companies are especially 

cautious as they plan for both sequestration and implementation of health-care reform.  Simple 

operational changes, like tax withholding tables, have to be put in place for all businesses.  For 

individuals, asset sales decisions, especially for sales of businesses, will have to be made soon to 

ensure the current capital gains tax rate. I had the personal experience of doing a new will 

recently, and my lawyer explained to me that things would be very different if I died this year or 
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in January [laughter].  For these reasons, I believe that the fourth quarter is going to be affected 

by the fiscal cliff regardless of its ultimate resolution as businesses, in particular, hit the brakes. 

And I can’t convince myself that a lame-duck Congress will somehow resolve all of the fiscal 

issues by the end of the year, no matter how the election turns out.  In fact, the best case I can 

construct is a temporary extension that pushes the political wrangling well into the first quarter 

of next year.  And after the debt ceiling brinkmanship we saw last time, I think a perfectly 

plausible scenario is a plunge off the fiscal cliff, on the assumption that some sort of deal will be 

easier to construct after the damage becomes more obvious.  So I think we have to make 

contingency plans for how we can shore up confidence in the face of a really bad outcome, rather 

than thinking just about how we react if the recovery stays unsatisfactorily slow.  For these 

reasons, I’ve taken on board a bit of a lean toward the “Fiscal Cliff” scenario in the near-term 

portion of my forecast. 

In contrast, my continued optimism about housing and the underlying strength in the 

economy shows through in my medium-term forecast.  I think that the inventory factors that 

began to emerge early in the year are now taking full hold in house price movements, and that 

the momentum arrow is pointing up.  This makes a difference.  The staff estimates that roughly 

3 million households, almost one-fourth of underwater households, moved from a negative to a 

positive equity position in the second quarter.  The Tealbook baseline forecast assumes a 

5 percent increase in house prices this year that’s already pretty much baked in, followed by a 

leveling-off.  But some models are predicting continued strong gains in house prices.  Staff 

forecasts of house prices and residential investment are on the conservative side, tempered by 

concern about foreclosure pipelines, the elevated level of vacant houses, weak household 

formation, and the tepid pace of the housing recovery so far. 
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Here I think there’s reason for more optimism. Foreclosure pipelines are full because the 

exits are still clogged, but the pace of new delinquencies has slowed markedly.  The exits are no 

longer clogged by national moratoriums or retooling for new modification programs.  The 

current backlog is more closely tied to state-specific or operational issues that seem to me 

unlikely to suddenly clear and release a flood of foreclosures onto the market.  As for the vacant 

inventory, a large portion of the vacant homes not listed for sale is outside of bank REO 

inventory.  Because we don’t know why they’re held off the market, I’m not sure we can make 

assumptions about their sudden return to the market.  I view the potential for pent-up demand to 

show through in faster household formation and put upward pressure on house prices as even 

more likely than the potential for a surge in foreclosures to hold prices down.  At some point, 

demographics win.  Those kids now living at home with their parents will not stay there until 

they’re 40.  [Laughter] And when they do form households, they’re going to require housing 

units, whether rental or owner occupied. 

MR. FISHER.  We’re going to hold you to that. 

MS. RASKIN.  Ship them to Betsy’s house.  [Laughter] 

MS. DUKE.  To me, this represents the one area of dry tinder in the economy that could 

be lit with a spark of confidence.  To be sure, mortgage lending conditions are still extremely 

tight, but some recent developments should help.  The specter of putback risk has reportedly 

been holding back loans to borrowers at the lower end of GSE standards.  The FHFA has now 

committed to reducing putback risk beginning in January 2013 through better front-end quality 

control and time limits on liability.  With house prices on the rise, fewer loans should fall 

through because of appraisal issues.  Regulatory uncertainty should clear, as new regulatory 
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requirements for loan origination, securitization, and servicing are likely to be finalized in the 

coming months. 

Probably the biggest drag on lending is the shrinkage of loan origination capacity.  The 

industry is showing signs of strain in what looks to be only a trillion-dollar origination year, 

compared with a peak origination of $3 trillion not that many years ago. But if high profits are 

the best fertilizer, we should see more banks entering the business.  I want to investigate actual 

data, but anecdotally, the bankers I spoke with this time who were in the mortgage business were 

actually having record profits, while those who weren’t in mortgage origination were wondering 

about their survival.  I’m talking about the difference between a range of 0.5 to 0.6 ROA, for 

those with no mortgage business, versus one of 1.30 to 1.50, for those with a mortgage business.  

So, for all of these reasons, I think there’s a lot of meat left on the house price and housing 

finance bone, and I’m optimistic about that part of the forecast.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Governor Tarullo. 

MR. TARULLO.  Thank you, Mr. Chairman.  Because John captured my views on the 

economic outlook, I’m going to jettison most of what I would have said.  In fact, I think John 

captured my views better than I had captured my views.  So I thought I’d turn back to labor 

markets, moved by some of Charlie Plosser’s comments.  The first comment I’d make is that it’s 

important to distinguish between cyclical labor market conditions and longer-term labor market 

issues.  I don’t think there’s any doubt that we’ve got some chronic labor market issues in the 

United States.  There’s been evidence of declining dynamism in U.S. labor markets for well over 

a decade.  There certainly is a substantial sense that people currently taking lower-income 

service-sector jobs—if they had better education and training—would be available for jobs that 

might then be created with higher value added. What Charlie referred to as polarization is 
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undoubtedly true, but again, a chronic issue rather than a cyclical one.  I actually think that 

unlike so many other questions, there’s been a substantial convergence of views—not entirely, 

but a substantial convergence of views—around the proposition that a relatively small portion of 

the big jump in unemployment that we’ve seen is attributable to structural factors. There’s been, 

as you all know, substantial, good, and careful work from the Federal Reserve Banks of 

Cleveland, New York, and San Francisco over the past several years that has supported that 

conclusion.  And I think among academic researchers, the convergence is also manifesting itself, 

as shown most recently in Ed Lazear’s paper at Jackson Hole, following on, by about five 

months, Jesse Rothstein’s paper, which surveyed much of the same material and came to many 

of the same conclusions. 

Jeff, at the last meeting, suggested that a paper done by Richmond Fed research staff was 

a dissonant voice on this basic proposition that structural unemployment was not a big part of the 

story.  This paper, of course, starts from a very different perspective on long-term unemployment 

than the literature I just referred to a moment ago.  The Richmond Fed paper argues that an 

unobserved heterogeneity among unemployed workers means that newly unemployed workers 

have inherently different exit rates, and that over time, the composition of the pool of the 

unemployed shifts toward workers who started with the lower exit rates.  I looked at the paper 

after Jeff talked about it at the last meeting, and I spoke with others here at the Board about it, 

and I actually don’t think it establishes a case for structural unemployment.  There are a lot of 

empirical and technical questions about the paper—it’s certainly interesting and may well have 

significant merit—but I actually don’t think it’s making a structural argument, at least not if we 

think of “structural” as referring to nontransitory unemployment that can’t be affected fairly 

directly by fluctuations in aggregate demand.  It would be unsurprising to learn that firms are 
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more likely to lay off relatively less-valued employees whose lesser perceived abilities may 

mean that they’re less likely to be quickly plucked up by a firm that is hiring.  That phenomenon 

is entirely consistent with a demand-driven increase in unemployment.  More generally, the 

Richmond Fed model attempts to decompose the variation in the pool of the unemployed over 

time.  So it addresses the reasons for fluctuations in unemployment over history—in recessions, 

but also in recoveries.  The reasons for unemployment increases also explain the reversals that 

take place during recoveries.  That is, as there are fewer unemployed, firms cannot afford to be 

as demanding and thus are more likely to turn to the pool of the supposedly less valuable 

workers. This seems, to me at least, more a cyclical than a structural explanation, and thus, 

again, whatever the ultimate merits of the paper, I don’t think it really undercuts the consensus 

reached in the papers to which I referred earlier. 

One final thought on structural unemployment, and this relates a bit to what Janet was 

saying a moment ago.  The Richmond paper describes something as the “true duration 

dependence” position, as opposed to the “unobserved heterogeneity” position that it takes.  The 

true duration dependence position is that, quite apart from any inherent worker qualities, the bad 

luck of being unemployed for an extended period will itself begin to erode the overall 

employability of enough workers that there will be macroeconomic effects. As Janet said, 

historically, we haven’t seen much evidence of this in the United States, though many, myself 

included, have thought that the severity and duration of the current employment problem could 

produce some observable hysteresis effects this time around.  Logically, one would think that at 

some point these effects would manifest themselves.  But I have to say, to date, there still isn’t 

much indication of any such effects.  And indeed, I think if one looks at what’s been happening 

to long-term unemployed, you might say there’s actually been a little bit of an improvement in 
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their performance, which would suggest that we’re not sliding closer toward hysteresis, but that, 

once again, for reasons not entirely understood, the U.S. labor market seems relatively insulated 

from those effects. But again, as Janet said, basically, whether you believe that hysteresis is 

around the corner or not doesn’t change your policy prescription.  If you think that it hasn’t 

clicked in to date but it might, that’s an argument for greater stimulus now in order to stop it 

from happening.  If you think that there’s unlikely to be hysteresis and thus the cyclical 

explanation dominates, then obviously the unemployment should be susceptible to increased 

aggregate demand stimulus.  So, in that sense, I think these arguments happily converge around 

the same policy prescription.  And for me, this all, again, reinforces the view that the story of the 

economy is still one of inadequate aggregate demand.  Thank you, Mr. Chairman. 

MR. LACKER.  Mr. Chairman. 

CHAIRMAN BERNANKE.  President Lacker. 

MR. LACKER.  First, I’d like to thank Governor Tarullo for reading the Richmond Fed 

paper.  Second, I’d like to point out that—in terms of the distinction I was making before 

between what the unemployment rate would converge to in the long run and the reference rate 

that’s relevant for current policy—a shock that hits the economy today, if it’s a structural shock 

that’s permanent and long lived, it is going to affect the longer-term normal rate of 

unemployment. But whether it’s permanent or transitory is irrelevant for whether it affects the 

policy-relevant rate today.  See what I’m saying? It doesn’t matter if it fades out right away or if 

it’s going to last a long time. It could affect the policy-relevant rate today either way. 

CHAIRMAN BERNANKE.  How does that handle policy lags?  Monetary policy doesn’t 

work for a while. 
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MR. LACKER.  I think that’s orthogonal.  I think that’s tangential to this question.  In the 

models, you’ve got policy lags.  Policy takes effect over time, but it’s still the case that you’re 

carrying around this reference rate—President Bullard talked about a flex price equilibrium— 

and it’s affected by both transitory and permanent shocks. 

CHAIRMAN BERNANKE.  Governor Raskin. 

MS. RASKIN.  Thank you, Mr. Chairman.  My outlook has not changed materially since 

the July–August meeting.  Maybe incoming data have been mixed, but forward-looking 

indicators still remain consistent with an economy growing in the near term in a range between 

1½ percent and 2 percent. Similarly, the factors shaping the medium-term outlook have not 

changed significantly; the general contours of my outlook remain the same.  Yes, some of the 

incoming data during the intermeeting period suggested modest increases in household spending 

and employment, and the household sector showed some further slight signs of improvement.  

But no data are yet showing a basis to believe that these modest increases will be sustained to 

such an extent that faster momentum might be expected.  Indeed, other data, such as those for 

business spending and consumer confidence, remain soft.  It is not yet obvious that this path, or 

even a couple of months of stronger-than-expected economic activity, could reduce the amount 

of slack in labor markets or alter the trajectory of expected inflation to a degree that would 

obviate the need for a further easing of monetary policy.  Last week’s employment report— 

payroll employment only 55,000 higher than reported in July, after taking into account 

revisions—does not suggest above-trend economic growth or a declining trend in the 

unemployment rate.  It suggests, instead, that the unemployment rate is likely to move sideways 

with no sign of a substantial and sustainable strengthening in the pace of economic recovery. 
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And this unsatisfactory modal projection is what exists before even considering downside 

risks to the outlook.  One particular downside risk that remains quite elevated relates to what 

we’ve been talking about—the depressed level of labor participation and the enhanced level of 

long-term unemployment. The decline in the labor force participation rate since the beginning of 

the recession is ominous, and although the Board staff predicts that over the next couple of years 

the labor force participation rate will flatten out, the recession, as Governor Yellen described, 

may well have permanent effects on the labor force participation rate, just as the high-pressure 

labor market of the late 1990s pulled people back into the labor force who had been excluded for 

a long time—only now, unfortunately, in reverse. In addition, with a substantial and growing 

proportion of unemployed workers having been jobless for long periods, we face an elevated risk 

that such a high level of long-term unemployment will persist long enough to permanently 

depress labor supply and potential output.  Unlike downside risks emanating from the European 

crisis and U.S. fiscal policy—which, were they to occur, theoretically can be addressed with 

accommodative monetary policy after the fact—the potential hysteresis created by drops in the 

labor force participation rate and increases in long-term unemployment will prove intractable to 

address with accommodative monetary policy that isn’t inflationary.  So I find the particular 

downside risk of hysteresis to be especially pernicious because it’s difficult to address after the 

fact. But, more optimistically, it is one downside risk that monetary policymakers do have some 

ability to mitigate prior to its occurrence. 

Similarly, I wonder about the permanent or transitory nature of household and business 

expectations.  The economic outlook appears damped by some form of pessimism.  Look at the 

Michigan survey question on the proportion of households expecting unemployment to improve.  

Earlier this year, that number had recovered, but now it has dropped down again.  Similarly, 
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households’ income expectations for the coming 12 months have hardly recovered at all since the 

recession despite the fact that actual income has somewhat increased.  On the business side, 

expectations for business conditions six months hence as measured in the Empire State and 

Philadelphia Fed surveys have dropped back sharply again.  In the case of the Empire State 

survey, they’re back close to levels seen during the recession.  Capital spending plans also don’t 

look great.  Surveys from the National Association for Business Economics show capital 

spending to have dropped sharply in the second quarter.  Surveys from the National Federation 

of Independent Business show capital spending to be gradually rising, but still remaining at less 

than half of its pre-recession level. It’s difficult to project whether these expectations will 

transition from being temporary blips to permanent shifts, but the fact that these expectations 

have tried to recover from the recession before but been knocked back, sometimes more than 

once, might be a factor that could keep households and businesses from getting too hopeful 

again. The longer we have an economy that looks bleak as far as the eye can see, the more this 

bleakness gets built into expectations.  Households and businesses now see a recovery slow to 

materialize.  They assume that things will get better because they always have, but then things 

don’t get better.  So households and businesses start to wonder if this is just a delay or if it’s just 

the new normal.  If they think it’s the new normal, it could become just that.  Thank you. 

CHAIRMAN BERNANKE.  Thank you.  Governor Stein. 

MR. STEIN.  Thank you, Mr. Chairman.  In terms of the outlook, I’m reasonably close to 

the consensus forecast you put forth, and just a shade more upbeat than I was at our last 

meeting—that is to say, maybe a tenth or two lower on the unemployment rate for 2013. I’ve 

interpreted the incoming data since the last meeting inclusive of the jobs report on Friday as 

approximately a wash and feel as though the situation in Europe looks just a bit brighter.  So, 
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overall, I would say it appears we’re still about as “stuck in the mud” as we have been over the 

last several months, and I agree with Governor Tarullo’s characterization that it’s largely an 

aggregate demand phenomenon. 

In trying to think about the factors that are leading demand to be so sluggish and about 

the channels by which monetary policy might be able to help, I’ve been struck by a few pieces of 

survey evidence.  Now, they turn out to be the same pieces of survey evidence that Governor 

Raskin was just referring to, thereby scooping a fair portion of what I was going to say. 

MS. RASKIN.  It happened to me for a long time.  [Laughter] 

MR. STEIN.  I’m going to just start juggling next time. Anyway, just to underscore, 

really—on the Michigan survey, we had a very interesting briefing a few weeks ago by Claudia 

Sahm, in Research and Statistics, who’d been looking carefully at these data.  And the gist of the 

finding is, not only is it low, but also, basically, it fell from 2007 to 2009, and it really hasn’t 

recovered since.  Moreover, it’s not well explained by household characteristics—there’s a large 

negative residual there in a way that seems different from previous experience. In a similar vein 

but much less scientifically, I looked at a different survey, the Conference Board’s Consumer 

Confidence Index, which also fell in August.  Very much to your point, they do a breakdown of 

the index into views of the current situation—a present situation index—and a future 

expectations piece, and all of the drop was coming from the future expectations piece.  So I was 

curious.  I went back and compared it with previous peaks of unemployment that we’ve had.  

The ones I looked at were May 1975 and December 1982.  What you see is, at those times when 

unemployment was also very high, if you asked people about the present situation, it was dismal, 

but if you asked them about future expectations, it was not nearly so bad as it is today.  These are 

just a couple of data points, but they’re consistent with what I take to be the spirit of Claudia’s 
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work, which is, it’s as if, given where we are today and given the current situation, people feel 

the future is considerably more pessimistic.  And again, I think this is pessimism as opposed to 

uncertainty, which has a slightly different implication because it’s less clear that, if the fiscal 

cliff resolves itself, this kind of thing gets fixed. 

Another survey on the business side: I just yesterday got a survey that Duke University 

does in conjunction with CFO magazine, where they talk to 900 CFOs of U.S. firms.  One of the 

new questions in there this time—I think, actually, Steve Sharpe helped them design this 

question—asked the firms if they would in any way change their capital spending plans for a 

given change in interest rates.  Here, it is strikingly like a large-sample version of President 

Fisher’s CEO conversations, where only 3 percent of the firms say they would in any way 

change their capital spending for a 50 basis point movement in rates.  Now, I take Vice 

Chairman Dudley’s critique here.  First of all, in this one, unlike consumer confidence, we don’t 

have a benchmark, so I don’t know what people would say in normal times.  But as a Bayesian, 

I’m inclined to think that there’s something going on here, even though I wouldn’t say it’s a huge 

thing. 

So, putting this together—now, this part is very impressionistic, but I guess the overall 

feeling I get from looking at these various pieces of survey evidence is the sense that when we 

make a policy move now, we’re playing more for whatever effect we can have on consumer and 

business confidence than for the normal hydraulic effect we would have on financing conditions 

per se.  That is to say, we may know more about how to move interest rates than about how to 

influence confidence, but it’s the latter that, in some sense, is the dragging anchor.  This is not an 

“always” situation.  I think it’s, in some respects, the opposite of where we were in 2009 at the 
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time of QE1, when really the thing to do, the imperative, was to fix financing conditions, and 

people would figure it out one way or the other. 

I don’t know if this has any implications for policy. It strikes me that, if this is right, it 

should color particularly how we think about the communications aspect.  I, like many others 

here, believe that the need for action is clear, but I think, less so than usual, the bond market is 

not really our primary audience.  So maybe when we think about policy, we want to worry less 

about putting together the biggest, most inclusive package that has the maximum bond market 

impact, and worry more about, how do we deliver a simple and coherent message that normal 

humans can understand, as opposed to mainly Fed watchers?  I think we’ll have a chance to talk 

about some of these issues.  I’m not sure if this concept is fully operational, but I have this 

conviction that we really have to think about our audience as being business managers and 

households—more so than at other times.  There’s so much talk about, what are the Fed watchers 

expecting us to do?  And I think we don’t want to get overly caught up in delivering just to them.  

Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Governor Powell. 

MR. POWELL.  Thank you, Mr. Chairman.  It does seem to me that there’s a decent 

degree of agreement, or at least overlap, about the status and outlook for the economy, and that 

the real question is, what can monetary policy do, and what should it do going forward?  And 

I’m going to defer that to tomorrow. In that spirit, I propose to deprive the Committee of my 

detailed recitation of intermeeting events and proceed to the executive summary part of it, which 

is, really, that we’ve been on a round trip.  We had positive news early in the intermeeting 

period, which was a trip to hope and back, and it left me very much in the same place where I 

started:  I see an economy with a substantial amount of slack that is growing at about 2 percent; 
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inflation that is bouncing around just below 2 percent on commodity effects, but close to target; 

and better financial conditions for now.  But as Europe improves, the fiscal cliff begins to 

approach in a serious way, and what I am hearing is that there is little to no hope of action in the 

lame duck.  Of course, that depends on the arrangement of forces after the election, so it’s 

completely unknowable. Ultimately and most important, there is little, if any, reason to expect 

significant improvement in job creation in the coming months. 

My conversations with a group of about 10 diverse industrial companies—this is not 

autos, so it’s away from one of the real strengths.  The other parts of the industrial sector, let me 

say, are pretty weak, and they strongly confirm that last point about employment.  Outside of a 

couple of bright spots like housing and light vehicles, it’s soft everywhere, especially in Europe.  

Big customers are postponing orders; they’re not canceling them.  It’s nothing like from 2008 to 

2009, but the softness that began about six months ago is now the new normal for these 

companies.  The game is about share gain and taking out costs.  It’s a low-growth environment.  

All new projects are on hold, and there is no hiring.  In fact, the entire goods-producing sector of 

the economy lost 16,000 jobs in August.  If you look just at the manufacturing piece of that and 

go back over a quarter, there was a net creation of 15,000 jobs, and two-thirds of that is auto.  I 

want to say that you hear, “Uncertainty, uncertainty,” from all of these people, but they’re really 

talking about two different things.  These are not people who roll over at 4:00 a.m. to check 

Twitter for the latest news from Karlsruhe on the German decision.  A particular company in the 

beverage manufacturing business had a big order from a German OEM for a beverage line, and 

that order has been pushed out at least a quarter.  That’s uncertainty.  It’s about demand.  As far 

as Europe relates to these companies—and these are pretty global companies—it’s really focused 

on demand.  The fiscal cliff is something different.  There’s a sick feeling in people’s stomachs 
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that this is really bad, that this is our country not being able to function, and it’s like last August 

on steroids—not that there’s anything wrong with steroids.  [Laughter]  They’ve been very 

helpful to me lately. 

Let me say where that leaves me.  The question that looms is—and I’m going to, again, 

leave aside monetary policy—when do we break out of this?  And I really do believe that we 

will.  We always have. I can remember many of these cycles where you really wonder if this is it 

and we’re never going to get out. I really do feel that if you look at our own projections, 

essentially, all of us project that we’re going to have those 3 percent, 4 percent catch-up years.  

They’re now scheduled for 2014 and ’15, but really, there’s a ton of uncertainty around that.  So 

I’m going to share this highly anecdotal evidence in an effort to end on something of a high note. 

I talked to both private equity investors and hedge fund investors, and it’s always very 

interesting to compare the two of them.  The hedge fund investors are in a really difficult 

environment.  They’re traders who get marked every quarter, and, in a world that has very few 

ways for them to make money, they’re generally very conservatively positioned, and their 

investor base seems to be fine with that.  Private equity firms are feeling quite differently about 

things.  They basically think about creating value over a three- to five-year period, and many PE 

firms right now, large and small, think that this is a great time to buy. In fact, a string of large 

industrial properties, which would ordinarily have been expected to trade to corporations, has 

traded to private equity.  There are three reasons why the private equity firms are feeling 

aggressive.  First, their natural competitors, these big companies, are all frozen on the sidelines, 

sitting on their cash, ruled by risk-averse public boards, and out of the game.  If anything, they’re 

going to wind up being net sellers as the recession goes on.  Second, leveraged finance markets, 

as Andreas was discussing this morning, are very attractive, with low rates and issuer-favorable 
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terms that are just about reminiscent of the bubble days, and all of that provides critical 

flexibility in case deals don’t go well. Third—and really the one that’s relevant for this policy 

exercise—private equity firms think about the medium term, and they see the future as better. 

These large private equity firms are completely global; they each own hundreds of companies in 

every major economy and in every vertical; and they systematically mine the data that they get 

and they’ve got the talent on board to do that.  This is not the private equity industry of 20 years 

ago.  So they’re seeing something.  They really are.  It’s pretty consistent, and what’s holding 

back the volume of deals is only supply.  There was quite a similar pattern back in the early 

2000s after the dot-com crash.  In that period, as many will recall, the S&P lost about half of its 

value.  We had a very soft economy in 2001 and 2002, a string of corporate accounting scandals 

leading to Sarbanes–Oxley, and a deflation scare in 2002.  Across the board, net sellers of 

businesses were on the sidelines, and the private equity firms were extremely aggressive during 

that period.  Those deals turned out to be, in many cases, some of the best investments in the 

history of the industry.  It turned out to be a great time to buy.  I would also add that they were 

net sellers in 2005 and 2006.  So the question is, why take any signal from this, right? I realize it 

doesn’t tell us anything at all about the next few quarters.  But I will say that it’s a bit of a signal 

to me because this is a group of investors with very successful and, in some cases, long track 

records that were looking ahead to strong growth in the medium term, and they were willing to 

put more than just an opinion on the line in that belief.  Thank you, Mr. Chairman. 

VICE CHAIRMAN DUDLEY.  Could I ask the Governor a question?  Geographically, 

do they express any preferences about where they want to have the business? 

MR. POWELL.  Yes.  The hedge funds are, as a staff memo from Matt and Fabio pointed 

out, unanimously not believing a long-run solution in Europe.  They’re just very pessimistic.  I 
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would say the private equity firms are in the same place.  You see very little private equity 

interest in Europe.  There’s great uncertainty and that kind of thing.  In the United States, you see 

a lot of activity—again, restrained only by a lack of supply.  When there’s a good company 

that’s out there, the bidding is furious, and they’re all saying, “This is the time.”  This happened 

10 years ago. And Asia—I can’t really give you any call on that. 

VICE CHAIRMAN DUDLEY.  Thank you. 

CHAIRMAN BERNANKE.  Okay.  Thank you very much.  I see I have two hours now.  

[Laughter] Let me summarize and just make a few comments.  Participants didn’t see much 

change in the outlook, on net, during the intermeeting period.  Economic growth is still sluggish. 

The near-term growth outlook is modest, and the recovery is in a holding pattern.  Output and 

employment growth are falling short of levels needed to reduce unemployment.  Headwinds for 

recovery include fiscal policy, deleveraging, tight credit, and international factors, including not 

only Europe, but also slowing in China.  Some felt that we risk a lost decade, but another view is 

that recovery has been consistent with previous experiences with banking and financial crises, à 

la Reinhart and Rogoff. 

Recent labor market reports have been weak, although unemployment has fallen in the 

past year.  Some decline in unemployment is due to reduced participation, and employment-to-

population ratios are at post-trough lows.  Hysteresis is a risk and a possible rationale for action.  

Retail sales data were a bit better, and households continue to deleverage, but consumer 

confidence is soft, and people are unusually pessimistic.  Real estate activity is improving in a 

number of Districts.  Sales are up, permits and prices are also rising, inventories are low, and 

delinquencies are falling.  Rising prices may stimulate further sales.  There is some strength also 

in commercial real estate. 
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With regard to measurements of slack, there was, again, discussion of the issue.  Staff 

analysis concludes that slack is high, and it was noted that inflationary pressures remain low.  

Some argued that measurements of slack should distinguish the longer-run normal rate and the 

current equilibrium rate, or natural rate, which varies over time.  Discussion of the structure of 

the labor market noted that routine jobs are disappearing, but declining dynamism may be more 

chronic than cyclical, and the long-term unemployed are not completely shut out of the labor 

market. 

Uncertainty remains an important issue for businesses, holding back investment and 

hiring.  Job growth is particularly weak.  Small businesses are concerned about taxes and 

regulation.  The fiscal cliff is a particular risk, as is electoral uncertainty. Some research 

suggests that higher uncertainty acts like an aggregate demand shock.  Policy uncertainty is a 

headwind, but not the only one, as the Bloom index suggests.  In agriculture, the drought will 

impede GDP growth over the next several quarters.  However, farm income has been supported 

by high prices and crop insurance.  Energy activity is expanding.  Manufacturing reports are 

mixed.  Auto sales are up.  Firms are focused on gaining market share, but among financial 

firms, private equity is more optimistic and aggressive. 

In the financial sector, long-term interest rates are very low, with negative real yields, but 

it was noted that the equilibrium real yield in the economy may also be negative.  Financial stress 

indexes are not particularly worrisome, and financial froth has not been reported.  Firm balance 

sheets are strong, and credit supply is available when loan demand strengthens.  The ECB’s 

actions have again helped calm Europe, but further progress requires action by governments.  

Risks remain serious, and economic growth on the Continent should remain weak. 
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With respect to inflation, the outlook has not changed much.  Inflation seems likely to 

remain near or below 2 percent in the medium term. Low inflation is also predicted by DSGE 

models.  Businesses are not particularly concerned about their costs.  Inflation expectations are 

stable, and there’s little evidence of disinflation. 

There was a good bit of premature discussion of monetary policy, which covered, among 

other things, the effectiveness of possible actions, the risks and benefits of actions and inaction, 

and issues of communication. 

Any questions or comments? [No response] I come after Governor Powell, so I have an 

even more difficult task. I’ll try to respond a little bit to some of the comments that were made 

today.  The basic outlook is, as everyone has pointed out, that we have an economy that is 

growing very slowly, at or below trend, and, by the usual Okun’s law relationships, we’re not 

seeing very much progress in the labor market. Unemployment is about the same as in January, 

and I note that aggregate hours are also only about ½ percent higher than they were in January.  

President Bullard noted that there was a period of improvement in the unemployment rate around 

the turn of the year.  One interpretation of that is that it was a one-time payback for the rapid 

drop in jobs during the recession. 

In any case, economic growth, if anything, is slowing relative to earlier in the recovery. 

Now, how do we explain, understand, and interpret the very slow growth we’ve been seeing? 

That was also discussed in the go-round.  One possibility is that there’s been a once-and-for-all 

level shift, that we’ve dropped down to a lower level and are continuing at trend at about the 

earlier pace.  So the suggestion there is that we are close to potential and output growth going 

forward will remain trend-like.  This interpretation does not look implausible if you eyeball 

graphs for GDP or consumption growth.  It is consistent with some earlier episodes of financial 
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crisis, and, among others, the IMF has given this perspective a little bit of support.  The 

alternative interpretation held by others around the table is that we remain well below potential.  

I think it’s perfectly possible to rationalize that.  First, there have been ongoing headwinds, both 

endogenous and exogenous.  The endogenous ones include financial balance sheet, financial 

accelerator types of effects and the exogenous ones include Europe, fiscal, and the like.  So there 

have been continuing headwinds, and, of course, sticky prices—as was pointed out—are part of 

overlapping price-setting coordination issues and the like.  I think both of these interpretations 

are conceivable, and they probably both have some truth in them.  As President Bullard 

mentioned, I don’t think it’s very likely that we’ll return to the pre-crisis trend. 

Now, on the permanent drop in the level, I’m a little bit bemused by the appeal to 

Reinhart–Rogoff because theirs is a strictly reduced-form observation, it has no structural 

interpretation, and it could involve any number of reasons, including uncontrolled factors such as 

poor policymaking.  So I don’t take that as a very convincing answer unless I understand better 

what the rationale is that is explaining the slower growth.  The second story does provide a 

rationale, does provide an explanation.  Notably, labor utilization does appear to be exceptionally 

low, and I won’t repeat Governor Tarullo’s comments, but Eddie Lazear, who I don’t think is 

necessarily inclined to find a cyclical source of unemployment, is just the latest of the majority 

of studies in this area to find a significant cyclical component.  It’s true that the short-term 

equilibrium unemployment rate can vary.  There’s no question about that.  Staff members have 

tried to include some of that in their analysis.  But we need a story.  It’s possible, based on that 

kind of analysis, that the equilibrium unemployment rate is above the longer-term natural rate at 

this point.  We don’t know.  I want to emphasize that on all of these things—on the economy, on 

the effects of policy—we’re incredibly uncertain, and we have to make decisions under 
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uncertainty.  We can’t let waiting for certainty be the condition for taking any action.  We have 

to make the best choices we can, given a very uncertain situation.  So, in that kind of world, of 

course, there are type I and type II errors.  This is similar to what the Vice Chairman was saying. 

We are close to our inflation objective.  We’re quite far from our unemployment objective, at 

least the longer-run unemployment objective.  Arguments have been made that staying far away 

from the longer-run unemployment level for a protracted period has its own costs besides the 

temporary costs of the cyclical unemployment. 

In terms of our policy tools, I do agree with President Plosser that having a good grip on 

the costs and the risks of those tools is very important, and that’s one reason why we have been, 

in some ways, not as quick to use the tools as we might have been if we were using short-term 

interest rates as our policy tool.  But I feel that I’d like to thank the staff for the work that’s been 

done over the last couple of intermeeting periods. I think the work on market functioning, the 

work on financial stability—all of those things have made me more comfortable, at least, that we 

can manage the costs of these unconventional policy tools. 

Now, I might as well take the advantage to talk a little bit about the policy tools and some 

of the issues that have been brought up.  I have great admiration for Michael Woodford.  I hired 

him, I coauthored with him, I was his colleague for many years, and I think he’s a terrific 

economist.  And I think a lot of what he said in his paper at Jackson Hole was very useful.  I do 

think that he understates the consensus in the literature about the impact of unconventional tools, 

particularly asset purchases, on the economy.  I won’t go through an extended discussion, but I’ll 

make just a couple of observations on the empirical side.  He focused primarily on the event-

study evidence.  He came to that with a Modigliani–Miller type of financial markets perspective, 

which has a lot of theoretical appeal but obviously is not empirically very successful.  It doesn’t 
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explain a lot of premiums, a lot of volatility, in actual financial markets.  So, using that 

perspective, he was inclined to dismiss the results from the event-study research. But this 

research does tend to find, almost uniformly, that asset purchases do have effects on financial 

conditions, notwithstanding the fact that it’s very difficult to measure the surprise component of 

a change in asset purchase policy. I was very much involved in the literature on measuring the 

effects of surprises in the federal funds rate, and there at least you have a futures market that can 

tell you what was expected.  Obviously, that’s very difficult in the case of asset purchases, and 

therefore you would expect the event-study literature, if anything, to bias down the findings, the 

impact of asset purchases on financial conditions.  But beyond that, in looking at only the event 

studies, Woodford’s paper ignores two other major literatures.  One is a substantial literature on 

the effects of relative supplies of Treasuries on term premiums.  I would cite, for example, 

Kuttner (2006) and Greenwood and Vayanos (2010), and this appears also in work by Gagnon, 

Hamilton and Wu, and others.  And a second line of research is based on no-arbitrage term 

structure models, such as the Li and Wei paper that has been used a lot here at the Board.  So 

there have been a number of different approaches, and again, I do think that the bulk of the 

evidence is that these tools do have effects on financial conditions.  Obviously, there are issues 

about the transmission to the real economy, and I take some of the points that have been made, 

but there are factors there working in both directions.  For example, to the extent that credit 

markets are becoming less tight—standards and terms are becoming less restrictive—lower 

interest rates will have more effect rather than less effect. 

The central message of Woodford’s paper, though, which I do agree with very much, is 

that expectations management is really critical to managing monetary policy at the zero bound. 

And I agree with Governor Stein that the language is very important.  How we present what 
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we’re doing is going to be very important.  In particular, and we’ll talk about this tomorrow, 

trying to signal that the Fed, rather than being pessimistic, is determined and that the Fed will be 

supporting the economy.  We’ll be there.  We’ll be a backstop.  We’ll provide confidence. I 

think that’s a very important part of what our communication should be about.  Personally, I’ve 

learned something from both Woodford’s discussion and that discussion around the table about 

how we should be talking to markets and to the public.  And a very small thing, but in my press 

conference statement tomorrow, I’m going to try to talk a little bit more to the average person 

than I have been, and try to explain what we’re doing and why it’s helpful more broadly.  So I do 

expect the expectations channel to be very important, but I think I disagree that by itself it’s 

sufficient. 

The main problem is that we’ve already said that we’d keep rates low for three years. 

How much further out can we go? For example, Woodford argues that a nominal GDP target, if 

adopted, would allow us essentially to make commitments many years in advance.  I’d like to 

actually raise the question once again to the group because we looked very carefully at nominal 

GDP targets more than a year ago now, I think, and there was really no support at that time.  The 

basic argument is that, in order to work, people have to be persuaded that you’ll stick to this 

target for a very extended period, many years, even though a nominal GDP target may involve a 

period of inflation well above your normal range of inflation.  Moreover, of course, there’s also 

the risk that, if that happens, then inflation expectations will become unanchored.  So I think that 

was the case against nominal GDP targeting. A few people have talked about it. If I’m missing 

something and you want me to hedge more when I’m asked about it tomorrow, which I’m sure I 

will be, I’d like to hear that tomorrow because, again, the take of this group a year ago was that 

nominal GDP targeting, price-level targeting, and so on, while useful, are limited in that they 
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require credibility very far in the future. And that’s why I think one of the benefits of asset 

purchases is that they can be used as a concrete action, as a commitment device, to help 

strengthen the expectations effect of announcements and communication so that they really are 

complementary—more than we have given them credit for and more than I really said in my 

remarks at Jackson Hole. 

So there are a lot of interesting issues here.  I think what I’d like to end on is just to come 

back to the point that I know we’re all in debating mode.  We want to persuade our colleagues, 

and that’s certainly laudable, but the fact is that nobody really knows precisely what is holding 

back the economy, what the correct responses are, or how our tools will work.  And I believe we 

all have to try to think hard about, in a Bayesian context, using information that we have and 

thinking about both the risks of action and the risks of inaction, what the best choices are, 

acknowledging and understanding that whatever we do, it’s going to be a shot in the proverbial 

dark.  I think, really, it’s going to be very important for us to pull together, in a sense, to support 

whatever efforts that we make.  Any questions or comments?  President Kocherlakota. 

MR. KOCHERLAKOTA.  Thank you, Mr. Chairman.  Thanks for those remarks.  I 

found them very useful in my own thinking.  I, too, thought the staff’s work on LSAPs over the 

last couple of intermeeting periods has been really helpful, but even more broadly, I certainly 

came to the question of the efficacy of the LSAPs from the same Modigliani–Miller framework 

that Mike sketched, and I found the empirical work on the asset pricing side very informative.  It 

certainly shaped my thinking moving away from the Modigliani–Miller framework. Our 

statements, alternative A and alternative B, make reference to continuing to study the efficacy of 

the LSAPs.  Part of that will have to be ongoing work and ongoing study of that linkage between 
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what’s going on in the financial markets and how that’s getting through to the real economy.  At 

least for me, that’s a major source of uncertainty still. 

CHAIRMAN BERNANKE.  Let me make one comment on that, which is, you 

sometimes hear the following kind of statement:  “Tight monetary policy is not causing the 

problem; therefore, easing monetary policy won’t help.”  That’s a non sequitur.  If, say, tight 

fiscal policy is the problem, if that’s the reason the economy is growing slowly, it doesn’t mean 

that monetary policy can’t mitigate that.  So I think that kind of argument needs to be looked at 

very carefully.  We are doing a lot.  We are absolutely doing a lot.  There’s no question about it.  

Nobody can blame the Federal Reserve fairly, in my opinion, for being tightfisted and stingy and 

not willing to take risks to try to support the economy.  But the fact that it’s not our fault that the 

recovery is slow doesn’t mean that we can’t try to help if we think, in fact, that the benefit–cost 

ratio is appropriate. 

What I’d like to do is let Bill English do his introductory remarks for tomorrow.  I’m in 

your hands.  The reception starts at 5:30.  Would people like to continue with the policy round, 

or should we just have Bill and then start fresh at 8:30? 

PARTICIPANT. Break. 

PARTICIPANTS.  Fresh. 

CHAIRMAN BERNANKE.  Fresh.  Okay. 

MR. FISHER.  Governor Powell needs to take a nap. 

CHAIRMAN BERNANKE.  He’s not the only one.  [Laughter] All right.  We’ll ask Bill 

to make his opening presentation and take any questions, and then we’ll recess for reception and 

dinner.  Bill. 
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MR. ENGLISH.7  Thank you very much, Mr. Chairman.  I think the policy 
alternatives are being handed around right now.  They are the same as the ones we 
distributed earlier this week. I guess I’ll wait just a moment until everybody has 
them. 

The first page of the handout illustrates the effects of three different policy paths.  
The black solid lines in the charts depict the experimental consensus forecast, which 
is conditioned on unchanged policy.  The red dashed lines show the results of a more 
accommodative policy, one that’s consistent with an alternative B that shifts back the 
date in the forward guidance to mid-2015 and, in addition to $30 billion of MBS 
purchases a month and completion of the MEP this year, involves buying longer-term 
securities at a rate of $75 billion a month through the middle of next year.  The 
balance sheet implications of this alternative are shown at the top right.  So long as 
the public correctly anticipates that the Committee will follow this policy, the result is 
a more rapid economic recovery that takes the unemployment rate to 6.3 percent by 
the end of 2015, about ½ percentage point lower than in the consensus baseline; the 
inflation rate (shown at the bottom right) is a bit higher but remains near your 
2 percent longer-run objective. 

The blue dotted lines show the results of an even more accommodative policy; 
this corresponds to alternative A and includes a new $1.25 trillion LSAP and a shift in 
the date in the forward guidance to mid-2015.  In this case, the unemployment rate 
falls to about 6.1 percent by the end of 2015, and inflation runs a little higher than 
under the other policies. 

If, in reviewing the outlook under the unchanged policy, the Committee views the 
likely outcomes for employment and inflation as inconsistent with its mandate, it 
might choose to ease policy by strengthening the forward guidance in the statement 
and engaging in additional asset purchases.  Alternative B, on page 5, may offer the 
Committee an attractive approach to moving strongly in that direction at this meeting, 
but without committing now to a large, discrete purchase program.  Alternative B 
completes the MEP and starts buying additional MBS, with an explicit proviso that 
the Committee will closely monitor developments “in coming months” in deciding 
whether to continue the purchases and scale them up. 

The first paragraph of alternative B updates the description of the economy to 
reflect the mixed incoming information over the period.  The second paragraph 
differs from past statements by expressing the medium-term outlook as a conditional 
forecast, noting that the Committee is concerned that “without further policy 
accommodation, economic growth might not be strong enough to generate sustained 
improvement in labor market conditions.”  Then the third paragraph announces that 
the Committee will complete the MEP as planned and will commence purchasing 
MBS each month.  The options you’re offered here are rates of $30 billion or 
$40 billion a month.  The higher rate of purchases would have the advantage of 
providing more impetus to growth, but some policymakers may prefer the lower rate, 

7 The materials used by Mr. English are appended to this transcript (appendix 7). 
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perhaps to allow for some future ramping-up in reaction to shocks, such as a full 
encounter with the fiscal cliff or a worsening of the problems in Europe.  Staff work 
suggests that purchases even at the higher pace would be unlikely to cause problems 
with market functioning. 

The fourth paragraph signals another decision point coming in the future.  It says 
that if, “in coming months,” the “outlook for the labor market does not improve 
substantially,” the Committee will continue its MBS purchases and undertake 
additional asset purchases “as appropriate until such improvement is achieved in a 
context of price stability.”  The paragraph offers an option to include the possibility 
of employing other policy tools as well.  Participants may find that additional 
reference attractive if they think that changes in forward guidance, new lending 
programs, or a reduction in the interest rate paid on reserves might also be appropriate 
in the future.  The paragraph concludes by noting that, as always, the likely efficacy 
and costs of asset purchases will be taken into account as the Committee calibrates its 
purchases. 

In paragraphs 5 and 5′, the statement offers two options for restating the forward 
guidance.  Both versions begin by putting the Committee’s decision with respect to 
the forward guidance in a more positive light and in the context of making progress 
toward its objectives by indicating that, “to support continued progress toward 
maximum employment and price stability, the Committee expects that exceptionally 
low levels of the federal funds rate will remain appropriate for a considerable time 
after the economic recovery strengthens.”  Paragraph 5 then continues by shifting the 
date of the expected commencement of policy firming out to mid-2015.  By contrast, 
paragraph 5′ replaces the calendar date with new conditional language that ties the 
timing of liftoff to the path of the unemployment rate, subject to constraints on 
inflation and inflation expectations.  Some participants may see this conditional 
language as preferable to offering a specific date because it will allow market 
participants to adjust their expectations for liftoff flexibly as information bearing on 
the economic outlook is received. 

The immediate market reaction to alternative B is hard to predict, in light of the 
policy expectations currently in the market and the decision point that would be 
highlighted in paragraph 4.  Primary dealers appear to place high odds on a new 
program of securities purchases—generally expected to increase Federal Reserve 
holdings by around $500 billion to $600 billion by the end of 2013—and some see it 
as likely to be described in flow terms.  But it is not clear how they would gauge the 
likely scale of purchases under alternative B. An alternative B in which the 
Committee decided over coming months to purchase $75 billion in securities per 
month during the first half of next year would be roughly equivalent to the 
$500 billion to $600 billion now expected.  With most outside forecasts anticipating 
only slow improvement in labor market conditions over coming quarters, the market 
may come to expect the purchases to exceed this amount.  With regard to the forward 
guidance, “mid-2015” is in line with expectations, but the language in paragraph 5′ 
might be seen as pointing to even more accommodation.  On balance, alternative B 
might prompt a modest decline in longer-term interest rates, higher equity prices, and 
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a depreciation of the dollar.  However, the magnitude and persistence of the effects 
will depend importantly on what investors see as the implications of the statement for 
the ultimate size of the SOMA portfolio, as well as which version of the forward 
guidance the Committee chooses. 

Alternative A, on page 3, may appeal to members who see the Committee as 
having persistently missed its dual objectives in the same direction and believe that, 
with the fiscal cliff looming and uncertainty about Europe unresolved, the downside 
risks to economic growth are very large.  They may believe that the Committee needs 
to send a clear signal that it is willing to substantially increase its holdings of 
securities and extend the forward guidance.  They may be concerned that the 
effectiveness of alternative B would be undermined by investor uncertainty about 
both the Committee’s decision to extend purchases beyond the next few months and 
the ultimate size of such purchases. 

The first and second paragraphs of alternative A are close to those of 
alternative B.  The third paragraph of alternative A announces a new lump-sum LSAP 
program, comprising $750 billion of longer-term Treasuries and $500 billion of MBS, 
at a combined pace of about $75 billion per month through early 2014.  The fourth 
paragraph clarifies that the new program replaces the MEP and that the Committee’s 
reinvestment policy will continue.  The fifth paragraph, as in alternative B, extends 
the forward guidance to mid-2015.  Alternative A also provides possible language for 
a 10 basis point reduction in the IOER rate. 

Because $1.25 trillion lies well outside the range of most market forecasts for a 
new LSAP program, alternative A would likely lead to a notable drop in longer-term 
interest rates, as well as higher equity prices and a lower foreign exchange value of 
the dollar.  These effects could be increased somewhat and accompanied by some 
decline in short-term interest rates if a reduction in the IOER rate were included. 

Alternative C, on page 7, might appeal to policymakers who see the recent 
economic data as consistent with the view that the economic recovery is on a 
sustainable path and proceeding about as well as could be expected given the effects 
of the financial crisis.  They may see the elevated size of the Federal Reserve’s 
portfolio as well as the recent rise in oil and other key commodity prices as implying 
some upside risk to inflation.  As a result, they may judge that there is no need to ease 
policy through a change in the forward guidance or a new LSAP program, and they 
may even anticipate that the funds rate will need to be raised significantly earlier than 
markets anticipate. Other participants may have views that are shaped less by 
concerns about the outlook, but believe that the costs and risks associated with 
additional asset purchases are likely to exceed the benefits in terms of improved 
economic conditions. 

The first paragraph in alternative C is somewhat more positive about economic 
developments than in alternatives A and B.  The second paragraph is similar to the 
August statement but projects somewhat stronger growth and higher inflation.  There 
are two versions of paragraph 3:  The first maintains the “late 2014” forward 
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guidance, with an option to change the date to “late 2103”; the second version, 
labeled 3′, replaces the date-dependent forward guidance with language describing 
the factors the Committee would consider in determining the appropriate time to raise 
the target federal funds rate.  The fourth paragraph is similar to the August statement, 
except that it provides a more balanced outlook for policy. 

The markets would be greatly surprised by a statement along the lines of 
alternative C, especially if it signaled an earlier rise in the federal funds rate. Interest 
rates would likely jump higher, and stock prices could drop sharply. 

Draft directives for each of the alternatives are presented on pages 9 through 12 of 
your handout.  Thank you, Mr. Chairman.  That completes my prepared remarks. 

CHAIRMAN BERNANKE.  Thank you very much.  Are there any questions for Bill? 

President Fisher. 

MR. FISHER.  Mr. Chairman, if I could ask Simon and the Desk—again, just to have a 

factual grip here:  What kind of market penetration will we have on mortgage-backed securities 

under the program of $30 and $40 billion per month?  You mentioned this earlier.  I apologize. 

MR. POTTER. That’s the flow rate relative to gross issuance. 

MR. FISHER.  Yes, sir. 

MR. POTTER. If we’re about one-third right now, if we added $30 billion, we’d be 

about 60 percent; at $40 billion, we’re about 70 percent.  But in terms of the stock, I think that 

would—what was that, Lorie? 

MS. LOGAN.  I don’t have the exact numbers for the particular scenarios, but the stock 

would be 25 percent under the $30-billion-per-month pace, and it would be slightly higher under 

$40 billion per month. I don’t have that exact number, and it depends on the length, but just for 

a maximum, under the $2 trillion scenario that we had run, the maximum was 36 percent.  So 

that gives you the very upper bound. 

MR. FISHER.  And if we assume that we finish the MEP at year-end, what will be our 

duration? 
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MR. POTTER.  The duration will be eight years, but we’ll own quite large amounts of 

some of the longer-duration securities.  That’s in the Treasury part of the portfolio. 

MR. FISHER.  And of some of the particular issues, we have significant—above 

70 percent.  Is that correct now? 

MS. LOGAN. We’ve a 70 percent per CUSIP cap.  So we can’t buy any— 

MR. FISHER.  That’s our cap per CUSIP? 

MS. LOGAN.  That’s the cap. 

MR. FISHER.  Thank you. 

MS. LOGAN.  We’ve only hit the cap on ten issues, I think—the number that we’ve hit 

the maximum 70 percent on.  And most of those were old bonds in very small size. 

MR. FISHER.  Thank you very much. 

CHAIRMAN BERNANKE.  Other questions?  President Bullard. 

MR. BULLARD.  Thank you, Mr. Chairman. Bill, I just wanted to clarify since we have 

a few minutes here.  When we do this on page 1 here, there are three lines, and then alternative B 

has a couple of options in it.  Are you saying that this is a rough guide to what alternative B 

would deliver? 

MR. ENGLISH. Yes. 

MR. BULLARD. Or do you feel as though it wouldn’t make too much difference which 

option is chosen within the subgroups that are proposed?  Or is it just that it’d get too cluttered? 

MR. ENGLISH. What we tried to do here was write down something that seemed 

plausibly in line with alternative B. Alternative B has a couple of different choices that the 

Committee would have to make.  One is, later on, what do you do in a few months after you’ve 

observed the economy?  Do you continue purchasing into next year? We’ve assumed that you 
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continue purchasing for about, I think, seven months in this.  And then the other question is, 

what do you do with the forward guidance? We’ve assumed, basically, that the forward 

guidance goes out to mid-2015 and is compelling—everybody believes it.  It’s possible, as I 

mentioned, that because market participants’ sense of the outlook is a bit weaker than our sense 

of the outlook, they may read that 6½ percent unemployment rate as pushing the liftoff even 

later.  If that were picked up, then you’d get a little bit more impetus to the economy out of that, 

but we’ve not modeled that here. 

MR. BULLARD.  Okay.  And the other thing—I’ve been concerned about the withering 

of alternative C here.  Alternative C isn’t mentioned in the graphs. 

MR. ENGLISH.  Alternative C would be, as long as you left the liftoff date unchanged, 

pretty similar to the consensus forecast.  What I’m taking out of that is the sense in the words in 

alternative C that might hint that things could move more quickly than that. So the straight 

consensus forecast is no change in the forward guidance, no additional purchases beyond the end 

of the year.  That broadly is consistent with alternative C but maybe doesn’t quite get the sense 

of what the words in alternative C could mean to market participants. 

MR. BULLARD.  Well, when you describe it, you say, “Markets would be surprised.”  I 

think that’s accurate—they’d be very surprised by a statement like that—and that you probably 

would have some effect.  Plus, if we were going in that direction, which I guess we’re not, you’d 

have the possibility of moving up the date of liftoff. 

MR. ENGLISH.  Right. 

MR. REIFSCHNEIDER. One important point here:  The black line—the consensus 

forecast—implicitly has in it a significant disappointment for the market because they pull back 
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their expectations for liftoff to late 2014, and they remove their expectations of any further 

expansion of the portfolio. 

MR. BULLARD.  I see.  So I should read this as “Consensus forecast/alternative C.” 

MR. ENGLISH.  Roughly. 

MR. BULLARD.  Roughly speaking.  Well, I guess, Mr. Chairman, I have a concern 

whether we have three options that are live options.  And I think it’s been hard while the 

Committee has been trying to think about ways to ease, and when the Committee shifts in the 

other direction, the same thing will happen.  But I think you want to have some things that are a 

little bit tighter, a little bit easier, and might actually have a chance of— 

CHAIRMAN BERNANKE. We circulate this and ask whether it spans the range of 

views so, of course, we always welcome suggestions. 

MR. BULLARD. Well, it’s up to you.  But if you try to span the range of views, you 

might have to put something on the table that’s not going to be adopted.  But from my point of 

view, I’d like to see three live things that we could do and things that we might be able to 

maneuver around. 

CHAIRMAN BERNANKE.  The other way we’ve used the alternatives, of course, is to 

try out different language or alternative language. And in the past, we’ve combined, mixed 

things together. 

MR. BULLARD.  Yes. 

CHAIRMAN BERNANKE.  President Lacker. 

MR. LACKER.  Thank you, Mr. Chairman.  I have two questions.  One is for you, Bill.  

I’d like your help with understanding the second sentence in B(4).  I’m having trouble with it.  I 

don’t think I understand it correctly, particularly the role of price stability.  So let me tell you 
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what I think it says, the way I read it. It says, “If the outlook for the labor market does not 

improve substantially” in coming months—so, if that happens—then we’re going to do X.  So X, 

I think, is, as I read this, “undertake additional asset purchases . . . as appropriate until such 

improvement is achieved in a context of price stability.”  As I think about that, if that 

improvement is achieved but it’s not in a context of price stability, that seems to say to me that 

we’re going to still keep purchasing assets.  Have I got this wrong? 

CHAIRMAN BERNANKE.  I want to defend Bill because he pointed out this problem. 

MR. LACKER.  I actually pointed it out to him yesterday. 

CHAIRMAN BERNANKE.  You pointed it out to him.  Okay. 

MR. ENGLISH.  You’re not the first. 

CHAIRMAN BERNANKE. We have poetic license here. 

MR. LACKER.  Right.  You don’t mean that literally, right? 

CHAIRMAN BERNANKE. It means that we’re looking for improvement in a context of 

price stability. If we see improvement without price stability, that’s not a good thing, and we 

won’t continue purchases. 

MR. LACKER.  But this says you’re going to wait until you get improvement with price 

stability. 

CHAIRMAN BERNANKE. I think it’s clear what— 

VICE CHAIRMAN DUDLEY. It’s “subject to.” That’s really what it means. 

CHAIRMAN BERNANKE. It’s “subject to.”  When we actually clarify this, assuming 

we go ahead and do more in January or whatever, we’ll be a little clearer in this kind of language 

here. 
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MR. LACKER.  All right.  The second question I have—and I probably should have 

asked this during our first agenda item.  I’ve asked this at times in the past.  On the table is a 

flow of purchases of mortgage-backed securities.  I’ve asked in the past about the thought 

experiment of buying mortgage-backed securities versus buying an equivalent amount of 

U.S. Treasuries.  What I’ve asked about is, all right, comparing those two options, undoubtedly 

your forecast, as you’ve said, is that mortgage-backed security yields will be lower with 

purchases of mortgage-backed securities than with purchases of Treasuries, and that mortgage 

rates will be lower. Now, my gut instinct is that some other rates will be higher.  And I’ve asked 

about this in the past, but did you do any work on that this time? 

MR. POTTER.  Which rates? 

MR. LACKER. Aren’t other rates going to be higher if we buy mortgage-backeds rather 

than Treasuries?  Because presumably, that means Treasury rates will be higher than they 

otherwise would be.  Presumably, some other rates are linked to Treasuries and not mortgage-

backed securities, and presumably, they’re higher. Isn’t there some other rate that’s going to go 

up if we buy mortgage-backeds rather than Treasuries? 

MR. ENGLISH. Not go up, but go down by less. 

VICE CHAIRMAN DUDLEY.  Go down by less. 

MR. ENGLISH.  I think that’s right. 

MR. LACKER.  Oh, okay.  Well, no—but, see, I’m asking to compare buying X amount 

of Treasuries with buying X amount of mortgage-backed.  So rates go down— 

MR. POTTER.  President Lacker, we are still buying Treasuries under the MEP in this 

program. 
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MR. LACKER.  Yes, I know.  But instead of buying $30 billion of mortgages, buy 

$30 billion of Treasuries. 

MR. ENGLISH.  I think the answer to your question is in table 1 in the options memo 

that we sent, which had an experiment where you do $500 billion of Treasury purchases or 

$500 billion of MBS—just one or the other.  The term premium effects are a little bit smaller if 

you buy the MBS, so Treasury yields decline by less.  They still decline. It’s still a purchase of a 

longer-term security and still taking duration out of the market and still putting downward 

pressure on longer-term rates, but by less.  The mortgage rate goes down by more if you buy 

MBS than if you buy Treasuries, because you’re pushing MBS down more and mortgage rates 

down by more.  And our estimate of the effects on inflation and output are similar in size.  

They’re a little smaller for the MBS purchase, based on our modeling and our assumptions, than 

for the Treasury purchase, but they’re in the same ballpark. 

MR. LACKER.  So what other rates go down by less or are higher because you’ve been 

tilting toward mortgage-backeds? 

MR. ENGLISH. In FRB/US—Dave Reifschneider will tell me if I’m wrong—I think, 

basically, that other long-term rates, corporate rates or whatever, would go down by more if you 

bought Treasuries than if you bought MBS. 

MR. PLOSSER.  So the MBS would provide less pass-through, in some sense, to 

corporates and other things.  Is that the idea? 

MR. ENGLISH.  Yes. 

VICE CHAIRMAN DUDLEY. Depends on what you think the degree of substitutability 

is between them. 
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MR. ENGLISH.  Yes.  And this really is pushing pretty hard on our ability to model this 

stuff, but that’s what our modeling says. 

MR. LACKER.  So that takes away some stimulus, right? 

MR. ENGLISH. Yes, that’s right. 

MR. LACKER. And the MBS, on net— 

MR. POTTER.  Well, not overall, necessarily. 

MR. REIFSCHNEIDER.  Well, it doesn’t take away stimulus relative to doing nothing.  

It takes away stimulus relative to—  

MR. ENGLISH. Buying an equivalent amount of Treasuries. 

MR. LACKER. Right. 

MR. POTTER.  On those— 

MR. LACKER.  In that sector. 

MR. POTTER.  Not necessarily for the economy as a whole. 

MR. LACKER. Right.  So the rationale for MBS—is it that, on net, real outcomes are 

better?  Or is it more of a sectoral argument? 

MR. ENGLISH.  The argument we gave in the memo was that you want to have a 

balance across the two so that you can ramp up or ramp down.  We know from the capacity 

memo that we sent the Committee before the last meeting that there’s a maximum amount, 

roughly, that we were comfortable saying we could buy over the next couple of years.  That 

maximum amount has a ratio of Treasuries to MBS, and we’ve roughly maintained that ratio in 

these purchase programs. 

MR. LACKER.  I understand.  Thank you. 
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MR. REIFSCHNEIDER. That’s the main argument.  There’s a second argument, which 

is not in the model sims we’ve run, but a lot of people believe that MBS could have effects that 

the model isn’t picking up—say, larger effects on house prices, bigger effects on mortgage 

refinancing, or something like that. 

CHAIRMAN BERNANKE.  President Lockhart has a two-hander. 

MR. LOCKHART.  Is there a connection or correlation between lowering mortgage-

backed rates and other securitization vehicles such as auto, student loan, credit card? 

MR. ENGLISH.  There might be in practice, but we’re not picking that up in the 

modeling that we’re doing. 

CHAIRMAN BERNANKE.  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  Just one observation.  Presumably, the reason why you 

also might want to split it is a market functioning issue. You can go bigger if you split it 

between two markets than if you concentrate all on one market. 

MR. POTTER.  We are still buying in the Treasury market. 

VICE CHAIRMAN DUDLEY. That was just a comment, but I have a question.  It 

seems to me as though the key money line in B is, “If the outlook for the labor market does not 

improve substantially, the Committee will continue its purchases of agency mortgage-backed 

securities and undertake additional asset purchases.”  That’s the key money line.  Now, I’d like 

to get staff members’ views of what they think people are going to interpret that line to mean in 

light of, say, the SEPs that are going to be put out and the Chairman’s press conference 

statement.  How do we think people are going to interpret that line?  That’s critical—you have to 

have a view on that to know what you’re really voting for, in some fundamental sense.  I know 

it’s judgment, but I’d love to hear your view. 
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MR. ENGLISH. We’re not sure.  I think we argued in our memos that it might be 

something like a ½ percentage point decline in the unemployment rate that’s sustained. 

VICE CHAIRMAN DUDLEY.  No, I don’t mean the effects on the macroeconomy.  I 

mean, when people write the articles at the end of the day, what are they going to think about 

how big this is likely to be? 

MR. POTTER.  I don’t think it will show— 

VICE CHAIRMAN DUDLEY.  They’re going to have our SEPs, and they’re going to 

have this information that shows that this unemployment rate trajectory— 

MR. KOCHERLAKOTA.  You mean the purchase program itself? 

MR. POTTER.  The total amount for—they’re going to try to work out an expected date. 

VICE CHAIRMAN DUDLEY.  Yes.  And so I guess I’m asking, what kind of expected 

date do we think they can work out? 

MR. POTTER. The SEP will give them some information.  I don’t believe that shows a 

substantial improvement in the labor market for quite some time.  So that means that they’ll 

probably be looking for sometime in 2013.  That’s the way we’ve been modeling this, I think.  

And the assumption you had, Bill, was something like $600 billion of total purchases—is that 

right? 

MR. ENGLISH.  Including purchases under the MEP, it was $750 billion.  But, as I said 

in my remarks, it could easily be more.  People might see that the economy is expected to be 

weak for quite a while; they might carry it out further into 2013 and get a bigger amount. 

VICE CHAIRMAN DUDLEY. For me, the obvious question to you, Mr. Chairman, at 

the press conference might be, given the SEP and your views, what does the SEP forecast imply 

in terms of “improve substantially”? 
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CHAIRMAN BERNANKE.  My answer will be that we want to see—not what we saw 

last Friday.  We want to see increases in payrolls.  We want to see some progress—not sharp 

progress, but some progress—in the unemployment rate.  And we want to have a sense that the 

economy is moving in a direction that will help labor markets get better. We used the word 

“outlook.”  So a pickup in GDP growth would certainly be a factor in the outlook for labor 

markets, for example. I think we have a fail-safe here, which is that if it doesn’t have any effect, 

then we have the efficacy clause here as well.  But the idea would be that we want to see 

something different from the current waiting-in-place kind of situation where there’s no 

progress, the unemployment rate stays about the same, and monthly payrolls are 100,000 and 

less. And I will emphasize that it’s not a single indicator or a single trigger number; we’re 

looking holistically at the labor market indicators and, in fact, more broadly because it’s the 

outlook for the labor market that matters, not just the current number. 

VICE CHAIRMAN DUDLEY.  So you’d have to see improvement in the labor market 

that you thought would be sustained in the future. 

CHAIRMAN BERNANKE.  Right. 

MR. REIFSCHNEIDER. For what it’s worth, the Blue Chip forecasts for the 

unemployment rate going into the middle of 2013 are very flat.  Then, in the second half of 2013, 

they’re expecting to see a more noticeable downtilt in the unemployment rate.  So that’s another 

way of looking at it. 

VICE CHAIRMAN DUDLEY.  So the market would presumably put in nine months or 

more—that would be a reasonable guesstimate, I guess. 

CHAIRMAN BERNANKE. Again, it’s the outlook and not the actual. 

VICE CHAIRMAN DUDLEY.  Yes. 



 
 

 
 

 

   

 

    

   

    

     

 

 

    

 

 

     

 

 

 

 

  

 

September 12–13, 2012 144 of 290

MR. PLOSSER.  I just want some interpretation of the word “substantially” here because 

the market is going to ask you that as well.  What constitutes substantial progress? 

CHAIRMAN BERNANKE.  Substantial progress means that we are seeing ongoing 

progress in the direction of improved labor market conditions. 

MR. PLOSSER.  So it’s not something about the magnitude of the rate of change. 

CHAIRMAN BERNANKE. It’s not the magnitude, but really a movement in that 

direction that is, I might say, persuasive or indicative that there is now progress in the right 

direction, as opposed to simply remaining static or getting worse.  President Lacker. 

MR. LACKER.  This is on the same point. 

CHAIRMAN BERNANKE.  Yes. 

MR. LACKER.  David Wilcox showed us employment in his forecast summary, and 

when they do all of the seasonal adjustment right, it looks as though half of the improvement we 

got in the labor markets this past winter or the winter before, was spurious, seasonal stuff.  

Would what we saw last winter suffice? Would we stop after that? 

CHAIRMAN BERNANKE.  I would think so.  It dropped 1 percentage point between 

August and April. 

MR. LACKER.  I’d be on board with that.  But his analysis suggests that that would be 

like another seasonal head fake. 

CHAIRMAN BERNANKE.  Well, we’d look at a range of variables.  Of course, there’s 

nothing that says if you stop, you can’t start again. 

VICE CHAIRMAN DUDLEY.  No, but last winter, though, it wasn’t really that 

convincing because, remember, payrolls were strong but GDP was weak, and we had this riddle. 

CHAIRMAN BERNANKE.  We had this riddle.  Yes, that’s right. 
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VICE CHAIRMAN DUDLEY.  And so you could argue that you wouldn’t necessarily 

stop last winter, because you didn’t have the GDP growth to support the labor market. 

MR. POTTER.  I don’t think our outlook changed that much.  

CHAIRMAN BERNANKE.  We basically want to see progress in terms of the key macro 

labor market variables. 

MR. LACKER.  All right.  Well, let me ask Bill Dudley’s question again.  What do you 

want the USA Today headline to be? 

CHAIRMAN BERNANKE. “Bernanke, the Hero”? [Laughter] “Federal Reserve Says 

It Will Support Economy.” 

MR. FISHER.  That’s the sports section, Mr. Chairman. 

MR. PLOSSER.  “Federal Reserve All In.” 

CHAIRMAN BERNANKE. “Federal Reserve Will Provide Support to Labor Market.” 

MR. LACKER.  By buying MBS? 

MS. DUKE.  And housing. 

CHAIRMAN BERNANKE.  Housing.  People understand that. 

MR. LACKER.  Okay. 

CHAIRMAN BERNANKE.  Any other questions?  Did you have a question, President 

Pianalto? 

MS. PIANALTO.  Yes, Mr. Chairman.  Bill, you made some comments about the 

6½ percent unemployment trigger in alternative B, paragraph 5′. You said that some forecasters 

have slower progress on the unemployment rate, so they may view what is in alternative B as 

more accommodation than markets expect.  If you look at your page 1, “Alternative Monetary 

Policy Scenarios,” that 6½ percent rate, as you mentioned, is about mid-2015.  I know we’re 
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trying to get away from the date, but you made those points.  You didn’t say very much about the 

inflation rate, because here it says “no more than a half percentage point above the Committee’s 

2 percent objective.”  When you look at those scenarios, with alternative B, we don’t get 

anywhere close to 2½.  We’re just slightly above the 2.  At one point, we looked at some 

language that said “close to the Committee’s 2 percent objective.”  And I see that alternative B, 

and even alternative A, is close to our objective.  What are some of your thoughts?  Just as you 

had some thoughts about the 6½ percent being interpreted by some as being more aggressive, 

would that 2½ percent objective be viewed as, again, more aggressive, and is it necessary given 

the scenarios that you’ve laid out here? 

VICE CHAIRMAN DUDLEY.  It’s not an objective, though, right? 

GOVERNOR YELLEN.  It’s not an objective. 

VICE CHAIRMAN DUDLEY.  It’s not an objective.  It’s just a tolerance level.  That’s 

quite different. 

MS. PIANALTO.  But it’s a matter of perceptions also.  We’re talking about 

communications.  And we’ve made a lot of progress and laid out a 2 percent objective.  What are 

the advantages? Using “close to 2 percent” would still give us the flexibility that’s laid out in 

these scenarios, but we’re not communicating to the public that we’re throwing out ½ percentage 

point.  It seems as though we’re throwing out a number, whereas, “close to” gives us some of 

that flexibility. 

MR. ENGLISH.  I think the ½ percentage point buffer was intended just for clarity.  If 

you said “close to,” everybody would ask the Chairman at his press conference, “What do you 

mean by ‘close to’?” and try to extract that information.  People will be looking at the SEP, and 

the SEP shows inflation below 2 or at 2, roughly, but not going above.  So I don’t think they’d 
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misread the ½ percentage point buffer as suggesting an intention to set out to push inflation 

above 2.  It would simply be seen as a buffer.  There could be transitory shocks that would 

change the inflation outlook for a time, and the Committee could look through those and say, 

“Okay.  We’re going to go up as high as maybe 2½ for a little while, but after that, we think 

inflation is going to come back.  In the end, we’re getting to our objective, and that’s okay.” But 

whether you want to say explicitly “½ percentage point” or “close to” is a question of 

communications.  It’s a little clearer to say the number and not use “close to.”  But this is a 

communications issue for the Committee. 

CHAIRMAN BERNANKE.  Governor Stein. 

MR. STEIN.  Yes.  Thank you, Mr. Chairman.  Can I ask one more press conference 

question?  Suppose somebody says, “We get to the end of 2013, it’s December 2013, and we’re 

exactly where we are today.  So the unemployment rate, job growth—everything is pretty much 

exactly where we are today. Do you envision that we’ll still be continuing asset purchases at that 

point?” 

CHAIRMAN BERNANKE.  As we go through time, as the balance sheet grows, as we 

observe the effects on the economy, we’ll be continually reevaluating the efficacy of the program 

and the costs that it is imposing.  And if we feel that we’ve reached that point and the program is 

not being effective, then we will have to stop.  President Kocherlakota. 

MR. KOCHERLAKOTA.  Yes. I’ll just add on to what you said, Mr. Chairman.  This 

question is an important one, but I think there are just two ways you could end up being in the 

same place.  It could be that there were a lot of bad shocks and the asset purchases helped you 

stop that, or maybe not.  We’ll have to make that call at that time. 
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CHAIRMAN BERNANKE. We have overnight.  If any genius around the table would 

like to come up with better language, I would be more than happy. 

MR. KOCHERLAKOTA.  Mr. Chairman, I counsel you against offering that.  [Laughter] 

CHAIRMAN BERNANKE.  Any other questions?  Are we all set?  [No response] Bill, 

what do you want us to do with these handouts? Do you want us to take them home and bring 

them back? 

MR. ENGLISH.  You have lots of Class I information in your Tealbook, so you can keep 

them. 

CHAIRMAN BERNANKE.  All right. 

MR. ENGLISH.  But please don’t leave them on the subway.  [Laughter]. 

CHAIRMAN BERNANKE.  Don’t leave them on the subway.  So 8:30 tomorrow 

morning.  The reception is available at 5:00 p.m. 

[Meeting recessed] 



 
 

 
 

 
 

  

 

    

 

  

    

   

     

   

    

   

 

 

 

   

 

September 12–13, 2012 149 of 290

September 13 Session 

CHAIRMAN BERNANKE.  Good morning, everybody.  We should have a reasonable 

amount of time.  We need to get the statement in by 11:30 and close the meeting by noon.  But 

first, to get started, why don’t we begin our policy go-round? I have President Williams first on 

the list. 

MR. WILLIAMS.  Thank you, Mr. Chairman.  I support alternative B with the forward 

guidance on the funds rate in paragraph 5′.  The case for further action is clear. In the absence of 

significant additional monetary stimulus, progress toward our policy goals would remain stalled.  

Such an outcome is simply inconsistent with the notion of appropriate monetary policy and, in 

my view, is unacceptable. We must aim for a path that brings us measurably closer to our goals 

over the forecast horizon, and we must take concrete actions that get us on that path.  Open-

ended purchases of MBS represent a substantial step in that direction.  With this action, 

unemployment will fall more quickly and inflation will return toward 2 percent faster than under 

the status quo. 

The flow-oriented asset purchases in alternative B also provide flexibility that’s 

particularly valuable, given all the uncertainties of the economy, the fiscal cliff, and Europe.  

They serve as a useful automatic stabilizer as market expectations about the ultimate size of the 

program adjust in response to changes in economic conditions and the outlook.  If the labor 

market shows signs of substantial improvement sooner than expected, the program can be 

curtailed.  In contrast, if the recovery falters, the program can provide additional needed support. 

There would be similar benefits from incorporating such an automatic stabilizer into our 

forward guidance of the future path of the funds rate.  The language in paragraph 5′ does just 

that.  Incorporating this language into our statement would allow us to finally get the calendar-



 
 

 
 

  

 

  

 

 

   

 

 

   

  

  

 

  

 

    

 

 

   

 

   

   

 

September 12–13, 2012 150 of 290

date monkey off our back and provide better guidance on our policy reaction function— 

importantly, at least, on economic conditions—for funds rate liftoff that is both clear and 

consistent with our dual-mandate objectives.  It’s also flexible enough to handle a variety of 

future paths for the economy and inflation.  Indeed, the beauty of this approach is it provides 

guidance for contingencies where our forecasts go wrong, which they inevitably do. 

Finally, I continue to favor lowering the interest on excess reserves rate, the IOER rate, to 

15 basis points.  We should be using all of our tools in the same direction.  Thank you. 

CHAIRMAN BERNANKE.  Thank you very much.  President Rosengren. 

MR. ROSENGREN.  Thank you, Mr. Chairman.  I support alternative B with the 

$40 billion per month mortgage purchase program and prefer option 5′, which moves us away 

from dates and focuses on the economic outcomes we seek to achieve. Inflation is quite low, and 

unemployment is quite high, and most of our forecasts for the past nine months have 

overestimated how quickly we would see improvements in either element of our mandate. 

Alternative B embraces the sense of doing what it takes to move the economy at an 

acceptable pace toward full employment with stable prices. Alternative B continues to take out 

duration, provides some direct support to housing, which is just beginning to recover, and 

extends guidance on the funds rate liftoff, which, given our lack of progress toward our mandate, 

seems appropriate. I strongly support the $40 billion rather than the $30 billion monthly 

mortgage purchase program. 

I would also prefer to include economic targets rather than date targets in our guidance.  

Thus, I would prefer the conditionality language in 5′. The language has two advantages.  First, 

the conditions for changing our policy stance are clear and observable to the general public.  

Second, date-conditional language can be subsequently undercut by Committee members’ 
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comments that suggest a different date may be appropriate, thus altering the effect of policy 

relative to the intent of the consensus reached by the Committee. Because 5′ conditions the 

policy on observable outcomes, the public can adjust its expectations automatically to changing 

economic circumstances, and there is less likelihood of perhaps inadvertently diminishing our 

policies’ effectiveness due to Committee disagreement. 

There seem to be two arguments against taking action at least as strong as B at this 

meeting.  First, that it would be ineffective.  Estimates in Boston are that following option A 

would reduce unemployment by approximately 0.8 percent by the end of 2015.  This is roughly 

in line with the Board staff memos and the consensus policy submissions from three other banks 

that reported a preferred policy that was close to A.  If accurate, this implies creating more than 

1 million jobs relative to doing nothing at this meeting. I do not view that as de minimis. 

The second argument against more aggressive action is that it will cause inflation.  Again, 

the consensus forecast exercise is instructive.  Among banks that provided numeric submissions, 

those that assumed further easing assume underlying inflation will remain well anchored.  This 

assumption is consistent with the Boston forecasting model.  Two of the Banks that provided 

numbers and assumed earlier tightening than we do have virtually identical unemployment rates 

with and without tightening, but a dramatically higher inflation rate under the baseline policy.  

This is markedly different than the staff forecast, the DSGE models that we have seen, and the 

models used by Banks assuming the need for easing.  It would be interesting to discuss the 

theoretical basis and empirical evidence for such an inflationary process, which I presume is tied 

to dislodging of inflation expectations.  However, absent a strong empirical basis for such an 

inflation process and with inflation tracking below our target and roughly consistent with the 

staff forecast in models that assume expectations remain well anchored, I view the risks of 
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inflation as being well contained through 2015, even with a more aggressive policy than in 

alternative B.  Thus, I support B but would strongly prefer the forward guidance in the language 

of 5′ and the larger mortgage purchase amount.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Kocherlakota. 

MR. KOCHERLAKOTA.  Thank you, Mr. Chairman.  Given the Committee’s outlook 

and overall assessment of the economy, I would say that additional accommodation is 

appropriate.  I think the question then becomes what form that accommodation should take. 

Alternative A and alternative B offer the Committee the opportunity to do large-scale 

asset purchases.  As you said in your Jackson Hole speech, Mr. Chairman, and as the staff 

analysis indicates, the benefits of large-scale asset purchases are still under study and still 

uncertain.  And the question is, how do we deal with that?  How do we deal with the issue that 

we don’t know exactly how much the benefits are, even though we might feel confident about 

the sign?  Governor Yellen and the Vice Chairman said the right things yesterday about this, 

which is to act forcefully and to enhance the benefits of our large-scale asset purchases as much 

as possible. 

How do we enhance our purchases as much as possible?  Well, the stimulus from our 

purchases hinges critically on the forward guidance.  They work together.  If you buy assets and 

hold them for one day and then sell them the next day, they are providing no stimulus.  If you 

buy assets and hold them for 10 years, they’re providing a lot of stimulus.  The stimulus that the 

asset purchases are providing the economy depends on the timing of exit.  To enhance the benefit 

of our large-scale asset purchases as much as possible, we need the best possible forward 

guidance, and I would say that B(5′) as opposed to B(5) provides that forward guidance. 
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I talked yesterday about the ambiguities that come by trying to communicate our reaction 

function with a date.  Today I’ll focus only on the economic aspects of B(5′). One, it provides an 

automatic stabilizer against macro shocks.  Two, it offers protection against inflation.  And, 

three, I want to talk about the mechanism through which it’s offering stimulus. 

The automatic stabilizer feature of B(5′) is relatively clear.  We talk a lot about downside 

risks in this room.  We have a bad shock—and there are many possibilities out there, I won’t go 

through them all.  If unemployment goes up and we have B(5) in place, which is date guidance, 

people will wonder:  What is the Fed going to do?  How are they going to respond to that shock? 

With B(5′) in place, if unemployment goes up, it means automatically it’s going to take us longer 

to get back to the 6½ percent.  That means that people know that interest rates are going to be 

low for longer, and—this is important because the extra accommodation that’s going to be 

provided at this meeting is likely to take the form of asset purchases—the assets that are being 

bought are being held for longer.  So a bad shock automatically translates into more stimulus 

because of the explicit numerical markers being provided in the guidance. 

I’ve painted this as an ex post story of why B(5′) is preferred, but it actually has an ex 

ante component to it.  Essentially we’re offering insurance to the economy against bad shocks, 

and that means that people have less need for saving to deal with those bad shocks, and that 

stimulates spending.  We’ve talked a lot about uncertainty.  Having the Fed have a reaction 

function in place that it has communicated clearly helps reduce uncertainty because people know 

how the Fed is going to react to those disturbances.  That’s the kind of stabilizer property that’s 

in B(5′). 

Let me talk a little bit about inflation protection.  It’s a part that matters a great deal to 

me.  I’ve been and remain concerned about the possibility that the long-run natural rate of 
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unemployment may well exceed our current estimates.  Here’s how I’ve been thinking about this 

issue.  Suppose we only had one mandate—price stability.  How would we go about 

operationalizing that goal?  Well, presumably we would choose monetary policy so as to keep 

the medium-term outlook for inflation close to 2 percent. Now, we have to struggle a little about 

what “close to” means, and I’ll talk a little bit more about this later, but for me I’m willing to say 

that 50 basis points is close enough.  I would say that if you had a price-stability mandate, then 

promoting price stability means keeping the medium-term outlook for inflation within 50 basis 

points of target, 50 basis points below or 50 basis points above.  This is only the price-stability 

mandate, and this is exactly the language about inflation in B.  In other words, the way I read 

alternative B(5′) is it’s saying that the Committee has the option of raising the fed funds rate if it 

ever perceives that it is not satisfying its price-stability mandate because inflation exceeds 

2½ percent. 

Now, this is not a trigger, to be clear.  And we should be clear when we talk about this 

that it is not a trigger.  It’s a threshold, and it’s a threshold for conversation.  At that point, the 

forward-guidance commitment is no longer operational.  In some sense, we’d be back to business 

as usual in this Committee.  The Committee would have to weigh the cost of violating its price-

stability mandate against whatever performance it’s achieving on the employment mandate and 

decide what to do.  And those conversations would inevitably be interesting ones.  I actually 

think that B slices through what might appear to be a very challenging problem.  It provides 

valuable accommodation while allowing the Committee to be able to protect its price-stability 

mandate. 

Let me turn now to how it does that.  What’s the magic behind B(5′) that allows it to give 

us this protection against inflation as well as providing the accommodation? It comes from the 
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fact that a lot of our estimated rules of past behavior, like a Taylor rule, have us raising interest 

rates just because unemployment is too low.  The mechanism behind B(5′) is to say we don’t 

want to raise interest rates just because unemployment is too low, we want to raise interest rates 

because we’re worried about inflation.  If it turns out that unemployment is low but inflation is 

under control in the sense that our medium-term outlook is within 50 basis points of 2 percent, 

there’s no reason to raise interest rates just because unemployment is too low.  The way B(5′) is 

providing stimulus is by saying the FOMC will tolerate low unemployment. 

There’s a lot of talk about how we should stimulate the economy by having high 

inflation.  That is not what’s going on in B(5′). What’s going on instead is that the FOMC is 

going to hold off on raising rates until unemployment is lower, and that provides stimulus 

because people know that we won’t be choking off the party, as it were, before it’s really under 

way.  This willingness to tolerate low unemployment is exactly how the optimal control exercise 

works in FRB/US. If you look at the optimal control exercise in FRB/US, in the fourth quarter 

of 2015, unemployment is 5¼ percent, the outlook for inflation is 2.3 percent—that’s not what’s 

providing the stimulus—and you get liftoff at that time. The Committee in that FRB/US 

simulation is holding off on raising rates, and that stimulates a faster return to low 

unemployment, to the natural rate. For those of you who are suspicious about FRB/US, it’s 

obviously just one of many models, but you get exactly the same mechanism in a New 

Keynesian model.  Iván Werning has a great paper along these lines.  High future output after 

you leave the zero lower bound stimulates high output at the zero lower bound.  There’s no extra 

inflation at all in Werning’s paper because actually prices are fixed. It’s all about the 

commitment to deliver on lower unemployment and higher output than you would otherwise 

think. 
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If you’re listening to me about the mechanism, you should be thinking: If you’ve got 

such great inflation protection and low unemployment provides good stimulus, why not have a 

lower unemployment threshold than 6½?  I would agree with that.  I think we should be willing 

to consider that.  President Pianalto raised a concern that maybe 50 basis points was too large a 

spread.  As I said, I’m willing to go that far out, 50 basis points, but maybe one way of shaping a 

compromise along those lines is to have a lower unemployment threshold.  That’s a good thing; 

it provides stimulus.  And then have a tighter inflation—not even tighter, just say “close to” 

2 percent, which actually is vague enough that it could allow for 50 basis points.  But I put that 

on the table as possibly one way to shape a compromise.  I think B(5′) is very valuable in this 

context. Alternative B(5′) provides an economic stabilizer, it provides inflation protection, and 

it’s a credible mechanism. It’s a way to provide a credible mechanism to say we’re going to be 

willing to tolerate low unemployment. 

Yesterday Governors Raskin and Stein talked about low expectations in the economy, 

that really what we have to be thinking about is ways to bolster expectations.  Communication 

along the lines of B(5′) is going to be very helpful in that regard.  We often pay a lot of attention 

to the words in this room, and the words are important in what we say, but in something like 

B(5′) the numbers appropriately are going to be the main focus.  How do we explain these 

numbers to the public?  I certainly have thought about this.  It’s very easy to communicate the 

idea that we have a target, 2 percent, but we need a tolerance around that target.  I think every 

businessperson, at least, will understand you have targets for performance, but there’s some 

tolerance that you have around that as well.  Some people are going to say 50 basis points is too 

large, but we should be able to make a case about why we feel 50 basis points is appropriate, 
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given the kinds of shocks that could hit the economy on an ongoing basis, but the idea of having 

a tolerance is a very reasonable one. 

Why 6½ percent? As I’ve suggested, we could go lower, but I think 6½ percent says 

we’re trying to minimize the possibility of being in breach of our tolerance range.  We have a 

tolerance range—it doesn’t mean we want to exceed it.  We’re very prudent about minimizing 

the possibility of any breach of that. 

I will wrap up at this point.  We’ll hear, I’m sure, from others that the LSAPs have costs, 

and I share some of those concerns about those costs.  I think the response to that is to try to 

make the benefits as big as possible, and the language of B(5′) is the way to go along those lines.  

I offered a suggestion for changing B(5′) yesterday. I’ll offer that up for the Committee’s 

consideration.  I do worry, as written in the draft statement that the staff circulated yesterday, 

that the last sentence is a little confusing.  At least I found it so, but if we feel we could go out 

and explain it to people, I’m happy to live with that; however, I hope people are willing to 

consider my suggested alterations.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Bullard. 

MR. BULLARD.  Thank you, Mr. Chairman.  We’re going through at a rapid pace. 

We’re going to be done within the hour here, I think. 

MR. TARULLO.  Don’t bet on it.  [Laughter] 

MR. BULLARD.  I have just a few comments here on policy, so I just wanted to follow 

up on my comments from yesterday a little bit. I do not think that this is the right juncture to 

unveil a large and aggressive easing program.  I think the road ahead this fall and winter could be 

rocky.  We would be better served to take a more opportune time to take such an action.  We are 

looking at economic data that are middling.  We’ve got financial stress, which is relatively low, 
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at least for now.  Our counterparts in Europe, not us, are the ones in recession, and, in my view, 

should be the ones that are easing aggressively.  U.S. equity markets suggest continuing faith in 

U.S. expansion.  Long-term rates are exceptionally low. 

We may also be playing down the costs around the table here of walking farther into the 

woods than we already have on balance sheet policy.  President Plosser has emphasized those 

costs, and I think rightly so, and he has done a good service to the Committee in emphasizing 

those costs.  One thing that hasn’t been mentioned very much is that there is a distinct possibility 

that we would be feeding into commodity price increases, which is part of what happened during 

the QE2 episode and was a bit counterproductive.  We could argue about that.  We haven’t 

talked about it a lot, but I am a little bit concerned about that based on the action that we are 

likely to take today. 

I am not one that buys into the critique that monetary policy has been a long ways off 

target in the past five years. It is true that the economy is not performing as well as we would 

like.  There is a clear hypothesis for that based on the fact that we are dealing with a collapsed 

housing bubble and the aftermath of a financial crisis.  But the Committee, by all accounts, has 

done a lot.  Much of it has been quite innovative, and the call of the Committee and of the 

Chairman has been essentially correct during the past several years.  So I am not one that thinks 

that we are 90 degrees off from where we should be or could be at this juncture. 

For our action today, as encapsulated in option B, we can cite two things that do make 

some sense and that I am sympathetic with as a rationale.  One is that we do have a global 

slowdown.  I am concerned about it.  I think it is very legitimate to worry that that slowdown is 

going to affect the United State more than it has so far, and that that is a compelling argument for 

getting ahead of that and taking aggressive action here.  That is one reasonable rationale. And I 
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also think we have some room to maneuver on the inflation front, but only some.  I think it is 

nothing like 2010 when all measures of expected inflation were down a lot and trending down 

further. We can cite these factors.  I don’t think we have as good a rationale as I would like to 

see for a move of this magnitude. 

Within alternative B, I do think it is a good moment to adopt a meeting-by-meeting 

approach to balance sheet policy that I have been advocating for a long time.  I hope that this will 

put us more into a mode that is similar to the one we are in under normal interest rate policy 

where we can sensibly adjust the policy at each meeting, given the change in the outlook and the 

change in the economic situation.  This will likely serve the Committee pretty well going 

forward, and I appreciate that alternative B has that feature. I am satisfied with the formulation 

in B with respect to that dimension. 

On paragraph 5, I definitely support 5 and not 5′. As many of you know, I have argued 

that explicit mention of an unemployment number is a tactical mistake that may not serve the 

Committee very well.  As Governor Yellen remarked yesterday, hysteresis in unemployment 

cannot be ruled out in the U.S.  And I might remind the Committee again that Europe has not 

seen 6½ percent unemployment for a couple of decades.  Today it is over 11 percent in Europe, 

despite some major countries undergoing structural labor market reforms. I am concerned that 

we are telling the public that we can do more about unemployment than we really can.  It is more 

labor market policy than it is monetary policy, and it could possibly throw monetary policy off 

for a generation to tie explicitly to unemployment and to promise that monetary policy can do a 

lot about unemployment. The story in Europe is exactly that there are structural problems that 

developed over time.  Unemployment has remained very high for a very long time, and the 

structural reforms have not been undertaken by the various governments across Europe.  It is one 
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thing to have bad labor market policy.  It is another thing to have bad monetary policy because 

you have bad labor market policy.  I am concerned about this, and I’d advise against going in 

that direction. 

In addition, I think there are hazards of tying to any particular measure of economic 

performance because all of our metrics have clear deficiencies, and many of them are mentioned 

around the table here.  One of the deficiencies for unemployment is that unemployment can fall 

for the wrong reasons.  We were just citing yesterday that the unemployment rate did fall, but it 

didn’t fall in a way that we thought was indicative of better labor market performance.  So you 

could have a situation where you feel like unemployment has gone down to a relatively low 

level, but you are not very satisfied with labor market outcomes, and you still feel like the 

Committee should be aggressive in that circumstance.  This is a problem that we have with all of 

the economic data that we look at—that each piece of data only tells a part of the story about the 

overall economic performance. We would be better off to preserve the Committee’s judgment 

on economic performance. 

Outside of the statement it’s fine for various members to say, “I’d really like to see 

unemployment come to here,” or “I’d like to see labor force participation come to here,” or 

whatever other metrics that you’d like to see certain types of labor market measures hit certain 

thresholds.  But I’m not sure that you want to tie the Committee’s hands in making a judgment 

about overall economic performance.  So I’d have no problem beefing up the language on labor 

markets, if people feel like we maybe have been insufficiently attentive to this and saying that 

we are going to pay more attention.  That’s fine with me.  But I’m counseling against putting an 

explicit number on this or really any other data, to the extent we can avoid it, in the statement. 
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And, finally, on this paragraph 5′—and then I have a few more comments—I think 

thresholds or triggers like this draw lines in the sand that we may not want to be drawing.  We 

are all in agreement that if we are inside the bounds—say, 2½ percent and 6½ percent—that we 

are not going to raise rates.  But if you cross the bound, you are implicitly sending a signal that 

you are going to do something.  I’m not sure the Committee has really decided that we would 

actually do something in that circumstance.  Putting on my dovish hat for a minute, you are 

creating this thing where you are saying you will act if the triggers are violated. I don’t think we 

have really discussed that or really think that that’s what we would do.  If inflation is at target, 

and unemployment comes down—and President Kocherlakota was at least in part touching on 

this—the Committee may not want to tighten at that juncture.  What if you don’t want to tighten 

at that juncture?  Then why are you giving that as the trigger? That part to me has not been 

formulated in a way that I can get my head around. 

Let me comment just for a few minutes on Mike Woodford’s Jackson Hole paper, which 

I do think was a seminal survey of monetary policy at the zero lower bound.  If you haven’t 

looked at it—and I know many of you have—the paper is divided into just two parts.  There is 

balance sheet policy, and there is policy to commit to stay at the zero interest rate for longer. If 

you know Mike, you know that he is very pessimistic about balance sheet policy, being an anti-

monetarist kind of guy.  He does not think balance sheet policy is very effective, except to the 

extent that it has a signaling effect and that the Committee is better served by doing something 

rather than just promising to do something. 

I agree with the Chairman’s assessment that Professor Woodford is underestimating the 

effects of balance sheet policy.  I do think QE2 did have a significant influence on the United 

States and especially on expected inflation and actual inflation.  The effects to the real economy 
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are harder to trace out, but those are always hard to trace out.  So I think today’s alternative B 

action is a sensible way to manage the balance sheet policy going forward and that policy does 

have some prospect of being effective, so I’m not going to argue against the efficacy of the 

policy. 

Professor Woodford thinks that the only way to provide accommodation, in large part, is 

to commit to stay at the zero lower bound for longer.  I agree also with the Chairman that the 

length of time that this Committee may be able to commit to stay at zero gets less and less 

credible as you go farther out in the future.  That is something that is not well captured by the 

model.  If you start going out many years, so many things can happen over that period, in reality, 

that it is not clear that you are communicating anything.  But the main message I took from the 

paper, and an effective message, was this: If you are trying to make this commitment to stay 

lower for longer, it is a very subtle matter to get it right.  And he reviews a lot of central banks 

and a lot of central bank actions, some of which he characterized as counterproductive in terms 

of trying to get the right type of commitment from the perspective of the model on staying lower 

for longer.  In fact, what I took away from it was, the main danger is that continuing to commit 

to later and later liftoff could be sending this pessimistic signal—if we don’t do it correctly—that 

the reason we are staying lower for longer is not that we are trying to make up for the fact that 

we have been stuck at the zero lower bound, but instead it is that the outlook is deteriorating and 

is continuing to deteriorate in a very negative way.  And I think we have to be careful about that, 

and that maybe we have sent that signal, unwittingly perhaps, in some of our actions. 

I am going to give a suggestion, not a policy suggestion, but a suggestion about the 

proper way to think about this from Professor Woodford’s perspective in my interpretation.  The 

whole point is you are constrained by the zero lower bound for a period of time.  Then, after you 
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would otherwise raise interest rates, you stay at the zero lower bound for a time to make up for 

the fact that you were constrained during the earlier period of time.  My example about how we 

should think about this is as follows.  Suppose the Committee was committed to a Taylor rule the 

way John Taylor likes to use it—his is a much more aggressive and hawkish Taylor rule, which 

would even call for raising rates today.  And suppose everyone agreed on that.  This is just 

hypothetical, obviously.  And that rule would call for us to raise rates today, but we would say, 

“We are not raising rates today.  We are staying at zero today.”  The reason we are staying at 

zero today is exactly the Woodford reason, which is that we were constrained by the zero bound 

for a couple of years.  Therefore, we have to stay at zero for a while.  And it is exactly at that 

point that you gain credibility for the policy.  You are trying to make up for the zero bound 

constraint by staying at zero even though the data are telling you, according to the standard 

Taylor rule or other Taylor-type rules, to be more aggressive at this juncture.  You are staying at 

zero because you need to make up for the fact that you were at the zero lower bound for some 

time. 

I do not agree with Professor Woodford that the nominal GDP targeting approach would 

do this.  My main complaint about nominal GDP targeting is that it ignores the possibility of 

what is likely an altered real GDP growth path.  And certainly, if you look at the data, as the 

Chairman was saying yesterday, on levels of real GDP or consumption, it looks like we are on a 

different path than we were. So to commit us to get back to the previous real GDP trend, which 

is partly driven by the bubble economy in the mid-2000s, I think would be a mistake. 

However, for price-level targeting, I have looked at graphs and tried to get an analysis of 

where we are with respect to the price level.  If you look at the price-level path established 

during the period from 1995 to 2005, which was a relatively successful monetary policy era for 
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the Committee in terms of hitting our inflation target, we are actually very close to or right on 

that price-level path.  And in that sense, that has been a great success of the Fed during this 

episode.  Unlike the U.S. in the 1930s, when policymakers allowed the price-level path to 

deviate from the previously established path, or Japan in the 1990s, in which, again, they allowed 

the price-level path to deviate from the one that had been established, we did not do that.  We are 

right on the 1995 to 2005 price-level path. In that sense, policy has been successful, and we have 

not committed the mistakes of the past.  That is also one reason why I think we have made 

essentially the right call over the past several years. I am going to stop there.  Those are my 

thoughts on monetary policy.  Thank you very much, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Rosengren. 

MR. ROSENGREN.  Yes, just a point of clarification.  I view the language of 5′ as a 

threshold, not a trigger.  Threshold language would be, “low rates appropriate, at least as long as 

the unemployment rate exceeds 6½ percent.”  A trigger would be, “A low rate is appropriate 

only as long as the unemployment rate exceeds 6½ percent.”  So I think it is written as a 

threshold, not a trigger. 

MR. BULLARD.  Can I respond to that?  I agree that that is the language in there, but I 

think markets will interpret it as a trigger.  Or let me say, as a fair way, I think there is a danger 

that markets will interpret that as a line in the sand or a trigger. 

VICE CHAIRMAN DUDLEY.  I think it’s pretty easy for the Chairman in the press 

conference—if we were to go this route—to explain what a threshold means.  I don’t think it is 

that complicated. 

MR BULLARD. If it’s not a trigger, why put the number in? Put a lower number in. 

VICE CHAIRMAN DUDLEY.  That’s okay, too. 
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CHAIRMAN BERNANKE.  Yes.  President Lockhart. 

MR. LOCKHART.  Thank you, Mr. Chairman.  I am going to support alternative B. 

Having said that, I have some reservations about going down the path of a new LSAP, 

particularly the whole-hog approach that’s in alternative A. I am reticent on two counts. 

First, I remain unconvinced about the likely efficacy of expanding our asset purchases.  

As I said in the economy round, I think the conditions that made the first two LSAP programs 

successful—a lack of liquidity in MBS markets in the case of LSAP1 and elevated concerns 

about outright deflation in the case of LSAP2—are not present in the current environment.  This 

time around, it seems to me that we face a more conventional problem of inadequate demand, 

and I am not convinced that lowering general market rates will stimulate much credit expansion 

and spending.  Furthermore, it is not clear to me that credit conditions in mortgage markets have 

eased quite enough to the point that more MBS purchases will have a significant impact. 

Second, I have learned to be humble as regards outlook certainty.  I have not completely 

abandoned the hypothesis that the willingness of businesses to hire and businesses and 

consumers to spend will improve on the other side of the election and fiscal cliff negotiations.  

As I commented yesterday, I believe there is some upside risk.  Though the European situation is 

not rapidly converging to a truly comprehensive resolution, I see some hope that the process of 

incremental steps may cumulatively lead to a large leap in overall confidence. I don’t have a 

whole lot of conviction that these optimistic outcomes will be realized, so I accept the case for 

some policy response to current circumstances in the Committee’s outlook. That said, I will 

support alternative B’s modest pace of $30 billion per month.  That would be my preference for 

expansion of our MBS portfolio. 
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With respect to the choice between paragraph 5 and 5′, I am sympathetic to the idea of 

replacing calendar dates with economic conditionality.  I have said that in earlier meetings. But I 

am not in favor of the formulation in 5′, at least today. I have views similar to President 

Bullard’s.  The unemployment rate is a partial and potentially misleading indicator of labor 

market performance.  The pace of employment growth needed to attain a given unemployment 

rate can be very sensitive to changes in the participation rate. For example, at current 

participation rates, it will take just over 200,000 jobs a month to get to a 7 percent 

unemployment rate by the end of next year.  I would consider 200,000 jobs a month over the 

next 16 months to be consistent with sustained significant improvement in the labor market. 

But the Board staff, and many on the Committee, have noted that labor force participation 

rates appear to be well below the levels that can be explained by demographic trends.  My own 

staff estimates that only 40 percent of the drop in participation rates since the beginning of the 

recession is due to labor force aging.  If the participation rate were to revert to the level it was 

just last September, job gains of 200,000 per month would, everything else being equal, yield an 

unemployment rate that would be barely below 8 percent by the end of 2013.  And I would not 

be willing to say that such an outcome would constitute a lack of progress in meeting our 

employment mandate. 

Paragraph 5′, as it is written, contains no reference to broader labor market conditions.  I 

believe there was a reference in an earlier version, but it is has been removed.  I think that this is 

a significant omission, particularly with an unemployment threshold as ambitious as 6½ percent.  

I’m not comfortable with a number that low, combined with a lack of any reference at all to our 

broader employment objectives.  There are enough facets of the 6½ percent decision to consider 

that it feels a little rushed to me at this meeting. 
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As regards paragraph 4, I would include the reference to other policy tools. I think the 

meaning of this paragraph should be that if conditions don’t improve, the Committee will 

continue the MBS purchase program and may undertake additional asset purchases, employ 

other policy tools, or both.  If I misunderstand the meaning of that paragraph, then I would ask 

for a little bit more work on this paragraph and further clarification this morning.  Thank you, 

Mr. Chairman. 

CHAIRMAN BERNANKE.  President Lockhart, in 5′, the very last sentence does 

reference labor market conditions.  Did you note that? 

MR. LOCKHART.  Let me look at that.  I stand corrected.  Thank you. 

CHAIRMAN BERNANKE.  Okay.  President Evans. 

MR. EVANS.  Thank you, Mr. Chairman.  Resource slack is large, labor market 

conditions lack momentum toward improvement, and the inflation profile in our projections is 

slightly below our longer-run objective for the most part. I support strong and meaningful policy 

actions today to address these deficiencies. I accept that alternative B delivers on these 

requirements.  I think that the $40 billion of MBS and 5′ are very helpful in delivering that. I 

will simply note that the formulation of forward guidance in 5′ is not quite as strong as I have 

preferred in the past, but I do think that it is a good, careful approach that will in fact boost 

monetary policy accommodation, and I can certainly support that, if it is adopted. 

I think that the wording paragraph 2 is extremely important. It states the monetary policy 

concern as follows:  “The Committee is concerned that, without further policy accommodation, 

economic growth might not be strong enough to generate sustained improvement in labor market 

conditions.”  That is very important.  It follows through on the minutes from our July meeting, as 

well as your grave concerns and remarks expressed at Jackson Hole, so I favor that. 
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I favor this combination of essentially open-ended asset purchases, which are flexible 

when you put paragraphs 3 and 4 together, plus the enhanced state-contingent forward guidance 

in paragraph 4.  President Bullard went through this rationale a little bit. Let me just summarize 

and say I put a lot of weight on the research literature that Mike Woodford described.  I thought 

he did a terrific job.  In Woodford’s formulation, clear expectations of forward guidance are 

important and effective for delivering policy accommodation. In fact, I held my breath when I 

read the page where he described when I had talked about the 7/3 thresholds, and I thought that 

Mike was kind and gentle in criticizing but saying that that type of forward guidance did deliver 

more accommodation than what his best choice was.  In that sense, the language in 5′ would 

indeed be helpful.  The evidence for LSAPs that you mentioned yesterday, Mr. Chairman, was 

very important.  The two reinforce each other very well. 

In paragraph 3, as I mentioned, I favor the stronger pace of MBS at $40 billion.  I think 

that paragraph 4 makes this essentially open-ended by conditioning further LSAPs on substantial 

improvement in labor conditions, joint with price stability, and with policy effectiveness, as you 

mentioned yesterday.  So there are important safeguards there.  It can be flexible and can turn 

around if in fact it is not working as best we would hope. 

In terms of labor market improvement, it would be unambiguously an improvement if we 

got something on the order of payroll employment increasing 200,000 per month for several 

months.  If the unemployment rate declined either with momentum or continuous improvement, 

and, indeed, we got GDP growth above trend, those would be all of the markers that we would 

expect for a strong recovery that would be associated with an improving labor market.  We may 

well not be lucky enough to see all three of those at the same time, so we will have to pay 

attention to that. 
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As you mentioned, the last sentence in paragraph 5′ gets at this larger characterization of 

labor market improvement beyond just the unemployment rate, but the unemployment rate is a 

very important marker.  I think that the paragraph 5′ forward guidance is explicitly state 

contingent, and it allows us to remove the calendar date.  It is very easy for us to be against 

calendar dates.  I think that most of us are uncomfortable with this formulation, that policy can 

remain low until late 2014 or beyond.  But we are uncomfortable because of the ambiguous 

nature. Is it a forecast?  Is it commitment? It is easy to be against that, but you have to be in 

favor of something in order to actually take it out.  The state contingency in 5′ is very useful.  So 

the 6½ unemployment rate marker, with the 2 plus ½ percentage point on inflation, is a useful 

safeguard.  Presidents Williams, Rosengren, and Kocherlakota spoke well about how this works, 

and that it is critical to describe our attitudes about inflation above our goal of 2.  Thank you. 

CHAIRMAN BERNANKE.  Thank you.  President Lacker. 

MR. LACKER.  Thank you, Mr. Chairman.  Let me start by saying something positive 

about alternative B.  [Laughter] I very much like the idea in paragraph 5′ of replacing our 

problematic calendar-based guidance with language that is conditional on future economic 

conditions.  I think this is much needed change.  It focuses our communication, our forward 

guidance, on a reaction function, and reduces the danger that Michael Woodford very eloquently 

laid out that our forward guidance is actually just making people gloomier about the economic 

fundamentals. It’s a very real danger, and I think there is a very real possibility that that is the 

effect our forward guidance has been having over the course of the last year. 

Okay.  That was my positive remark.  I would like to move on now to some improvement 

opportunities I see.  [Laughter] I think in 5′ that it would be better if we avoided using a specific 

numerical value for the unemployment rate as a threshold or trigger, whatever we are going to 
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do. I took a step back.  This is a large change in our statement.  This is a fairly dramatic change 

in the set of language we use to characterize our forward guidance. It’s an ambitious statement. 

In view of our experience with the forward guidance earlier this year, where we got 

boxed in for something that in hindsight we could have anticipated, I tried to think of ways in 

which this language could unexpectedly box us in or tie our hands in ways that we don’t 

anticipate now.  I think this numerical unemployment rate is one of them. President Lockhart 

was very eloquent about this.  This makes us hostage to labor force participation rates.  We 

would be vulnerable to a scenario—he sketched it out—in which employment picks up, and that 

starts drawing people into the labor force.  This is not an unfamiliar phenomenon historically, in 

which labor force growth that tails off and turns negative when the unemployment rate goes up, 

then picks up when employment growth starts rising.  Given the behavior of the labor force over 

the past several years, I don’t think we should have a lot of confidence in our ability to project 

how the unemployment rate would behave in a scenario in which employment growth picked up 

a lot.  I think this is a really serious risk.  It would be better to write the statement in terms of the 

qualitative language used earlier that President Lockhart was referring to. For example, we 

could say, “This exceptionally low range for the federal funds rate will be appropriate at least 

until the Committee has seen substantial ongoing improvement in labor market conditions.” I 

think that formulation would be preferable to the language that uses a specific numerical target. 

The second opportunity I see has to do with the inflation language in the same statement.  

We used the phrase that “this exceptionally low range for the federal funds rate will be 

appropriate at least as long as” blah, blah, blah, “provided that inflation at a one- to two-year 

horizon is projected to be no more than a half percentage point above the Committee’s 2 percent 

objective and longer-term inflation expectations continue to be well anchored.”  So the logic is 
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clear, to give ourselves an out if the inflation picture deteriorates substantially.  Personally, I 

think the “close to 2 percent” language would be better.  That’s more consistent with the kind of 

standard we described in our consensus statement.  Proliferating conditionality language can be 

confusing.  But there is a deeper problem with this language.  My sense is that it has been true 

for the past 20 years in which we have achieved price stability—I believe it has been true—that 

inflation over the medium term, the next couple of years, was projected to be close to 2 percent 

or below that.  I haven’t gone and checked, but I am virtually sure that’s true.  This was a period 

during which we achieved and maintained price stability.  It is essential to maintain that 

credibility because it can be costly to regain, but we started this period by moving preemptively, 

before the forecast of inflation moved away from that low rate.  And in the future, it is going to 

be important for us to be able to move preemptively. If this condition is violated, it is in some 

sense too late. It’s not like we are going to go back to the 1970s right away if this condition is 

violated, but I think this sets too low a bar.  There is a way to word this that tightens this. We 

can say, instead of “provided that inflation at a one- to two-year horizon,” we could say, “unless 

inflation, at a one- to two-year horizon, would be projected to be more than ½ percentage point 

above the Committee’s 2 percent objective.”  Something like that makes clear that we would 

move to keep this condition true, that we are not going to wait until this condition is violated in 

order to move. 

The third suggestion I have for improvement in B(5) concerns the last sentence. I suggest 

we delete it. I think it is quite confusing.  This represents the fifth different statement of 

conditionality on the second page, in two paragraphs. 

VICE CHAIRMAN DUDLEY.  Are you saying the last sentence in 5′? 
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MR. LACKER. Yes, 5′, the last sentence. It is not clear if it only applies after we get to 

6½. Does it apply before or after that?  It is tempting to think, well, the second sentence is pretty 

strong—that must trump it.  But it’s not obvious.  And then, it’s expressed in terms of the pace, 

and the rest of the conditionality is about the level of the unemployment rate.  So does this mean 

that if we get to 6½ percent but unemployment is not continuing to fall rapidly enough, we are 

going to keep tightening policy? I don’t think you mean that.  It just seems unnecessary and 

confusing to me. 

The final suggestion I will make is, again, the lack of grammatical accuracy in the way 

inflation is referred to in 4 is unbecoming to the Committee.  We take a lot of care to 

communicate precisely. In something so critical, it is a little disturbing. It just seems like a limp 

and tepid sort of boilerplate reference to inflation.  “In the context of price stability” has always 

struck me as a little bit vague. Why not say “unless doing so would compromise price stability”? 

We are committed to price stability. It’s in the mandate. I would prefer to see something 

stronger like that. 

Let me take a step back here. If you look at this language, it’s complicated.  The 

conditionality is expressed in four or five different ways in various parts of these two paragraphs.  

Just in terms of complexity, I think it’s going to be hard to boil it down and simplify.  “Until 

labor market conditions get better” is probably going to be the headline, but the nuances are 

going to be hard to parse out for people just reading it.  Your press conference is going to be 

really critical here. 

The broad thrust of the language of this thing is to very significantly intensify our focus 

on unemployment.  We have been moving in that direction for some time, but I view this as 

implicitly weakening our commitment to price stability.  Taking this statement as a whole, that’s 
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how I view this.  I know the worry about price stability seems like a remote and distant concern 

right now.  I know that it looks like it is under control.  It looks like we have things covered, 

looks like we are far from breaking out, looks like we have gotten away with it the past couple of 

years.  We’ve seen inflation rise up and not have it trigger any erosion of expectations.  But the 

potential, if we lose it, is for far more costly effects on the economy than the incremental impact 

of the 1 million jobs that the staff has shown might be associated with today’s actions.  I think 

that shift in focus represents a broad overconfidence about our models; a broad overfocus on 

point forecasts, forecast means, mean forecast paths, and their analytics as well as a lack of 

humility that would be appropriate here. 

As for the deeper issues of the day, I cannot support a new asset purchase program.  We 

are fluctuating around a sluggish growth path, and I don’t think we should react to the downside 

wiggles that are of this magnitude.  Further stimulus at this time is unlikely to improve economic 

growth much without causing an unwanted increase in inflation.  I have talked about that before.  

This will complicate risks, creating greater complications in our exit strategy. The larger we 

make the balance sheet, the more vulnerable we are to small miscalculations in policy along the 

exit.  It just provides so much scope for expansion in bank lending and deposits that it makes us 

very vulnerable.  And the larger we make it, the more vulnerable we are. 

I strongly oppose purchasing more mortgage-backed securities.  Central banks should not 

choose which economic sectors to support.  Doing so, if it has any effect at all, restricts credit 

access in other sectors. And I don’t see how we can defend that.  Such allocational initiatives go 

far beyond our mandate.  They undermine our claim to deserve independence for the conduct of 

monetary policy, and threats to our independence have been growing recently.  I think these are 



 
 

 
 

    

   

 

    

 

 

   

      

  

    

  

  

  

   

  

   

  

  

  

  

September 12–13, 2012 174 of 290

just going to heighten those threats. Buying MBS is bad policy and bad politics.  The only 

circumstance in which I’d support it is if there weren’t enough Treasuries out there to buy.

 One final comment.  There was some discussion at the last meeting of the slogan “We’ll 

do what it takes.” I think we haven’t given enough thought to the possibility that what it takes is 

patience.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  I want to comment on one of your observations, 

President Lacker, about the last sentence of 5′. I read it slightly differently than you do, and I 

don’t know how other people read it. I read the sentence preceding it as saying that we currently 

anticipate that these are the right metrics, but then the last sentence says that that current 

anticipation could be modified by what we see over time.  You are basically saying that you are 

not completely locked into the first thing, regardless of what economic information you see in 

the future.  So I think the sentences actually do work together in a reasonable way. 

MR. LACKER.  So the policy we’re adopting here is that an exceptionally low rate for 

the funds rate is going to be appropriate as long as the unemployment rate exceeds 6½ percent, 

inflation is well contained, or we decide that some other indicator of labor market conditions is 

more appropriate. 

VICE CHAIRMAN DUDLEY.  We currently anticipate that this is the right range, but 

our view is going to be modified by future information about a broad range of indicators.  That is 

how I read it.  That seems to be more intelligent than saying we are locked into this, regardless of 

what happens, regardless of what we see, and we are not allowed to learn about anything as the 

economy evolves.  It creates a little nuance, which is reasonable in terms of how one would 

expect the Committee to operate. 
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MR. LACKER.  Well, then, why not soften the 6½ and use more general labor market 

conditions. 

VICE CHAIRMAN DUDLEY. Because you are trying to give guidance about what the 

Committee thinks at the time, what we think today that might be modified or might not be 

modified by future information.  But clearly it would be unintelligent not to modify your view if 

the information strongly contradicted your prior view.  That’s how I read it. 

CHAIRMAN BERNANKE.  President George. 

MS. GEORGE.  Thank you, Mr. Chairman.  Despite massive monetary policy 

accommodation over the past four years, a stronger recovery has not yet materialized, and last 

week’s labor market report was a frustrating reminder of this long slog.  Like others, my forecast 

accounts for any number of risks related to Europe, the U.S. fiscal cliff, and the regulatory 

environment, and does recognize that policy accommodation may need to remain in place for 

some time in order to support the recovery.  I understand the case for taking action in order to 

spur the recovery and bring down unemployment faster.  To that end, the Committee agreed to 

undertake additional balance sheet actions only a few months ago.  Today, we contemplate doing 

more.  Certainly, the data flow since the last meeting was a bit softer than I had expected, but not 

sufficiently so to warrant a further expansion of our balance sheet.  In that regard, I note that the 

Tealbook had pulled forward the timing of the first rate increase since our last meeting. 

As I weigh the cost of action versus the status quo, I have appreciated the thoughtful 

analysis of Board staff and a number of my colleagues around this table about the effects of 

another asset purchase.  Unfortunately, I find that the risks associated with further action carry 

less precise measurement, but, to the extent they are possible, pose significant cost if realized.  

Impairing market functioning in certain financial markets, the potential for the Federal Reserve 
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to experience financial losses in the future, and risks to financial stability due to the extended 

low rate environment all strike me as significant when weighed against potential benefits.  A 

larger balance sheet also has the potential to further complicate an exit strategy. 

Another LSAP also may have near-term adverse consequences.  Given the recent rise in 

gasoline prices, additional asset purchases could generate a further rise in oil and gasoline prices, 

which would weigh on middle- and lower-income households and, thus, partially offset 

estimated benefits. 

I also remain concerned that a balance sheet expansion could at some point raise inflation 

expectations.  Longer-term measures of inflation expectations, or breakeven inflation, appeared 

to respond strongly to past LSAP announcements.  Given that current longer-term breakeven 

inflation measures are consistent with our stated goal, I am concerned that another LSAP 

program could push longer-term expectations above a level consistent with our objectives. If 

this were to occur, we would face a difficult tradeoff between allowing longer-term expectations 

to drift higher or reversing course by reducing the size of the balance sheet.  Either option strikes 

me as damaging to both the real economy and our credibility. 

In terms of the forward guidance, I agree with those who note the time-contingent 

guidance has been problematic.  And so conceptually I agree that the state-contingent guidance is 

preferable as long as we can articulate this guidance in a manner that is fully consistent with our 

January 2012 strategy statement, including our assessment of risk to the financial system.  Thank 

you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Fisher. 
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MR. FISHER.  Thank you, Mr. Chairman.  As I mentioned yesterday when I made very 

short comments about the economy, I would interlocutate today at greater length [laughter], so I 

ask you to bear with me. 

We seem to be mesmerized by the siren call of LSAPs. I can’t sing like Orpheus, and I 

know I will have no success in tying you to the mast or stuffing wax in our crew’s ears.  So what 

I am going to do is simply give my very best advice as a loyal officer on your ship.  I believe we 

are getting further off course. I believe we were misled by our navigation equipment.  We have 

very sophisticated models, and we have a superb crew of analysts but, as you yourself said 

yesterday—and I quote—“nobody really knows what is holding back the economy, and nobody 

really knows what really works.” 

One thing I learned as a midshipman at the Naval Academy was that great battles at sea 

or on land are fought with modern tools, but they are decided ultimately by judgment.  And— 

always—one listens to and respects the elements. I think everybody agrees at the table that 

inflation is not an immediate or presently foreseeable threat.  Our desired port, given our 

mandate, is increased employment. I happen to believe personally we are way off course. I 

believe we are ignoring, at our peril, the elements. I have reported from my watch station again 

and again that the very people we wish to stoke consumption and follow demand by creating jobs 

and expanding business fixed investment are not influenced by our policy initiatives—that is, by 

our LSAPs. 

Small and medium-sized businesses are job creators, and yet the soundings, as mentioned 

yesterday by President George, of the National Federation of Independent Business’ surveys and 

others, tell us that over 90 percent of those businesses are either not interested in borrowing or, 

as I mentioned yesterday, have no problem accessing cheap financing.  Monetary policy is not on 
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their radar as a concern, except that it raises fears among some of future inflationary 

consequences.  Their principal concern, as President George mentioned yesterday, is with fiscal 

and regulatory uncertainty. 

With regard to fixed investment and job creating cap-ex, as I said yesterday, the math is 

pretty straightforward.  Big businesses dominate that theater, and again and again I have reported 

to this Committee that with some exception—Disney, for example, being one led by a very 

clever contrarian CEO—90 percent or so of those I survey will simply not be motivated by 

further cuts in the cost of capital to invest in job-creating cap-ex beyond their maintenance needs.  

And this is due to the uncertainty of taxes and final demand and federal spending prospects. 

This time, as I mentioned yesterday, I asked my CEO contacts if their cost of borrowing 

were to decrease by some 25 basis points or more, how they would react. Would this induce 

them to spend more on expanding payroll or job-creating cap-ex?  And the answer from 9 out of 

10 was, you could cut the cost of borrowing by 1 full percentage point and we’ll use it to buy 

back stock.  That’s what we’re being directed to do by our board.  Governor Stein mentioned the 

Duke’s Fuqua School survey yesterday, which is even more comprehensive. 

But one of my CEO contacts, by the way, reminded me of the work I used to do for him 

and the company he then managed going back to 1975, and our recommendations for strategic or 

green field investments.  We focused on ROI:  As long as you get paid back and as long as you 

earn a profit, you can justify it to your shareholders.  And presently—and perhaps because of 

what we have already initiated—the cost of capital, as President Dudley mentioned earlier, 

unlike the conditions of 1975, is just not part of the calculation.  And if they are going to be 

buying back stock, as they are being directed to by their boards, there is, to be sure, a wealth 

effect.  But based on the people I talked to, it just does very little to result in job creation sooner 
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rather than later. I’ll give you a specific example. This is inside information and off the record.  

A company that ordinarily has cap-ex expenditures between $15 billion and $20 billion a year 

and has the option presently to either lay cable and facilities that would expand their 4G network 

to 90 percent of the country or buy more stock has been directed by their board of directors to 

buy more stock because of the economics that these low interest rates make possible.  Even 

though it strengthens their balance sheet, it defers their job-creation capacity. 

Again, I am suggesting, as one of your loyal crew, respectfully, that the efficacy of the 

course you are leading us upon is questionable.  My best guess is that we will end up this 

program, if we proceed with B, with excess reserves that exceed $2 trillion and money lying 

fallow, unused, and underutilized toward achieving our goal of increased employment. 

When we last talked, it was suggested that perhaps my interlocutors were unsophisticated 

and didn’t see the whole picture.  I note now that some sophisticates have come to question the 

efficacy of this LSAP cruise, among them Mr. Woodford, who has been talked about excessively 

at this meeting [laughter], and my friend and respected economist Bill White, who has not been 

mentioned whatsoever.  Using monetary policy to overcome bad fiscal and regulatory policy is, 

to my mind, not only faulty but a pyrrhic strategy. It won’t work, and it may be used against us 

in a backlash and lead us onto the rocks. 

Now, all of that said, Mr. Chairman, you’re the captain of the ship.  It appears that you 

and many of our colleagues wish to now plot a course with coordinates outlined in B.  We have 

decided to proceed, and we have instructed our boiler room, as we say in the navy, to pour out 

another $750 billion or so in steam, and the boiler room has replied, “Aye, aye.”  This is doable, 

and the staff has indicated that “the challenges posed by exit remain manageable,” though I do 

sense some timidity in their confidence.  There are warnings in the memos on LSAPs that exit 
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following an even larger program can probably not be accomplished without violating what the 

Committee has heretofore said is our exit strategy principle. The engine room has replied, “Yes, 

we can do it.”  But there are murmurs among the crew that their conclusions are subject to—and 

I am taking words out of the LSAP memos—“substantial uncertainty,” and they couch their 

responses with qualifying phrases like “currently judges” and “would likely” and “seems 

plausible.”  And as I said, listening to Seth very carefully yesterday, his qualifications or his 

disclaimers sounded very much like an Allegra commercial.  But, again, you’re captain of the 

ship; you’ve decided to proceed on a course.  The course is outlined in B.  Bill tells us that it may 

aggregate to another $750 billion or so depending on how much time we let this run.  I am a 

member of your loyal officer corps.  And even though I doubt the efficacy of what we wish to 

do, and in fact feel that this is most definitely not the right course, and feel that this course may, 

as President Lacker just said, compromise the Fed’s security with regard to its independence, my 

job is to give you the best advice I am capable of rendering.  Your decision is to steer us along a 

course outlined in B.  I would say that the least worse of the options in Tealbook B is alternative 

B, regular B, the first paragraph 5. 

I sent around a memo earlier in preparation for this meeting, and I argued that one could 

make the case that this could help offset the drag from higher GSE fees, lower 

mortgage−Treasury spreads, even though they are quite low, and help one of the three positive 

durable goods sectors that is assisting the recovery, the others being aircraft and motor vehicles.  

It is still operating below long-run potential, so there is very little danger, in my view, of 

inducing cyclical mal-investment. In addition, the general effects of inducing more refinancing 

may aid housing and households in ways that we can’t quite quantify. 
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Paragraph 5′ may be laudable in the minds of some at this table.  We’ve heard good 

arguments for it.  But I agree with President Lockhart, and—I believe—President Lacker, that it 

is going too far too fast, that we are rushing it, and I would recommend against it.  I am referring 

specifically to the 6½ percent unemployment rate and 2½ percent inflation cap over the one- to 

two-year horizon.  You have the phrase that “longer-term inflation expectations continue to 

remain well anchored” attached to that, but my guess is just ooching the now commonly 

accepted medium-term or longer-term target of 2 percent by one-half percentage point would 

raise eyebrows and doubts amongst our skeptics, and some question marks, no matter how we 

state it, in the marketplace. 

If you wish to proceed on this course, Mr. Chairman, my advice is to go with the 

Tealbook’s alternative B, not B′. Specifically, I would go with $30 billion, the lesser number.  

As Bill English said yesterday, it allows some ramping up in case the Committee decides, against 

my advice—and others’ like me—to do more.  A $30 billion program, if I understood the Desk 

yesterday, on a flow rate basis means we are already taking down 60 percent of supply. 

I would edit paragraph 4 to take out reference to “additional asset purchases.” I would 

leave it more vague by simply referring to employing “its other policy tools as appropriate.” 

And after the phrase “in the context of price stability,” I would add “and well anchored,” another 

great naval term, “and well anchored inflation expectations.” We have it in B′. I don’t see why 

we don’t have it in B.  This is enough, in my mind, to bind the hands for some time to come for 

all of those who are with you in the wheelhouse of the ship we’re steering.  It is going to make it 

very hard to raise short-term rates, as I mentioned yesterday, even if we end up with a stronger 

recovery than we currently foresee or imagine. 
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I would recommend, as I suggested in my memo of last week and discussed yesterday, 

that in your press conference you emphasize that this is to help along the recovery in housing.  I 

would advise that you say that the majority of the Committee concurs, but emphasize that the 

Committee, as you said yesterday you would, will be constantly scrutinizing the efficacy and 

costs of the program.  In other words, Mr. Chairman, I would take ownership of this issue.  It is 

one of the distinct areas of recovery. It is an area where I believe we have had impact. I did 

support the MBS program when it was originally announced.  I think it is vital for regular 

people, not just for economists. 

The headline you should be seeking in USA Today should be “Bernanke Acts to Support 

Continued Housing Recovery.”  You mentioned yesterday you plan to speak in different terms 

than usual, making it more simple and directed to what you referred to as the “average person.” I 

think that’s good.  You’re a great teacher.  I saw you do that most forcefully and effectively 

when you visited Fort Bliss.  And as I mentioned in our phone conversations last week, your 

objective should not be to communicate to a few dozen sophisticated economists about this 

model or that model.  It should be to convince—what was referred to in the last meeting—the 

unsophisticated interlocutors who run America’s businesses, and the consumers who buy the 

goods and services produced by those businesses, and the press, particularly what the consumers 

read as opposed to the reference literature. 

So, in summary, Mr. Chairman, I disagree with this course.  I think it is a mistake.  It 

steers us closer to the rocks.  But I have offered you my best advice under the circumstances. I 

wish you luck.  I will do my very, very best in my public appearances in the upcoming week to 

support what we are going to announce, even if I have to take Allegra to do it.  [Laughter] 

Thank you, Mr. Chairman. 
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CHAIRMAN BERNANKE.  Thank you.  President Plosser. 

MR. PLOSSER.  Thank you, Mr. Chairman.  There are two policy actions under 

consideration today.  One is additional asset purchases, the other is an effort to extend and 

strengthen our forward guidance.  I would like to make a few comments about each of these. 

As I explained in the earlier go-round, I am not in favor of undertaking a new round of 

asset purchases today.  In my view, the forecast has not changed enough to warrant further 

action.  Indeed, many of the Tealbook’s simple rules on page 2, Tealbook B, including the 

outcome-based rule, suggest that policy is approximately well calibrated. Just like President 

Bullard, I do not see the urgency for large, aggressive actions at this time.  I’ll remind the 

Committee, we didn’t move earlier this year as the economy brightened and the outlook looked 

better.  We did not take action.  We were patient.  It turned out to be the right decision.  The 

economy then weakened.  But we seem to be anxious to do further accommodation every time 

we see weakness and not do the reverse as the economy strengthens.  The message I take from 

that is that we need to be patient, that we need to not react to short-run fluctuations. 

The recovery is frustratingly slow.  The unemployment rate is uncomfortably and 

tragically high.  But, again, we have been told and we understand there is reason to expect this, 

given the size and nature of the economic shocks that have hit the economy.  The slow recovery, 

in my mind, is not evidence that our monetary policy stance is inappropriate.  The benefits of 

further asset purchases in curing what ails the economy are imprecise and tenuous at best.  

Indeed, the Board staff memo lays out numerous caveats and assumptions necessary in assessing 

the possible benefits of further asset purchases. 

While financial participants may be chomping at the bit for a new program, many 

economists throughout this country have raised doubts about the efficacy of such a policy 
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strategy.  Despite sizable purchases and zero interest rates for four years, unemployment remains 

elevated.  But rather than question the efficacy of the policies, which would seem natural, our 

strategy seems to be to double down.  Now, the further sizable expansion of the balance sheet 

carries costs and will greatly exacerbate the challenges we face when it comes time to exit, as I 

talked about yesterday. In my view, embarking on another asset purchase program at this time is 

a highly risky strategy.  The consequences may prove very disruptive to the U.S. economy and 

harmful to the reputation and credibility of this institution for years to come.  We should not 

ignore these risks, even for the best-guess outcome—a 50 basis point drop in the unemployment 

rate over two years. 

The proposal in alternative B is for a flow-based program.  But to me, this seems to run 

counter to the theory of how such purchases are purported to work in the first place and the logic 

we have used in the past. If we believe that the effects of purchases are through a portfolio 

balance channel, then the public needs to understand the stock of securities the Fed intends to 

buy.  The Board staff memo on the flow-based balance sheet policy says that the conclusion of 

the simulation exercises, and I quote, “reflects the strong assumptions that investors, price-

setters, and wage-setters all understand the Committee’s goals and its stopping rule for the flow 

LSAP.”  How do we communicate that when we ourselves don’t even know what that stopping 

rule will be? It is remarkable to me that the Committee has not been able to communicate to the 

public our reaction function for setting the funds rate even in normal times.  And now it seems 

we expect the public to believe and understand what our reaction function will be for LSAPs and 

balance sheet rules.  LSAPs are not a nimble instrument.  If this program doesn’t produce the 

desired results or the predicted outcomes for the unemployment rate, what will we do? I would 

predict that with a flow-based program, if we don’t get the results, we won’t stop.  We will 
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continue.  How will we know when to stop? We seem to have convinced ourselves that such a 

policy is effective and important.  Maybe so.  If it proves not to be, and we don’t get the desired 

results, will we just keep on buying assets, reevaluating, and say, “Oh, yes, it’s going to work.  

We just have to do some more.” I am not terribly confident of our ability to manage that 

effectiveness and give us a stopping rule. 

If we get the reaction function wrong, and we find ourselves with ever-more larger 

balance sheets, the Fed may face balance sheet losses, no returns, no flows to the Treasury, or 

unacceptably large losses of some kind or another.  This could undermine our ability to 

implement an appropriate monetary policy in the future, to the detriment of both households and 

businesses.  Now, if the purpose of the balance sheet expansion is as a commitment device to 

keep rates low for longer precisely because it makes it harder to exit, then we need to be 

explaining this.  We don’t tell this to the public.  We need to be more communicative about what 

we expect our policy to achieve and why we are doing it, and we’re not doing that.  How do we 

expect the markets to understand this when we are reluctant to say so directly ourselves? 

This leads me to the issue of forward guidance, the other policy tool under consideration, 

either in conjunction or separately.  The intent of our forward guidance is for the Committee to 

commit to holding interest rates lower longer than it normally would after the economy begins to 

recover.  The idea, as President Kocherlakota said, is that the commitment to do this is supposed 

to signal to households that the future is going to be brighter.  The future is going to be more 

economic growth, higher spending than they otherwise might anticipate.  And this helps 

stimulate less saving and more spending today.  The strategy works well in many of our models.  

Agents are completely forward-looking.  Many of those have expectations that are right. But 

implementation, in my view, is very tricky. One needs to get the expectations right. 
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We wouldn’t want the public to believe that we will let inflation run away from us, of 

course.  Michael Woodford has argued that there are ways to implement this strategy.  He has 

given us two examples—an earlier one is a price-level-targeting strategy and, of course, recently 

at Jackson Hole, nominal GDP targeting. I see the problem with this strategy in implementation, 

not the conceptual idea.  First, it presumes that households and businesses will correctly interpret 

our guidance and what it means, and that it means future growth will be higher.  But it seems just 

as reasonable to assume, and perhaps so far that has been the reaction, that they will read our 

actions as a signal that we believe the economic outlook is going to be a lot worse for longer.  

The public does not have that positive outlook, and if we don’t convey that to them in very 

strong language, the strategy won’t work.  It will not bring spending forward. 

This strategy requires us to manipulate the public’s expectations in a very particular way. 

That’s the communication challenge with this strategy.  To follow the strategy requires placing a 

lot of weight on our ability to communicate. You will recall that this Committee decided not to 

adopt price-level targeting not too long ago and did not adopt nominal GDP targeting when we 

had the opportunity to do so.  And we rejected those for a variety of reasons, one was 

communication and, of course, with nominal GDP targeting, one of the major issues was 

defining what the right level of real GDP needed to be.  We found those both either risky or 

difficult communication strategies. 

What do we think that we have done now that will overcome those problems? Why do 

we think that the thresholds will overcome those difficulties? We seem to be willing to 

implement the strategy in a half-hearted way.  I’d note that I have been a strong advocate, and 

continue to be a strong advocate, for systematic reaction functions. It is very important to this 

Committee. But 5′ is not a reaction function.  Paragraph 5′ says nothing about what happens, for 



 
 

 
 

 

  

 

 

  

    

    

 

  

    

     

  

   

   

    

 

   

   

  

   

   

  

     

September 12–13, 2012 187 of 290

example, after we pass one of the thresholds.  And this is very important, because the public 

doesn’t understand what our reaction function is in normal times—or we don’t know what they 

perceive it to be necessarily—and we are not telling them what it is going to be afterwards.  Let’s 

suppose, for example, that the public believes that after we reach the 6½ percent threshold, and 

we say nothing about what we will do after that, they presume we may go back to the Taylor 

rule.  Well, if that’s what they expect to happen, it would lead perhaps to a view of very fast 

tightening of policy after we get to the 6½ percent unemployment rate.  That would undo some 

of the positive effects that we are trying to gain by this forward guidance.  If that turned out to be 

the case, then this strategy won’t work.  How do we make that commitment?  The public has to 

believe, beyond just the thresholds, how we are going to conduct policy, and as of now we 

haven’t explained that. I don’t think we agree amongst ourselves enough about what our policy 

reaction function is, and as much as I desire a more contingent economic-based reaction 

function, I don’t think the thresholds help us very much there.  The language in alternative B(5′), 

again, says nothing about how we will behave afterwards. 

In the end, I agree with Woodford that LSAPs are perhaps ineffective.  But if we are 

going to adopt forward guidance and use that as our powerful tool, we need a much more 

deliberate and extended communication strategy to lay the groundwork to explain how our 

reaction function and how our policy strategy are going to work, and a communication strategy 

that convinces the public that we are serious about it, so that they understand how it works, if we 

are to get the outcomes that we want. 

Obviously, I am not in favor of B.  But if I had to choose, at this point I would choose 

5 over 5′, not because I don’t like the direction that 5′ is headed, I’m just not sure it is ready for 

prime time yet. I’ve never been in favor of the calendar date.  It has created many problems for 
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us over the last year, and I am anxious to get rid of it.  But we need to get rid of it not by a one-

time change in a statement. It is going to take more preparation and more analysis. Thank you, 

Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  President Pianalto. 

MS. PIANALTO.  Thank you, Mr. Chairman.  Unlike some of my colleagues, my policy 

statements have usually been on the shorter side because I have generally been supportive of the 

version of the policy alternative that the Committee has eventually adopted.  I’m finding today’s 

policy decision much more of a struggle.  So I’m going to take a little more time than usual to 

explain my policy position and to share my views on the benefits and risks of additional policy 

actions. 

With the unemployment rate at 8.1 percent and the August employment report as 

disappointing as it was, I would like to see the expansion proceed at a faster pace.  I know that 

we all would.  So the question on the table is:  Can additional monetary policy accommodation 

spur economic growth and improve labor market conditions?  And if so, which actions would be 

most beneficial and pose the least risk? 

I agree with the staff assessment that large-scale asset purchases have been effective. 

Our first LSAP program was effective at the early stages of the financial crisis when financial 

markets were in severe distress.  Our second LSAP program was effective when it was launched 

in 2010, a time when financial stress was still significant, the risk of falling back into a recession 

was high, and the risk of an outright deflation was very real.  Our LSAP programs provided 

strong support to financial markets and helped to appropriately realign inflation expectations.  In 

today’s circumstances, I see the benefits of another LSAP program as being far more limited. 
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The circumstances that prevailed when we initiated our previous LSAPs are not evident today.  

Financial markets are not in disarray, and deflation is not a serious risk. 

I also worry that another large-scale asset purchase program carries the risk of 

complicating our ability to withdraw policy accommodation smoothly and in a timely manner, as 

well as the risk of exposing us to reputation risk in the event that we incur large financial losses. 

I commend the staff for doing yeoman’s work to develop exit tools, to identify some of 

the potential complications of operating with a very large balance sheet, and to simulate our 

balance sheet under various assumptions.  I know that we’ve taken precautions, but it is 

impossible to be fully prepared for the environment that we might actually face three years from 

now.  So after putting together my thoughts about the benefits and risks associated with the 

available tools and considering my economic outlook, I was not in favor of launching another 

large round of asset purchases along the lines of alternative B as it was originally proposed in the 

Tealbook.  That option called for the immediate launch of an asset purchase program until labor 

market conditions substantially improved, and the purchase program was committed to run at 

least through mid-2013.  That option also called for an extension of the forward guidance on the 

fed funds rate through mid-2015. 

I recognize that the strategy behind this policy option is predicated on the theory that 

additional monetary policy accommodation will only reduce the unemployment rate substantially 

if this Committee actually commits to act aggressively and persistently until that goal is 

achieved.  I understand why the commitment strategy works so well in theory, but we have not 

had much practical experience to learn from.  I understand the value of commitment, but 

commitment can take many forms. I think there’s value in waiting a little while longer before 

deciding to initiate another large-scale asset purchase program. The Committee’s better choice 
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at this juncture is to find a way to commit through forward guidance about the federal funds rate 

liftoff and not to launch a significant asset purchase program.  I’m of the view that easing 

monetary policy through forward guidance has also been a powerful tool for reducing long-term 

interest rates. 

As I noted, I think that our first two LSAP programs were successful in countering 

financial market stress and deflationary pressures. We may yet encounter a crisis—either from 

the fiscal cliff or from Europe—that once again causes serious financial market distress or 

deflationary pressures.  We would be better served by using asset purchases in response to these 

kinds of threats or the threat of a recession than to try to eke out a little more economic growth in 

the current circumstance. In coming months we may know more about the prospects for fiscal 

policy and for Europe and about the outlook.  It’s valuable to have the option to respond directly 

to these situations, and launching a full-blown LSAP program today reduces our flexibility. 

For all of these reasons I have preferred to wait for the completion of our maturity 

extension program at the end of the year before deciding whether to purchase more long-term 

assets.  However, it was clear at our last meeting that many other Committee members judge that 

additional policy accommodation might likely be warranted even sooner, and last week’s 

disappointing employment report seems to have been the decisive piece of evidence for some 

members who have been waiting for more proof of the economy’s lethargic condition. 

While I still have reservations about some of the specifics of the proposal, the version of 

alternative B that is now under discussion offers the possibility of an acceptable way forward.  

For one thing, even though alternative B does call for expanding our holdings of long-term 

securities in the next several months, it does so through the acquisition of MBS.  Because some 

research does suggest the MBS purchases can be more impactful than Treasury purchases, I like 
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this aspect of alternative B.  But I would also prefer the smaller amount of MBS purchases—that 

is, the $30 billion per month. 

One option in alternative B also allows for the possibility that the Committee might 

deploy tools other than, or at least in addition to, large-scale asset purchases if in coming months 

we conclude that additional easing steps are warranted. I was going to suggest some changes to 

the second sentence in paragraph 4.  I preferred that we delete the mention of “additional asset 

purchases” and instead state that “the Committee will continue its purchases of agency 

mortgage-backed securities” and is prepared to “employ its other tools as appropriate until such 

improvement is achieved in a context of price stability.”  But I do like President Lockhart’s 

suggestion that we insert “may” in front of “undertake additional asset purchases and employ its 

other policy tools.” I think this flexibility of phasing in more accommodation in various ways as 

needed could prove to be helpful. 

In addition to beginning MBS purchases, alternative B eases policy through forward 

guidance. I like, as many others have already indicated, the state-contingent concept in 

paragraph 5′, but I regard the 6½ unemployment rate and the 2½ inflation rate to be much too 

aggressive and risky.  If the natural rate of unemployment turns out to be 6 percent or larger, I 

think that not lifting the fed funds rate until the unemployment rate falls to 6½ percent risks some 

build-up of unacceptable inflationary pressures.  I know there are safeguards built into the 

forward guidance to prevent an unacceptable increase in inflation expectations, but we should be 

more humble about our ability to forecast these conditions with much precision.  Presidents 

Lockhart and Lacker both laid out some risks to using a number for the unemployment rate, and I 

agree with their thoughts.  But if we decide that we have to include a number, a better approach 

is to set the unemployment rate to “at least as low as 7 percent” and to keep inflation at “close to 



 
 

 
 

 

 

  

 

  

   

   

    

 

  

 

 

  

 

  

   

  

   

   

     

  

September 12–13, 2012 192 of 290

2 percent.”  These settings give us more flexibility.  Without that extra flexibility, I do not 

support paragraph 5′, and instead I support the language in paragraph 5. 

In conclusion, even though my preference is to wait, I can support alternative B with 

paragraph 5 today.  Even though some MBS purchases would begin right away, expanding the 

scope of policy accommodation even further is going to require the Committee to vote once 

again in coming months on the size and the structure of the policy change.  This buys us some 

time to determine exactly what the Committee means when we say that we want “the outlook for 

labor market conditions to significantly improve.” It also buys us some time if the outlook does 

not significantly improve to decide whether additional asset purchases would then be the best 

course of action.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Governor Yellen. 

MS. YELLEN.  Thank you, Mr. Chairman.  I support alternative B.  My preference is for 

purchases of $40 billion MBS a month, and with respect to forward guidance, my preference is 

for 5′. 

The data we have received since our August meeting provides yet further confirmation 

that economic growth is proceeding near or slightly below the economy’s potential, and 

downside risks continue to be substantial.  For quite some time, the Committee has been in 

watch-and-wait mode.  We’ve patiently monitored the economy to see whether the MEP and our 

forward guidance would be sufficient to produce a stronger recovery.  The verdict now seems 

clear.  Absent further policy action, I see little chance that unemployment will decline in the 

foreseeable future.  We should not delay action any further.  Indeed, I hope we will send the 

message loud and clear that we intend to provide additional accommodation through new asset 
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purchases until we observe substantial and sustained improvement in labor market conditions, 

and will maintain policy accommodation for an extended period as the recovery strengthens. 

I support the open-ended and conditional nature of the asset purchase program in 

alternative B. I think it’s very helpful to spell out the goal of the program and to articulate the 

economic conditions we’ll need to observe before halting those purchases.  In particular, we 

should promise to add accommodation through asset purchases until the outlook for labor market 

conditions has improved substantially, and we would stop doing so only if our outlook for 

inflation or assessment of the efficacy and costs of the program changes significantly.  The 

challenge with such an open-ended program is that its effectiveness will depend on market 

expectations of the ultimate size of our asset purchases, and we’re offering no clear guidance on 

how long we expect them to continue.  In addition, we’ve included some escape clauses relating 

to efficacy and costs.  I, therefore, think it’s important that our public communications, including 

the Chairman’s press conference, emphasize our commitment to continue the program until we 

have seen ongoing and sustained improvement in labor market conditions. 

Even though the open-ended nature of the program creates challenges in shaping 

expectations, it also has the very desirable property that market participants should adjust their 

expectations about the size of the program in response to changing economic conditions.  And 

this means that the program should induce stabilizing movements in financial conditions as 

expectations adjust automatically to incoming data indicating a stronger or weaker economic 

outlook. 

There’s been quite a bit of debate both inside and outside the Fed about the likely 

economic impact of asset purchases, and there is sizable uncertainty about the effects of LSAPs. 

I appreciate ongoing staff efforts to refine our estimates of these effects.  Nonetheless, in light of 
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the evidence that I’ve seen, I’m persuaded that this program can be a helpful tool for achieving 

our objectives.  And while I’m mindful of the implications of further asset purchases for capital 

losses and remittances down the road, these concerns pale in comparison to what I view as the 

potential economic and human costs of failing to reduce the unemployment rate as aggressively 

as we can. I’m hopeful that a determined commitment to continue providing accommodation 

until we achieve more rapid and durable progress in attaining our employment goal may bolster 

household and business confidence and spending.  Any stimulus provided through this channel 

will boost its effect relative to the staff’s estimates. 

I think it makes sense to direct our new purchases to MBS to provide additional support 

to the housing market, and I support purchases at the higher rate of $40 billion per month, which 

is a rate that in the Desk’s assessment could be sustained for the next year or two.  Consistent 

with the open-ended approach, I’d be prepared to scale the flow of these purchases up or down as 

the economic outlook evolves.  If this flow of purchases is maintained through the middle of next 

year, our holdings of longer-term securities would increase by about $800 billion, which I think 

is large enough to have a substantial economic effect. 

Paragraph 4 of the statement spells out the conditions under which we will provide 

additional accommodation through asset purchases.  Paragraph 5, in contrast, concerns the 

conditions under which we will maintain the level of accommodation that’s reached when our 

asset purchases end. If we end up adopting 5 rather than 5′, I consider it critical to make clear 

that an extension of the expected calendar date to mid-2015 is intended as a policy shift to 

improve the economic outlook, and that it does not convey a downgrading of our outlook in the 

face of disappointing new data.  Whereas our previous language tied exceptionally low levels of 
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the funds rate to economic weakness, the new language incorporated into the beginning of B(5) 

is much more positive, and I think it’s a very significant improvement. 

As between the alternative versions of paragraph B(5), while I can support B(5) today, I 

strongly prefer version 5′. We contemplated a formulation along these lines when we introduced 

calendar-date guidance in August of last year, and we have discussed this formulation 

extensively for many months now.  President Evans, in his speeches, and Presidents 

Kocherlakota, Williams, and Rosengren have explained in detail and very persuasively why a 

formulation like this makes sense.  I don’t want to go over the arguments again that they have set 

before the Committee. I simply think that clarifying the economic conditionality of the funds 

rate path is useful for precisely the same reasons that it’s useful to tie our asset purchases to 

economic conditions.  And I also think—a point that President Kocherlakota emphasized—that 

the language has the possibility of bolstering household and business expectations about their 

future incomes, and this would be a very important mechanism potentially for supporting 

additional spending. 

In summary, I support the provision of additional monetary accommodation.  I anticipate 

that continuing our additional purchases will be warranted well into 2013.  I also support 5′ today 

and hope that if we end up going with 5, we will make further progress in future meetings on 

refining our forward guidance. 

CHAIRMAN BERNANKE.  Thank you.  Governor Duke. 

MS. DUKE.  Thank you, Mr. Chairman.  I prefer alternative B.  As I’ve been saying for 

some time now, I believe it’s important for us to take stock of our remaining tools and make sure 

that they’re used to maximum effect.  I do not view reducing the IOER or any sort of discount 
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window program to promote lending to be viable options.  So for me, that leaves us at asset 

purchases and future guidance about the fed funds rate. 

I find the idea that the MEP has just as much efficacy as the LSAPs to be plausible, and I 

supported both the original program as well as its extension through the end of this year as an 

accommodation move.  If the MEP does the job on long-term rates, without increasing the size of 

our balance sheet or drawing the same criticism as LSAPs, so much the better.  But in not 

drawing criticism, the MEP might also be less visible and thus less likely to engender a 

confidence effect.  So it’s important to not only use the tool, but to be quite vocal about our 

estimates of its potency. 

In addition to continuing the MEP, I’m in favor of adding purchases of MBS.  There have 

been many discussions in this building about how LSAPs work and the extent to which long-

term rates affect equity prices.  I’m not, frankly, quite sure about the equity effect, but I’m 

100 percent certain that interest rates have a direct effect on real estate prices, and house prices 

are important components of household wealth.  They affect the number of households 

underwater on their mortgage, and, most important, rising prices help instill the confidence to 

buy a house either to live in or as an investment. 

Reductions in the yield on mortgage-backed securities have not necessarily translated to a 

one-for-one reduction in home mortgage rates, as the primary–secondary rate spread remains 

unusually wide.  So our purchases of MBS could very well translate into additional profit to 

lenders rather than cost reductions to homeowners, but ultimately, that additional profit should 

entice additional capacity and competition into the market that will reduce the cost and increase 

the availability of mortgage credit.  And while much has been made of the benefit to the 

economy as homeowners refinance into lower payments and free up cash flow for spending, that 
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reduced payment for the homeowner translates into reduced income for an investor, and it takes 

some pretty heroic assumptions about the differences in propensity to spend for that channel to 

make a big impact on consumer spending.  Still, I think the confidence and wealth effects, along 

with the incentive for increasing capacity, make this a step worth taking.  I confess that I might 

have been on the fence with this if the employment numbers had been better, but given their 

weakness, it’s hard to argue that we’ve been watching closely and still haven’t seen any reason 

to take action. 

For my policy preference, I start with the desire to finish out the MEP rather than throw it 

overboard and replace it with something else.  Although it’s something of a coincidence that the 

MEP runs out as we approach the fiscal cliff, it’s also something of an advantage.  It gives us a 

logical point to take stock of the consequences of reaching the cliff and its resolution.  To be 

clear, I don’t view it as a potential stopping point.  On the contrary, I think it highly likely that it 

will need to be a point of escalation, and I want to make sure that we have some additional fire 

power left.  I know this goes against the grain for those of you who believe we should launch 

everything we have as early as possible in order to strengthen the economy enough so it can 

withstand potential shocks, but those who subscribe to that idea are probably a lot more 

convinced than I am about the actual power of our tools.  I, frankly, don’t believe these tools are 

powerful enough by themselves to strengthen the economy enough so that it will withstand those 

shocks, but I do believe that, in announcing their use, there’s a confidence effect that can change 

expectations and halt or slow a downward slide. 

I am willing to entertain the possibility that we are approaching the point where we 

resemble the wizard behind the curtain.  [Laughter] If so, I want us to continue to appear great 

and powerful in the face of economic weakness for as long as possible.  That is, I believe that our 
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actions still have the potential to inspire confidence over and above any other possible channel 

through which they can work.  But if confidence is the most potent channel, the when and how of 

new announcements becomes a tool in itself. 

The Chairman was telling us at dinner last night that he had the opportunity to go and 

visit the Washington Nationals’ batting practice and meet the players, and one of the players 

came up and, upon finding that he was the Chairman of the Fed, said, “Hey, how about that QE3, 

man?”  [Laughter] I think this is evidence that there’s a whole world of people out there who 

have no idea what QE3 actually means or what monetary policy is.  They don’t know the Taylor 

rule, and they haven’t spent much time thinking about the Woodford paper.  [Laughter]  They 

won’t read the whole statement or tune into the press conference, but they will likely know that 

the Fed did something and that that something should help the economy. 

In the spirit of conserving some fire power for what I view as a potential two-step action, 

I prefer to add only $30 billion per month in MBS purchases.  It establishes the 60–40 split that 

was assumed in the capacity memos and leaves room to escalate the amount of MBS, add 

Treasury purchases, or commit to a $1 trillion program as levers to be pulled if conditions 

deteriorate, as I fear they might in coming months. My own judgment is that a commitment to a 

large program will prove to be a stronger action, but that we can always change from open-ended 

to a stock commitment.  It would be much tougher to try to go in the other direction. 

In paragraph 4, I prefer to exclude the mention of other policy tools, as those other policy 

tools could be interpreted as an intent to use the IOER or a lending program, neither of which I 

support. 

I prefer paragraph 5 over 5′, especially at this meeting.  The action of adding MBS 

purchases to the MEP is already going to be a little complicated to communicate.  Have we or 
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have we not launched QE3?  So our communication focus should certainly be on that action in 

this meeting. Use of a date in the forward guidance is familiar and it’s expected.  While I’m sure 

there’s going to be an ongoing discussion, I would still continue to use the date, but over time, 

explain that it represents a departure from our standard policy rules and our own historic reaction 

function.  I found the memos about delaying liftoff until there was a greater certainty about the 

likelihood of return to the zero bound to be very reasonable and explainable, and it would be 

helpful to convey that we are also anxious to get back into a more normal environment. 

I have real concerns about expressing our policy in terms of specific triggers.  We worked 

hard on the statement that put the 2 percent target out there, and I’d hate to create an impression 

that we’re now raising it. I’m especially reluctant to specify the unemployment rate as the single 

employment data point guiding our actions.  First, there’s always the risk that it’s perceived as 

too high or too low, and one has only to look at the most recent employment report that clearly 

showed weakness, even though the unemployment rate dropped two-tenths, to get a little nervous 

about tying fed funds expectations to that single number.  Indeed, last year as we saw a full 

percentage point decline in the unemployment rate, we were only kind of pleased about it, 

because it didn’t happen in the way we expected. 

Someone commented yesterday that we should begin to focus on how the general public 

receives our messages, and this is a really important point.  I question whether the public will use 

this guidance formulation to adjust their expectations about policy.  I think they’ll hear these 

numbers as our targets.  But if the consensus is to move to conditioning on economic outcomes, 

we should, at a minimum, take some time to set the table for its introduction. In addition, we 

should agree to leave this set-up task to the Chairman, and the rest of us should refrain from 

taking our own disagreements on the finer points public.  Thank you, Mr. Chairman. 
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CHAIRMAN BERNANKE.  Thank you, and I’d like to point out that the player’s 

financial portfolio is probably bigger than anybody at this table.  [Laughter]  Governor Tarullo. 

MR. TARULLO.  Thank you, Mr. Chairman.  My reaction when you told me about the 

player in question was he has an awfully good financial advisor.  [Laughter] Let me begin by 

saying that some people have basically asked the question, why act now? For my own 

perspective, I don’t think there is a particularly compelling reason to act at this moment, but that 

is only because I would have thought that action at any of the past several meetings would have 

been equally appropriate.  Charlie, in response to your questions, why wasn’t I or why weren’t 

others inclined to act earlier in the year when there was a trio of pretty good employment 

numbers? The answer is that they didn’t seem sustainable, just as the little bursts in the last 

couple of years hadn’t seemed sustainable. If they had been sustainable, that would have called 

for some action.  But here I think we are all seeing that the basic diagnosis of a bogged-down 

economy over the past few years has become a pretty persuasive one. 

The second thing I would say is I don’t think it is reasonable to oppose further action on 

the grounds that action taken in the past has not produced the complete, fast recovery that 

everyone would like to see.  The real question is the counterfactual one: In the absence of action, 

in the absence of the LSAPs, what would be the situation now?  And there I think, 

notwithstanding the efforts of some to deny that there has been any effect—I am not talking 

about people in this room—while one can debate reasonably and at length the actual amount of 

effect of the last couple of LSAP exercises, it is really hard not to see that there has been an 

effect, and the disagreement seems to be over how much. 

Of course, we would all be happier if there had been a more aggressive set of policies to 

deal with underwater mortgages and housing a couple of years ago.  I think in retrospect, as 
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people write the history of the Great Recession following the financial crisis, the failure to move 

more aggressively on housing is going to be seen as the biggest of the policy mistakes, even 

bigger than maybe not going for a larger stimulus package.  But it is not up to us to determine 

what everybody else does.  We have to take the world as it is presented to us, and then balance 

the costs and benefits of the actions we can take in light of the good and bad decisions that other 

parts of the government and consumers and firms are themselves taking. 

As Jeremy was suggesting yesterday, there is in any set of LSAP proposals an anticipated 

combination of what he termed the “hydraulic” effects and some confidence or quasi-

commitment effect. I think it is hard to disentangle the two, even as we look retrospectively at 

the first couple of LSAPs.  There is some case to be made, as some of the skeptics have 

suggested, that the conditions that obtained at the times of the LSAPs made what I have termed a 

confidence or quasi-commitment effect particularly salient at those moments.  And that may not 

be quite as powerful right now. 

But, again, in the face of all of this uncertainty, which the Chairman alluded to yesterday, 

we do have to make a choice.  And it does seem to me that the costs suggested to date, while 

nontrivial, don’t seem overwhelming.  That is, they are a little bit more speculative than they are 

concrete. People are saying, “we worry that there may be some effect on market functioning,” 

without specifying exactly what that effect would be, or “we worry that there may at some point 

be some effect on inflation or on our exit capacities,” without telling a somewhat more filled-out 

story as to what they think those might be.  While I would be shocked if there are not some 

unintended consequences, even of the LSAPs we’ve done to date, that is part of policymaking.  

There are always going to be some unanticipated consequences, and the best you can do is try to 

dig in as deeply as possible to spin out as many plausible outcomes as possible, and then make 
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that balance. Obviously, from what I’ve said here, that balance is in favor of taking further 

action, as it has been before.  And so I support alternative B.  But I just want to make clear to 

those who have questions—Sandy and Dennis and others—that I share a lot of the uncertainty, 

and I don’t have enormous conviction that anything we do now is going to be, as Eric put it, a 

game-changer. It is going to be something that helps, not something that resolves all problems. 

On the 5 versus 5′ issue, Narayana laid out the two key considerations extremely well.  

First, that the use of the more-specified forward guidance could maximize the effect of LSAPs. 

That is a very important consideration.  Second, and this was an extremely important point, he 

pointed out that 2½ could easily be consistent with a price-stability-only mandate just because of 

having tolerance around any goal that one is ever trying to achieve.  To me, that might have 

suggested that perhaps, because we do have a dual mandate, there might be a different set of 

targets that would be adopted.  But it seems to me, at the very least, Narayana’s reasoning 

suggests why 2½ shouldn’t be problematic. 

I don’t find the potential hysteresis argument or the potential rise in labor force 

participation to be dispositive here.  I don’t think Janet actually disagreed with me yesterday 

when I said that I had been surprised that we haven’t seen hysteresis.  And given that we haven’t, 

it’s probably less likely than we all thought.  But even if you thought it was, how would it 

manifest itself? Presumably, it would manifest itself in tightness in the labor market and rising 

wages, which are going to pass through into our inflation projections.  At that point, you’d say, 

“Okay.  We are now seeing that the trigger or threshold has been breached.” 

There is something to what Charlie Plosser said about the market’s anticipation of what 

happens as we approach the thresholds.  When Charlie Evans was talking about this publicly, a 

very acute market observer commented offhandedly to me that he was somewhat sympathetic to 
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this approach, but his concern was that there may be some expectation of pent-up and rapid 

increases, which markets would think would be coming depending on the circumstances as we 

approached—I think, at that time, Charlie’s numbers were 7 and 3.  I don’t think that is 

something to disregard.  It is probably something to take into account. 

These are all good arguments piled onto the “why we all hate the date” argument for 

trying to develop something like what is in 5′. Having said that, I would remind all of you of the 

fact that I was initially—late last year and early this past year—hesitant to move in that direction 

for a couple of reasons.  One, the communications issues, which several—most recently Betsy— 

have alluded to, are significant here.  But I thought they were significant last spring, even in the 

absence of an LSAP initiative, which is going to take a little nimbleness to explain. The 

confusion with the policy statement—what do these numbers actually mean—is a real 

consideration.  Though I should say, at the time, I had some hopes that a revised SEP could fill a 

good bit of the role of these thresholds or targets.  Those hopes have subsequently been dashed.  

[Laughter] I now see the cost–benefit calculus somewhat differently, which is to say that the 

available alternative may not be as much of a substitute as I had hoped.  I would say that, 

notwithstanding my strong sense that this is the right direction for us to go—for the reasons 

Narayana stated—and that optimally we would have been prepared to go that way right now, I 

don’t really think the groundwork has been laid.  Certainly not externally—I do think some 

underestimate the communications challenge that will exist. 

Second, I’m not totally positive that we have laid the groundwork internally.  Maybe we 

did eight months ago, but all of those memos and things are in the archives instead of right in the 

front of our computer screens.  It would be a tougher case for me if everybody had converged 

around 6½ and 2½ because in those circumstances I might be inclined to say, “All right. 
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Communications challenge—Michelle is going to have a tough week, but let’s take the 6½, 2½, 

which is probably, in the end, right, but that’s not where we are.  I would say that not taking an 

employment number means that you are not actually communicating very effectively at all 

because otherwise it is just qualitative verbiage. You don’t really achieve what you are trying to 

achieve. In addition, saying a little bit over 2 is going to create even more communication 

problems because everybody is going to ask,  “Well, how much over?” It doesn’t really solve 

much, if anything at all. 

There is not agreement on these propositions right now.  It is clear that we don’t have a 

consensus even among those who are going to vote in favor of alternative B on the numbers 

themselves, so we are probably not prepared to move in that direction.  But I don’t think that 

should dissuade us from doing a lot of memo writing and communicating over the course of the 

next couple of meetings to see if we can move in that direction together.  Thank you, Mr. 

Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Governor Raskin. 

MS. RASKIN.  Thank you, Mr. Chairman.  Incoming data have been consistent with my 

expectations, reinforcing my view that additional policy stimulus is needed.  The inflation 

outlook is subdued, and the employment outlook is unsatisfactory, so a balanced approach 

requires the providing of significant additional stimulus. 

My comments will, again, focus on the communication channel.  First, I think that some 

marginal monetary stimulus could be delivered, without incurring the costs associated with an 

LSAP, through the use of forward guidance that is dependent on the economic outlook.  While I 

appreciate the fact that an asset purchase program and forward guidance are not perfect 

substitutes, I like 5′ because it is close to a costless way of providing some accommodation. 
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But even if we were not in agreement that more accommodation is necessary, I see little 

downside in shedding our adherence to a calendar date.  The calendar date, as we have heard, is 

working against us.  It is communicating that we are continuously downgrading our assessment 

of the future.  Why not, instead, show households, businesses, and markets what we are looking 

for in terms of particular economic outcomes?  Why not offer a sneak preview of what we need 

to see before we begin contracting?  With such a preview and credible delivery, households and 

businesses and markets figure out how we are going to react.  Providing that window, and 

keeping the panes of that window clean, reduces volatility and pessimism about our commitment 

to support a recovery.  In mitigating this volatility and pessimism, as argued by President 

Kocherlakota and others, we maximize the effectiveness of the other actions being contemplated. 

But we have been down this road before, so we ask, why now?  Why move to forward 

guidance that is dependent on the economic outlook sooner rather than later? We should 

consider forward guidance that is dependent on the economic outlook sooner rather than later 

because there could be costs to putting this off.  The primary cost is the permanent downward 

shift in expectations that becomes more probable the longer we wait.  The longer we put off 

these contentious decisions, the greater the probability that we let stand the perception that there 

is a new, lower, slower trajectory of economic growth that we are comfortable with; the greater 

the probability we let stand the perception that the FOMC doesn’t adhere to the statutory 

directive of a dual mandate; the greater the probability we let stand the perception that we act 

forcefully when we are off the price-stability mandate but not when we are off the maximum-

employment mandate; and the greater the probability we let stand the perception that 2 percent is 

a ceiling. 
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Forward guidance that is dependent on an economic outlook counters these otherwise 

pervasive and erroneous interpretations and perceptions.  The longer we postpone correcting 

such interpretations and perceptions, the more pervasive, credible, and intractable they become. 

In short, we want to oxygenate the forward guidance before households and businesses 

permanently harden their expectations about both the future path of the economy and our future 

reaction to it.  All of this argues for moving away from a calendar date sooner rather than later. 

We still may not know what the right numbers are for insertion into a formulation like 5′, 

but we have all seen that in optimal control simulations under commitment in the FRB/US 

model, the unemployment rate is around 6 percent at the time of liftoff, and inflation never rises 

above 2½ percent.  We have seen justification for these particular thresholds.  Moreover, 

6½ percent is still above the Committee’s view of the long-run rate of unemployment.  The 

forward guidance in 5′ has come a long way since we discussed it in August of 2011.  It now 

contains a firm, definitive, non-vague inflation proviso.  A problem we debated in the August 

2011 meeting was the risk that moving the forward guidance from a calendar date to one based 

on economic conditions would dislodge inflationary expectations.  In the current version of 5′, 

that possibility seems extremely unlikely. Instead, if inflation at a one- to two-year horizon were 

above the small ½ percentage point threshold of 2 percent, the Committee would be required to 

reengage on the federal funds rate debate, even if unemployment still exceeds 6½ percent. It is, 

to use President Kocherlakota’s phrase, a threshold for conversation.  These are hardly putting in 

place conditions by which inflation can brew silently, unchecked, and unaddressed. 

At the end of this round, there are still some who say that the egg hasn’t been cooked 

long enough.  I might have to disagree, noting that I am not sure what we are waiting for.  

Paragraph 5′ could be in a form close enough to convince the public that the FOMC is following 
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a different strategy; one that tries to achieve its employment mandate more forcefully than the 

public has perceived thus far; one that more credibly delivers accommodation and, at the right 

time, contraction, than the markets have understood thus far; one that has none, if any, of the 

costs associated with an LSAP; and one that may be necessary now to make the MBS purchases 

in alternative B more effective. Thank you. 

CHAIRMAN BERNANKE.  Thank you.  Governor Stein. 

MR. STEIN.  Thank you, Mr. Chairman.  I support alternative B. I will just comment on 

a few of the specifics.  First of all, in terms of the flow rate of purchases of MBS, I would go 

with $40 billion per month, though I can’t say I have a particularly strong view on this. 

With respect to the trigger- or threshold-based policy described in paragraph 5′, I am 

quite sympathetic to the strategy. It has the potential to be of significant help.  I appreciate and 

find quite compelling the arguments that President Kocherlakota and a number of others have 

made. There is really quite an appealing intellectual case to be made. 

Now, having said this, I find myself in very close agreement with Governor Tarullo in 

terms of whether now is the right time to move forward.  As he pointed out, there are two issues.  

There is the internal issue.  We have to get this right internally.  We have to really agree on the 

design and on the parameters.  The numbers really matter here. If we don’t coalesce around a 

reasonably strong version, one in which we make it clear that we have, as President 

Kocherlakota suggested, an ambitious unemployment threshold and some tolerance for a 

symmetric loss function on inflation, the intellectual case for it in some sense starts to disappear.  

That’s one issue—we have to get that right. 

Second, the external issue is also challenging, and the communication here is crucial. To 

give one example, something that is not clear in my own mind is, how would we respond to the 
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following question?  Have we really deviated from our previous forward guidance in the sense 

that now we are making more of what is really a commitment, in the spirit of optimal control, to 

do something that we would stick with, even if it’s, in a sense, time inconsistent?  Or, is it just a 

statement, well, that we’ve introspected, we have thought about our reaction function, and we 

have discovered in our souls that we have a different reaction function than we previously knew 

ourselves to have? 

These are challenging things to explain, and it’s absolutely important to get it right. The 

concern, then, would be that if we throw something this consequential and tricky into what is 

already a hard-to-parse statement in other areas, it could end up being somewhat 

counterproductive.  Again, I very much have sympathy for the underlying idea and the 

principles, and I would hope that we could further develop and do more work on it.  My own 

preference would be not to push it out the door in the next hour or two. 

With respect to paragraph 4, this is the part I had in mind when I said it was already a 

little bit hard to parse. You get a flavor of this in some of the comments that have already gone 

around.  In other words, it seems like it is really open to different interpretations.  Some of you 

have, as I hear it, read paragraph 4 as a quite strong and open-ended commitment to continue 

doing asset purchases as long as it takes until the labor market improves.  At the other extreme, 

the way I heard President Bullard reading the paragraph was, “Well, it doesn’t really say much 

more than that we will do this for several months and then reassess where we are.”  You can 

certainly point to various forms of wiggle room in the phrasing.  I suppose the truth is sort of in 

between and a little bit in the eye of the beholder. 

For my part, I would align myself quite closely with President Pianalto.  I appreciate the 

commitment arguments. I like the idea of having wiggle room, and that is because of my own 
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understanding of the costs and the benefits, and that in spite of the fact that I do believe the 

benefits of past programs have been significant, I sense that we are verging into diminishing 

returns territory. Moreover, flexibility may be particularly warranted with MBS because there is 

a particular kind of market feedback that we might get reasonably quickly, which is to say—and 

Governor Duke mentioned this—there is this issue about the pass-through from MBS spreads to 

primary mortgage rates. We will see, presumably in a few months, whether that pass-through is 

weak or strong, and one might want to update one’s policy based on that. 

In any event, as we talked about yesterday, given the language in paragraph 4, this makes 

the press conference important.  For what it’s worth, Mr. Chairman, I thought that the trial 

balloon answers that you were floating yesterday struck a good balance here, so I was certainly 

comfortable in that dimension. 

Given these two earlier points, one being that I think it is worth giving serious further 

thought to 5′, and the second being that there is some virtue to not getting overly locked in on 

asset purchases, I also—very similar to President Lockhart and to President Pianalto—was 

thinking about whether there is an alternative framing that would work here?  And my thought 

was maybe we can lean just as far forward, or even a little bit further, on the general principle of 

giving accommodation if the economy doesn’t strengthen but be more open as to whether that 

accommodation would take the form of asset purchases or a change in our guidance. 

This could be done, in principle, either by rewording paragraph 4 of the statement or 

simply by the way the press conference is handled.  In the former case, if it’s done via the 

statement, you could rewrite the two key sentences—it’s just a suggestion—as follows: “If the 

outlook for the labor market does not improve substantially, the Committee will continue to add 

further accommodation as appropriate until such improvement is achieved in a context of price 
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stability. In determining the nature of such accommodation, the Committee will, as always, take 

appropriate account of the likely efficacy and costs of the tools at its disposal.” It is less precise, 

and I take that to be in the spirit of what you all were thinking as well.  The intent is not to back 

away from being supportive but to be a little bit more flexible in the tools that are used to 

provide that support.  Thank you. 

CHAIRMAN BERNANKE.  Thank you.  Governor Powell. 

MR. POWELL. Thank you, Mr. Chairman.  I will vote in favor of alternative B.  My 

support for alternative B leans heavily on the language in paragraph 4 requiring us to consider 

the likely efficacy and cost of further actions when and if they are proposed and considered, and 

I join strongly Governor Stein and Presidents Pianalto and Lockhart in an editing of paragraph 4 

that moves very much in the direction that Governor Stein just read. 

I am a supporter of paragraph 5.  I think that the arguments that have already been raised 

and vetted about 5′ are dispositive at this time.  I will say that the two things that need to be 

done—the good news is there are only two things.  The bad news is those two things are, first, 

the Committee has got to reach agreement on the desirability of moving to a state-contingent 

forward guidance. I’m very open to the intellectual appeal of that, but going around the table, 

it’s quite obvious that we don’t fully have that, particularly around the levels in the language and 

the conditionality. 

The second is clearly the public communication aspect.  There’s nothing about it in the 

Jackson Hole speech.  There really hasn’t been any supportive discussion of it by the Chairman 

lately that I’ve seen. We could get ourselves to a place where this could be announced.  It would 

be the work of some months both internally and externally, in particular explaining how it does 
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fit in with the principles that we adopted in January.  It’s not something that can happen in the 

next 45 minutes. 

I will also vote in favor of extending the guidance to mid-2015 as proposed.  My own 

view of this is that the market moves the estimate of the liftoff date every day, and our proposed 

guidance doesn’t contain any surprise element. The idea that the date can contain a negative, 

contractionary aspect is certainly plausible in a different setting, but not on the facts we face 

today. 

Let me say a couple of comments about LSAPs.  As I look back on the use of LSAPs so 

far, I too believe that the evidence supports the view that the effects of any LSAP are highly 

dependent not only on some mechanics, but also on the setting in which it is launched.  The main 

driver of real effects is probably that of enhancing confidence, confidence that bad outcomes will 

be avoided, and that there is reason to hope for good outcomes. 

In this view, it is really our credibility, the design of the program, and the setting that 

make it work.  For me, an argument in favor of alternative B is that it is limited to MBS at a time 

when the housing market is consistently surprising on the upside.  This alternative can be well 

explained and understood by the public as welcome support for housing as well as for the 

broader economy.  So presented, it stands a decent chance to actually be noticed and appreciated 

by people who are neither Fed watchers nor professional market participants nor economics 

bloggers.  I encourage an emphasis on support for housing in our public communications around 

this action. 

My view is that alternative B can have positive effects on the economy but that these 

effects are likely to be quite modest, and I do come to that view without a great deal of certainty.  

It does seem clear to me that LSAPs have affected asset prices, and to deny that does call for—as 
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was done in a certain well-mentioned Jackson Hole paper—that most hackneyed of all economist 

jokes that while it may be observed in reality, it will simply never work in theory.  [Laughter] 

But of course, affecting MBS and Treasury prices is just the beginning.  We need translation to 

rates that actually matter for private economic activity and then translation to the real economy. 

Looking at the channels through which we believe our policies operate and the caveats, 

confidence intervals, headwinds, and multiple uncertainties that surround the estimates so well 

addressed in yesterday’s meeting, my strong sense is that the real effects will be quite modest, 

and it is all too easy these days to find credible private forecasts that agree. The last two 

forecasts that I’ve seen both from well known, credible sources who happened to be broadly 

supportive of accommodation, point to estimates of unemployment effects of around 20 or 

30 basis points for a program the size of QE2—use that as a rough proxy for this.  That would be 

300,000 to 450,000 jobs under those forecasts.  That might be equivalent to bringing the 

recovery forward by a couple of months. 

As far as the costs, I certainly agree that they appear manageable in the near term. 

There’s enough risk and uncertainty about the medium and long term that if the view of the 

likely benefits is right, one would have to believe further that the likely costs are close to nil to 

want to proceed with a large LSAP.  I also agree with President Bullard’s point earlier in the 

meeting that the problem has not been the lack of aggressive monetary policy.  As a separate 

matter, taking the Chairman’s points from yesterday, I do not feel that additional aggressive 

monetary policy is likely to provide much of a solution. 

I know that every member of the Committee struggles to balance these highly uncertain 

costs and benefits.  I’m supporting alternative B with a certain lack of enthusiasm, and I am 

somewhat uncomfortable with the road that we are on.  As others have mentioned, this is not 
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2008, 2009, or 2010.  We’re now using LSAPs as a straightforward jobs program.  There is no 

credible threat of deflation, recession, or financial crisis, any of which could present a 

compelling case for action and the use of all of our tools, including LSAPs if appropriate.  Again, 

these are concerns about the medium and the long term, not the next six months.  My concern is 

that for very modest benefits, we are piling up risks for the future and that it could become habit-

forming. Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  Thank you.  My preference would be to act forcefully at 

this meeting.  I’d favor alternative B, paragraph 4 as written, paragraph 5′, and $40 billion per 

month of agency MBS.  Let me just talk about each of these a little bit. 

With respect to the thresholds, what I hear around the table is that there’s really a strong 

sentiment that thresholds can trump date guidance, and the thresholds that we even have today in 

5′, in my mind, trump date guidance. But I do accept the view that maybe we can even do better, 

and so in my mind the tradeoff is really between is it better to do something today to have a 

bigger package or is it better to keep working on 5′ to try to improve the communication and 

have it come later? 

I would prefer to do it all today as a package because if you do it as a package, it’s going 

to have more force in terms of its impact, but I accept the fact that the Committee is not really 

quite there yet.  I would hope that at least that the Committee would commit that we’re going to 

bring 5′ home in the next one or two meetings.  It would be very disappointing if we didn’t do 

that because I think most people around the table view the date as really quite problematic. 

The thresholds, as Presidents Williams and Kocherlakota pointed out, are more powerful 

than a date.  The date creates a lot of uncertainty. When are we going to move it?  Why are we 
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going to move it? When we move it, why did we move it?  Thresholds provide more 

information.  The date implicitly rests on some unobserved variables, and so people essentially 

have to look at the date and then infer what the things are that lie behind the date.  Why not just 

tell them what those variables are? 

Some of the problem with the thresholds is the limits of the statement.  The statement can 

only carry so much water, and we can’t specify all the parameters that would go into our 

decisionmaking as the economy actually evolves.  We have to recognize we’re not going to get 

to a perfect 5′ because the statement just can’t carry that water. We need to do the best we can 

and see what we can come up with.  Then lastly, the dynamic nature of the thresholds far trumps 

the date guidance.  The market will adjust automatically, and as people have said, that’s an 

automatic stabilizer.  So I’m reluctant to abandon 5′ at this meeting because it would make the 

action more forceful, but I do accept the pretty strong sense that a lot of people who don’t want 

to do it this meeting would actually be pretty inclined to do it subsequently once the work on the 

communication was complete and once they were convinced that they got the best 5′ version that 

they could possibly get.  I think we should keep going on that. 

With respect to the rest of the statement, I would not want to alter paragraph 4 because 

it’s critical to ensure the paragraph is forward leaning and implies the commencement of a new 

LSAP program should the economic situation not improve in a meaningful way. 

As I see it, we need to decide now what we will do if the economy continues to 

disappoint.  We’ll do more and how we’ll do more, and communicate this decision now because 

that will reduce uncertainty and support confidence, and that will support the recovery.  In my 

view, if we postpone those decisions about what we’ll do in the future if the economy 

disappoints, we just create more uncertainty about what our future policy actions are going to be, 
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and that really undercuts the efficacy of the policy choices.  Deciding today so that people know 

that there’s more coming will actually create greater confidence about the Fed’s willingness to 

support the economy.  That reduces the downside risk and actually means, at the end of the day, 

the prospect is that we’ll have to do less rather than more because we’ll be acting today and 

supporting confidence today by communicating what our future actions will be. 

All that said, I am very sympathetic with a number of people’s remarks that don’t put a 

very high weight on the power of additional LSAPs.  I think LSAPs have modest effects on the 

level of long-term rates, and the drop in long-term rates does feed through partially to the equity 

market and the foreign exchange market but not one-for-one as in the staff projections because 

that would contradict the whole portfolio balance framework, which is the basis for LSAPs. 

In assessing the effect of past LSAPs, I’m not particularly a big fan of event studies.  I 

think the event studies are too focused on the reaction on particular days.  The expectation of 

LSAPs evolves more slowly, and it’s very hard to disentangle all the factors that affect financial 

asset prices.  When we say that we’re going to do an LSAP, that not only affects people’s views 

of what’s going to happen in terms of financial markets, but also signals a view about our view 

of the economy, and both of those things affect financial asset prices.  So trying to disentangle 

what the effect is of the LSAP from what the effect is of our judgment that we need an LSAP is 

very difficult to determine. 

I also agree with Governor Stein and others that probably one of the more powerful 

aspects of LSAPs is the confidence channel and the signal that we’re willing to do as much as it 

takes.  During the heat of the financial crisis in 2008 and 2009 when we were rolling out all of 

these special liquidity facilities, I was very impressed by how much our policy actions supported 

confidence in market function just because we were showing up, just because the fire trucks were 
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rolling.  People, as I think Governor Duke noted, don’t necessarily understand exactly why we’re 

doing what we’re doing, but they feel more confident when they know that we’re acting. 

Some around the table have argued that our tools are not very effective and the core 

problems lie elsewhere—in fiscal, the household balance sheet, housing problems—and so we 

shouldn’t act because by acting we’re somehow removing responsibility from others where the 

responsibility more rightly sits, and I think there is some truth to that argument. In an ideal 

world, other things that are outside our purview would happen that would help the economy.  But 

I don’t think that argument carries the day for arguing against action for two reasons. 

First, nothing in our mandate says that if our tools aren’t powerful, don’t use them; defer 

to others.  There’s nothing in our mandate that says that.  It just says this is your mandate.  Use 

your tools to try to achieve your mandate the best you can.  And second, if we don’t act, it’s not 

as if that somehow is going to cause others to act. I really don’t accept the premise that 

somehow our inaction would spur action by others.  If you really believe that, then maybe you 

could actually advance this argument.  But I don’t think many people around the table believe 

that our inaction will somehow spur action by others that will improve the economic outlook. 

On the agency MBS, I strongly favor the $40 billion per month over the $30 billion.  

Being more forceful makes sense. At the end of the day the staff has concluded that we have the 

room to do $40 billion rather than $30 billion without impairing market function, so I don’t 

really see the reason for holding back.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Okay.  Thank you, and thank you all very much, as always, 

for your good advice. 

Let me make a couple of comments.  I think that action is needed.  I don’t think we’re 

being precipitous.  We extended the guidance in January.  In June, we extended the MEP.  Both 
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of those things were viewed essentially as temporizing moves and were discussed in that way 

around this table.  The evidence is that while we are not necessarily facing recession or crisis, it’s 

also true that we seem to have stalled, and that very serious problems with unemployment are not 

improving.  Given our mandate, I think that requires at least a consideration of action. 

The action that is proposed here, and it should be very clear, is a cautious action.  

Governor Duke was very helpful in helping me think about this.  What this alternative B actually 

does is make a down payment of X per month of MBS for the rest of the year, and then three or 

four job market reports from now we will consider at that point what the job market outlook 

looks like, and then respond appropriately.  So it is, in that respect, emphasizing the 

conditionality of the program and the fact that we will be looking—in a way that wasn’t 

conveyed adequately by our fixed-size LSAP programs—at what’s happening in the data and 

what’s happening in the economy.  But I do think there is a basis for expressing our support for 

the economy at this point, to help support confidence and to help give the economy a bit more 

strength in case we do face shocks from Europe or from the fiscal cliff. 

So, again, obviously I propose alternative B. I’ll come back to the body of it in a 

moment.  On 5 versus 5′, there was a pretty clear consensus around the table that there’s a lot of 

hunger for moving away from the date toward some kind of state-contingent guidance.  I think 

one of the lessons of the paper whose author’s name will not be mentioned was that clarity about 

future rate policy is a very powerful tool and one that we should make use of.  I would advocate 

that we continue to work on this because the other part of the consensus today was that we’re not 

quite ready for prime time on this issue. So I would propose for now that we retain paragraph 5, 

but with a very strong injunction to the staff and to colleagues that we work to figure out how we 

can put language like 5′ in soon. 
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In paragraph 3, I’d like to make the following proposal.  I’d like to propose that we do 

$40 billion a month, but I’d like to add the words “through the end of the year” where it says 

$85 billion a month three lines from the bottom.  The $85 billion, which is the MEP plus the 

$40 billion—of course the MEP runs out at the end of the year, and that’s about the time we’ll be 

looking at how we’re going to proceed from here. The advantage of doing $40 billion is, first of 

all, that $30 billion feels a little underwhelming to me in terms of what we announce today, but 

also it seems to me that one of the options we might have in January, if we are looking at it, 

would be just to continue the $40 billion.  To me, $40 billion seems like a more plausible number 

there.  And we have talked about it with the Desk, and their view is that it’s consistent with both 

our operational capacity and with market functioning even if extended for a long period, longer 

than I expect that we would actually do it. 

In paragraph 4, I would propose—and there were views on different sides here—we use 

the second language, “undertake additional asset purchases and employ its other policy tools.” 

Governor Duke spoke against this because she mentioned IOER and discount window lending.  

Of course, those are Board tools, but the other tools that the FOMC has are the statement 

language and the guidance, and certainly that could be part of additional steps that we take in 

January or whenever it is that we begin to review the situation.  If no one has too strong an 

objection, I’d like to use that second phrase with the understanding, which I will make clear if 

asked, that what we mean by that is communication—which is the other topic I talked about in 

Jackson Hole.  I don’t want to make any other changes.  We do have the phrase “as appropriate.” 

That already conveys the notion of conditionality, the fact that we may or may not take action.  It 

depends on what the economic outlook is, and I think that’s very important. 
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I forgot to say, by the way, on 5—a point that Governor Raskin made—that I think the 

reason that there has been in the SEP, as well as in the guidance, a fairly sharp movement into 

the future of the expected takeoff date is not really because there’s been a massive deterioration 

in the outlook, but that the Committee has come to the view that a somewhat more extended 

period of low rates—for reasons articulated by the artist formerly known as Michael Woodford 

[laughter]—can be helpful in a zero lower bound situation, and I will try to make that point also 

in the press conference. 

To summarize—and I look around the table, if there are any voters who are extremely 

bothered, please let me know—I would propose to choose $40 billion and $85 billion from the 

third line from the bottom, propose to insert the phrase “through the end of the year” after “each 

month,” and then in paragraph 4, I propose to take the second option, “undertake additional asset 

purchases, and employ its other policy tools as appropriate.” Are there any comments? 

President Fisher. 

MR. FISHER.  May I just ask a question? When we say “in a context of price stability,” 

we also mean well-anchored inflation expectations, is that correct? 

CHAIRMAN BERNANKE.  We do.  That’s the phrase.  I recognize it’s not completely 

grammatical as President Lacker pointed out, but the implication is that, of course, at all times 

we’ll maintain that conditionality as we undertake our policy. 

MR. FISHER.  And you will work that into your press conference if it’s appropriate. 

CHAIRMAN BERNANKE.  Yes, yes.  Absolutely. 

MR. FISHER.  Thank you. 

CHAIRMAN BERNANKE.  President Lockhart. 
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MR. LOCKHART.  Thank you, Mr. Chairman.  In paragraph 4, just a thought to throw 

on the table, and that is take the last sentence of 5′, inject it after the words “price stability,” so 

that the effect of the last two sentences would be to frame this whole question of continuing 

accommodation—in effect, framing the way we’re going to deliberate over this over the next few 

weeks. It seems to me comprehensive.  It refers to improvement in labor market conditions 

generally, and also of course, efficacy and cost and all of that.  I can see combining those two 

sentences.  Each begins, for what it’s worth, with “In determining, …” and that might make that 

paragraph a good set-up. I’ll also point out that in all likelihood, the minutes are going to portray 

that we have given some consideration to threshold thinking, and so this would serve to frame 

that for the market reaction over the next few weeks.  Thank you, Mr. Chairman. 

CHAIRMAN BERNANKE. Because it refers to the time horizon, wouldn’t that kind of 

language be more appropriate as we look toward the language of 5?  In other words, I thought for 

a moment you were suggesting taking that and putting it at the end of 5. 

MR. LOCKHART. I’m actually thinking it might fit in 4.  I put this on the table a little 

bit off the top of my head.  The Committee will continue its purchases, undertake additional asset 

purchases, and employ its other tools until such improvement is achieved in the context of price 

stability.  In determining how long we’re going to do that, we’d take into account the pace of 

labor market conditions and so forth.  In determining the size, pace, and composition, as always, 

we’d take into account efficacy and cost.  I just saw that as a boxing of all of the things we would 

take into consideration if we go to essentially an open-ended kind of approach. 

CHAIRMAN BERNANKE. In my press conference I’m going to be very clear that 

obviously this is not a numeric objective, and we’ll be looking at a range of employment and 

output indicators, which all bear on the outlook for sustained improvement in labor market 
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conditions and declining unemployment, and I’d rather convey that breadth verbally.  I’m afraid 

we’re getting a little complicated. 

MR. LOCKHART.  Fair enough. 

CHAIRMAN BERNANKE. Vice Chairman. 

VICE CHAIRMAN DUDLEY.  Yes, I had the same reaction that you had. I didn’t see 

how it would fit in 4 because you hadn’t really explained the forward guidance yet.  One could 

take the last sentence of 4 and the last sentence of 5′ and make a new paragraph 6 and sum up.  

Then you’d have the statement about asset purchases, the statement about forward guidance, and 

a summary paragraph that said, “in determining both these things.”  That would be more logical. 

MR. LACKER.  A paragraph full of escape clauses, in other words. 

VICE CHAIRMAN DUDLEY.  Essentially. 

CHAIRMAN BERNANKE.  President Lacker. 

MR. LACKER.  Yes.  I was going to ask a question about something else. 

CHAIRMAN BERNANKE.  Go ahead. 

MR. LACKER. In the forward-guidance language, we deleted the economic conditions 

clause there.  We’ve had a lot of discussion of Professor Woodford’s paper.  We’ve talked  a lot 

about that in the context of 5′ and that language, but I’m thinking that what you had in mind by 

deleting the economic conditions clause was in part motivated by his critique as well, the idea 

that by saying it’s conditions that are pushing the time horizon out, we were focusing on how bad 

things are.  The intention, as I read you, is for us to be communicating more about our reaction 

function. 

CHAIRMAN BERNANKE.  That’s right. 



 
 

 
 

   

    

  

 

  

 

  

 

  

 

      

    

  

     

 

  

 

   

  

 

  

September 12–13, 2012 222 of 290

MR. LACKER.  I want to re-ask a question I asked earlier this year.  When we adopted 

this language, we never really got clear on whether it’s a commitment or not.  We wrestled with 

different versions of what that meant.  Is this signaling that we’re going to pursue an action that 

later on we would not want to pursue then? 

CHAIRMAN BERNANKE.  I think it’s still conditional because it obviously depends on 

the timing of the recovery and so on. 

MR. LACKER.  Right.  So it’s contingent. 

CHAIRMAN BERNANKE.  But I mentioned the SEP changes and so on.  I think we 

around this table have moved to the view that communicating low rates for longer in a way that 

may require some credibility is an approach to dealing with the zero lower bound, not in an 

extreme way, but I think there is some of that now in the statement. 

MR. LACKER. We have a statement, and we can walk away from this and each interpret 

it in our own way, or we can have a Committee sense of what we’re doing. Is policy in the 

future to be conditioned on this?  In other words, as Woodford suggests, is policy going to be 

history-dependent? Is the fact that we said this going to alter future policy? 

CHAIRMAN BERNANKE.  In my Jackson Hole remarks, I talked about the guidance.  I 

said it was conditional, dependent on the state of the economy.  But in explaining the time, I said 

we look at rules and optimal control and those sorts of things, but we also take into account some 

other factors such as downside risks, the effects of the zero lower bound, and implicitly I said the 

possibility that the equilibrium real rate of interest is lower than normal—that is, headwinds.  So 

I am conveying, I think, some sense that in order to achieve more stimulus today, there’s a bit of 

a commitment element there—I don’t think we’ve gone too far out on a limb on this. 

MR. LACKER.  Okay. 
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CHAIRMAN BERNANKE.  Okay.  Can we go ahead? 

MS. DANKER.  This vote is on alternative B, as amended by the Chairman, and the 

associated directive. 

Chairman Bernanke Yes 
Vice Chairman Dudley Yes 
Governor Duke Yes 
President Lacker No 
President Lockhart Yes 
President Pianalto Yes 
Governor Powell Yes 
Governor Raskin Yes 
Governor Stein Yes 
Governor Tarullo Yes 
President Williams Yes 
Governor Yellen Yes 

CHAIRMAN BERNANKE.  Thank you.  We have a few other items.  We’re going to 

hear a little bit about the implementation, we’re going to do very quickly the forecast, but if 

everybody is okay, why don’t we just go ahead and take a 15 minute coffee break? 

[Coffee break] 

CHAIRMAN BERNANKE.  Okay.  Why don’t we recommence? Let me turn the floor 

over to Lorie Logan, who will talk a bit about the operational aspect. 

MS. LOGAN.8  Thank you, Mr. Chairman.  I will offer a brief description of how 
the Desk plans to implement the Committee’s decision regarding the SOMA 
portfolio.  Consistent with recent practices, the Desk intends to release a statement 
with operational details on this initiative at the same time as the release of the FOMC 
statement.  A draft of the Desk statement is provided in the handout for your 
reference, with the exception that we will add the clause “through the end of the year” 
into the second sentence of the second paragraph. 

Based on the directive, the Desk intends to expand the SOMA’s holdings of 
agency MBS by $40 billion per month and maintain the existing policy for 
reinvesting agency principal payments.  Our current projections indicate that through 
the end of the year, paydowns on the agency debt and MBS portfolios will result in 
average monthly reinvestment purchases of roughly $30 billion.  Thus, combined 

8 The materials used by Ms. Logan are appended to this transcript (appendix 8). 
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purchases will initially total around $70 billion per month and constitute about three-
fourths of monthly TBA gross issuance. 

Should the purchases extend for 10 months, as was considered in Tealbook B, we 
anticipate that the SOMA’s ownership share of the outstanding fixed-rate agency 
MBS market would grow from about 18 percent to 27 percent, and that’s over a 
10-month horizon. 

In line with the current practice for reinvestment operations, the Desk plans to 
conduct the additional purchases in the newly issued securities in the to-be-
announced market, or TBA market.  These securities represent the most liquid sector 
of the MBS market, allowing purchases to be made in large size and are most closely 
tied with the primary mortgage rate. The Desk may purchase other agency MBS if 
market conditions warrant. 

The Desk intends to conduct these additional purchases internally as we’ve been 
doing for some time rather than relying on an investment manager to conduct the 
trades on our behalf.  We expect to be active almost every day, and purchase 
operations will continue to be conducted in a competitive auction format with the 
primary dealers.  Further, the Desk will continue the practice established at the end of 
last year of margining the unsettled MBS transactions with the primary dealers. 

Given the substantial portion of issuance being purchased and the uncertainty 
associated with MBS supply, the Desk will continue to conduct dollar roll 
transactions when necessary to facilitate the settlement of our purchases. Dollar rolls 
can be used to postpone or accelerate the delivery of purchases based on indications 
of the availability of agency MBS for settlement. In the reinvestment operations to 
date, the size of dollar rolls needed to postpone settlement have been fairly small, at 
about 5 percent of purchases, though this amount is likely to increase with the 
additional asset purchases. 

We will also use coupon swaps, if needed, to facilitate settlement, as was the case 
in 2010.  A coupon swap would allow the Desk to exchange unsettled purchases in a 
given agency MBS coupon for other coupons more readily available for settlement.  
However, we do not envision needing to conduct such transactions, except in very 
rare cases where persistent supply problems suggest that settlement of purchases, 
even over several months, is unlikely. 

The purchases of agency MBS securities under this new asset purchase program 
will begin tomorrow.  We plan to have two separate announcements for MBS 
operations going forward, one for the new purchases and one for the continued 
reinvestments.  The Desk will publish the monthly asset purchase amounts along with 
the announcement of the Treasury MEP operations around the last business day of 
each month.  Given there are only 17 calendar days remaining in September, we will 
purchase a pro rata share of the monthly pace in September of about $23 billion. 
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In addition, we will continue to publish around the eighth business day of each 
month the planned amount of reinvestment purchases for the next month.  Thus, there 
will also be a new reinvestment purchase amount target posted today at the same time 
as the Desk’s operating statement is released.  That concludes my comments.  Thank 
you, Mr. Chairman. 

CHAIRMAN BERNANKE.  Thank you.  Any questions?  President Lacker. 

MR. LACKER. Help us interpret financial market data going forward.  What do you 

expect?  Because our purchases don’t include TIPS, should we factor something in about TIPS 

yields?  Are they in the habitat, out of the habitat? 

MS. LOGAN.  In our MEP purchases, we purchase TIPS today. 

MR. LACKER.  You do? 

MS. LOGAN.  Yes. 

MR. LACKER.  Okay. 

MR. POTTER.  The MEP is still ongoing. 

MR. LACKER.  But we weren’t proposing to do it in the overall asset purchase program, 

were we? 

VICE CHAIRMAN DUDLEY. Sorry? 

MR. LACKER.  Include TIPS. 

MS. LOGAN. If we had added purchases under a new asset purchase program for 

Treasuries, we would have done so. 

MR. LACKER. Okay.  You would.  Sorry.  I misread something then.  I apologize.  Let 

me ask another question.  How linked is the private-label MBS market to agency MBS yields? 

Do you anticipate this pushing that spread apart? 

MS. LOGAN.  I think the way we’ve been estimating these effects is that the MBS 

purchases would affect the Treasury term premium, and to the extent that the pass-through from 

the lowering of interest rates moves other asset markets, equities, or the private-label market— 
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we talked about what that pass-through is.  There’s some uncertainty, but we would expect the 

channel to be through that form.  I guess there could be some other form because it is MBS, and 

private label is a little bit more closely connected than maybe from Treasuries to private label, 

but overall we have been expecting the pass-through to happen through lowering interest rates 

more broadly. 

MR. LACKER.  All right.  Relative to buying Treasuries, we’re tilting credit from the 

private-label market to the agency market.  Thanks. 

CHAIRMAN BERNANKE.  Governor Duke. 

MS. DUKE.  I’d just like to say something about the private label because there has been 

almost no issuance of private label in a number of years because there’s just not much supply out 

there.  There is a little bit of jumbo issuance.  Again, in the spirit of things that are cooking out 

there, the Federal Home Loan Banks, particularly I think the Home Loan Bank of Chicago is 

now looking at consolidating jumbo securities from banks across the country, not just that are in 

the Chicago district, and feeding them through Redwood to try to generate some more broader 

private-label issuance, for jumbo and more broadly. I would expect that to the extent that that 

happens, it certainly wouldn’t be unhelpful.  It might be helpful. 

MR. LACKER.  Well, but what they’re saying is that compared with buying Treasuries 

only, this is reducing agency MBS yields by more—Treasury yields will fall, but not as much as 

what they would fall if we bought Treasuries only.  They’re tilting the playing field away from 

everything priced on Treasuries toward agency MBS. 

MR. POTTER.  President Lacker, we’re still buying $45 billion of long-term Treasuries 

in the MEP right now. 
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MR. LACKER.  Yes, I know that, but the apples-to-apples thing is $40 billion agency 

MBS versus $40 billion Treasuries in this setting, and comparing those two, private-label MBS 

yields are going to be higher, given that we’re buying agency MBS, than they would be if we 

were buying Treasuries only. 

VICE CHAIRMAN DUDLEY.  They’re not going to be higher.  They’re not going to 

drop as much, presumably. 

MR. LACKER.  Exactly.  They’re going to be higher than they would in the alternative. 

CHAIRMAN BERNANKE. In that respect we don’t care because they’re not being 

created. 

MR. LACKER.  Well, they would be even less created now. 

MR. ENGLISH.  I don’t actually think we know very much about what would happen to 

private-label MBS yields because there’s so little issuance; there’s so little pricing information. 

It’s conceivable that pushing down agency MBS would also push down private-label MBS 

yields, but I don’t think we know because there hasn’t been much issuance there and we don’t 

have information. 

MR. POTTER.  The stronger the housing market is, the more it should support the 

private-label market coming back and having more capacity. 

CHAIRMAN BERNANKE.9 Let’s go on to the consensus forecast.  This, of course, is 

still an exercise.  We’re still working to figure out what we’re going to do. You have in front of 

you the consensus forecast.  If you turn to page 3, and we look at the forecast inclusive of the 

policy action today, that would be best approximated, I guess, by the line that says, “Plus 

$750 billion LSAP program.”  That’s the post-action policy forecast, and note that it includes the 

jointly determined federal funds rate at the bottom.  What I’d like to do is ask each person to say 

9 The materials used by Chairman Bernanke are appended to this transcript (appendix 6). 
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one of three things.  Either you broadly agree with the forecast as given or you agree with 

reservations—let me go back a second.  As part of our exercise the staff, I believe, is intending to 

write up our discussion as if it were a quarterly monetary policy report, and what they will do is 

if you agree but with reservations, they will write up your reservations in minutes style 

describing without attribution what the concerns were that people raised about the forecast.  The 

other possibility is if you just disagree with the forecast, you should say so and explain why, and 

then they’ll write up the monetary policy report with attribution—that’s the plan—and say, 

again, what it is that you disagree about.  Yes, President Lacker. 

MR. LACKER.  I don’t understand.  Are these two different plans or are these two 

different options for us? 

MR. ENGLISH.  Two different options. 

CHAIRMAN BERNANKE.  You have three choices.  When I go around the table, you 

have three choices. 

MR. LACKER.  Right.  We can disagree anonymously or with attribution? 

CHAIRMAN BERNANKE.  You can disagree modestly and anonymously. 

MR. LACKER. Modestly and anonymously. 

CHAIRMAN BERNANKE.  You can disagree violently and for attribution.  [Laughter] 

MR. LACKER.  And there’s a threshold.  [Laughter] Or is it a trigger? 

MR. REIFSCHNEIDER.  Can I bring up just one more thing? 

CHAIRMAN BERNANKE.  Yes. 

MR. REIFSCHNEIDER.  For those people who strongly disagree, we’re also asking 

them to submit in the next few days—by Monday—a paragraph or so explaining why, and we 

will eventually put this into a document and then circulate it back to the Committee. 
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CHAIRMAN BERNANKE. Is everybody okay? 

MS. DUKE.  Can I just ask one question about agreeing with reservation?  If we’re 

comparing it with the $750 billion LSAP program, and in voting for alternative B, I didn’t 

assume that the purchases went past the end of the year, would that be a reservation? I just want 

to know how to characterize it.  What does “with reservation” mean? 

CHAIRMAN BERNANKE. I think you assume that you should take the Tealbook 

assumption here, the $750 billion, and say:  Would the economic path shown here be a 

reasonable approximation of what you would anticipate, given the policy action taken?  And if 

not, why not? 

MS. DUKE.  Okay. 

CHAIRMAN BERNANKE.  Okay?  President Bullard. 

MR. BULLARD.  Am I agreeing that this is a consensus forecast or am I agreeing that 

this is actually my forecast?  Because I submitted my forecast. And you can see point for point, 

you know, where they’re different and where they’re not. 

CHAIRMAN BERNANKE.  We’re trying to determine if it is a consensus, and therefore, 

we’re asking if you yourself find it— 

MR. EVANS.  Is it close enough? 

MR. BULLARD.  I think it’s a good consensus.  It’s not as accurate as— 

MR. FISHER.  I’m trying to remember my specific numbers.  All I remember is that I 

was in the central tendency. 

CHAIRMAN BERNANKE.  So why don’t you just report what you reported and say if 

you think it’s broadly consistent with this or not? 
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MR. WILCOX.  This is an effort to ascertain the extent to which participants can affiliate 

themselves with the consensus forecast. 

CHAIRMAN BERNANKE.  President Fisher. 

MR. TARULLO.  Mr. Chairman. 

CHAIRMAN BERNANKE.  Sorry. 

MR. TARULLO.  I think it’s not unlike what we do with policy statements, which is to 

say everybody would have written it somewhat differently, but in the end can you kind of go 

along with it? 

CHAIRMAN BERNANKE.  Yes, that’s what it is.  That’s right. 

MR. FISHER.  You said there were three questions.  Do we agree with the forecast?  Do 

we have reservations?  If so, what are they?  What’s the third? 

MS. DUKE.  Do you disagree? 

MS. YELLEN. Do you have a fundamentally different view? 

CHAIRMAN BERNANKE.  Do you fundamentally disagree with the forecast?  And 

remember it’s not about whether you agree with the policy action or not.  This is conditional on 

the policy action.  Conditional on the policy action, do you agree more or less with the forecast 

that’s been presented? 

MR. FISHER.  And if we have reservations, we should submit them.  Is that what you 

were saying earlier? 

CHAIRMAN BERNANKE.  Well, Janet, would you like to comment? 

MS. YELLEN. If you broadly agree but have some reservation—you’re slightly more 

optimistic about the forecast, you have a different view on oil prices, but aside from that you 

basically agree this is a reasonable forecast contingent on the policy path—then say you agree 
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with reservations.  And the write-up, as in the minutes, will say people have expressed some 

reservations, but nevertheless associate themselves overall with the view. The staff will write up 

the discussion of what the reservations were.  But those who just have a basically different view 

of the forecast should say so, and then there will be a few paragraphs they’ll submit, and that will 

be included in the document with attribution.  This would be a portion of a monetary policy 

report where there would be a discussion of the diversity of views.  Think of this as a diversity of 

views and say 10 people supported the forecast without reservation.  Several people had 

reservations of the following sort, and four had essentially different views.  Here are the 

submissions.  In your paragraph, you’d describe and explain why your views are essentially 

different. 

CHAIRMAN BERNANKE. Let me just make sure I understand.  We’re assuming the 

policy path, this policy action? 

MS. YELLEN. Yes. 

MR. REIFSCHNEIDER.  Yes, that’s what we are doing today. 

CHAIRMAN BERNANKE.  Right.  So we’re not having individual “appropriate 

monetary policy.” 

MR. REIFSCHNEIDER. No.  It’s just given what we passed today, is this a reasonable 

forecast? 

MR. LACKER.  Wait.  That’s different than a policy path. 

MR. REIFSCHNEIDER. I’m going to suggest something slightly different from what 

Chairman Bernanke said, which is:  Given the policy decision today, if you look at the numbers 

that go along with that $750 billion LSAP program—forget about whether the $750 billion is 

correct or not because you may think it will end up being $500 billion or some other number— 
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do you think that’s a reasonable forecast? Is it close enough for talking purposes?  But if you 

think this is the wrong model of the world, the economy is just going to look a lot different, so 

much so that you want to, in effect, dissent, then you’re in the third category.  The middle 

category is a little tougher, but I think the two ends are very clear. 

CHAIRMAN BERNANKE. Everybody, this is a trial run.  [Laughter]  We’re trying to 

find out what works and what doesn’t work.  We may have already found out what doesn’t work. 

President Fisher, did you have a comment or question or you’re okay? 

MR. FISHER.  I’m fine. 

CHAIRMAN BERNANKE.  You’re fine.  Vice Chairman. 

VICE CHAIRMAN DUDLEY. My question was would it be better to try to have a little 

bit better understanding about what “close to” is or would it be everyone’s personal view of what 

“close to” is? 

CHAIRMAN BERNANKE.  It’s your judgment of whether you sufficiently disagree that 

you want to have your name identified. 

VICE CHAIRMAN DUDLEY.  But it does matter if people disagree or have different 

parameters in terms of how close is “close to.”  We can do it either way, but you could argue that 

if you think the standard error is more than X, then you should disagree, or you could be a 

perfectionist and you disagree for very minute changes. 

CHAIRMAN BERNANKE.  So all of this is about reporting.  We’re trying to report the 

sense of the Committee, and so how you would like the sense of the Committee reported is 

basically the question. 

MS. YELLEN. Right.  If we were really doing this, the Chairman would be walking out 

into a press conference with these numbers, explaining the policy action, and putting these 
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numbers out to the public and saying, “This gives you a description of how we envision the 

economy unfolding with the policy decisions.”  And the question is:  Would you be comfortable 

with these numbers as what he walks out into a press conference with? 

VICE CHAIRMAN DUDLEY.  I understand all of that, but let’s imagine that there’s half 

the people on the Committee who disagree for very small tolerances and half the people have 

very large tolerances. 

CHAIRMAN BERNANKE.  Then no.  It should be meaningful tolerances. 

VICE CHAIRMAN DUDLEY.  It would be better if we had a more common metric 

about what the tolerances are. 

MR. LACKER.  Well, put it this way:  Are you willing to write two paragraphs for Dave 

Reifschneider?  [Laughter]  That’s it, right? 

VICE CHAIRMAN DUDLEY.  No, no, that’s different.  That’s a fundamental 

disagreement. 

MR. REIFSCHNEIDER. The way I would put it is this.  If the consensus forecast came 

out like this, and you were the sort of person who in a speech would say, “I want to make an 

important point that my personal unemployment rate forecast at the end of 2015 would be one-

tenth lower,” then you should say you have reservations.  [Laughter]  But if you perhaps feel 

uncomfortable about making a big distinction about one-tenth or so, then— 

VICE CHAIRMAN DUDLEY.  There’s a standard error, though, implicit in that. 

MR. REIFSCHNEIDER. I think there are two things.  One, there’s obviously a huge 

confidence interval around this, and so one way to look at it is that many differences just blur. 

CHAIRMAN BERNANKE.  Of course. There will always be fan charts. 
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MR. REIFSCHNEIDER.  But does it make it a material difference for monetary policy, 

and the question might be if it’s one-tenth or so off on inflation or unemployment, you would say 

probably not. 

VICE CHAIRMAN DUDLEY.  That’s a good way of phrasing it. 

CHAIRMAN BERNANKE.  President Evans, did you have a comment? 

MR. EVANS.  I was just thinking we should probably start [laughter], and then we’ll 

figure out— 

CHAIRMAN BERNANKE.  Excellent suggestion.  All right.  Who would like to go 

first?  President Lockhart. 

MR. LOCKHART.  I endorse it.  [Laughter and applause] 

CHAIRMAN BERNANKE.  Very good.  Anyone? President Bullard. 

MR. BULLARD. Is it a good consensus?  I do think it’s a good consensus.  There are 

issues here about the mix between the forecast and the policy assumptions.  The way I did it was 

I had more inflation coming in the out years, and then I applied the outcome-based policy rule, 

which would then have the funds rate moving in a different way from here, and so the policy 

assumption then starts to also look different.  So I’m not quite sure what to make of this exercise.  

It’s fine as a statement of where the Committee is, and I would endorse it in that sense.  As a 

general rule on this whole process, I don’t think that it’s a good thing to get into the business of 

trying to dissent on a forecast because there are zillions of points here and a lot of subtleties here. 

CHAIRMAN BERNANKE. This is why we’re having a trial run. 

MR. BULLARD.  Mildly different, I guess. 

CHAIRMAN BERNANKE.  Governor Powell. 

MR. POWELL.  Broadly endorse. 
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CHAIRMAN BERNANKE.  President Evans. 

MR. EVANS.  Conditional on the policy path, I broadly endorse. 

CHAIRMAN BERNANKE.  Okay.  Governor Duke. 

MS. DUKE.  I actually normally would endorse, except that the reservation I would 

express at this point is that I think 2013 will be significantly lower because of the fiscal cliff. 

CHAIRMAN BERNANKE.  Okay. 

MS. DUKE. That would be a reservation. 

CHAIRMAN BERNANKE.  That’s a good example of a reservation.  Very good.  

Anyone else?  President Williams. 

MR. WILLIAMS.  Broadly endorse, but I have a weaker outlook.  So that’s my only 

reservation. 

CHAIRMAN BERNANKE.  Governor Yellen. 

MS. YELLEN.  Broadly endorse. 

CHAIRMAN BERNANKE.  President Kocherlakota. 

MR. KOCHERLAKOTA. I see what I would term modestly more inflationary pressures 

than what are in this forecast, maybe one-tenth or two-tenths or three-tenths more in inflation. 

With that said, it comes back to what the Vice Chairman was talking about, that the choices of 

the Committee seem to be averse to those kinds of upticks in inflation.  For my own view, I think 

I would say I see modestly more inflationary pressures than what are in this. 

CHAIRMAN BERNANKE.  Fine.  Governor Stein. 

MR. STEIN.  I broadly endorse the baseline.  I’m not sure if I would be a weak deviator 

on the conditional effect of policy in the sense that I think that the incremental effect of the 
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LSAP is going to be roughly half of what it’s projected to be.  I’m not quite sure where that puts 

me. 

MR. REIFSCHNEIDER.  You sound like a “two” to me. 

MR. STEIN.  That feels like a “two” to you? 

PARTICIPANT.  Do you want to write two paragraphs? 

MR. STEIN.  No, I don’t want to write any paragraphs.  I want to hide in the weeds.  

[Laughter] 

CHAIRMAN BERNANKE.  President Rosengren said he broadly endorses.  President 

Fisher. 

MR. FISHER.  I modestly endorse it.  It might scare people in terms of my forecasting.  I 

was within the central tendency.  They might want to change their forecast based on where I 

would be, with the exception of the funds rate, and I’d have to think about that.  But generally, I 

endorse.  I will say this, Mr. Chairman: Fiscal cliff, no fiscal cliff, et cetera—and I said this in 

my write-up—going beyond the first part of 2013 is largely pure guesswork. 

CHAIRMAN BERNANKE.  In some positive sense, that’s true.  In a normative sense, 

we do need to find some kind of plan. 

MR. FISHER.  I understand that. 

CHAIRMAN BERNANKE.  We have to have some kind of projection to base our 

thinking on. 

MR. FISHER.  With that caveat, it’s a wonderful exercise. 

CHAIRMAN BERNANKE.  Obviously, yes.  One of the benefits of this exercise, I hope, 

is that we will be able to show fan charts that will give some sense of the uncertainty. President 

Pianalto. 
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MS. PIANALTO.  I broadly endorse the forecast, although my forecast is slightly weaker 

for GDP growth and unemployment in the later years partly because, like Governor Stein, the 

effectiveness of policy is just a little weaker in my forecast. 

CHAIRMAN BERNANKE.  Good.  Governor Tarullo. 

MR. TARULLO.  I broadly endorse, but two things about the process as opposed to the 

substance.  One, the issue that arose at the outset that Betsy mentioned is something that people 

are going to have to think about, which is, what if we emerge from a meeting with a policy 

action that really isn’t any of the ones that are listed there?  And, secondly, this category two—I 

have a feeling—is going to be problematic in the following respect. I have heard several people 

already who might have fit themselves into category two, and if you end up saying, “We’ve got a 

consensus forecast—14 of the 17 members of the FOMC had qualifications on it,” I’m not sure 

how powerful it becomes. 

CHAIRMAN BERNANKE.  Well, the interesting question is whether or not a number of 

them had the same qualification. If they’re all nitpicks, that’s one thing, but if everybody said, 

“This doesn’t take enough account of the fiscal cliff,” then that would be something that should 

be communicated I think. 

MR. TARULLO.  Fair enough.  There may be some utility in thinking about moving to a 

binary system as we do with the statement.  You are either endorsing or you are not, but giving 

people a chance to comment, so if they say something like Betsy said a minute ago, it could be 

included in the explanation of the consensus. 

CHAIRMAN BERNANKE.  That’s fine. 

MR. TARULLO.  But that’s just something to think about. 
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CHAIRMAN BERNANKE.  No.  Thank you.  We are looking for suggestions.  Anyone 

else?  Vice Chairman. 

VICE CHAIRMAN DUDLEY.  I agree with Governor Tarullo.  You don’t have to frame 

it as a reservation.  You can just frame it as where people would prefer to tilt the forecast.  I’m 

with Betsy on the fiscal restraint. I am assuming that we will get some fiscal restraint next year, 

and it will be more problematic to the outlook, so we have somewhat weaker growth in 2013.  

That said, I think this is a pretty good forecast.  That is why I was getting at the point of, how 

much do you disagree? I am pretty confident that the economy will be weaker in 2013 than this 

forecast, but if I take this whole thing in its entirety, I wouldn’t really quibble about it. 

CHAIRMAN BERNANKE.  Okay. 

VICE CHAIRMAN DUDLEY. I have a tiny reservation. 

CHAIRMAN BERNANKE.  Again, the question is, would you object to my 

hypothetically taking this, putting this on the screen, and saying, “This is the Committee’s 

consensus forecast of what the economy is going to look like”? 

VICE CHAIRMAN DUDLEY.  But it would also be good, though, to say, “A few people 

thought that 2013 could be a little weaker because” blah, blah, blah.  But I would do it in 

Governor Tarullo’s two-bucket camp rather than three-bucket camp. 

CHAIRMAN BERNANKE. I agree. 

CHAIRMAN BERNANKE.  Okay.  Thanks.  Anyone else? 

MR. PLOSSER.  Mr. Chairman? 

CHAIRMAN BERNANKE.  President Plosser. 



 
 

 
 

 

   

  

 

  

     

   

 

  

   

        

      

 

 

 

   

 

 

  

 

      

   

September 12–13, 2012 239 of 290

MR. PLOSSER.  I would say my forecast differs from this, obviously, and I think it is 

likely to show up in the assumption about current policy.  We are going to see more inflationary 

pressures and less positive outlooks on output and employment. 

CHAIRMAN BERNANKE.  Okay. 

MR. LACKER.  I still don’t have a clear, coherent sense of what policy I am supposed to 

be conditioning on.  Am I forecasting the Committee?  I think I am.  So on that basis, I might 

provide a good test case here. 

CHAIRMAN BERNANKE.  Okay. 

MR. LACKER.  First of all, coming into this, on appropriate policy, I was weaker in 

2013 by a couple of tenths.  And I saw inflation a couple of tenths stronger, closer to 2 percent 

over the next year or two, getting to 2 percent next year. So I would have put policy to raise 

rates earlier. Modifying that in terms of making it a forecast of the Committee’s action, I would 

mark up inflation in 2014. 

CHAIRMAN BERNANKE.  Sounds right.  Anyone else? 

MR. FISHER.  Can I ask a question on that? 

CHAIRMAN BERNANKE.  President Fisher. 

MR. FISHER.  Forgive me.  I’m slower than everybody else at the table.  In releasing 

this, we would be releasing the funds path? 

CHAIRMAN BERNANKE.  Releasing what? 

MR. FISHER.  The funds path, the fed funds rate forecast as well. 

CHAIRMAN BERNANKE.  Yes. 

MR. BULLARD. If you are a year earlier, is that a significant reservation?  [Laughter] 

CHAIRMAN BERNANKE. I’m sorry. 
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MR. BULLARD.  A year earlier on the funds rate, is that a significant reservation? 

MS. DUKE.  But is that a difference in the policy path?  Because the policy path assumes 

2015 liftoff. 

VICE CHAIRMAN DUDLEY.  You could have a different reaction function. 

MR. BULLARD.  But then you’ve got to do your presumably outcome-based— 

MR. REIFSCHNEIDER. Based on the original line of comments where we asked you to 

condition on the forecast, and you submitted something that had higher inflation, I would have 

said that you were a “three” because you showed that, conditioned on sticking with the August 

statement-type policy, you had much higher inflation than this forecast, and that should be 

exaggerated more based on the policy.  So I would have said that you’re a three. 

MR. BULLARD.  But I don’t think I am outside of these confidence bands. 

MR. REIFSCHNEIDER. I don’t think that is relevant.  It goes back to the question of, 

do you think that your forecast, from a policy perspective, would be materially different? 

MR. BULLARD. Again, I just don’t think getting into dissenting on a forecast is a 

sensible thing to do.  Has the Chairman done a good job of characterizing the center of the 

Committee?  Yes. I think yes. 

CHAIRMAN BERNANKE.  Okay.  President Lockhart. 

MR. LOCKHART.  I want to make sure I understand.  The next step is to write up a 

mock quarterly monetary policy report or something like that? 

CHAIRMAN BERNANKE.  Right.  I’m sorry.  Just a description of this discussion. 

MR. LOCKHART.  Right.  But we see how it is going to be communicated, how it is 

going to be implemented, is that right? 

CHAIRMAN BERNANKE.  Yes.  That’s the purpose. 
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MR. WILCOX.  Just the diversity of views portion. 

CHAIRMAN BERNANKE.  Right.  Okay. 

MS. DUKE.  For the mock exercise, in addition to my own fiscal cliff reservation, can I 

sign up to Sandy and Jeremy’s reservation about the effectiveness? 

MR. REIFSCHNEIDER.  Oh, sure. 

MS. DUKE.  Okay. 

CHAIRMAN BERNANKE.  Anyone else?  [No response]  All right.  Yes? 

MR. POWELL.  I’m on that line between the one and the two for exactly the same 

reason.  I went with the one, but of course I do have the same reservation. 

CHAIRMAN BERNANKE. A question to be thinking about here is:  What would 

Governor Powell do if he thought that the policy action is weaker than we anticipate, but the 

underlying economy is stronger, so that the outlook looks okay for him? 

MR. POWELL.  Right. 

CHAIRMAN BERNANKE.  Because we are not showing a comparison, right?  We are 

just showing the ex post. 

MR.STEIN.  Oh, you’re just showing the ex post. 

CHAIRMAN BERNANKE.  Well, that’s the question.  That’s what we’re discussing 

here.  We haven’t asked the question whether or not you think the baseline is adequate. 

MR. FISHER.  You might have to prepare for your press conference. 

CHAIRMAN BERNANKE.  Yes.  Do you have a question or a comment? 

MR. FISHER.  Well, the plan is, once we get this nailed down, that you would then refer 

to it in your press conference. Is that correct? 
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CHAIRMAN BERNANKE.  And then, we are hoping at some point to have a monetary 

policy report. 

MR. FISHER.  Which you would still refer to the consensus forecast in. 

CHAIRMAN BERNANKE.  Nothing is nailed down.  One possibility, which Governor 

Tarullo alluded to, is that we can’t do this in a timely way because we don’t know what the 

policy action is going to be soon enough, in which case it might be something that only appears 

in publication with the minutes, for example, three weeks later. 

MR. FISHER.  I agree with Governor Tarullo, by the way.  He makes an excellent point.  

My next question would be:  Could you summarize what we just discussed as though we were at 

a press conference? It probably would be difficult at this juncture. 

CHAIRMAN BERNANKE.  I would say that this is the forecast of the Committee.  A 

few people disagreed, thinking that these policies would lead to higher inflation.  Most people 

agreed with the broad contours, except they pointed out a few issues related to the fiscal cliff and 

the efficacy of policy.  President Lacker. 

MR. LACKER. I’m a little confused.  Someone used the phrase “a diversity section.” 

But you, at the beginning, described—I think you did in this context—a minutes-like document, 

and in the minutes, of course, when they discuss participants’ views, the different views are sort 

of woven into the main narrative.  I wasn’t quite clear on what you guys— 

CHAIRMAN BERNANKE.  I just learned about this five minutes ago myself. 

MR. LACKER.  Okay. Great. 

CHAIRMAN BERNANKE.  But I think the plan is to have a document that describes the 

consensus forecast, gives its main feature, and shows it in a minutes-type discussion: “The 

Committee discussed it. Most agreed with it but raised the following points anonymously.  
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President Lacker thought that it was a bunch of garbage.”  [Laughter]  And that would be the 

content. 

MR. LACKER.  Okay, we will just have to start. 

CHAIRMAN BERNANKE.  Okay.  I hope this was helpful to you all.  [Laughter]  Just 

so you have something to look forward to, our current plan is to talk about this exercise in 

October, so be sure and make your plane reservations now.  [Laughter] The next meeting is 

Tuesday–Wednesday, October 23–24.  The press conference is at 2:15.  There will be a TV in 

the Special Library, and lunch is available if you would like to stay.  No presentations are 

planned.  Thank you very much. 

END OF MEETING 



August 28, 2012 

Options for an Additional LSAP Program1 

Introduction 

This memo reviews options for an additional Large-Scale Asset Purchase (LSAP) program 
should the Committee wish to ease financial conditions further.  All options discussed in this 
note assume that such a program would replace the maturity extension program (MEP) and that 
the FOMC would direct the Desk to resume the reinvestment of maturing Treasury proceeds.  
We present four options, each of which involves an LSAP program that would allocate 60 
percent of purchases to Treasury securities and 40 percent to agency mortgage-backed securities 
(MBS).2  This allocation is roughly similar to the ratio of estimated purchasable capacity for the 
two security types described in the memo entitled “Market Functioning and Limits on Asset 
Purchases” provided to the Committee ahead of its last meeting.  The first option considers $1 
trillion in purchases over approximately 13 months and an initial increase in the target federal 
funds rate in June 2015.  The second option is the same but with an earlier liftoff date of 
December 2014.3  The third option reduces the program size to $750 billion over about 10 
months.  The fourth option implies a notably larger program of $2 trillion and serves as a proxy 
for a longer, flow-based program in a scenario in which the economy proves to be weaker than 
currently projected. 

The analysis below suggests that these LSAPs would boost aggregate demand and hasten 
progress toward the FOMC’s objectives.  These programs would also lead to a significant 
increase in the size of the Federal Reserve’s balance sheet and a higher level of reserves at liftoff.  
Federal Reserve income would be boosted in the near term as a result of the larger portfolio, but 
income would fall once exit starts due to higher interest expense on reserve balances and larger 
capital losses as MBS are sold.  Cumulative remittances to the Treasury through 2020 would be 
roughly equal in all four scenarios and modestly lower than those from the July Tealbook 
Alternative B projection.  Under the $2 trillion scenario, however, the balance sheet takes much 
longer to normalize, and when measured through 2025, cumulative remittances are somewhat 
lower than for the other scenarios.  Because remittances are very close to zero for a few years in 
options 1 and 2, a small deferred asset may be created.  A substantially larger deferred asset is 
projected under the $2 trillion program, and it is projected to last for a number of years.  The 
baseline interest rate path is subject to uncertainty; to illustrate this point, we present results for 
two of the options under a higher interest rate scenario. 

The next section discusses the allocation of purchases between Treasury securities and MBS.  
Then, we detail the four options considered in this memo and discuss the financial market and 
macroeconomic effects.  We then review the balance sheet and income projections associated 
with these options, and close with a summary. 

1 Prepared by staff of the Board of Governors (Michelle Bowbeer, Seth Carpenter, Jane Ihrig, and Beth Klee) and 
the Federal Reserve Bank of New York (Meryam Bukhari, Alyssa Cambron, Michelle Ezer, Katherine Femia, 
Joshua Frost, Kunal Gooriah, Winston Liu, Jeffrey Moore, Nathaniel Wuerffel) 
2 Other allocations that ranged from as little as 25 percent in MBS to as much as 60 percent in MBS were also 
considered, but did not lead to materially different financial market or macroeconomic effects.  These scenario 
results are reviewed in the Appendix. 
3 This is the same liftoff date as that embedded in the July Tealbook Alternative B projection. 
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Asset Allocation Choice 

Should the Committee opt to implement a new LSAP program, it would need to decide on the 
allocation between Treasury securities and MBS and the distribution of maturities of Treasury 
securities purchased.  Several factors would presumably bear on this decision, including the 
expected macroeconomic effects, the expected effects on the evolution of the Federal Reserve’s 
balance sheet and income, the Committee’s preferences about the composition of the balance 
sheet, and considerations about market functioning in the two markets.  Any model simulations 
will rely on assumptions, and those assumptions are subject to debate.  For clarity, we lay out the 
assumptions in the simulations so that the effects of different beliefs or assumptions can be 
understood.  The staff models the macroeconomic effect of LSAPs in a number of steps.4  First, 
we model the effects of LSAPs on a set of market interest rates.  To quantify the interest rate 
effects, we use Li and Wei’s (2012) term premium model, which provides an estimate of the 
impact of an LSAP on the 10-year Treasury yield.5  That model assumes that purchases of 
Treasury securities can be summarized by the amount of duration risk that is removed from 
private hands, and therefore specifies the “Treasury supply factor” in terms of ten-year 
equivalents.  For MBS purchases, the model considers the par amount purchased and the average 
duration of MBS separately, in part because the duration of MBS changes noticeably with 
different levels of interest rates due to the embedded prepayment risks.  The estimates from this 
model suggest that purchases of MBS have about three-quarters of the impact on the ten-year 
Treasury term premium than would purchases of Treasury securities that have an average 
duration of nine years.6  Later in this memo, we discuss several caveats in interpreting these 
estimates. 

We assume for simplicity that the changes in Treasury and MBS rates spillover to other financial 
markets according to standard assumptions built into FRB/US.  In particular, declines in the ten-
year Treasury yield are assumed to pass through directly to a lower primary mortgage rate.  The 
current coupon on MBS declines by a similar amount.  Changes in the ten-year Treasury yield 
are also assumed to be passed through to corporate bond rates on a roughly one-for-one basis.7  

4 A more complete explanation of the model was previously presented in “Possible MBS Large-Scale Asset 
Purchase Program,” memo by Staff of the Federal Reserve Bank of New York and the Board of Governors, January 
18, 2012. 
5 The staff model relies on “Term Structure Modeling with Supply Factors and the Federal Reserve’s Large Scale 
Asset Purchase Programs” by Canlin Li and Min Wei, Finance and Economics Discussion Series paper 2012-37, 
Federal Reserve Board, July 2012.  The effect of LSAPs implied by this model are fairly representative of those 
found in other studies: For example, D'Amico, English, Lopez-Salido, and Nelson (2011) report effects from LSAP2 
on Treasury yields that are somewhat larger than implied by the model of Li and Wei (2012), while Swanson (2011) 
finds effects that are somewhat smaller.  
6 The LSAP options considered in this memo are assumed to have an average duration of nine years, which matches 
the net effect of the purchases and sales conducted under the maturity extension program. 
7 The pass-through of Treasury rates to investment-grade corporate bond rates could be greater than 100 percent if 
the operation eases the pricing of default risk (as in the case in FRB/US).  This easing may occur due to a reduction 
in market participants' expectation of future defaults, perceived default tail risk, and/or risk aversion, and is 
especially likely to occur if the operation is surprisingly large in magnitude or scope relative to market participants’ 
perception of the headwinds to economic growth.  Conversely, in practice the pass-through could be less than 100 
percent (and even less than 0) if market participants perceive that the operation is being undertaken because the 
prospects for economic growth are weaker than they had previously thought, and the operation is perceived as 
insufficient to offset those economic headwinds.  Pass-through could also be limited if high-grade corporate bonds 
are not viewed as close substitutes for Treasury securities, an implicit assumption embedded in FRB/US. 

2 of 25

Authorized for public release by the FOMC Secretariat on 7/6/2020



In addition, the lower Treasury rate reduces the discount factor in pricing equities, boosting stock 
prices.  The foreign exchange value of the dollar falls as well.  For LSAPs that include purchases 
of MBS, there is an additional effect assumed, wherein for every $100 billion of MBS purchased, 
the spread between the MBS current coupon yield and the 10-year Treasury rate narrows about 
2½ basis points and the primary mortgage rate declines by about two-thirds of this additional 
effect.8,9   

Finally, the FRB/US model is used to simulate the macroeconomic effects of these changes in 
financial market variables. 10  Table 1 summarizes the effects of $500 billion in purchases of 
Treasury securities with an average duration of about nine years compared to those arising from 
$500 billion in purchases of MBS.  The term premium effect of purchases of Treasury securities 
is estimated to be 21 basis points, while the MBS purchases have an effect of 16 basis points.  
Purchases of MBS deliver the additional effect of a narrowing of the MBS basis; as a result, the 
decline in the MBS current coupon rate is 29 basis points and the decline in the primary 
mortgage rate is 24 basis points.  For the unemployment rate after two years, the Treasury 
purchases result in a 20 basis-point decline, compared to 16 basis points for MBS purchases.  
Inflation would be boosted by 13 and 10 basis points, under the Treasury and MBS purchases, 
respectively.  As the table highlights, the differences are rather small when translated into 
macroeconomic outcomes.  In particular, although purchasing MBS reduces mortgage rates by 
more than purchases of Treasury securities, the resulting economic effect is small because 
residential investment is currently a small portion of GDP.11   

Several caveats apply to these assumptions and they are all subject to significant uncertainty.  
Also of note is that the estimated effects are not linear in the size of the LSAP program.  The 
path of the balance sheet, which determines the term premium effect, evolves through time in 
response to a variety of factors, and there is endogenous monetary policy in the FRB/US model.  
For example, a very powerful LSAP program would push the unemployment rate to its natural 
rate more quickly than a weaker program.  In reaction to this improvement in the economic 
outlook, in the model, conventional monetary policy begins to tighten endogenously relative to a 
scenario without the LSAPs starting in 2016, muting some of the effect of the purchases. 

8 See “Estimates of the Effects of MBS Purchases on MBS-Treasury Spreads” by Matthew Raskin 
(MarketSOURCE, January 17, 2012) for more details.  To estimate the path of this effect we assume the peak effect 
occurs in the same quarter as the peak term premium effect implied by the term structure model.  In addition, we 
assume the effect diminishes over time by the same proportion as the term premium effect implied by the term 
structure model.  Other work addressing this issue includes “Models Suggest MBS Rate Pass-through is Relatively 
High and Stable” by Kris Dawsey and Linsey Molloy (MarketSOURCE, March 1, 2012). 
9 In Hancock and Passmore's paper, they focus on the portfolio rebalancing effects of MBS LSAPs in the mortgage 
market.  They find that the pass-through from the MBS current coupon rate to the primary mortgage rate is generally 
less than one for one, and moreover, their estimated effect on the MBS basis is also more uncertain and probably 
differs somewhat from that assumed here.  Overall, however, the changes in mortgage rates they estimate for the 
quantities of LSAPs under discussion are of roughly the same magnitude.  See Diana Hancock and Wayne 
Passmore, "The Federal Reserve's Portfolio and its Effects on Mortgage Markets," Finance and Economics 
Discussion Series working paper, June 2012. 
10 Conditional on the decline in term premiums associated with any LSAP program, alternative macroeconomic 
models would imply different effects on economic activity.  For example, studies by Macroeconomic Advisers 
(2011), Fuhrer and Olivei (2011), Chen, Curdia, and Ferrero (2011), and Kiley (2012) imply less stimulus to 
economic activity than in FRB/US from the declines in long-term interest rates that would accompany further 
LSAPs, while Baumeister and Benati (2010), for example, imply a more substantial impetus to activity. 
11 The impact of home prices on consumption is discussed later in this memo.  
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In addition, we assume that Treasury securities with an average duration of about nine years are 
purchased.  This assumption is consistent with the view that taking more duration risk out of the 
market will result in a larger interest rate effect, and so choosing a relatively long average 
duration is more powerful.  Moreover, this average duration is very similar to the purchases 
conducted under the MEP, suggesting that the distribution can be used in practice.  Changing the 
assumed duration of Treasury security purchases would alter the effects associated with 
purchases.  Reducing the average duration could increase capacity, but doing so would damp the 
estimated macroeconomic effects somewhat.  That said, the models essentially assume that the 
only direct effect of a Treasury LSAP program comes through the removal of duration risk; other 
mechanisms could be at play.  In particular, this specification may not fully capture a portfolio-
rebalancing channel of LSAPs.   

We also assume that the proposed MBS purchases do not affect the average duration of MBS in 
private hands, and that other risks associated with privately held MBS, such as prepayment risk, 
do not have direct macroeconomic effects.  Should these assumptions fail to hold, the true term 
premium effect may be larger or smaller than those reported above.12  For example, substantial 
purchases of newly issued securities with higher estimated durations than existing MBS would 
cause the duration of privately held MBS to decline.  Moreover, private investors often hedge the 
prepayment risks associated with MBS, while the SOMA does not.  The reduced need for such 
hedging would, all else equal, reduce implied volatility, an effect not completely modeled in staff 
estimates. 

Our assumption of a one-for-one pass through from the ten-year Treasury yield to mortgage rates 
could misstate the connection of the two rates, and indeed the spread between Treasury yields 
and MBS yields is now wide by historical standards.  Although the models allow for purchases 
of MBS to narrow the spread between Treasury yields and MBS yields, it is also possible that 
purchases of Treasury securities could widen the spread – something our models do not assume.  
The effect on primary mortgage rates from changes in the ten-year Treasury yield is also 
uncertain, especially in the short run when capacity restrictions may prevent mortgage rates from 
fully adjusting.  As an example, around the time of the announcement of the MEP, Treasury 
yields and agency MBS yields moved down in tandem, while rates on thirty-year conforming 
mortgages fell by somewhat less. 

 Another source of uncertainty concerns assumed spillover effects on corporate bond yields, 
equity prices, and the foreign exchange value of the dollar along with the response of real 
activity and inflation to these changes in financial conditions.  Some other asset valuation models 
used by the staff, for example, would predict smaller spillovers.  Moreover, the headwinds facing 
the economy may have reduced the sensitivity of aggregate spending to improvements in 
financial conditions.13  For example, if the cost-of-capital channel is currently smaller than 
estimated in the model, the macroeconomic impact of an LSAP program would be smaller.  In 
that case, while the general cost-benefit analysis of additional LSAPs might change, it is not 
clear that the optimal allocation of purchases across Treasury securities and MBS would change.   
On the other hand, the specification of the FRB/US model does not allow reductions in interest 

12 The assumed narrowing of the MBS basis, however, might capture at least some of these possible effects. 
13 Modest evidence for such attenuation was reported in Hess Chung, Geng Li, Ralf  Meisenzahl, and Jeremy Rudd, 
“Are the Real Effects of Monetary Policy Currently Smaller than Usual?” memorandum distributed to the 
Committee on April 6, 2012.   
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rates to boost home prices.  If such a boost were substantial, it could lead to a wealth effect on 
consumption spending, implying that the current estimates would understate the efficacy of 
purchases of MBS compared to Treasury securities.  

Overall, staff models do not provide a great deal of guidance as to the optimal allocation across 
asset classes of an LSAP program.  Other considerations, therefore, may be relevant.  For 
example, there could be a concern that large purchases of Treasury securities might be 
interpreted as monetizing the federal debt.  In addition, an LSAP program concentrated in 
Treasury securities would reduce the supply of Treasury securities at a time when the demand for 
safe and liquid assets may be high because of factors such as regulatory reform, possibly 
increasing market functioning risks.  On the other hand, higher MBS allocations would result in 
greater realized losses as those securities are sold under the current exit strategy principles and 
could be interpreted as allocating credit to a particular sector of the economy. 

Finally, market functioning concerns across the two security types may also be relevant when 
considering the optimal purchase allocation.  All of the LSAP options considered below assume 
that 60 percent of purchases are Treasury securities and 40 percent are MBS as benchmark.  That  
allocation is roughly the ratio of estimated purchasable capacity for the two security types 
described in the memo entitled “Market Functioning and Limits on Asset Purchases” provided to 
the Committee ahead of its last meeting, so if comparisons of programs up to the maximum 
estimated size were desired, the allocation could be kept fixed.  The allocation could be adjusted, 
of course, if a greater proportion of purchases in Treasury securities or MBS were desired for a 
total LSAP program that is smaller than the estimated maximum size.  As discussed in the 
Appendix, staff estimates that, under a $1 trillion LSAP program, up to 75 percent of purchases 
could be made in Treasury securities, or 60 percent in MBS, without causing significant market 
disruption.   

LSAP Program Options 

Table 2 presents the key elements of the LSAP options considered.  Under each of the options 
we assume that the MEP is discontinued and replaced by an LSAP program.14  As a result, 
maturing principal amounts from Treasury securities begin to be reinvested again at auction, 
while the policy of reinvesting principal payments on agency debt and agency MBS into agency 
MBS is unchanged.  For the exit strategy, we assume that redemptions of all assets begin six 
months prior to the initial increase in the federal funds rate and sales of MBS begin six months 
after liftoff.  Sales of MBS are expected to eliminate MBS holdings over a five year period. 

All four options include $75 billion in purchases each month, with $45 billion in Treasury 
securities and $30 billion in MBS.  The first two options assume the completion of a $1 trillion 
LSAP program over 13 months, with purchases of $600 billion in Treasury securities and $400 
billion in MBS.  In option 1, we assume that the first increase in the federal funds rate takes 
place in June 2015, consistent with the LSAP scenario presented in the staff projection in the 
Tealbook for the July-August meeting.15  In order to distinguish between the effects of the LSAP 

14 While the LSAP option presented in Alternative A of the July Tealbook included the possibility of a cut in the rate 
of interest paid on excess reserve balances (the IOER rate), the options here each assume that the IOER rate remains 
unchanged at 25 basis points. 
15 The July Tealbook LSAP scenario used a shorter-dated distribution for Treasury securities purchases than that 
used in this memo. 
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and the change in the liftoff date, option 2 presents the same $1 trillion LSAP program but with a 
federal funds liftoff date of December 2014.  In option 3, the overall size of the program is 
reduced to $750 billion, and its length is shortened to 10 months.  Finally, option 4 serves as a 
proxy for the effects of a flow-based purchase program in a scenario in which the economy 
proves to be weaker than currently projected.16  It is assumed that the program ultimately lasts 26 
months and purchases total $2 trillion, $1.2 trillion in Treasury securities and $800 billion in 
MBS.  As in options 1 and 3, the federal funds rate is assumed to leave its effective lower bound 
in June 2015.  All four of the options assume that the Treasury securities purchased have 
maturities of greater than four years, with a weighted-average duration of about 9 years and that 
MBS purchases are concentrated in newly issued securities.17   

Consistent with the capacity analysis conducted ahead of the July FOMC meeting, the overall 
size and monthly pace of these programs would not be expected to result in a material disruption 
of functioning in the markets for either Treasury securities or MBS.  After completing the $2 
trillion in purchases assumed in option 4, the largest amount of purchases presented, the 
SOMA’s share of the Treasury market with maturities greater than 4 years is expected to grow 
from 30 to 35 percent, and the SOMA’s share of the MBS market is expected to grow from about 
20 to about 35 percent.  Furthermore, when including both LSAP purchases and reinvestments of 
principal payments on agency securities, MBS purchases as a share of gross issuance total 
roughly 60 percent, a proportion that appears feasible based on experience from the first LSAP 
program.18  Table 3 provides a more detailed breakdown of the percent ownership of Treasury 
securities by maturity bucket at the end of each LSAP option.   

Financial and Economic Impact 

The four proposed LSAP programs are expected to put downward pressure on longer-term 
interest rates and thereby stimulate aggregate demand, but the modeling of the first three options 
is a bit different than the fourth, which is supposed to proxy for a flow-based LSAP program.  
Staff estimates suggest that option 1, which adds $1 trillion in securities to the balance sheet and 
pushes back the liftoff of the federal funds rate until mid-2015, reduces the term premium on the 
ten-year Treasury yield by 38 basis points, as shown in the third row of table 2.  Option 2, which 
is of the same size but includes a liftoff date about six months earlier, has an associated term 
premium effect of 34 basis points; the difference with option 1 reflects the modest effect of 
changing the date when the federal funds rate first begins to rise and, as a result, the date when 
the balance sheet begins to shrink.  Option 3 keeps the date of the first federal funds rate increase 
as in option 1 but reduces the amount of purchases by $250 billion; under option 3, the term 

16 As discussed in the memo by Jean-Philippe Laforte, David López-Salido, Steve Meyer, Ed Nelson, and John 
Roberts, “Macroeconomic Effects and Communication Issues Associated with Flow-Based Balance-Sheet Policies,” 
the other options presented here could also be the outcome of an flow-based program.  As discussed in that memo, 
the distinguishing feature of the scenario underlying option 4 is that the program is initially expected to entail $1 
trillion in purchases, but, because of adverse shocks, the program is ultimately extended to $2 trillion. 
17 Purchases of newly-issued MBS would be conducted in the To-Be-Announced (TBA) market, which is the most 
liquid market for purchasing MBS.  TBA market prices are used to price loans to borrowers, and thus are most 
closely linked to the primary mortgage rate. 
18 Purchases over the 26 months would represent roughly 60 percent of the projected gross issuance in the TBA 
market.  Gross issuance projections are quite uncertain over such a long timeframe as they rely on model estimates 
for prepayment activity – the only assumed source of new issuance in the agency MBS market over the projection 
period. 
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premium falls by 27 basis points.  The projected effects are presented in figure 1 and 
summarized in table 2.  Option 1 reduces the unemployment rate over the next two years by 
about 0.6 percentage point, to 7.2 percent, while options 2 and 3 reduce it by a bit less.  

It is difficult to make a simple comparison for option 4, in part because the economy is assumed 
to be weaker than under the other scenarios and the purchase program evolves with the outlook.  
The macroeconomic effects of this option are modeled in the memo by Laforte et al, and 
reported in figure 2.  The FOMC and the public initially believe the SOMA portfolio will expand 
by $1 trillion.  As a result, the immediate term-premium effect would be the same as in a stock-
based $1 trillion LSAP program.  Over time, however, as adverse news about the economy 
arrives, expectations for the total amount of purchases are revised up to $2 trillion.  Once the 
public understands that the program will result in $2 trillion in purchases, the term-premium 
effects increase as do the expected macroeconomic effects.  In essence, under a flow-based 
LSAP program, the ultimate size and evolution of the balance sheet, and therefore its effect on 
interest rates and the economy, depends crucially on the assumed evolution of economic activity, 
making a comparison to more straightforward LSAPs potentially challenging.19   

Impact on Federal Reserve Balance Sheet and Income 

For each scenario, we project the path of the Federal Reserve’s balance sheet and its income and 
remittances to the Treasury.  As shown in the top left panel of figure 3, an LSAP program leaves 
the level of the SOMA portfolio significantly higher than it would be under the current policy, 
with the level of reserves following a similar path to the level of the portfolio in all four 
scenarios considered.20  In option 1, reserves are $2.3 trillion at the time of fed funds liftoff, 
nearly $1 trillion higher than the level in the July Tealbook Alternative B scenario.  Option 2 is 
not substantially different than option 1 in this regard, and option 3 projects slightly lower 
reserve balances.  By contrast, under option 4, reserve balances are $3.3 trillion at the time of the 
first increase in the federal funds rate. 

Under option 1, asset sales begin six months after the assumed first increase in the federal funds 
rate in June 2015, and as a result, the portfolio shrinks to a normal size in April 2019, 41 months 
after MBS sales begin.21  In contrast, if the funds rate were to depart the effective lower bound in 
December 2014, as considered in option 2, the portfolio would normalize in size in February 
2019.22  Reducing the size of the program to $750 billion, as in option 3, also results in the 

19 See the memo by Laforte et al. for additional discussion of this scenario.  
20 We do not consider different prepayment estimates in the analysis, because at the time of exit MBS prepayments 
are assumed to be largely insensitive to interest rate changes.  Under the scenarios considered, at liftoff, mortgage 
rates would be higher than those on mortgages underlying most of the MBS portfolio, and therefore prepayments are 
less sensitive to upwards shifts in interest rates.  As a result, the change in MBS prepayments from different interest 
rate assumptions would have only small effects on the balance sheet and income projections.  The impact on exit can 
be seen in the comparison between the option 1 scenario under the baseline rate path and the shocked rate path. 
21 The exit strategy principles published in June 2011 suggest that the size of the portfolio would be normalized 
within three years of the initiation of asset sales.  The staff memo “The effect of an additional $1 trillion LSAP on 
the exit strategy” (distributed to the Committee on August 27, 2012) summarizes issues related to the exit strategy 
principles.  For the analysis here, each of the options assumes MBS are sold over a five year period.  As discussed 
further in the memo on exit issues, the pace of sales would have to be somewhat more rapid under any of the LSAPs 
in order to be aligned with the exit principles. 
22 The faster normalization under option 1 as compared to option 2 reflects the additional growth in Federal Reserve 
notes and bank capital over the additional time before asset sales begin.  The growth in these balance sheet items 
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normalization of the size of the balance sheet in February 2019.  Finally, under the $2 trillion 
LSAP scenario, the portfolio does not normalize in size until February 2020. 

As outlined in table 2, cumulative remittances to the Treasury from 2012 to 2020 are similar 
under the LSAP scenarios considered, although they are $25 to $50 billion lower than in the July 
Tealbook Alternative B scenario, which did not contain an LSAP program.23  Through 2017, as 
shown in figure 3, remittances are higher under all of the LSAP scenarios because the higher 
interest income associated with a larger portfolio outweighs the growth in interest expense 
associated with paying interest on a higher level of reserve balances.  However, later in the 
projection period, the increase in interest expense and larger capital losses from MBS sales push 
remittances lower than would be the case without an additional LSAP program.24   Once the size 
of the balance sheet normalizes and purchases of higher-yielding Treasury securities begin, 
remittances recover.  Under options 1, 2, and 3, annual remittances decline to roughly zero by 
2018.  Under the larger option 4, remittances fall to zero for more than 6 years, creating a 
substantial deferred asset.   

In general, an LSAP program will cause the Federal Reserve to face more income risk as interest 
rates rise, given the portfolio’s larger size and its higher overall level of interest rate risk.25  To 
demonstrate the risks to income of a higher interest rate environment, we consider an alternative 
scenario for options 1 and 4, in which market interest rates are 100 basis points higher after the 
time of federal funds liftoff than in the model simulations.  Specifically, we assume that one year 
after federal funds liftoff, the federal funds rate and 10-year Treasury yield are 100 basis points 
above their levels in the baseline versions for each of options 1 and 4 and that the higher level of 
interest rates persists for the remainder of the projection period.   

With this assumption, under option 1—shown in figure 4—remittances to the Treasury fall to 
zero in 2017 and remain there through 2020.  A deferred asset is created that lasts for about four 
years.  The lower income reflects both the higher interest expense from the higher interest rate 
paid on reserves and larger capital losses on MBS sales because market rates are higher.  In total, 
compared to the baseline interest rate path discussed above, the higher interest rate scenario 
reduces cumulative remittances under option 1 by $43 billion from 2012 to 2020. 

Had the LSAP program in option 1 not been implemented and instead the MEP was completed 
as announced, then the higher rate scenario would also reduce cumulative remittances, in this 
case by $24 billion.  Because the higher interest rate scenario lowers cumulative remittances by 
$43 billion with the LSAP and by $24 billion without the LSAP, one could approximate the 
additional interest rate risk of the LSAP as being about $19 billion in terms of cumulative 
remittances.   

reduces the level of reserve balances.  Different assumptions about the growth in these items will impact the time it 
takes for the portfolio to normalize. 
23 Cumulative remittances from 2020 to 2025 under the $2 trillion scenario are notably lower than that for the other 
scenarios, and there is a deferred asset that is projected to persist through 2023. 
24 Interest expense on reserve balances is calculated based on the projected level of the federal funds rate.  
Essentially, we are assuming that the IOER rate and the rates paid on reserve management tools—reverse repurchase 
agreements and term deposits—are equal to the federal funds rate.  In practice, these rates may exceed the federal 
funds rate, particularly the rate on reserve draining tools, and as a result, interest expense would be somewhat higher 
than calculated, reducing remittances by the same amount. 
25 An illustration of these risks is the information on unrealized gains and losses contained in figures 3 and 4. 
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The losses from substantially higher interest rates are more noticeable in the $2 trillion LSAP 
scenario of option 4, shown in figure 5.  In this scenario, remittances approach zero in 2016 and 
stay at that level for about 8 years.  As a result, a substantial deferred asset is created, which 
reaches a maximum value of around $200 billion in 2020, and lasts for a considerable number of 
years.  For this LSAP program, the cumulative difference in remittances through 2025 for the 
baseline interest rates versus the substantially higher interest rates is $70 billion. 

Conclusion 

This memo presents four options for implementing an LSAP program, should the Committee 
wish to provide additional monetary accommodation.  Each of the options involves purchases 
with an allocation of 60 percent in Treasury securities and 40 percent in MBS, which is roughly 
proportional to the estimated purchase capacity in the two markets and is unlikely to result in 
significant disruptions to market functioning.  In the staff models, the composition of purchases 
has relatively little effect on the macroeconomic outcomes, but the Committee may wish to 
consider an alternative distribution between Treasury securities and MBS based on other 
considerations, such as different modeling assumptions than those used by the staff, different risk 
characteristics of the assets, the implications of the asset mix for the exit strategy, or the 
perception of credit allocation or debt monetization. 

The $1 trillion stock-based LSAP options presented are estimated to reduce the unemployment 
rate by between 40 and 60 basis points after two years relative to a projection without the LSAP.  
The program would also increase inflation between 25 and 45 basis points over a similar time 
period; larger programs are estimated to have a larger economic impact.  These FRB/US results 
are, of course, subject to considerable uncertainty, and our results would differ using different 
macroeconomic models.  Options 1 through 3 imply similar cumulative remittances to the 
Treasury, but in the case of option 4, the $2 trillion LSAP program, a large deferred asset is 
created.  Moreover, in an alternative scenario in which market interest rates are substantially 
higher than projected, capital losses and interest expense are noticeably higher than they would 
be should an additional LSAP not be conducted, resulting in a number of years of zero 
remittances, lower cumulative remittances, and accumulation of a deferred asset under the 
options considered. 
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Appendix 

 

This appendix provides a summary of the financial, macroeconomic, balance sheet, and income 
effects of asset allocations that differ from the allocation of 60 percent to Treasury securities and 
40 percent to MBS considered in the four options presented in the memo.  In particular, we 
consider two alternative distributions.26  The first alternative option involves the purchase of 
$750 billion in Treasury securities and $250 billion in MBS.  This scenario represents the most 
Treasury purchases with an average duration of about nine years that the Desk could conduct 
over a 13 month period without risking significant market functioning issues.27  The second 
alternative option involves the purchase of $400 billion in Treasury securities and $600 billion in 
MBS, also over a 13 month period.  This scenario represents the most MBS purchases that the 
Desk could conduct without risking significant market functioning issues.  Both alternative 
distributions consider a purchase pace of $75 billion per month, consistent with the four options 
presented in the memo.  Furthermore, given that each scenario involves the most aggressive 
purchase pace for a given asset class, it is likely that neither alternative option could be extended 
for an additional year without causing market functioning issues.   

A summary of the scenario results is found in Appendix Table 1 and Appendix Figure 1. 

 

26 In each alternative distribution, the securities to be purchased are consistent with the four options presented in the 
memo.  Specifically, the Treasury securities to be purchased have an average duration of about 9 years, and the 
MBS to be purchased are concentrated in newly issued securities.  Each alternative assumes that such a program 
would last approximately 13 months. 
27 It is possible that the Desk could purchase more than $750 billion Treasury securities in a 13-month period; 
however, additional purchases would have a much shorter duration and, therefore, smaller financial and economic 
benefit. 
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$500B Treasury LSAP 
(Avg Duration: 9 yrs)

$500B MBS LSAP

Term Premium 
Effect -21 -16

MBS Current 
Coupon -21 -29

Mortgage rate
-21 -24

Unemployment 
Rate -20 -16

Core PCE Inflation
13 10

Real GDP
43 34

Note: Estimates based on staff exit strategy assumptions.
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No Policy Action Option 1 Option 2 Option 3 Option 4

Continue MEP
$600B Treasury/ 

$400B MBS
$600B Treasury/ 

$400B MBS
$450B Treasury/ 

$300B MBS
$1200B Treasury/ 

$800B MBS

Additional Program Details

Program Length 13 months 13 months 10 months 26 months

Average Duration of Treasury Purchases 9 years 9 years 9 years 9 years

Maximum Financial Market Impact (bp)

Term Premium -38 -34 -27 N/A

Maximum Economic Impact (bp)

Unemployment Rate Over Next 2 Years -62 -38 -50 -92

Core PCE Inflation Over Next 2 Years 44 25 36 63

Exit Assumptions

Fed Funds Liftoff Dec-14 Jun-15 Dec-14 Jun-15 Jun-15

Redemptions Start Jun-14 Dec-14 Jun-14 Dec-14 Dec-14

Agency MBS Sales Start Jun-15 Dec-15 Jun-15 Dec-15 Dec-15

Agency MBS Sales End May-20 Nov-20 May-20 Nov-20 Nov-20

Balance Sheet

Reserves at Liftoff ($B) 1,363 2,296 2,361 2,038 3,314

SOMA Balance Normalization Date Apr-18 Apr-19 Feb-19 Feb-19 Feb-20

Peak Size of SOMA ($B) 2,626 3,602 3,602 3,353 4,588

Income Metrics

Cumulative Remittances ($B)1 364 322 319 338 315

Duration of < $5B Annual Remittances N/A 2 years 3 years N/A 4 years2

Cumulative Agency MBS Capital Losses  ($B) -33 -73 -69 -64 -106

Income Metrics

Cumulative Remittances ($B)1 340 279 298

Duration of < $5B Annual Remittances N/A 4 years 5 years3

Cumulative Agency MBS Capital Losses  ($B) -53 -123 -166
1 Cumulative remittances to the Treasury between 2012 and 2020.
2 Duration of < $5B annual remittances is 6 years through 2025.
3 Duration of < $5B annual remittances is 8 years through 2025.

100 bp Shock to All Rates Starting at Fed Funds Liftoff

Key Scenario Assumptions and Projections

Table 2
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Table 3
Percent of Treasury Securities owned by the Federal Reserve

Percent of Outstanding

0 - 4 yrs 4 - 4 3/4 yrs 4 3/4 - 5 3/4 yrs 5 3/4 - 7 yrs 7 - 10 yrs 10 - 20 yrs 20 - 30 yrs

August 2007 28 17 11 9 10 14 13

Extended MEP
End of Program - Dec 2012

6 16 33 36 32 30 38

Option 1
End of Program - Oct 2013

7 30 40 32 37 31 41

Option 3
End of Program - Jul 2013

7 26 38 31 36 30 40

Option 4
End of Program - Nov 2014

13 38 43 41 53 54 48

Includes nominal and inflation-protected securities
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Figure 1
 Macroeconomic Effects of Alternative Balance Sheet Policies
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Figure 2
 Macroeconomic Effects of Alternative Balance Sheet Policies, continued
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Figure 3
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Figure 3 (cont.)
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Figure 3 (cont.)
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Figure 4 (cont.)
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Figure 4 (cont.)
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No Policy Action Option 1                 Alternative 1             Alternative 2

Continue MEP
$600B Treasury/ 

$400B MBS
$750B Treasury/ 

$250B MBS
$400B Treasury/ 

$600B MBS

Additional Program Details

Program Length 13 months 13 months 13 months

Average Treasury Duration 9 years 9 years 9 years

Maximum Financial Market Impact (bp)

Term Premium -38 -39 -35

Maximum Economic Impact (bp)

Unemployment Rate Over Next 2 Years -62 -60 -60

Core PCE Inflation Over Next 2 Years 44 42 42

Exit Assumptions

Fed Funds Liftoff Dec-14 Jun-15 Jun-15 Jun-15

Redemptions Start Jun-14 Dec-14 Dec-14 Dec-14

Agency MBS Sales Start Jun-15 Dec-15 Dec-15 Dec-15

Agency MBS Sales End May-20 Nov-20 Nov-20 Nov-20

Balance Sheet

Reserves at Liftoff ($B) 1,363 2,296 2,309 2,278

SOMA Balance Normalization Date Apr-18 Apr-19 May-19 Feb-19

Peak Size of SOMA ($B) 2,626 3,602 3,603 3,600

Income Metrics

Cumulative Remittances ($B)1 364 322 321 323

Duration of < $5B Annual Remittances N/A 2 years 2 years 2 years

Cumulative Agency MBS Capital Losses  ($B) -33 -73 -62 -89
1 Cumulative remittances to the Treasury between 2012 and 2020.

Key Scenario Assumptions and Projections
Appendix Table 1
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Appendix Figure 1 (cont.)
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Appendix Figure 1 (cont.)
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