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@% Investigation File Report
e 120130013-HQO
Investigation Details
Investigation Title: pajaace of Confidential Information - FOMC Status: 1hvestigation Re-opened

Program Area: Federal Reserve Board

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

Federal Reserve System: FR Board Source: Anonymous
City, State: Washington District of Division: Other
Columbia

Lead Agent: (BIEIBITIC)
Internal/Confidential: Yes Congressional Interest: No Assisting Agencies:Yes

Waived: No Employee Case: Yes Law Enforcement: €S

| . Related Files: NoO
Victim Class: oyhar FR Operations

Program Activity: Fpp - Other FRS Operations

Offense Class: Disclosure of Information

Investigation Result: cy5caq - No Further Action
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 B)(6L®I(TIC)  who then forwarded a copy of
the letter to the OIG on March 4, 2015. The anonymous letter states, ©* ®/X®) BYE)BYTHCN 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 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, (B){8); (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(B)(EXBITC) o ¥, and BENG DI

' . 1, 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) informed 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 SDNY).
Accordingly, this investigation will be coordinated with the FBI and USAO SDNY. We will also coordinate with the
U.S. Commaodities 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 QUARTERLY REPORT

During this reporting period, this investigation was reopened based on the receipt of new information. Both

(b) (6), (b) (7UC)  and (b) (6), (b) (7X(C) , 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 SDNY 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 particular 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 SDNY 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,

(b) (6), (b) (TIC) Monetary Affairs, Board, was interviewed at which time®® discussed
(b) (6), (b) (7)(C), (b) (5) '

(b) (6), (b) (7X(C) was interviewed at which time”® discussed, (6)(6); (B} (7)(C); () (5)

(b) (6), (b) (T)(C) Monetary Affairs, Board, was interviewed at which time”® discussed,
(b) (6), (b) (T)(C), (b) (5) :

2/5



-’ \a’

_, Research and Statistics, Board, was interviewed at which time®® discussed

, Monetary Affairs, Board, was interviewed at which time ©© di

, Research and Statistics, Board, was interviewed at wht;:h time

-, Board, was interviewed at which time ®© discussed _

was interviewed at which time

Monetary Affairs, was interviewed at which time ®discussed

Monetary Affairs, Board, was interviewed at which time®® discussed

Board, was interviewed at which time ®© discussed

, Board, was interviewed at which time”® discussed

During this reporting period, an analysis of Board email account found communications with

, Medley Global Advisors, wi were No
evidence was found reflecting the release of any confidential FOMC information. Additionally, an analysis found no
email communications between (B)(€): (B) (7)(C) 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 , was interviewed

in an effort to obtain ‘ emails, at which h‘me. 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 (B) ()i (B) (7)(€) laptop computer was obtained by the OIG, as well as images of "
(b) (6), (b) (T)(C) | devices, for review and analysis.

During this reporting period, OIG reporting agent interviewed

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 and of Medley
Global Advisors . These communications inc 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 interview (D) (6), (B) (7)(C) .
JANUARY 1, 2016 QUARTERLY REPORT

During this reporting period, was interviewed

APRIL 1, 2016 QUARTERLY STATUS REPORT

During this reporting period, Board was interviewed at which time ©© said ®©

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
interview conducted by . No evidence was found that

during
[ : told
or others during * interview that ®®and discussed the confidential FOMC information.
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During this reporting period, , Board was interviewed about

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

JULY 1, 2016 QUARTERLY STATUS REPORT

On April 20, 2016, , Board was interviewed

During this reporting period, () (8): (B) (7)(C): (8) (3) (A)
I

OCTOBER 1, 2016 QUARTERLY STATUS REPORT

During this reporting period,

JANUARY 1, 2017 QUARTERLY STATUS REPORT

During this reporting period,

APRIL 1, 2017 QUARTERLY STATUS REPORT

During this reporting period,

APRIL 5, 2017 CASE CLOSING STATUS REPORT
On April 4, 2017, (5)/(6)A(B) (7)(C)

USAO SDNY has declined to prosecute this matter. Based the USAO SDNY's declination and

(b) (6). (b) (7)(C)
(B)E)m)@NC)y 1, as well as a lack of any additional logical leads, no further

investigative activity is warranted.
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OFFICE OF INSPECTOR GENERAL

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CONSUMER FINANCIAL PROTECTION BUREAU

Restricted-FR
Confidential

MEMORANDUM

DATE: February 15,2013

TO:

FROM:

SUBJECT: egations from Confidential Informant

On February 14, 2013, I received a call from an individual hereinafter referred to as (CI-1) who
requested anonymity. (CI-1) stated that he/she was aware of the Program for Security of FOMC
Information. (CI-1) stated that when a breach of FOMC information is identified or suspected,
the program requires the information to be promptly reported to the FOMC Secretary and the
FOMC General Counsel who are required in consultation with the Chairman to conduct and
initial review of the matter. At that point. the General Counsel determines whether to request the
Board’s Office of Inspector General (O1G) 1o conduct a full investigation.
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(b) (6), (b) (7)C) ‘
D— 3 N February 15, 2013

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

C. If any FOMC participant or Federal Reserve System staff person becomes
aware of an incident in which FOMC information security rules may have been
breached, that individual should prompily alert the FOMC Secretary. The
Secretary and the FOMC s General Counsel will perform an initial review of the
incident, in consultation with the Chairman 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 determine whether
1o 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 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 of FOMC
information 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 determine the consequences for that
participant. The Inspector General will contact lavw enforcement agencies
whenever an investigation indicates that criminal statutes may have been
violated.
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No travel is anticipated at this time.

Edit Authorization:
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Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau
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MEMORANDUM OF INTERVIEW

Redacted

On March 13, 2013, CS20130001 was interviewed at Juan Valdez Coffee Shop, 1889 F St NW
d

Washington, DC 20006 by Special Agents in Charge
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 Activity: Location:

March 13, 2013 Juan Valdez Coffee Shop, 1889 F St NW
Washington, District of Columbia 20006
Case Number:
12013 0013

Transcribed By: Date Transcribed: Reviewed By:
March 28, 2013

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Interview of B’ ™ CS20130001 -2- March 13, 2013

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Office of Inspector General
Board of Governors of the Federal Reserve System
’-,' ZaxrZA Consumer Financial Protection Bureau
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MEMORANDUM OF INTERVIEW

On March 13, 2013, B E1BY@(Cyy55 interviewed at Juan Valdez Coffee Shop, 1889 F St NW
Washington, DC 20006 by Special Agents in Charge and

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: Location:
March 13, 2013 Juan Valdez Coffee Shop, 1889 F St NW
Washington, District of Columbia 20006
Conducted by: Case Number:

12013 0013
X Date Transcribed: Reviewed By:
March 28, 2013

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Interview of (B)(E)B)TC) - March 13, 2013

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized 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 Activity

Referral to Securities and Exchange Commission

On December 2, 2014, the reporting agent contacted (B) (6); (B) (7)(C), Attorney, Division of
Enforcement and Market Abuse, United States Securities and Exchange Commission (SEC) by
telephone at (b) (6), (B) (7)(C). The purpose of the telephone call was to discuss the details of OIG
case number [20130013-HQO - Release of Confidential Information-FOMC. P®®®9 \ag
provided details related to the leak of confidential FOMC information 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.

PEEOE was advised that the OIG had concluded its investigation and was providing the details
to the SEC to determine if they should review the matter for illegal trading that could have
occurred based on the leak of FOMC information. The reporting agent advised ®®®® 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: Case number:
December 2, 2014 120130013-HQO
Conducted by:(B) (6), (b) (7)(C) 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, 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 System
Consumer Financial Protection Bureau

MEMO

Date: December 5, 2013
To: File 12013 0013 HQO
From: sac (b) (6), (b) (7)(C)

Subject: Email Activity

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
P of those contacted regarding the leak of FOMC information.

Lhis cocimeisi s o O FJCLHE USE N airhin tiie Otdice of nspector CGeneral.

Fhescloswre po ot ltorizcd porson s profibied.
RESTRICTED-FR
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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, 20" and Pennsylvania,
Washington DC by Special Agents in Charge , 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 Activity: Location:
Conducted by: Case Number:
Transcribed By: Date Transcribed: Reviewed By:

“This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized 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 Activity

INTERVIEW OF [ (YBNCHI
On May 5, 2015, Senior Special Agent BSHO@E) Special Agent BIERBITNC), 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 Attorney BIERBI@C), Assistant United States Attorney and
Federal Bureau of Investigation Special Agent (B){6); (B)(7)(C) interviewed

,a

Attachment: FBI 302

Date of activity: 5/5/15 Case number: 120130013-HQO

Conducted by: SSA Bl Date prepared: 05/14/15

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. Title 5, U.S.C. § 552a.

OIG Form IN-007-3

AUTHORIZED FOR RELEASE



AUTHORIZED®FORIRELEASE

Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau

Memorandum of Activity

INTERVIEW OF (B){@}B)ITC)N

On May 5. 2015, Senior Special Agent PO Special Agent (BYERBITNC), 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 Attorney BYERBI@C), Assistant United States Attorney and
Federal Bureau of Investigation Special Agent (B){E);{B){T)(C) interviewed

Attachment: FBI 302

Date of activity: 5/5 Case number: 120130013-HQO
Conducted by: SSA Date prepared: 05/14/15

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, Title 5, U.S.C. § 552a.

OIG Form IN-007-3
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Memorandum of Activity

INTERVIEW OF [BEYIBYIEN

On May 14, 2015, Senior Special Agent BIEBIING) Senior Special Agent BIEHBITNC)
and Attorney BISEBIIC). 4] 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 Attorney BI6RBIINC), Assistant United States Attorney

(BY(B)BY(TNC) and Federal Bureau of Investigation Special Agent (BY{E)BI(ZNC) interviewed
BIELEITE). 2 former BYENBNTCI T =1

Attachment: FBI 302

Date of activity: 5/14/15 Case number: 120130013-HQO

Conducted by: SSA- Date prepared: 05/23/15

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, Title 5, U.S.C. § 552a.
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Office of Inspector General
Board of Governors of the Federal Reserve System

Consumer Financial Protection Bureau
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Memorandum of Activity

INTERVIEW OF (B){EYNBIZNCII

" On May 6, 2015, Senior Special Agent BEMBI@E) and Senior Special Agent R8¢
BEOnE 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 Attorney BNEMBIINE) A ssistant United States Attorney S0

- and Federal Bureau of Investigation Special Agent (B){EBIATNC) interviewed

Attachment: FBI 302

Date of activity: 5/6/15 Case number: 120130013-HQO
Conducted by: SSA- Date prepared: 05/15/15

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, 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 System
Consumer Financial Protection Bureau

Memorandum of Activity

INTERVIEW OF [(B){6);(B)(7)(C)

On May 6, 2015, Senior Special Agent BB Senior Special Agent
and Attorney BIEEBIAO) 4[] 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 Attorney BIEREBI@NC} Assistant United States Attorney

-and Federal Bureau of Investigation Special Agent (B){ERUBINTNEC) interviewed

Attachment: FBI 302

Date of activity: 5/6/15 Case number: 120130013-HQO

Conducted bi: _ Date prepared: 05/15/15

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 3, U.S.C. § 552, and the Privacy Act, Title 5, U.S.C. § 552a.

OIG Form IN-007-3

AUTHORIZED FOR RELEASE



AUTHORIZED FOR'RELEASE

Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau
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Memorandum of Activity

INTERVIEW OF [B){6XBI(7IC)

On May 3. 2015, Senior Special Agent BISEEBNIE® Attorney BISHBIENS), 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 Attorney [BHMBIBIINE). Assistant United States Attorney and
Federal Bureau of Investigation Special Agent - interviewed .a

Attachment: FBI 302

Date of activity: 5/5/15 Case number: 120130013-HQQO

Conducted by: SSAi Date prepared: 05/14/15

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, Title 5, U.S.C § 552a
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Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau
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Memorandum of Activity

INTERVIEW OF (B){E}B)T)C)

On May 5, 2015, Senior Special Agent BIEHOIING) Special Agent BIERBINTNC). 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 Attorney BIEHBIINC). Assistant United States Attorney (BERBINTNC) and
Federal Bureau of Investigation Special Agent (BY{E)BY(ZNC) interviewed (B)(6); (B)(7)(C)"
S

Attachment: FBI 302

Date of activity: 5/5/15 Case number: 120130013-HQO

Conducted by: SSA B&® Date prepared: 05/14/15

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. 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 System
Consumer Financial Protection Bureau

Memorandum of Activity

INTERVIEW OF (B){@}B)IC)

On May 3, 2015, Senior Special Agent BUSHBI@NE) A ttorney BISHBI@E) 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 Attorney BIERBIINC) Assistant United States Attorney and
Federal Bureau of Investigation Special Agent (B){(8); (B){7)(C) interviewed
of the Board.

Attachment: FBI 302

Date of activity: 5/5/15 Case number: 120130013-HQO

Conducted by: SSA g™ Date prepared: 05/14/15

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, Title 5, U.S.C. § 552a.

OIG Form IN-007-3

AUTHORIZED FOR RELEASE



AUTHORIZED:FORIRELEASE

Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau
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Memorandum of Activity

INTERVIEW OF B){EYIBITNCN

On May 5, 2015, Senior Special Agent BHSEEIBE. Attorney . 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 Attorney [BIEIMBIIICY. Assistant United States Attorney and
Federal Bureau of Investigation Special Agent F interviewed

Attachment: FBI 302

Date of activity: 5/5/15 | Case number: 120130013-HQO

Conducted by: SSA Raea | Date prepared: 05/14/15

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. Title 5. U.S.C. § 552a.
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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 [B){@IBITICH

On May 14, 2015, Senior Special Agent BMEEBIENE) Senior Special Agent
and Attorney BUSHBIMO). a]] 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 AttorneyBMBNBIMIC), Assistant United States Attorney

and Federal Bureau of Investigation Special Agentmrviewed

Attachment: FBI 302

Date of activity: 5/14/15 Case number: 120130013-HQO

Conducted by: SSA - Date prepared: 05/23/15

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, Title 5, U.S.C. § 552a.
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Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau
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Memorandum of Activity

INTERVIEW OF (BY{8)(B)(7)(C)]

On May 6, 2013, Senior Special Agent BIEHBITE) Senior Special Agent BIEXBIDIC)
and Attorney BISRBIAE al] 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 Attorney BUEHBIINC) Assistant United States Attorney

‘d Federal Bureau of Investigation Special Agent (B){EJNBITIC) interviewed

Attachment: FBI 302

Date of activity: 5/6/15 Case number: 120130013-HQO
Conducted by: SSA- Date prepared: 05/15/15

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, Title 5. U.S.C. § 552a.
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Memorandum of Activity

INTERVIEW OF (B){6))(B)(7)(C

On February 3, 2016, 2016, Senior Special Agent ®EEIME) and Attorney BIE-OIDE)
both of the Office of Inspector General (OIG) for the Board of Governors of the F ederal Reserve
System (Board) and the Consumer Financial Protection Bureau (CFPB) in conjunction with
A551stant Umted States Attorney u and Federal Bureau of Investigation Special Agent

) (7)(C) interviewed [(B) (€ C . Board. BE:B@O agreed to the recording

of the 1nterv1ew

Attachment: Interview Transcription

Date of activity: 02/03/16 Case number: 120010013-HQO

Conducted by: SSA - Date prepared: 02/13/16

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, Title 5, U.S.C. § 552a.
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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 (B)6)BY@CI

On February 17, 2016, Senior Special Agent ®E®IAE) and Attorney BIE®@NC hoth 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

Unicd St Atomeys SRS v S S

B Board. agreed to the recording of the interview.

Attachment: Interview Transcription

Date of activity: 02/17/16 Case number: 120010013-HQO

Conducted by: SSA- Date prepared: 02/26/16

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. Title 5, US.C. § 552a.
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Memorandum of Activity
INTERVIEW OF (B){(6)1(B)(7)(C)

On April 20, 2016, Senior Special Agent ®©E:® @€ and Attorney ®1E:-@ME) 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 BYEXGINIC) and (B)(6); (B) (7)(C) interviewed B)E:B)(7)C), PO@™
BEEe®mE agreed to the recording of the interview.

Attachment: Interview Transcription

Date of activity: 04/20/16 Case number: 120010013-HQO
Conducted by: SSA™ ™™ Date prepared: 04/30/16

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, Title 5, US.C. § 552a.
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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 (B){@)B)@C)N

On October 7, 2015, Senior Special Agent and Attorney . 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 Attorney , Assistant United States Attorney
B and BIEEGIAO both of the US Commodity Futures Trading Commission. and Federal

Bureau of Investigation Special Agent 1nterv1ewm
was

() (6), (0) 7)C). and S —

Attachment: FBI 302

Date of activity: 10/7/15 Case number: 120130013-HQO

Conducted by: SSA- Date prepared: 10/16/15

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
lnspect‘or 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. § 352, and the Privacy Act, Title 5, U.S.C. § 552a.
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OFFICE OF INSPECTOR GENERAL

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CONSUMER FINANCIAL PROTECTION BUREAU

Restricted-FR

Confidential
MEMORANDUM
DATE: February 15, 2013
TO:
FROM:
SUBJECT: Allegations from Confidential Informant

On February 14, 2013, [ received a call from an individual hereinafter referred to as (ClI-1) who
requested anonymity. (CI-1) stated that he/she was aware of the Program for Security of FOMC
Information. (CI-1) stated that when a breach of FOMC information is identified or s
the program requires the information to be promptly reported 10 the FOMC Secretary and the
FOMC General Counsel who are required in consultation with the Chairman to conduct an
review of the matter. At that point, the General Counsel determines
’s Office of Inspector General (OIG) to conduct a full investigation.
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(b) (6). (b) (7)(C) 2 ~ February 15,2013
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(b) (6). (b) (7)(C) 3 February 15, 2013

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

C. If any FOMC participant or Federal Reserve System staff person becomes
aware of an incident in which FOMC information security rules may have been
breached that_md:vzdual should promplly alert the FOMC Secrelary The

A ‘ C's'Gener: 1 will perform: 'n’i 't

inciﬂent.' The results of that mvesl:ganon will be IEpOI led to the Chalrman 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 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 of FOMC
information 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 1o be responsible for a breach of FOMC
information security, the Committee will determine the consequences for that

participant. The: InspectoriGeneral will contact law enforcement agencies
Whgnes vestigation indicates that criminal statytes'may have been
viglated.
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(b) (6). (b) (7)(C)

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

Sent: Tuesday, December 02, 2014 10:48 AM

To: (b) (6). (b) (7)(C)

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

Subject: Investigative Summary for SEC -FRSONLY-

Attachments: LSAP_Paper.pdf; LSAP-Briefing.pdf; FOMC Closing Memo_v6_Final-08-11-2014.pdf
®){8). (0) (TNC

As we discussed, attached is case summary for the FOMC investigation. | 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.

(B) (8), (B) (7)(C) | Special Agentin Charge, (B)(8), (b) (7)(C)

Office of Inspector General

Board of Governors of the Federal Reserve System | Consumer Financial Protection Bureau
(b) (6), (b) (7XC) | (b) (6), (b) (7)(C)

OIG Hotline: 800-827-3340 | oighotline@frb.gov

www.federalreserve.gov/oig
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(b) (6), (b) (7)(C)

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

Sent: Wednesday, December 04, 2013 2:34 PM
To: (b) (6), (b) (7X(C)

Subject: Question -FRSONLY-

(b) (8). (b) (7)C)

In answer to your question at this alternoon’s meeting, the Monetary Affairs staff member who had the
assignment of drafting thc Minutes for the September 2012 FOMC meeting was (b) (8), (b) (7)(C)

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

1
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- Nawmng
(b) (6), (b) (7)(C1
From: (b) (6), (b) (7TX(C)
Sent: Friday, August 23, 2013 2:47 PM
To: (b) (6), (b) (7X(C)
Subject: Minutes Authors -FRSONLY-

|eena, | 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 outlook—the so-called “policy” portion of the minutes. The other authors cover the historical
potion of the minutes. As we discussed, that is a much less sensitive aspect of the overall minutes process.

(b) (), (b) (7)(C) Policy Minutes Primary Author
() (8), (0) (7XC) Historical Minutes
(b) (6). (b) (7)(C) Historical Minutes

I’'m still trying to track down all the interviews | participated in and will try to send you that information soon.

Thanks.

(b) (6), (b) (TNC)

1
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(b) (6), (b) (7)(C)

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

Sent: Tuesday, April 16, 2013 4:56 PM
To: (b) (6), (b) (7)(C)

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

Subject: FW: Employee list -FRSONLY-
Done.

From: B)©).G)7)C)

Sent: Tuesday, April 16, 2013 4:56 PM
To: (®) (6), (b) (7)(C)
Subject: RE: Employee list -FRSONLY-

®)(8). (o) (7H __

Thanks for sending this information.

| want to revisit the issue of access to your report. Eithera copy or be able to read it. Let’s discuss soon, OK?
meeee will be following up with you shortly on some matters§ discussed with you during your interview.

Thanks!

[®) (6. (v) (1)

From: BYENB)7IC)

Sent: Monday, April 15, 2013 10:08 AM
To: BIENEITEC)

Subject: Employee list -FRSONLY-
Importance: High
::)’FL )@

Here's the list of Board employees that we contacted during our review of the ®E®M© matter.
All the best!

(0) (6). (b)
e}
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(b) (6), (b) (7)(C)
e — e e B T e e e e L U S~ G P

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

Sent: Monday, April 15, 2013 10:43 AM

To: () (6). ) (7XC); (b) (B), (b) (7)(C) ;) (6), (b) (7)C); (b) (B), (b) (7)(C)
Subject: FW: Employee list -FRSONLY-

Attachments: BIEEEITC) Review List.ig.xlsx

Importance: High

Let’s get together and discuss next steps.

From: () (6);(6)(7)(C)

Sent: Monday, April 15, 2013 10:08 AM
To: BYE):B)TNC)

Subject: Employee list -FRSONLY-
Importance: High

() (6). &) (7)
©)

Here’s the list of Board employees that we contacted during our review of the ®E:®M© matter.
All the best!

(®) (6). (b)
@xe)

1
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First Last Division

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
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First Last Division

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
Division of Monetary Affairs

Office of Board Members

Office of Board Members

Division of Monetary Affairs
Division of Monetary Affairs

Office of Board Members

Office of Board Members

Division of Monetary Affairs
Division of Monetary Affairs
Division of Monetary Affairs
Division of Research and Statistics
Division of Research and Statistics
Office of Board Members

Division of Research and Statistics
Office of Board Members

Office of Board Members

Office of Board Members

Office of Board Members
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Division

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,

7 but were personally contacted and questioned as to whether they had any contacts

L with w during the relevant time period. These individuals were contacted
personally because their potential access to relevant Class | FOMC information was

for limited or ministerial purposes (e.g., copy center employees who prepared

Tealbook Book B).
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Page 2 of 2

Excel

3/25/2014 5:49:27 PM EDT

Start Date/Time 4

8/23/2012 10:32:36 AM
8/23/2012 10:54:18 AM
8/23/2012 10:55:00 AM
9/6/2012 1:01:30 PM
9/21/2012 7:56:54 AM
9/21/2012 7:57:54 AM
9/24/2012 10:03:30 AM

9/24/2012 11:58:36 AM

Extension
D_H.I:B.tiﬂnum

00:21:24 3799

00:22:42 3799

00:00:00 3799

00:00:30 3799

00:00:06 3799

00:03:06 3799

00:00:30 3799

00:00:24 3799

Search Criteria
Page 1 of 1
Reparted call Call Type  Trunk
A run
Number
m¥ CZ01A/ National ~ #91060
gz CZ01A: National — #91078
mz CZ01A, National ~— #91077
mz CZ01A, 1ncoming  #70003
m( CZ01A: 1ncoming  #70002
:z CZO1A National  #91051
mz CZO1A, Incoming #70012
m{ CZ01A National ~ #91169
Total Calls
Total Duration
Total Cost

Cost

$5.50
$5.75
$0.00
$0.00
$0.00
$1.00
$0.00

$0.25

8
00:48:42
$12.50

Page 1 of 1

http://m1-cdr01.frb.gov/VeraSMAR T/RepTHORZED PO REpENSER cport] D=16974& _sta... 3/25/2014
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}) visited the Board 1 time on June 11, 2012.

You may use ' 35 3 wildcard on the Indicated fields. (First Name, Last Name and Org'Agency)

FRsThAME R s LASTHAME i ~

SOCIAL SECURITY # DATE OF BIRTH i . 0D e oYY -
PASSPORTY GOUNTRY OF ISSUE  — SELECT — .
ORGIAGENCY o~ VISITOR TYPE . SELECT - .

VISIT DATE wooyyYy L EMPLOYEE VISITED . SELECT - -

REGISTRATION TITLE ASSOCIATED EMPLOYEE - SELECT - .

DESTINATION PURPOSE OF VISIT - BELECT - .

WAVES STATUS ~SELECT- = ESCORT TYFE ~SELECT-  »

1 tecord(s) found matching your critena.

CRGALINCY T wul fueeoy DESTIRATEON START CATY 20 0AT (SCORT TYiE  ASSOCIATIO £ Ovif uates ARt |

| Mediey Gioval Advsors  Vistor  Neeong -owamz 06112012 Dwison  LEORegistration  Sgnedn 'E_J

Visitor Registratio ) i the Fodersd Roserve Bo

RESTRICTED FR

JT THE WISITOR

"Requred Fay
' FIRST NAME ' LASTNAME 28
' QRGIAGENCY Nediey Godal Advsars * VISITOR TYPE Vet .
SOCHAL SECURITY # DATE OF 8IRTH
PASSPORT ¥ COUNTRY OF ISSUE x
* ESCORT TYPE Dresion - ‘TMEENPECTED 10 - 00 v AM -
EmAL
Rrgomd oy
* UPDATE VISITINFORMATION FOR ALL VISITORS IN THIS VISIT? ~ SELECT - <
REGISTRATION NTLE * PURPOSE OF VISIT .
* DESTINATION “ * EMPLOYEE VISITED .
* STARTDATE 6112012 3 * PERSCY 7O BE CONTACTED UPON ARAIVAL 9
" ENO DATE 6112012 3 ALTERNATE CONTACT o1 .
CONTACTGELL PHONE # ALTERNATE CONTACT 92 v
| pasmveiros | [ APOATE WAVES RELATED RSCRUATION cacn |

Copyogit 2013, Fedenal Revene Bowd. AN Rights Raserrsd

visited the Board 29 times

‘e 12 times in 2012
o 14 times in2013
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-’ -’
— T T e T e T T e e e e e e e e sy ).
From:
Sent: Thursday, February 27, 2014 8:40 AM
To:
Subject: RE: Request for Information -FRSONLY-
Attachments: IG Query - (b) (6), (B) (7)(C)  docx
oL

Sure, here is a Word Doc. Sorry about that. There are exportable spreadsheets that | 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:
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. | cannot make out the details
from the screen shot.

Thanks

From: (b) (6.
Sent: Wednesday, February 26, 2014 4:02 PM
To: (b) (6), '

Subject RE: Request for Information -FRSONLY-

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

AUTHORIZED FOR RELEASE
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_visité'ﬂ the Board 29 times g

e 12 timesin 2012
e 14 timesin 2013
e 3 times in 2014 — (1 Future visit scheduled for 2/28/2014)

You may use ' as & wikdcard on tha Indicatad fields. (F Lost Name i

FIRST NAME o LASTRANE _ ™

SOCIAL SECURITY # DATE OF BIRTH " * 00 v YYYY v

PASSPORT # COUNTRY OF ISSUE - SELECT~ .
ORGIAGENCY ™ WSITORTYPE ~ SELECT - .

WISIT DATE weoovyyy [ EMPLOTEEVISITED = SELECT -

REGISTRATION TITLE ASSOCIATED EMPLOYEE ~ SELECT- -

DESTIRATION PURPOSEOFVISIT = SELECT~ .
IWAVESSTATUS -~ SELECT- + ESCORT TYPE -SEIECT- v

e SAMTONE  ENOOATE  ECORTTVPE  ASIOCMTEDEWPLOYEE  STATUS OETARS
Vistee Maalwith Bead Sal MR 2N Dudsion %
Trsied teniew 0T OT1VZ01 Deisin . o
Tasiad beerdow SN 01132013 Dwdeien &
Trsted bteriew OIS0 OUISZON Didsion 5
Tustsd beeniew OUIEN OV15207 Dhisin %
Trsted Masting Q@O0 21201 Dvisien %
Tusted btaniew WL ONHATY Dnision %
T r— M2 122012 Dvison %
Trsted btaraaw AN WA O %
Tusted Mol wih Bowd Stad 262012 4252012 Didsin b
Tusied kéanien UM 0621 Dviin %
Tusted beaniew 2O 12032013 Ovisn &
Trsted oniow 122N 11282812 Dision %
Tasted Wariew WNSAR 119207 Duision %
Tusted beanion WAVAT OTAYZT2 Dusin k
Trated tenien 05032013 0SE3T) Dhisen %
Trsted beasiow OMOUZ0 0904213 Duision B
Tnsted wtarion GOLZ0N 06042013 Duision %
Trated beaciew UMM RN Drision £
Tasted biseiow WU RABAY Diision i B
Vistor  Confeence 2SI AN Duision
Vistor Cordeance NANN 1320201 Duison
Vistor  Conleunce WIS OZERNT Doision
Vistor  Conference 222013 O4222013 Dnision
Vistor eiew OS2 (50802 Ohision
Vister Conloance W2 0NN Duision
Vister Condeunce IB2013 0STAZATY Dviskn
Vister  Corleance RN 162NN Duison
Vister Cordeunce W83 21BN Dvisen
Tusted btaniow 0052013 03052013 Disin
(- WS Q20520M Dnisn
Vistor  Mea e Bosed St WOSA2 D2 Dvison

) Save s Excel Foe (15)

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

. -’

visited the Board 1 time on June 11, 2012.

FIRST NAME

LAST NAME
SOCIAL SECURITY # DATE OF BIRTH MM v DD v YYYY v
PASSPORT# COUNTRY OF ISSUE - SELECT - -
ORGIAGENCY ) VISITOR TYPE ~ SELECT - -
VISITDATE uwooyYyy 9 EMPLOYEEVISITED  —SELECT - -
REGISTRATION TITLE ASSOCIATED EMPLOYEE — SELECT — -
DESTINATION PURPOSE OF VISIT ~SELECT - -
WAVES STATUS ~ —SELECT- ~ ESCORT TYPE ~SELECT-  ~

1 record(s) found matching your criteria.

SEARCH RESULTS

NALE ORGIAGENCY TYPE VISIT PURPOSE  DESTINATION START DATE END DATE ESCORTTYPE  ASSOCIATED EMPLOYEE STATUS DETAILS

06/112012 06412012 Dvson  LEORegistraion  Signeddn (K

RESTRICTED FR

* FIRSTNAME

* LASTNAME M.l
* ORG/AGENCY Mediey Global Advisors * VISITOR TYPE Visitor -
SOCIAL SECURITY # DATE OF BIRTH
PASSPORT# COUNTRY OF ISSUE v
* ESCORT TYPE Division » * TIME EXPECTED 10~ 00~ AM~
EMAIL

Required Freld
By selecting 'NO' in this drop down . a new visit registration will be created for this visior with following visd information

* UPDATE VISIT INFORMATION FOR ALL VISITORS IN THIS VISIT? — SELECT -~ ~

REGISTRATION TITLE * PURPOSE OF VISIT Meeting v

* DESTINATION * EMPLOYEE VISITED -

* START DATE E112012 0 * PERSON TO BE CONTACTED UPON ARRIVAL! .

* END DATE 1172012 0 ALTERNATE CONTACT #1 -

CONTACT GELL PHONE # ALTERNATE CONTACT #2 .

i I
[ToaEEvisior | [ UPOATE WAVES RELATED IFORMATION ] [cauceL |

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

How Bernanke Pulled the Fed His Way

By JON HILSENRATH

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.

As markets rallied 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 flurry 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.

[interviews with more than a dozen people involved in the Fed decision, both supporters and
opponents, show how Mr. Benanke won over skeptics to advance his policy—a distinctionina

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-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 first 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. 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 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

ATTACHMENT (3)
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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.

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.

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. 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 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. 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.

(&) TUAMHOATT!
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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 hirin;
because of weak 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. 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. pneproposal 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.[ 55

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-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,

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

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 in2007.
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, catchmg them off
guard when their phones identified his private number as unknown. He gave upc
staff forecasts. colleagues said. He asked their thoughts and what they could oomfoﬁably
support, they said.

The calls helped Mr. Bemnanke 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."

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 secking 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 a2 worn Nationals
cap and wandered the infield during batting practice.
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"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.
IIt's an ongoing discussion," Mr. Plosser said. "We will probably continue to work on this."|
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OFFICE OF INSPECTOR GENERAL
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CONSUMER FINANCIAL PROTECTION BUREAU
WasHINGTON, DC 20551

MEMORANDUM

TO: Investigative File 2913. 0013 —=HQO

FROM: -

SUBJECT: AIGI Case Closing Memorandum.

In accordance with OI Policy IN-006, Section 8-2 (effective September 30, 2014), this closed
investigative file has been reviewed by the AIGI for purposes of quality control and compliance
measurements (where applicable against the below criteria) consistent with OI policy and the
CIGIE Quality Assessment Review for OIG Offices of Investigation (Check all that apply):
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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's clients. It is also alleged that the

executives firm and its clients may have been able to profit from this information. *
I S The OIG i investgating tis mattr or
possible criminal and administrative viola .

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
o/ \aw’

(b)(6), (0)(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 thatgi had a relationship with the
author of the newsletter and maintained a friendship. The subject admitted that &' 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 article 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 article 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 Policy on External Communications of Committee Members.

While information was developed indicative of close or personal relationships between Hilsenrath, Schleiger, 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
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03/25/2013: Interview conducted with (b) (6), (b) (7)(C) and (b) (6), (b) (7)(C)

(b) (6), (B) (7)(C). The purpose of the meeting was ®*® release of FOMC
information.

06/03/2013: Access to IMIS case, Statement of Independence added.

07/29/2013: Developed profile and questions of the sixty persons interviewed by Board Legal and Monetary Affairs
during their inquiry into the premature release of FOMC information.

08/23/2013: Interview conducted with (b) (6), (b) (7)(C)

10/10/2013: Requested access to FOMC information for OIG agents.

12/05/2013: Interviewed (b) (6), (b) (7)(C) . PEE0E advised that & did not
know BIEEGI@E) o GIERETX -

12/05/2013: Recelved 1500 emalls for review related to PIE-BTO), gnd BIEEEI@C The results of the initial review
identified 300 emails of interest for further review as well as identified additional subjects for interviews.

02/25/2014: (b) (6), (b) (7)(C) interviewed, ®©®®@ advised that g did not
know BIE:BITX0) o (b) (6). () (7)C) “

02/27/2014: On 02/26/2014, reviewed email. Additional email was requested for addiitional subjects identified.
Received visitors registration log for ®IE-EITC) gnd BIEXENNE)

Assignment Details

(B)(6), (B)(TXC) SAC, 03/26/2013;

(b)(6). B} (NC) Case Agent, 02/25/2014;

(b) (6), (b) (7)(C), Case Agent, 05/15/2013;
(b) (6). (b) (7)(C), Case Agent, 05/15/2013;

() (6). (b) (NAC), Lead Agent, 05/15/2013

Assisting Agencies

Potential Violations

18 USC§1905 Disclosure of Confidential Information
Dispositions and Referrals

Law Enforcement Activities

Related Files
File Number Title Date Created

Entities
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OFFICE OF INSPECTOR GENERAL

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CoNSUMER FINANCIAL PROTECTION BUREAU

August 11, 2014

MEMORANDUM

TO: ®e.eme
FROM:  (B)(6)(B)(7)C) Special Agent in Charge, (BY(E)(BY(Z)(C)mmmmy
SUBJECT: Recommendation to Close 120130013-HQO

Summary

The Office of Inspector 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 _
ho received an anonymous complaint that ®®®9 = ———

The OIG investigation identified the complainant as Confidential Source

el
20130001 (CS). The CS reported that SESEESEE
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(b) (6), (b) (7)(C) 10 of 19 August 11, 2014

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 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 (0) (6). (B) (7)(C) _and (b) (6). (b) (7)(C)

On March 25, 2013, the OIG met with ®®®@€ apd @@@@E@ The purpose of the meeting was to
discuss 7%
the publication of information contained in the September 12, 2012 FOMC
minutes prior to the public release.
(b)(6). (b)(7)(C)
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(b) (6), (b) (7)(C) 110f 19 August 11, 2014
(b)(6), (b)(7)(C)

The OIG also asked ®®®™@ to provide any notes, reports of interviews and analysis prepared
during *" "™ 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 OIG’s interview with
OEEOE and PEOMO BEEAE wags asked to provide the OIG with the final report of their review.
POO09 saidg would not provide OIG with a copy of the final report because it contained FOMC
information the OIG was not entitled to receive.

BEE®M9 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 @@ provided any information regarding
the leak of information contained in the Wall Street Journal Article by Jon Hilsenrath. Neither
OIEE@AE nor PEOEE acknowledged that #8® review included information that appeared in the
Wall Street Journal article by Jon Hilsenrath. ®®®™@ provided a list of approximately sixty
individuals g | reported were interviewed by the review team or had access to confidential FOMC
information. ®®®®9 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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(b) (6), (b) (7)(C) 12 of 19 | August 11, 2014

Analysis of Telephone Toll Records

The OIG obtained access to archived toll records from Board IT, AV/Voice section. The OIG
searched the toll records for telephone numbers (b) (6), (b) (7)(C) and (b) (), (b) (7)(C) identified
through e-mail reviews as belonging to () (6), (B) (7)(C). The OIG also searched toll records for
telephone numbers (b) (6), (B) (7)(C) and (b) (6), (b) (7)(C) identified through e-mail reviews as
numbers associated with Medley Global Advisors. The OIG 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 telephone
search revealed that between August 23, 2012 and September 24, 2012, telephone number abadadiled
PIEEOI@DE@ which is a number identified as belonging to (B)(6); (B) (7)(C) contacted the Board eight
times. The toll records associated with ®6L®ITC) telephone number were contacts with Board
telephone extension”®®™@ 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 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 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 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 (b) (6), (b) (7)(C) and (b) (6), (b) (7)(C).

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

On March 28, 2014, the OIG interviewed (BY (BB Z)C)
(b)), (B)(7)(©)
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Interview of (6)(6);(B)(7)(C)

On April 7, 2014, the OIG interviewed
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On April 7, 2014, the OIG interviewed
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Status of the Investigation

On May 1, 2014, the OIG again interviewed the CS regardmg any additional information he/she
could provide that would assist the OIG’s investigation. "®® @@ @@

G ————
I
)
R
..
—

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:

e 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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(b) (8), (b) (7)(C) 19 of 19 August 11, 2014

e 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.

° () (6). {b) (7KC)

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 %%%
MEEPEE 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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OFFICE OF INSPECTOR GENERAL
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CONSUMER FINANCIAL PROTECTION BUREAU
WasHiNGTON, DC 20551

January 30, 2015

United States Securities and Exchange Commission

Chicago. IL 60604

Dear ()€ Y M(O)

The Office of Inspector General (OIG) for the Board of Governors of the Federal Reserve
System (Board) and the Consumer Financial Protection Bureau (CFPB) is forwarding the
enclosed summary memorandum of a closed OIG investigation for your review and assessment,
which may be relevant to a potential violation of civil or criminal law, rule, regulation, order, or
policy within your jurisdiction.

The enclosed memorandum has been redacted to protect confidential Federal Open Market
Committee (FOMC) information that is covered by the FOMC’s Program for Security of FOMC
Information. In accordance with the FOMC's information security program, confidential FOMC
information is defined as including all privileged information that comes into the possession of
the Federal Reserve’s Board of 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.

This document is being provided to you for official use only. The information contained here and
in the enclosed memorandum is the property of the OIG and may not be copied or disclosed
without the permission of the OIG. Appropriate safeguards should be provided for the
information. Public disclosure of this information is determined by the Freedom of Information
Act, 5 U.S.C. § 552, and the Privacy Act of 1974, 5 U.S.C. § 552a.

If you have any questions concerning this matter, please feel free to contact Special Agent in
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OFFICE OF INSPECTOR GENERAL
BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

CONSUMER FINANCIAL PROTECTION BUREAU
August 11,2014
MEMORANDUM

TO:

FROM:

(7)(C), Special Agent in Charge. (B) (), (b) (7)(C)

SUBJECT: Recommendation to Close 120130013-HQO
Summary

The Office of Inspector 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 |

who received an anonymous complaint that
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(b) (6), (b) (7)(C) 5 of 19 August 11, 2014

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

(b) (), (b) (7)C) (b) (6), (b) 7] J(C)

On March 25, 2013, the OIG met with and

(b)(6), (0)(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

The OIG obtained access to archived toll records from Board IT, AV/Voice section. The OIG
searched the toll records for telephone numbers (b) (6), (B) (7)(C) and (b) (6), (b) (7)(C) identified
through e-mail reviews as belonging to (8) (6). (B) (7)(C). The OIG also searched toll records for
telephone numbers (B) (6), (B) (7)(C) and (b) (6), (b) (7)(C) identified through e-mail reviews as
numbers associated with Medley Global Advisors. The OIG 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 telepm})igﬂgmc)
search revealed that between August 23, 2012 and September 24, 2012, telephone number
®E.EMCwhich is a number identified as belonging to (B) (6). (B) (7)(C) contacted the Board eight
times. The toll records associated with B)ELBITNE) telephone number were contacts with Board

(éc;lz:g)l;n(zgc)a %t(%)sion"’m”m, 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 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 Schieiger. 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 OIG reviewed in excess of one hundred thousand e-mails and
identified three persons as having direct contact with either Hilsenrath or Schieiger. As a result,
the OIG interviewed (b) (6), (b) (7)(C) and (b) (6), (b) (7)(C).

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

On March 28, 2014, the OIG interviewed (b) (6), (b) (7)(C)
(b)(6), (b)(7)(C)
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On April 7, 2014, the OIG interviewed
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Interview of (b)(6) (B)(7HC)!

On April 7, 2014, the OIG interviewed
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(b)(6), (b)(7)(C)

Status of the Investigation

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:

e 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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e 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.

o [DIEEmIEXC)

During the investigation, the OIG did not have access to Federal Reserve System staff members

who had access to confidential Class I FOMC information. |
A e  —

®) (5. ) 7)C)

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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MEMORANDUM OF INTERVIEW
On April 24, 2014 was interviewed at the Board of

(b)®). b)(7¢y

Governors of the Federal Reserve Syst ilding, 20™ and Constitution, Washington
DC 20551 by Special Agent in Chargemnd Senior Special Agent ®/E-@I@C)
Office 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, "*®®¢
was advised of s 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:

Location:
Date of Activity:
Conducted by: Case Number:
Transcribed By: Date Transcribed: Reviewed By:

This report is the property of the Oflice ol Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Interview of (B)(B)IB)(T)CY

= April 24,2014
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MEMORANDUM OF INTERVIEW
On April 7, 2014 (B)(B)I(B)(7)(C) ] was interviewed at the PRSPy

Washington, DC 20220 by
Special Agents in Charge and () (6), (b) (7)(C), Office 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, B/E®@® 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, ®©®X€ provided the following
information:

Date of Activity: Location:
Conducted by: Case Number:
Transcribed By: Date Transcribed: Reviewed By:

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure 1o unauthorized persons is prohibited.
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Interview of(B)(6); (B) (7)(C) -3- April 7,2014
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MEMORANDUM OF INTERVIEW

On March 28, 2014, was interviewed by Special
Agent in Charge and Special Agent in Charge , Office of
Inspector General for the Board of Governors of the Federal Reserve System at 1825 I
Street, P*"* " Washington, DC . After being advised of the identity of the interviewing
agent(s) and the purpose of the interview, was advised of g 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:

Date of Activity: Location:
Conducted by: Case Number:
“Transcribed By: Date Transcribed: Reviewed By:

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Interview of (B) (6), (B) (7)(C) -3- March 28, 2014
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MEMORANDUM OF INTERVIEW

On February 25, 2014, was interviewed by Special
Agent in Charge and Senior Special Agent , Office of
Inspector General for the Board of Governors of the Federal Reserve System at 1825 1
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:

Date of Activity: Location:
Conducted by: Case Number:
Transcribed By: Date Transcribed: Reviewed By:

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure 1o unauthorized persons is prohibited.
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MEMORANDUM OF INTERVIEW

2014, (6)(6), (B) (7)(C)| was interviewed by Special Agent in Charge
Wand Senior Special Agent ®E:®MO), 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:

Date of Activity: Location:
Conducted by: Case Number:
“Transcribed By: Date Transcribed: Reviewed By:

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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2. May 23, 2014

Interview of (B){E}(B)7)(C)
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and (6) (6), (B) (7)(C) of

On December 5, 2013,
was interviewed by Special Agent’s in Charge
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, P provided the following information.

Location:
0OIG, MS-K 300, Room 2737

Case Number:

Date of Activity: December 5, 2013

12013 0013

Date Transcribed:

Conducted by:
Special Agents in Charge _and
Reviewed By:

December 9, 2013

Transcribed Bi:
This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure Lo unauthorized persons is prohibited.
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Interview of{(B)(6); (B)(7)(C) -2- December 5, 2013
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Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau

MEMORANDUM OF INTERVIEW

On August 23, 2013, BYEMBIIIC) was interviewed by Special Agent in Charge_
#t the Office of Inspector General for the Board of Governors of the Federal Reserve
ystem. After being advised of the identity of the interviewing agent(s) and the purpose of the
interview, B¥809 rovided the following information:

Date of Activity: Location:
August 23, 2013 0OIG
Conducted by: Case Number:
12013 0013-HQO
Transcribed By: Date Transcribed: Reviewed By:

Augusi 26,2013 | (B(B)BYENCII

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure 10 unauthorized persons is prohibited.
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2. August 23, 2013
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MEMORANDUM OF INTERVIEW
On March 25, 2013, Special Agents

in Charge, and met with
and . The
i

purpose of the meeting was to discuss
publication of information contained in the Federal Open Market
Committee minutes prior to their release to the public.

Date of Activity: Location:
March 25, 2013 Eccles Bldg — Office of General Counsel
Conducted by: Case Number:
12013 0013-HQO
ate Transcribed: Reviewed By:

3-28-2013

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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Interview of BENEITE) and BYE}BITIC) -2- March 25, 2013
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refused to provide a copy of the final report because g said it contained FOMC information
that the agents were not entitled to.

This document is for QFFICILAL USE ONLY within the Qffice of luspector General.
Disclosure to any unauthorized person is prohibited.
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FD-302 (Rev. 5-8-10)

FEDERAL BUREAU OF INVESTIGATION

Damofenry _ 10/20/2015

On Wednesday, May 3, 2015;:_"&’-&5 interviewed pursuant to

the Federal Reserve Boazd Inspector General's 0ffice Garrity Agreement by
Special Agent —of the Federal Bureau cof Investigation,
: ' ' Qffize of Inspector Gensral (OIG) Special

redera 1°37¢
Southern District of New York
and SDNY AUSA

2150 present was

Rfter being advised of the
identities of ths interviewing officials and after reviewing the Sarrity
Warning from the FRB OIG, ﬁexecuted the Garrity document, whereupon

voluntarily provided the following information:

Inestigationon 03/05/2015 5 Wasbogton, District OF Coluabia, United States {In Persos)
Datedrafted  C©5/13/72315

File & 318 D“N?"ﬁl 519241

- [

“This documens contains neither reeomumendations o7 conclusions of the FBI, It s the property of the FBI and i fvaned 16 vour agency:; it and its contents are not

1o b distributed cutside your agency
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FD-302 (Rev. 5-8-10)

FEDERAL BUREAU OF INVESTIGATION

Date of entry 10/28/2015

On Wednesday, May 5, 2015, _as interviewed pursuant
to the Federal Reserve Board Inspector General's Office Garrity Agreement
by Special Age‘nt—of the Federal Bureau of Investigation,

Federal Reserve Board {FRB) Office of Inspector General {OIG) S al
Agents FRB 0OIG Counsel

Southern District of New York (SDNY) Assistant United States Attorney
(AUSA) and SDNY AUSA_ After being advised of the
ewing officials and after reviewing the Garrity

identities of the intervi
Warning from the FRB OIG,iexecuted the Garrity document, whereupon
voluntarily provided the following information:

b6
b7C

Investigationon  05/05/2015  Washington, District Of Columbia, United States (In Person)
Datedrafied 05/15/2015

File# 318D-NY-6151941

This document contains neither recommendations nor conclusions of the FBI. It is the property of the FBI and is loaned to vour agency; it and its contents are not
to be distributed outside your agency.
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FD-302 (Rev. 5-8-10)
FEDERAL BUREAU OF INVESTIGATION

Date of entry 10/30/2015

On Thursday, May 14, 2015, as interviewed pursuant to the
neral's Office Garrity Agreement by

Federal Reser: )| o e

Special AgentM‘f the Federal Bureau of Investigation,

Federal Reserve Board (FRB) Office of Inspector Genera ial

Agents FRB 0OIG CounselM

District of New York (SDNY) Assistant United States Attorney (AUSA)ﬁ
— After being advised of the identities

and SDNY AUSA
officials and after reviewing the Garrity Warning from

of the interviewin
the FRB O‘IG,ﬂexecuted the Garrity document, whereupon ' veluntarily

provided the following information:

Investigationon  05/14/2015 o New York, New York, United States {In Person)
Date dafted 05/15/2015

Fie# 318D-NY-6151941

wl . . |
This document contains neither recommendations nor conclusionsof the FBI. It is the property of the FBI and is loaned to your agency: it and its contents 2re not

1o be distributed outside your agency.
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FEDERAL BUREAU OF iNVESTICATION

Date of endry IR728/2C¢15.

On Wednesday, May 5, 2015,
social sscurity account rnumber
home telephome numbsx

cellular work and personal telephone number personal e-mail
address intexviewed pursuant to the Faderal

Peserve Board Inspector Gemeral's Office Garxrity Agreement by Special Agent
£ tha Federal Bureau of Iavestigation, Federal Resery

ard (FRB} Office of Inspector Gegeral (0IG! Special Agents

ERB GICG Counsel Southern Tistrict of New York
{3DNY} Assistant Uniced Statss Attorney (AU‘SA}'ﬂand SDRY AUS:E
_ After being advised of the identitiss of the interviewing
iiii 'iais and after raviewiny the Garvity Warning from the FRB QI&,

executed the Garrity document, whersupon BERvoluntarily provided
the following information:

date of birth

Fies 31BD-NY-5151341
v

This document contains agither recommendations nor conclusions of the FBL 1 is the properiy of the FBI and is loaaed to your agerey; it and {15 conlents are nnt
to be distributed cutside vour ageney.
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FEDERAL BUREAU OF INVESTIGATION ‘

Dateofenty __11/04/2015

On Thursday, May 6, 2015, as interviewed pursuant to the
Federal Reserve Board Inspector General's Office Garrity Agreement by
Special Agent —of the Federal Bureau of Investigation,
Federal Reserve Board (FRB) Office of Inspector General [G) Special
Agents FRB OIG Counsel M onthern

District of New York (SDNY i United States Attorney (AUSA)
-and SDNY AUS After being advised of the identities

of the interviewing officials and after reviewing the Garrity Warning from
the FRB OIG, -xecuted the Garrity document, whereupon -voluntarily
provided the following information:

Investigationon  05/06/2015 o New York, New York, United States {In Person)
Filcs 318D-NY-6151941 » Date drafied 05/15/2015

o P

‘This decument contains neithes recommendations nor conclusions of the FBI. It is the property of the Bl and is loaned to your agency; it and its contents are not
10 be distributed ouiside your agency.
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Date of entry 10/30/2015

On Thursday, May 6, 2'015,.— was interviewed pursuant to
the Federal Res . Board Inspector General's Office Garrity Agreement by
Special AgentMof the Federal Buregu o estigation

1 (OIG) Special Agents
Southern District of New York

FRB Office of Inspector General (
pEeoeR FRB 0IG Counsel
\ ' t United States Attorney (AUSA)_and SDNY AUSA

m After being advised of the identities of the interviewing
officials and after reviewing the Garrity Warning from the FRB OTG,
executed the Garrity document, whereupor- voluntarily provided

the following information:

Investigatonon  05/06/2015 4 New York, New York, United States (In Person)
Date drafted 05/15/2015

File# 318D-NY-6151941

by .
This document contains neither recommendations nor conclusions of the ¥BI. It is the property of the FBI and is loaned to your agency; itand its contents are not

10 be distributed outside your agency.
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FEDERAL BUREAU OF INVESTIGATION

Date of entry 10/28/2015

On Wednesday, May 5, 2015, _w,as interviewed pursuant to the

Federal Reserve Board Inspector General's Office Garrxity Agreement by

Special Agenﬂof the Federal Bureau of Investigation,

Federal Reserve Board (FRB) Office of Inspector General (OIG) Special Agent
— FRB OIG Counseld Southern District of New York
(SDNY) Assistant United States Attorney (AUSA) nd 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 fievoluntarily provided the
following information:

Investigationon  05/05/2015 5 Washington, District Of Columbia, United States (In Person)

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

e ——

This document contains neither racommendations nor conclusions of the FBI. It is the property of the FBI and is foaned to your agency; it and its contents arc not
to be distributed outside vour agency.
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FEDERAL BUREAU OF INVESTIGATION

Date of entry 10/28/2015

On Wednesday, May S, 2015,_was interviewed pursuant to
the Federal Reserve Board Inspector General's Office Garrity Agreement by
seesus wesv DR -= 5 tecscen wecas br T vtomeian,

Federal Reserve Board (FRB) Office o nspector General (0QIG) Special
Agents FRB OIG Counsel

Southern District of New York (SDNY)} Assistant United States Attorney

(AUSA) “and sony ausaf T | After being advised of the
identities of the interviewi ficials and after reviewing the Garrity
Warning from the FRB OIG, executed the Garrity document, whereupon

fBe voluntarily provided the following information:

tavesiigationon  05/05/2015 5 Washington, District Of Columbia, United States (In Person)

File# 318D-NY-6151941 Date drafted 05/15/20‘15

This document contains neither recommendations nor conclusions of the FBI 1 is the property of the FBT and is loaned to your agency; it and its contents are not
to be distributed outside your agency.
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FEDERAL BUREAU OF INVESTIGATION

Daeofenty _ 11/04/2015

On Wednesday, May 5, 201
FEDERAL RESERVE BOARD (FRB), was interviewed pursuant to the

Federal Reserye Boa nspector General's Office Garrity Agreement by
Special Agent f the Federal BurWtion,

FRB Office of Inspector General (OIG) Special Agent FRB 0IG
COunseJ.“ Southern District of New York (SDNY) Assistant United
States Attorney (AUSA) and SDNY AUSA _After‘ being
advised of the identities of the interviewing officials and after reviewing
the Garrity Warning from the FRB OIG, ‘execute_d the Garrity document,
whexeupon voluntarily provided the following information:

Investigatonon  05/05/2015 5 New York, New York, United States (In Person)

Fies 318D-NY-6151941 : Datedrafied 05/15/2015

e
‘This document contains neither recommendations nor conclusions of the FBI. It is the propesty of the FBI and is loaned to your agency; it and its contents are not
to be distributed outside your agency.
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FEDERAL BUREAU OF INVESTIGATION

Date of entry 10/28/2015

On Wednesday, May 5, 2015, as interviewed pursuant to
the Federal Reserve Board Inspector General's Office Garrity Agreement by
Special Agenuf the Federal Bureau of Investigation,

Board (FRB) Office of Inspector General (OIG) Special Agent
T e e et e

_Assistant United States Attorney (AUSAY. . |and SDNY AUSA
After being advised of the identities of the interv

iewin
officials and after reviewing the Garrity Warning from the FRB 01@,*
executed the Garrii;y document, whereupon voluntarily provided the :
following information:

Investigationon  05/05/2015 5 Washington, District Of Columbia, United States {In Person)
Filey 318D-NY~6151941 , Datedrafied 05/15/2015

w [

This document contains neither recommendations nor conciusions of the FBI. 1t is the property of the FBI and is loaned te vour agency; it and its contents are not
to be distributed outside your ngency. '
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FEDERAL BUREAU OF INVESTIGATION

Date of entry 11/06/2015

On Thursday, May 14, 2015,

as 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 Genera
agents PRSI

1 (0IG) Special
FRB 0OIG Counsel -

ict of New York tes Attorney (AUSA)
w SRt

was accompanied by
. After being
advised of the identities of the interviewi ficials and after reviewing
the Garrity Warning from the FRB OIG,Mexecuced, the Garrity
document, whereupon - voluntarily provided the following information:

lavestigationon  05/14/2015 5 New York, New York, United States (In Person)
Filey 31BD-NY-6151941

o PR

Date drafied 05/15/2015

This document contains neither secommendations nor conclusionsof the FBI. It is the property of the FBI and is loaned to your agency; itand its contents are not
to be distributed outside your agency,
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FD-302 (Rev. 5-8-10)

FEDERAL BUREAU OF INVESTIGATION

Date of entry 11/04/2015

On Thursday, May 6, 2015, was interviewed pursuant to the

Federal Reserve Board Inspector General's Office Garrity Agreement by
Special Ag‘em—of the Federal Bureau of Investigation,
Federal Reserve Board (FRB) 0ffice of Inspector General (0OIG) Special
Agents— FRB 0IG Counsel Southern
District of New York (SDNY) Assistant United States Attorney (AUSA)
and SDNY AUS. After being advised of the identities
of the interviewina officials and after reviewing the Garrity Warning from
the FRB OIG, xecuted the Garrity document, whereupon -voluntar'ily

provided the following information:

Investigationon  05/06/2015 5 New York, New York, United States {In Person)

Fic# 318D-NY-6151941 Date drafied  05/15/2015

s

This document conlains neither recomsmendations nor conclusions of the FBI. [t is the property of the FBI and is loaned to your agency; it and iis contents are not
10 be distributed owutside your agency.
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FOMC Inquiry -FRSONLY-
i_ 1111612012 04:25 PM
Bce

FRS Only - Restricts the e-mail to Board and Federal Reserve System recipients
only. External recipients will nat receive the e-mail. The sender will receive an
undeliverable message alerting them that the e-mail was not delivered to the
external recipients

Class | FOMC - Restricted-Controlled (FR)

Dear Colleagues:

As you may know, the Chairman has asked that
, 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 () (6), (B) (7)(C) of the

Board’s Legal Division at(B)(6), (B) (7)(€)  not later than Friday, November 30.

Please also gather the documents requested in the questionnaire and return the materials to-
BIEB™O 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 you have any questions.

X -

11-16-12 FOMC Letter.pdf FOMC Questionnaire.docx
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Class 1 FOMC — Restricted-Controlled (FR)

BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, D. €. 20551-0001

November 16, 2012

Dear Colleagues:

As you may know, the Chairman has asked that
pemmeR, 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_of the
Board’s Legal Division at— not later than Friday, November 30.
Please also gather the documents requested in the questionnaire and return the materials to
iby 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 i
N -
Enclosure
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Program for Security of FOMC Information Questionnaire

Please provnde answers to the following questions and return to (b) (6.
(b) (7)( not later than Friday, November 30.

1. Did you communicate with Jon Hilsenrath of the Wall Street Journal in person, by
telephone, by email, or otherwise between June 1, 2012 and October 3, 2012? If
“yes,” please list the dates on which you communicated with Mr. Hilsenrath. Please
include the method (e.g., email, telephone, in person) for each communication listed.

2. Did you communicate with Regina Schleiger of Medley Global Advisors in person,
by telephone, by email, or otherwise between June 1, 2012 and October 3, 20127 If
“yes,” please list the dates on which you communicated with Ms. Schleiger. Please
include the method (e.g.. email, telephone. in person) for each communication listed.

3. Excluding those communications identified in response to the questions above, have
you had any communications with representatives of the Wall Street Journal or
Medley Global Advisors' between June 1, 2012 and October 3. 2012? If “yes,”
please list the dates of all such communications, the name and title of each individual
with whom you communicated, and the method of each communication.

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

[f you have any of the documents identified in (a) through (¢) below, please ldentlfy the
categories for which you have responsive documents and provnde the materials to P&
BIEEBMO by Friday, November 30 by email (at{b) (6), (B) (7)(C) or by Federal
Express or United Parcel Service at Board of Govemors of the Federal Reserve System, 20th and
C Streets, N.W., Washington, D.C., 20551 (please do not return by U.S. Mail as security
screening of the mail may result in substantial delay).

(a) Any email communications (please print) or other written communications
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.

' The Medley Global Advisors staff is identified at http://www.medleyadvisors.com/team.html.

Page 1 of 2
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(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 1, 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:

Page 2 of 2
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BoARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
WAsSHINGTON, D. C. 20551

BEN S. BERNANKE
CHAIRMAN

October 4, 2012
Dear Colleagues:

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 the letter and spirit of
our guidelines on public communications. I have therefore asked ¥
fremas , 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
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 g | started with the Reserve Bank public affairs officers
last week about sensitivities in this arena. Eifie goal will be to help equip the public
affairs offices as they assist each of us to work within the external communications
guidelines.

Sincerely,

Ben

Attachment

Page 1 of 3
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How Bernanke Pulled the Fed His Way
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fiy JON HILSENRATH

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.

As markets rallied 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 flurry of private
conversations with colleagues hesitant
about aggressively re-engaging the

Ben Eemanke's high-stakes plan to restart the levers of America's central bank.
lumbering U S economy took shape in an intense

flurry of behind-the-scenes discussions between LEARN MORE
him and colleagues n the days before a crucal For weeks, Mr. Bernanke made dozens

Seplember meeting Jon Hilsenrath explans on X 2

Lunch Break Photo Getty Images 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.

Don't Miss 7

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  perby Racing is WSJ Houseofthe  Supreme Court
a strong consensus lo his side. Child’s Play for Week: And the Prepares to Hear
Grown-Ups Winner Is.., Gay Marriage Cases

Interviews with more than a dozen
people involved in the Fed decision, Most Popular in US
both supporiers and opponents, show
how Mr. Bernanke won over skeptics to advance his policy—a distinction in a
Washington era marked by rancor and gridiock. These people also gave a rare view
of the low-key persistence of the former economics professor.

More

Beljing, Seoul Blast Fed Push
Utilities Facing a "Mortal Threat” From Solar
Cyprus Gets New Bailout Deal
Hong Kong Court Rules Against Maids
Spain Brings Pain to Bank Investors
Mr. Bernanke didn't see inflation as a threat but viewed unemployment as a deeper Investors Pile Into Housing, as Landlords
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.

Real Time Economics

Mortgage Sceuritizers Didn't Know Housing Was Going
Bust

New research suggests that financial workers involved in the
mortgage-securitization business -- ground zero for the misaligned

http://online.wsj.com/article/SB100008 AUSTHORIZEDFORRELEASE 52883039778 html?K... 3/25/2013
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Like others, Mr. Lockhart had reservations about the effectiveness of Fed policies. 7r$?§'i‘)’;¥;“ “;“’F ;W‘%“;‘ :!’0‘15 for :“ﬁeg‘eﬁff.”fjr:‘?f Hot
] i ople (% w Tren at's
Earlier bond buying hadn't yet produced strong growth. The banking system, still s:;:; e reor urtedy Afmdy old
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.
Back to Top

Mr. Bernanke also worked on nonvoters, including Narayana Kocherlakota, who Customer Service

was going through his own transformation. Customer Center Policy
Several months after becoming president of the Minneapolis Fed in 2009, Mr. New! Live Help Privacy Policy
Kocherlakota believed the job market had structural problems beyond the reach of ~ Contact Us Data Policy
monetary policy—for example, too many construction workers who couldn't easily ~ WSsJ Weekend Copyright Policy

be trained for other jobs. Contact Directory Subscriber Agreement
) . Corrections
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 Ads Tools & Features
spirits. Mr. Kocherlakota is a scholarly Ph.D. economist who enrolled at Princeton Your Ad Chelces Apps
University at age 15. Mr. Bernanke, equally wonky, was later chairman of Advertise Newslettors and Alerts
Princeton’s economics department years later. Advertise Locally Graphics & Photos
Place a Classified Ad Columns
Mr. Kocherlakota and Mr. Bernanke exchanged emails over months, debating Topics
structural unemployment—the idea that unemployment was caused by mismatches Guides
between employer needs and the skills and location of workers. In Mr. Bernanke's Portfolio
view, employers weren't hiring because of weak demand for their goeds and old Portfolio
services, which Fed policies might help remedy.
"I've learnad a lot by talking to him," Mr. More
Kocherlakota said in an interview after Reprints
the September meeting. Mr. Bernanke's  E-books

"thinking is framed by data and

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
Dudiey, 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, 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. Ofhers 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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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 wom Nationals cap and wandered the infield during batting
praclice.

"l wanled to ask him if | should get some gold and silver but | 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 morigage-bond buying program.

Aclivists 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 ils own? Mr. Kocherlakota and Mr. Evans failed to get agreement for
inflation and unemployment threshelds 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,
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Subject: FBI Letter
Attachments: Notification of Investigation.pdf
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As discussed. Let’s talk soon.

Thanks,

| Senior Special Agent
Office of Inspector General
Board of Governors of the Federal Reserve System | Consumer Financial Protection Bureau

www.federalreserve.gov/oig
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OFFICE OF INSPECTOR GENERAL

BOARDP OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
CONSUMER FINANCIAL PROTECTION BUREAU
WaASHINGTON, DC 20551

March 11, 2015

Acting Special Agent in Charge (b)(6); (B) (7)(C)
FBI New York

26 Federal Plaza

New York, NY 10278

SUBJECT: Notification of Investigation
SAIC &)(U)-(h)(f)(G):

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 (b) (6), (b) (7)(C) , who then forwarded a copy of the letter to the OIG on March 4,
2015. The anonymous letter states, “(b) (6), (b) (7)(C) 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 confidential FOMC information was not reported
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Office of Inspector General

Board of Governors of the Federal Reserve System

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

As discussed on March 10, 2015 with FBI SAs (B){6); (B)(7)(C) " and (b)(6), () (7)(C), this

investigation was reopened based on new information.

Further information about this investigation is available from me, Senior Special Agent ##®¢
I, 20th & C Street, NW (MS-K300), Washington, DC 20551. Should you have any further
questions, please contact me at

Senior Special Agent
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JEB HENSARLING, TX, CHAIRMAN “l‘fllllttﬂ 0%[-3&8 iﬂuusc Uf ’Rznrzs[“mtmts MAXINE WATERS, CA, RANKING MEMBER

Committee on Ffinancial Services
2120 Rapburn #ovse Office Building
Aashington, DE 20515

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 Constitution Ave. NW

Washington, D.C. 20551

Dear Chair Yellen and Mr. Bialek:

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.? As set forth more fully below,

the OIG has no cognizable legal grounds for refusing to produce the requested

! 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, Subemte. 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 Hensarling, 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)).

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
\sow/ ./

Chair Yellen

Mr. Mark Bialek
June 17, 2015
Page 2

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.? 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 1(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

12 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/2014-12-01/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.” 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.® 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.”!® One month after the Committee began its
investigation the OIG informed the Committee that there was now an open criminal
investigation into the leak.’’ 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.!? 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).

# 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).

10 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).
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fully and currently informed about problems and deficiencies relating to the
administration” of congressionally-created agencies.!3

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.! 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.!® 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.”!’” The Supreme Court has stated that this
investigative power “comprehends probes into departments of the federal
government to expose corruption, inefficiency, or waste,”!8 and authorizes Congress
“to inquire into and publicize corruption, maladministration, or inefficiencies in the
agencies of Government.”!® 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

3 Inspector General Act of 1978, as amended, 5 U.S.C. App §2(3).

M 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).

18 Eastland v. U.S. Servicemen’s Fund, 421 U.S. 491, 504 (1975).

17 Barenblatt 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 Investigation 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.2!
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 Inuvestigations, 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.”2? 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 privilege2s 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.”2¢ 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.2” The OIG itself advised the Committee that the OIG has
confirmed with DOJ that the OLC Opinion remains in effect.228 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.
0O.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 Plaintiff's Motion for Summary Judgment at
19-21, Comm. on Oversight and Gouv'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.30 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.”3! Consistent with this limitation, past
administrations have refrained from invoking executive privilege in matters
involving unethical conduct.3? 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).

3. :

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 decuments 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 1 (“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 1 (2012).
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From: (b) (6), (b) (7)(C)

Sent: Wednesday, June 17, 2015 12:48 PM

To: (6) (6). (b) (TXC) (b) (6). (b) (7)(C); (b) (6), (b) (7)(C); (b) (6). (&) ()C) (b) (), (b) (7)(C); ®)(6). B)TXC);
(b) (6), (b) (7)(C)

Subject: FW: Lawmakers: Criminal Investigation of Fed Leak Appears Timed to Obstruct

Congressional Probe
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Office of Inspector General
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Press Release

For Immediate Release | Contacts: Jeff Emerson (202) 226-0471; David Popp (202) 226-2467
June 17, 2015

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.”

2

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

= RESTRI(

L R
- l =< If
A R i D =
B NS ¥
ST -

4 - i A N &
3 .- 3 g g = -
G .\7:83(‘ 3 A,?,.;' AT TR ,.»,‘ e

Document Title:

Date:

Handle the attached document in accordance w:th the
.procedures set forth in the Federal Open Market Commlttee s
Proqram for Secunty of FOMC Informatlon. :

AccessIDlstrlbutlon

.lelted to FRS Staff authorized to receive and handle Class | FOMC mformatlon AND -
‘who have an established need to know. If you have questions about authonzed staff,
please call 202-452-FOMC (3662) or emall FOMC-lnfo@frb oV '

| .’Labelmg— “Class I FOMC — Restricted Controlled (FR)” '
Labeled at the top of each page

Page Numbermg .

of Y" (e:g. 2 of 25) on each page OR- consecutlveiy number each page with-the final
> Beled “ast page’.: Thls security. cover should not be included in the -~ =

- numbenng :

' 'Storage : :
ents must be stored in a locked: cablnet or desk

' Version'2.0, September 1, 2013

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) '

REVIEW OF POSSIBLE UNAUTHORIZED DISCLOSURE OF
CONFIDENTIAL FOMC INFORMATION

Secretary and General Counsel
Federal Open Market Committee

March 14, 2013

Class I FOMC — Restricted Controlled (FR)

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
N\’

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
' Class I FOMC - Restricted Controlled (FR)

Table of Contents

Executive SUMMArY ......oeeerseseecsrereens Aeesessaesmrinsasnensasnsessessntsssnsssssareseses 1
Background.........oocosuuvenness eemssmenassassrssnsnsessassosestsnstatesaases S—
Relevant Authority..... veesnnerersess eearrenenensansnsers 4
Potential Unauthorized DiSclosures—HISentath vu...eeeereresrms 6
Potential Unauthorized Disclosures—Schleiger e 8
Scope of INQUITY.....cceruvererencsenens : S, s w9
Results-of Review—Hilsenrath—rrmmmmmmsrmmes w10
Results of Review—Schleiger ........ : reressssessesssnsasassassersanss 24
Results of Review—DPolicies & Practices/Lessons Learned................. 1
ReCOMMENAALtiONS........cccoceererieesaisierssansnssrssnsassessossassassassassarsassssosassnssssstnsses 30
Attachments _

Attachment A, Chronology of Relevant Events...... vosassronsonssssseresss 32

Attachment B, Annotated Hilsenrath Article .. 34

Attachment C, Annotated Schleiger Memorandum 44

Attachment D, Chairman’s 9/28/12 Memorandum re Hilsenrath............ 50 °

Attachment E, Chairman’s 10/4/12 Memorandum re Schleiger ............. 57

Attachment F, Program for Security of FOMC Information................... 61

Attachment G, FOMC Policy on External Communications of

Committee PartiCipants ........cccesisiscseceenscsesassesesacenensans 72
Attachment H, FOMC Policy on External Communications of
Federal Reserve System Staff .........ccocecenveeenrerecreresercenes 75
Attachment I, Review Questionnaire . .79

Class I FOMC — Restricted Controlled (FR)

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
A

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Depaftment of Justice
Class ] FOMC - Restricted Controlled (FR)

Executive Summary

At the request of the Chairman, the FOMC Secretary and General Counsel have
conducted a review of the potential unauthorized disclosure of confidential FOMC
information reflected in a September 28, 2012 Wall Street Journal article by Jon

Hilsenrath and an October 3, 2012 report by Regina Schieiger of Medley 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 Bank, 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.! In addition, the FOMC

Secretary;-General-Counsel-and-their-designees-have-collected-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 information collected 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)(5)
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Background

On September 28, 2012, the Wall Street Journal published a front-page article by

- Jon Hilsenrath entitled “How Bernanke 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 with more than a
dozen people involved in the Fed decision.”

In his article, Hilsenrath made a number of statements that suggest the possible
unauthorized disclosure of confidential FOMC information. (b))

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 Chairman
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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 (MGA)—a 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 Schieiger memorandum, 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
FOMLC processes that have been described publicly in the past by reporters, current

or former 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 documents—suggests that
Schleiger may have been privy to an independent, unauthorized disclosure of
confidential FOMC information.

On September 28, the same day the Hilsenrath article was published, Chairman
Bernanke 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, Chairman 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.” AttachmentEatl. Asa
result, the Chairman informed 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 Schieiger 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 Chairman: (1) the Program for Security of FOMC Information
(Attachment F); (2) the FOMC Policy on External Communications of Committee
- Participants (Attachment G); and (3) the FOMC Policy on Extemal
Communications of Federal Reserve System Staff (Attachment 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, expmsnom 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 form. It includes not only paper

" documents, but also electronic messages and files, recordmgs, 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 Controlied (FR).”
Pursuant to the security program, this classification “is generally applied to
information that includes policymaker input, e.g., information 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 Banks.” 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 is available publicly at http://www.federalreserve.gov/monetarypolicy/
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 exchange of views at FOMC meetings, participants will refrain
from publicly characterizing such discussions 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 information officer or other Federal Reserve staff should be.

present™whemra participant hasa“private meeting- with-rmembers-of the-public——
to collect information 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 Information provides that the FOMC Secretary and
General Counsel “will perform an initial review of the incident, in consultation
with the Chairman 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 determine 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 of FOMC information 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 determine the consequences for that participant.
Attachment F at 5.

Potential Unauthorized Disclosures—Hilsenrath

As discussed above, the Hilsenrath article included information about the June,
August, and September 2012 FOMC meetings that had not been disclosed by the
FOMOC prior to the publication of the article. (b))

* A third category of information in the article addressed the interaction between the Chairman and other
participants. The following statements fall within that category: “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 described the Fed chairman’s phone calls as low-pressure conversations.
Mr. Bernanke 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(g:)m?S\)vhat they could comfortably support, they said.”
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! This reference is apparently to the July 25, 2012 “Background Memo on Market Functioning and Limits
on Asset Purchases” prepared for the Committee.
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(b)(5)

Potential Unauthorized Disclosures—Schleiger

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.”

“[T]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
MERP and replace it with open-ended MBS and Treasury purchasw 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 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 pubhcly) 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 Chairman’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 determine the source of any unauthorized disclosures of
confidential FOMC information in the Hilsenrath article and the Schleiger
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 Bank, received a
questionnaire (Attachment I) designed to elicit all contacts during the relevant time
period (June 1, 2012 through October 3, 2012) between these individuals and
Hilsenrath, Schleiger, and any other representatives of the Wall Street Journal or

Medle;LGlobaLAdmsors.JZhe.mmaLtemplents.oﬂtbe_quesnonnawe—l 14
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 Mediey Global Advisors, and the public
information officer of each Reserve Bank and the Board (49 individuals in total).
Interviews 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 5, 2012, even if they did not attend one of the June, August, or September
FOMC meetings. Eleven additional interviews were conducted based on the
responses received.

No attempt was made to contact.  ©®  or | 6 directly.

Class I FOMC - Restricted Controlled (FR)
9of 81

For Confidential Use by. Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
=/ s/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC - Restricted Controlled (FR)

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 Hilsenrath and other Wall Street Journal
staff and/or Schleiger and other employees of MGA, and a number of these types
of records were provided.

' (b)(5)

Results of Review—Hilsenrath
(b)(5)

(b)(5)

Class I FOMC — Restricted Controlled (FR)
: 10 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
s/ e/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
' Class I FOMC - Restricted Controlled (FR)

11 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



, AUTHORIZED FOR RELEASE
\a/ N/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Deparmént of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
12 0f81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
-/ e/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
. Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
13 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
-/ s/

For Confidential Use by Authorized Staff in the Federal Rw.srve OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
14 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
\as/ e/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class | FOMC - Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
" 150f 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE ‘
\/ e’/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
- Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controiled (FR)
16 of 81

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 OIG and the Department of Justice
- Class I FOMC - Restricted Controiled (FR)

Class I FOMC - Restricted Controlled (FR)
17 of 81

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 OIG and the Department of Justice
Class I FOMC - Restricted Controlled (FR)

Class I FOMC — Restricted Controlied (FR)
18 of 81 *

-

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
-’ o/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
19 of 81

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 OIG and the Department of Justice
| Class | FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
‘ 20 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
S’/

For Confidential Use by Authorized StafF in the Federal Reserve OIG and the Depémnent of Justice
Class I FOMC — Restricted Controlled (FR) '

Class | FOMC — Restricted Controlled (FR)
21 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice '

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
4 ‘

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class  FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controtled (FR)
22 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
’/ \awt/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC - Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
23 of 81

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 OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
' 24 of 81

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 OIG and the Department of Justice
Class I FOMC - Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
25 of 81

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 OIG and the Department of Justice
Class I FOMC ~ Restricted Controlled (FR)

Class FOMC - Restricted Controlled (FR)
26 of 81

f’or Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
‘-’ e/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Results of Review—Policies & Practices/Lessons Learned

Class I FOMC - Restricted Controlled (FR)
27 of 81

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 OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC - Restricted Controlled (FR)
28 of 81 -

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE .
' e/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

Class I FOMC — Restricted Controlled (FR)
"~ 290f81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE




AUTHORIZED FOR RELEASE
-’ N/

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice
Class I FOMC - Restricted Controlled (FR)

Recommendations

Class I FOMC — Restricted Controlled (FR)
30 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Deﬁartment 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)

Class I FOMC - Restricted Controlled (FR)
31 of 81

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 OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

ATTACHMENT A

Class I FOMC — Restricted Controlled (FR)
32 of 81

For Confidential Use by Authorized Staff in the Federal Reserve OIG and the Department of Justice

AUTHORIZED FOR RELEASE



For Confidential Use by

AUTHORIZED FOR RELEASE
4

Authorized Staff in the Fecieral Reserve O1G and the Department of Justice
Class I FOMC - Restricted Controlled (F R)

- Chronolegy of Relevant Events

Date Event
June 19-20, 2012 - | FOMC Meeting (June 20 Press Release)
. July 25,2012 Background Memo on Market Functioning and Limits on

Asset Purchases

July 31-August 1,
2012

FOMC Meeting (August 1 Press Release)

August 22, 2012

July 31-August 1 Meeting Minutes released

August 30-
September 1, 2012

Jackson Hole Economic Policy Symposium

September 4, 2012

Draft statement alternatives distributed via SDS to the

September 6, 2012

Committee without an unemployment threshold option

First version of statement proposing 6.5% unemployment
threshold distributgd to the Committee via SDS

September 7, 2012

Tealbook Book B circulated in early morning hours via SDS

September 12-13,
2012

FOMC Meeting (September 13 Press Release)

September 28, Hilsenrath article published (Chairman’s memorandum re
2012 article distributed same day)
October 3,2012 | Medley Global Advisors Special Report published
October 4,2012 | September 12-13 Meeting Minutes released (Chairman’s
memorandum re Medley Global Adv:lsors Special Report
distributed)
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Annotation of Hilsenrath Article

How Bernanke Pulled the Fed His Way
By Jon Hilsenrath

The Wall Street Journal

Fri, 28 Sep 2012 . (b)(5)

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.

As markets rallied 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 flurry 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 ona
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. Bernanke won over skeptics to

Class I FOMC — Restricted Controlled (FR)
350f81

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 OIG and the Department of Justice
Class I FOMC — Restricted Controlled (FR)

advance his policy — a distinction in a Washington (b)(5)
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
. in his view, needed

to act. The Fed chairman listened to colleagues’
concemns 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
first 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. 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 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 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.
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Roots of the Fed decision stretched to March, when (0)()

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 midyearfelt to fess than 100,00

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.

1T .

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. Bemnanke 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.

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. 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 suggested it was the
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Tatter, ' ©)©)

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

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 tum 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.
Bemnanke, 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. Bemanke's view, employers weren’t hiring
because of weak demand for their goods and
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services, which Fed policies might help remedy.

“I*ve leamed 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,

T |TIVIr

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.
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

¢ 3 e
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,
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 tumning into too biga
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.

(0)(5)
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- ‘ (b)(5)
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 -

| anti 1 before-docidi
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[n] 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 wotth 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
Class I FOMC — Restricted Controlled (FR)
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addition to Mr. Lockhart, Cleveland Fed president (b)(5)
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 plainspoken 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, 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.. 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.”

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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(b))

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.

“] 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 fo 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
Class I FOMC - Restricted Controlled (FR)
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growth of the U.S. economy on itsown? (b)(5)

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.”
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Annotation of Schleiger Memorandum®

Fed: December Bound (b)(3)

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 fo be substantial enough 10 |
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
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
early as its December meeting (at which point there

¥ Note that the Schleiger memorandum includes numerous grammatical 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 Maturity Extension Program (MEP) on
schedule and replace it with monthly Treasury
bond purcheses 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 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 subsets of drafis 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
drafis can be tweaked at the meeting by participants
determined to have some input.
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‘ (b)(5)
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

Book,” which contains the policy options, follows.

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 conditionat guidance around employment
and inflation conditions under which the committee
might consider withdrawal of policy -

-accommedation-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 parameterson -
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.
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' (0)(5)
Swapping calendar lift-off for conditionality

After the September meeting, Kocherlakota
publicly suggested the Fed should not consider lifi-
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

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
Class I FOMC - Restricted Controlled (FR)
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but noted that unemployment was largely (b)(5)
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, mostlyto ... |
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

(] o i

FOMC statement will likely force agreement on
numerical conditionality before too long,.
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BOoARD OF GOVERNORS OF THE FEDERAL RIESERVE SYSTEM
WasdinGgTON, D. C. 20551

~ BEN 5. BERNANKE
CIHAIRMAN

September 28, 2012
Dear Co[leaguesf

"I have heard from a number of you about this morning's Wall Street Journal

nd

(from the perspective of FOMC communications guidelines) much of what he reported
scemed fine-- | 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
scemed clearly in violation of our guidelines -- for example, references to the specific
alternatives under consideration by the Committee and information 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. 1 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, [ would urge particular care when speaking to reporters who are actively
secking the views of a large number of participants in order to picce 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 oramended, [ encourage
them to convey their views to me and to Governor Yellen in her role as chair of our
communications subcommittee. :

Sincerely,

Ben

Atlachment
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How Bernanke Pulled the Fed His Way
By Jon Hilsenrath

The Wall Street Journal

Fri, 28 Sep 2012

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 mlght follow,

- making headlines 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. Bernanke was negotiating a high-stakes plan in a flurry
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.

Interviews with more than a dozen people involved in the Fed decision, both supporters
and opponents, show how Mr. Bernanke 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. 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 evenmally
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
first 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 criss,

"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 spending,
investing and hiring.

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

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 S

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 pald wnth the sales of sho:t-tenn secuntles. The program mtended to put

agreed to keep |t gomg through December, gwmg Mr Bemanke t:me 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.

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. had an economy with
a 3% growth trend that was hit by bad luck -- Europe's t'manci_al turmoil, for one. Or was
it an economy growing at a 2% annual rate that couldn't sustain job growth and needed
help? A strmg 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. 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
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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. 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. Bernanke's view,
employers weren't hiring because of weak 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. Bernanke's "thinking is framed by data and models,” he said. "It
beats coming in there with just your gut.”

By-st : : out-SHuctre :
shifting as he found the evxdence less than persuaswe. 'l'hls leﬁ an opemng 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, accordmg 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, 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. 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-term interest rates would remain near
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zero through late 2014, Philadelphia Fed President Charles Plosaer 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 Iate summer, the Fed had made clear 1t was prepared to aet 1f the economy contmued
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 meenng neared Mr Bemanke needed to assure colleagues who stnll

Fed pres:dent Sandra Planalto had been wavermg She was among those who womed
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, 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. 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."

Negotiations stepped up in the week before the meeting. Fed staff circulated language for
policy options. Officials debated how different approaches would be descnbed 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 mlddle-ground
proposals was a compromise that Ms. Duke originated.
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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. - —me

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."
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BoArRD oF GOVERNDRS OF THE FEDERAL RESERVE SYSTEM
WaAsHINGTON, D. C, 20551

" BEN S. BERNANKE

CHAIRMAN
October 4, 2012
Dear Colleagues:

I wanted to follow up on the communication | 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 the letter and spirit of
our guidelines on public communications. [ have therefore asked = (0)(6). (0)(7)(C)
(b)(6), (b)(7)(C) to look closely into
these matters and report back to me their conclusions. 1 expect you will all give them
your very prompt and full cooperation in this exercise. After this work has been
completed, 1 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, | have asked (b)), ®NNC)

PEOM@ o continue a conversation” " slarted with the Reserve Bank public affairs officers
last week about sensitivities in this arena.  goal will be to help equip the public
affairs offices as Lhey assist each of us to work within the external communications
guidelines.

Sincerely,
Ben

Attachment
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SPECIAL REPORT

: LEADING POLICY INTELLIGENCE OCTOBER 3, 2012

Fed: December Bound

SUMMARY: Though tomarrow's FOMC minutes will highlight the extent of dissension over (he elficacy of additional policy easing
announced al the September meeling, 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 framewark 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
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 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 with 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 ecanomy recovering substantially. The monthly MBS purchases of around $40 billion
launched in September will conlinue 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 o the FOMC at the
meeting were subsets of drafts of potential policy actions, denoted as “primes" in Fed-speak The first
main oplion is usually an extremely hawkish propaosal, the |ast is very dovish and contains elements some
participants lightly jest, serve as "trailers" for policy decisions in subseguent meetings. The middle option,
though not always the case, is traditionally the chairman's preferred oulcome.

In this meeting, there were multiple drafts within the middle proposal including the eventual cutcome 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 fime 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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Itis not unusual for board staff to pull all-nighters working on the fina! 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 infiation conditions under which the committes might consider withdrawa! of policy accommodation
and a hike In the Fed funds rate. With Minneapolis Fed president Narayana Kocherlakota's input, a 6.5%
gaas“ opposed to the 5.5% later tralled publicly) unemployment threshold was fioated in print as a trial

con.

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 cn conditionalily
for “lift-off° which has led to some of the recent public expositions of preferred thresholds. It has also
implied a degree of inevitabllity 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 outcoms. 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 liR-off for conditionality

as the medlum-term ou!look for inﬁahon does not exoeed 2.25% or unti! the unemploymenl rate has -
fallen below 5.5%. Many Fed system officials believe so-called “full employment” to be between 5.5-8.5%.
The Fed's current longer-run goal on unemployment is 5.2-6. 0%

While Kocheriakota's proposal is viewed as far fetched, the poﬁcy optionality he emphasuzes if either side
breaches thresholds to maintain Fed funds at an extraordinarily low level (0-0.25%) depending upon
condmons. appedls to the leadership.

The committee has been debating such conditionality for a year and a half already. The ummate objective
of specifying such parameters is to reassure markets that policy will remain highly accommodative for a
considerable time after the ecanomy strengthens — which is currently not expected to oceur for four more
years. Chicago Fed President Charlie Evans has long advocated what he calis a “7/3 threshold™ no rise
in fed funds unless unemployment falls below 7% or the outlook for inflation over the medium term
exceads 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 eariier this year, it nailed an inflation target
but faited on the employment/growth side of the mandate. It settled on a rate of 2% as a longer-fun goal
for inflation but noted that unemployment was largely determined by non-monetary factors and not
directly measurable, rendering a fixed emp!oyment goal inappropriate. .

Within the meeting options over several months, some versions of numerical conditionality have shown
up in the hawkish "A" aption, mostly to spur ongoing discussion. While the committee got close to
potentially articulating one such version at an earfier 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 collactive desire to get away from the 2015 calendar guidance in the FOMC
statement will likely force agreament on numsrical conditionality bafore too long.

Analyst: Regina Schieiger
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Program for Security of FOMC Information

- As reaffirmed January 24, 2012

l.  INTRODUCTION.

The Program for Security of FOMC Infor-

mation (“the Program”) describss what con-
fidential FOMC information is, how it is
classified, who has access to it, how it should
be handled, and who is responsible for ensur-
ing that it is protected. Everyone with access
to confidential FOMC information is required
to review and abide by the rules described
below.,

These security procedures are not intended
to preclude discussions within the Federal
Reserve of important FOMC-related issues,
including the general reasons for. the Com-

stricted Controlled (FR)" and “Class i
FOMC - Restricted (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
Reserve Board as “Restricted Controlled
(FR).” Access to Class I information is
somewhat less restrictive than access to Class
I. It must be treated at least as securely as
material classified by the Federal Reserve
Board es “Restricted (FR).” The classifica-

- tion “Class Il FOMC - Internal (FR)” ap-

plies to less sensitive information that still
requires confidential treatment. It must be

handled at least as securely as material classi-

miftee’s decisions. Such discussions may be
conducted for research purposes or for pre-
paring briefings and other information for
Committee members, but care should be tak-
en that all discussion participants have the
appropriate tevel of authorization if confiden-
tial information is being shared.

I DEFINITION OF CONFIDENTIAL
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 in-
formation 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.

IlI. CLASSIFICATION OF CONFIDEN-
TIAL FOMC INFORMATION.

There are three security classifications for
confidential FOMC information. The first

two classifications —“Class I FOMC - Re-

fied by the Federal Reserve Board as “Inter-
nal (FR)." (See Section VI below for han-
dling requirements.)

Information in these classifications must be
kept confidential until it is. released to the
public by the Chairman or by the Committee
Secretary pursuant to Committee instructions.
All questions related to the classification,
distribution, or handling of documents should

be directed to the FOMC Secretariat.
A. “Class | FOMC — Restricted Con-
trolled (FR).”

This classification is generally applied to
information that includes 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 express particular views. Class
1 information includes, but is not limited
to:

1. Monetary Policy: Strategies and

Alternatives (“Tealbook Book B™).

2. Minutes of FOMC meetings.

- 3. FOMC meeting recordings and
transcripts.

4. Policy-related portions of FOMC

participants’ prepared remarks.

5. Information related to FOMC par-

ticipants® quarterly economic forecasts

and to the associated semiannual Con-
gressional testimony.

6. Special memoranda or reports

deemed particulerly sensitive, including
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materials that might otherwise carry a
Class I designation (e.g., a report from

the Manager containing information on -

sensitive foreign exchange operations).
B. “Class Il FOMC - Restricted (FR).”
This classification is generally applied to
staff forecasts prepared for the FOMC and
to information about open market opera-
tions. Class II information includes, but is
not limited to:
\. Economic and Financial Condi-
tlons: Current Situation and Outlook
(“Tealbook Book A™), and staff projec-
tions or assumptions relating to interest
rates.

IV. ACCESS TO CONFIDENTIAL FOMC
INFORMATION WITHIN THE FEDERAL

RESERVE SYSTEM.

StafT access to confidential FOMC infor-
mation requires prior authorization. Before
gaining access and annuslly thereafter, the
staff member must receive, review, and agree
to abide by the rules for handling confidential
information that are referred to in this docu-
ment.

At each Bank, the President, or the Re-
search Director on the President’s behalf, is
responsible for designating those individuals
to be given access to each class of informa-

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 [l information that are produced

and circulated within the Board or indi-

vidua! Reserve Banks.
C. “Class lIl FOMC — Internal (FR).”

This classification is generally applied to
less-sensitive background information sup-
porting policy discussions. Class IH in-
formation includes, but is rot limited to,
the Tealbook Data Sheets.

D. Security Clessification Downgrading
of FOMC Information.

FOMC information loses its security
classification when the Committee releases
it to the public, Class Il information is
downgraded to Class III six months after
the relevant FOMC meeting. Additionally,
Tealbook Book B is downgraded from
Class I to Class Il six months after the rel-
evant FOMC meeting, and from Class II to
Class III one year after the relevant meet-
ing.
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tion. Afthe New York Bank, fhe 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 mem-
bers 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 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 different docu-
ments. For example, one slot could be filled
by designating an international economist as
having access to all special memoranda relat-
ing to foreign currency operations, and a do-
mestic economist as having access to other
Class [ and Class Il memoranda. At each
institution, access to Class I and Class II in-
formation should be reviewed carefully at
least once every year.
A. Access to “Class [ FOMC - Re-
stricted Controlled (FR)” materials at Re-
serve Banks other then 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 well
as a limited number of office support staff.
B. Access to “Class I[I 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 Operations) is restricted to
the President and First Vice Presidant and

to eleven other Bank personnet as wellasa

limited number of office support staff,

C. Access to “Class III FOMC - Inter-
nal (FR)” information is limited on a
“need-to-know™ basis, but no specific fimit
is set on the number of individuals who
may have access to such information at
each location. A

D. The lists of all persons who are au-
thorized to have access to Ciass I and Class
Il information are to be generated and
transmitted to the Secretariat annually, af-
ter the first regularly scheduled FOMC

meeting of the year ich any changes
to the Program would typically be consi-
dered). Over the course of the year,
changes resulting from new staff 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. Such
records would include individuals’ signa-
tures or electronic equivalent. Office sup-
port personnel, such as executive assis-
tants, who have substantive access to Class
1 or Class Il information are included in
those required to review and agree to the
rules described in the Program.

E. To facilitate 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 11 information
on a strict “need-to-know™ basis for a spe-
cific and limited period of time. Such ad-
hot access may be granted by the President
of a Federal Reserve Bank or a Research
Director on his/her behalf or by the Secre-
tary for Board staff. Staff granted ad-hoc
- access must review and agree to abide by
the rules described in the Program before
receiving access. The Secretariat 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 meke ad-hoc ex-
ceptions to this section that are either more

or less restrictive for particular documents
being circulated or for other confidential
information. - < - ——— - o
G. In order to provide secure and rapid
document delivery, access to selected cone
fidential FOMC information is given elec-
tronically through the Secure Document
System (SDS) for up to four users at each
Bank. The Desk at the New York Bank
has access for two additional users at that
Bank. The President of each Bank may
delegate to the Research Director the re-
sponsibility for selecting users, monitoring
compliance with SDS guidelines, and
communicating with the Secretariat when

Access to SDS for Board staff is author-
ized by the Secretary on behalf of the
Chairman and monitored by the Secretar-
fat.

H. Eligibility for access to confidential
FOMC information for non-US citizens is
govemned by 12 CFR 268.205. (A summary
of this rule, as it pertains to FOMC infor-
mation, is appended to this document as
sAttachment 1.”) Eligibility is determined
based on a number of factors (including,
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.

[. Individuals who are not employees
may not be given confidential FOMC in-
formation unless all the requirement of this
section IV, including citizenship require-
ments, are met and the Secretary gives
prior approval.

V. ACCESS TO CONFIDENTIAL FOMC
INFORMATION OUTSIDE THE FEDER-
AL RESERVE SYSTEM. °

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

A. Confidentint FOMC documents gen-

erally are made available to the public after

a lag of about five years. Such availability

is subject to staff review (including consul-
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tation with the Chairman or the Committee
where appropriate) for the purpose of re-
dacting any materials that are still deemed
to be sensitive after five years. For exam-
ple, confidential informstion obtained from
or about particular individuals or business-
es, foreign governments and central banks,
and international institutions that is
deemed sensitive after the five-year lag
will be protected. in addition, national se-
curity classified information that may be
contained in FOMC documents remains
confidential until it is declassified. The
principal objectives of the Commiltee’s

policy of vnthholdmg sensitive informanon

Commiltee's abmty to collect needed in-

. formation, 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 operations
to appropriate officials of the Treasury De-
partment,
C. The Chairman may make ad-hoc ex-
ceptions to this section that are either more
or less restrictive for particular documents
or for other confidential information.

VI. HANDLING OF CONFIDENTIAL

FOMC MATERIALS.

To assure the necessary confidentiality, it
is important that special care be exercised in
bandling FOMC materials. The minimum
requirements for handling confidential
FOMC and Federal Reserve information are
described in the Federal Reserve Board’s
“Information Classification & Handling Spe-
cifications” document (copies of summary
appendices of this document, labeled “At-
tachment 2-A” and “Attachment 2-B,” are
attached for convenience and are also availa-
ble as pages 20-22 at: http://fedweb.frb.gov/

Fedweb/board/irm/Infosec/policies/InfoClass
ificationHandling.pdf). As noted in Section
IIl above, confidential FOMC information
must be treated at least as securely as infor-
mation in the corresponding Federal Reserve
Board category. The following requirements
are highlighted here:
A. In addition to ensuring that the mate-
rials themselves are made available only to
staff members who have been given access
to them, the information they contain
should be discussed with such persons on-
ly.
B. Persons who no longer have access to
cont' denual FOMC information whelher

Reservc, employmm outsxde 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 distribution to the FOMC of all
documents, other than the Manager’s re-
ports, should be handled through the Secre- .
tariat.

D. In addition, to facilitate the identifi-
cation of Class I and Class I FOMC in-
formation, the appropriate coversheet
should be placed on all such documents
that are to be circulated. (The Tealbook is
distinctive in appearance and meets this re-
quirement without an additional cover
page.) The most up-to-date coversheets
are available on the FOMC Secretariat’s
web site: (http/fwebrsma.frb.gov/dma/

fome/).

VIL. ONGOING RESPONSIBILITY FOR
MAINTAINING CONFIDENTIALITY.

A. The President of each Federal Reserve
Bank is responsibie for ensuring the confi-
dentiality of FOMC information at that Bank
and for the conduct and discretion of that
Bank’s staff with regard to the use of the
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,

B. At cach institution (Board or Bank), the
basic principles and rules of confidentiality
shall be reviewed at least once a year with
every individual who hes access to confiden-
tial FOMC information. In addition to an-
nual circulation of the Program for Security
of FOMC Information, institutions may im-
plement further procedures in support of in-
formation security. .

C. If-any FOMC participant or Federal
Reserve System staff person becomes aware
of an incident in which FOMC information

securily rules may have
individual should promptly alert the FOMC
Secretary. The Secretary and the FOMC’s
General Counsel will perform an initial re-
view of the incident, in consultation with the
Chairman 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 Coun-
sel will determine whether to request the
Board’s Inspector General to perform a full
investipation of the incident. The results of
that investigation will be reported to the
Chairman, who will inform the Committec
about those resulls as appropriate.

D. 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 et a Fed-
eral Reserve Bank 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

AS

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 ATTENDANCE.

A. Except by approval of the Committee,
attendance at FOMC meetings, including
conference calls, is limited to:
1. Governors and Reserve Bank Presi-
dents and any other Alternate Members. In
the absence of a President, a substitute
Bank officer designated by the President or

€ s (] Ts.
2. Committee officers. In the absence
of an associate economist from a Reserve
Bank, one substitute designated in advance
by the President, with notice to the Secre-
tariat. ’ .
3. The Manager of the System Open
Market Account. In the Manager’s ab-
sence, a substitute designated by the 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.
5. 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 Chairman.
B. Attendance may be limited further by
the Chairman if a meeting, or portion of a
meeting, gives rise to unusual sensitivity
problems.
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Attachment 1 Program for Security of FOMC Information
Attachment | A “Protected Individual” is a person who
NON-CITIZEN ELIGIBILITY FOR AC- is a lawful permanent resident (that is,
CESS TO FOMC INFORMATION holds a “green card”) and who has taken
Summary of 12 C.F.R. 268.205 certain steps toward becoming a U.S, citi-

zen, Those steps require that the person ei-

Access 1o all FOMC information is gov- ther: . .
emed under the Program for the Security of A. Sign a declaration of intent to be-
FOMC Information. Under these rules, U.S. come a U.S. citizen and file for U.S. citi-
citizens are eligible for access to all levels of zenship within six months of becoming
FOMC information (Class I, II, and III).' As cligible to do so,
explained below, eligibility for access to
FOMC information for non-citizens depends
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 1,

or

— FOMC-applies- the - same-requirements- for 2006;
access o its information that the Board ap- B. File for citizenship before request-

plies when granting access to sensitive in- ing access to FOMC Information; and
formation of the Board. o C. Pass a background check accepta-
As a general matter, a non-citizen is eligi- ble to the Board.

ble for access to FOMC Information in only
one of two ways—as a Protected individual
or as an Eligible Employee. Protected Indi-

A green card holder who does not quali-
fy under one of these criteria is not a Pro-
tected Individual, end therefore is eligible

viduals, defined below, are treated similarly

to citizens, and are eligible for all levels of

FOMC Information. Eligible Employees,
defined below, are initially eligible for access
based on their country of origin, but may

subsequently be eligible for a higher level of

access if they meet certain criteria. Non-
citizens who are neither Protected Individuals
nor Eligible Employees may not be granted
access to FOMC Information,

1.  Protected Individuals®

! In all cases, whether an individua! is & citizen or

not, access to information of the FOMC is contin-
gent on both the cligibility discussed herc and a
“need to know,” which involves a determination
by the FOMC Secretariat or the FOMC Chairman
that the individual must be permitted access at the
proposed levet in order to perform his or her job.
Individuals who are granted access to FOMC in-
formation must abide by all rules that apply to the
handling of that information. -

2 The Board's rule for access to sensitive infors
mation by non-citizens is sct forth in 12 C.F.R.
268.205.

? Under the Board's rule, the term “Protected In-
dividual” also includes U.S. citizens and U.S.
nationals (persons who are bom in American Sa-

for access only if he or she is an Eligible
Employee (see below).
2. Eligible Employees
To be an Eligible Employee, the non-
citizen must be employed in a position at
the Board or Reserve Bank that requires a
Ph.D. in economics or finance, If the non-
citizen is employed in such a position, his
or her eligibility for access is granted in
two stages,
A. Initial Eligibility: Eligibility in the
initial stage depends on whether the non-
citizen’s country of origin is on the cur-
rent “country list,” which is a list of
countries whose citizens may be hired by
appropriated federal agencies under

moa, certnin former citizens of the former Teust
Territory of the Pacific Islands, and certain chil-
dren of non-citizen nationals bom abroad), The
term “Protected Individunls” also covers three
additional categories of individuals (those admit-
ted for temporary residence under certain immi-
gration provisions and those granted asylum or
refugee status). However, requests for access by
persons in these later categories are unlikely to
arise and are thus not described here.
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% The list of eligible countrics and persons is sub-
ject to legistative and other changes. The last
change to the list was in 2004,

Attachment 1 Program for Security of FOMC Information
federal legislation (see the cumrent coun- Czech Republic
try list below).! Denmark

i  Ifthe non-citizen is from a coun- Dominican Republic
try on the country list, he or she is eli- Ecuador
gible 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 France
eligible initially only for Class Ill Germany
access, Greece
B. Higher Eligibility: In the second Guatemala
stage of eligibility, a non-citizen can be- Haiti .
come eligible for access to information Hondures
one level higher (i.e., a non-citizen from Hungary
a country list country can become eligi- Iceland
ble for Class I access and a non-citizen Ireland
who-is-not-from-a-countrylist-country Israel
can become eligible for Class II access). Italy
A non-citizen is eligible for this next Japan
level of access if he or she has: Latvia
i.  Resided in the United States for Lithuania
six yesars; ) Luxembourg
ii. Been employed with the FRS for Netherlands
two years; New Zealand
fii. 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
Philippines
COUNTRY LIST Poland
: Albania Portugal
Argentina 'Romania
Australia Slovakia
Bahamas Slovak Republic
Belgium Slovenia
Bolivia Spain
Brazil South Korea
+ Bulgaria Thailand
Canada Trinidad & Tobago
Chile Turkey
Colombia United Kingdom
Costa Rica Uruguasy
Croatia Venezuela
Cuba '
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Attachment 2-A: Summary for Handling Printed Information

Board Personnel Internal FR
PRINTED | Restricted-Controlled FR Restricted FR (Sensitive PIT) (inclnding ll:;;)u-Sensitive
: Authorized & need to know
:n‘;;“‘;f“‘lf:""““‘ﬂ":s‘“" Auiborizedandneedto | SEO® 0nly as provided inthe | for official business purposes.
MP-2 tnformats ust be el far official busi Board’s Policy for Handling Pl may be shared with a FRS
- o ﬂ'; prepared end limited to Personally Identifisbie information | cmployee or Board contractor
Access | atinched to the document(s) or | purposes and limited toas | v o0t Fimited to as few people | if authorized by the Board
cenua!ly mmmamed by an few people as possible. as possible employee's supervisor or the
authorized authority : employes’s position
Not recommended, [f necessary, :
Du:f;jm each copy must have a unique | Limited to need to know | Limited to need to know Limited to need to know
identifier :
“Restricted-Controlled FR™at | "Restrictzd FR” at the top ) :
the top of every page. of every page. Numbered |, - « "
MES |Nembenduingie oty |wingiecaly  |Desdiessmal sbeunof | lasrul P e oo
Labeling | numbering or consecutively numbering or consecutively consecutively numbered co tively mumbered
mumbered w/ the final page numbercd w the final page .
labeled “last page” Iabeled “last page”
MP-3 | Restricted-Controlled FR blue | Restricted FR pink ‘
Coversheet | coversheet coversheet Board Personnel green covershest | No coversheet
Mps | 10fthe following physical | 1 Of e llowing physical | ¢ tiowing physical contrls:
Stora controls: locked desk drawer, ) file cabinet o locked desk drawer, file cabinetor | Stored in a secure location
B¢ | file cabinet or office office * office
TS e envegpzmﬁm Hand-delivered or placed | Hand-delivered or ploced withina |00 o0 o
f:’"’” 1 innermost envelope labeled as | within a scaled envelope | sealed envelope speciatreq
“Restricted-Controlied FR.”
Two sealed envelopes and sent 2 sealed envelopes & sent via
via Registered Mail (or Registered Mail providing delivery
equivalent service) providing | Two sealed envelopes and | tracking & confirmation, Sender
MP.§ | delivery tracking & sent via Registered Mail (or | must maintain a list of specific Placed within a sealed
Transport: | confirmation. Sender must equivalent service) items containing Sensitive PII that envelo
External | maintain a list of specific items | providing delivery tracking | were shipped. When tracking is not pe
containing Restricted- & confirmation, used, the bansmitter must use
Controlled FR that were compensating controls to the extent
shipped : possible.
' Sent via encrypted fax machine &
MP.§ Sent via encrypted fhx confirm receipt. When using non-
‘Transport: s’:‘ Vkﬁe!'::' m’ pied fax machine machine and confirm secure fixx, the transmitter must use | No special requirements
Fex |20OCOM Pt receipt compensating controls to the extent
possible.
MP6 | Physically destroyed (eg, | Lovoielly Sastioved (€8, | prysically destroyed (e.g. paper | Physically destroyed (e.g.
Sanitization | paper shredders or epproved a i secure document shredders or approved secure paper shredders or recycle
& Disposal | secure document receptacles) receptacles) document receplacles) bins)

“Information Classification and Handling Standard

20

11/02/11 Version 5.0
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Attachment 2-B: Summary for Handling Digital Information

Information Classification and Handling Standard

‘Internal FR
DIGITAL | Restricted-Controlled FR Restricted FR "“"’(s b Pml Gnetuiog Nensenstve
. . Authorized & need to know
et i et ™ | Authorized andnoed 1o | SHar ouly as provided in the for official business purposes.
MP-2 Access & atteched to the media or end limited to Personally Identifieble Information or Board contractor
centrally mod e media purposes BS 1 policy and fimited to as few people | if authorized by the Board
ly maintained by an few people as possible. ible - loyee's s the
authorized authority. &s poss cmployees Supervisor or
employee’s position
MP-2 Not recommended. If . . .
Dupkcati necessary, cach copy must Limited to need to know Limited to need to know Limited to need to know
plication |y ve a unique identifier
Restricted-Controlled FR label | Restricted FR label must be
must be provided when the provided when the .
MP-3 information is accessed or information js accessed or | Removable media labeled “Board | Removable media labeled as
Labeling | displeyed. Label Removable | displayed. Label Personnel” . | “Intemal FR”
media “Restricted-Controlled | Removable media
FR” “Restricted FR”
1 ofthe following physical | - 91 e Tollowing Faysical | 4 or g golowing physical controls:
e cbiact o ol Soome | droves, il cabinetor | MO S C BT S ST
office, Store only on Board Store in a secure location,
MP-4 only on Board or Trusted or Trusted Third P portable media must be encrypted. Store onlv on Board of FRS
Storage :lhideaﬂyowuedmediaﬂm imediaﬂm;’sny Store only on Board or Trusted - lmidia.
encryp's tion mﬁ%&a&m is encrypted using an i P!::yu;m:z :;fyam% s
FIPS-140-2 certified. encryption module thatis | VR SR A0D cenifiod.
i - FIPS-140-2 certified,
;ﬁrdl’anyonme::lde:rugpted Transport on Boand or . .
portable media that is Tn:swdmrdPa:tyowged Transpost on Board or Third Party
MP-S encrypted using en enciyption encrypted portable media | owned encrypted pt_mable media
Transport: | moduls that is FIPS-140-2 that isencrypted using an | that is encrypted using an Transport only on Board oz
Internal tified and hand-deliver or encryption modulc thatis | encryption module that is FIPS- FRS owned media
place in 2 sealed ) FIPS-140-2 certified and 140-2 certified and hand-deliver or
Tnnermost envelope labepl:: band-deliverorplace ina | place in a sealéd envelope
Restricted-Controfled FR____| Scaled envelope
Transport on Board or Trusted
Third Party owned encrypted | Transport on Board or Teansport on Board or FRS owned
" . A encrypied removable media that is
removable media that is Trusted Third Party owned encrypted using an encryption
using an enceyption | encrypted removable media DR % 5 e el ey
module that is FIPS-140-2 that is encrypted using an in 2 scaled envelopes and sent via
MP-§ certificd in 2 sealed envelopes | encryption module that is Registered Mail providing delive Placed within a sealed
Transport: | and sent via Registered Mail | FIPS-140-2 centifiedin2 | SBEWF fmation Sender || Eavelope. Transport only on
External | providing delivery tracking & | sealed envelopes end sent must mi intnin a list of specific Board or FRS owned media.
confirmation. Scadermmst | via Registored Mail (or [ 2 smppef“Wn
maintain & list of specific items | equivalent service) is not used, the itter
containing Restricted- providing delivery tracking m"“‘““mé compensating m"“m“‘“ls o
Controfled FR that were & confirmation, he cxtent possi
shipped possible.
21 110211 Version 5.0
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Send vin encrypted email unless the
person the information concems
specifically memnil‘ the -
. . uncnerypted communication.
MP-§5 g:n&v: enctypted Lotus :,z:g eBmlpwd uﬁ Using unencrypted e-mail requires N :
Transport: A ~pRro the transmitter to use compensating | No special regnirements
Email mcmaﬂ solution such :;ym solution controls. Use Lotus Notes
encryption within FRS. Outside the
FRS do not use Lotus Notes, use
another Board-approved encrypied
cmail.
MP-6 Follow the Media Sanitation | Follow the Media L Follow the Media Sanitation
s " Follow the Media Sanitation and y
Sanitization | and Disposal Policy & Sanitation and Disposat s . and Disposel Policy &
& Disposa) | Procedures Policy & Procedures Disposal Policy & Procedures Procedures
Information Classification and Handling Standard 22 - 11/02/11 Version 5.0
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ATTACHMENT G

Class I FOMC — Restricted Controlled (FR)
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FOMC Policy on External Communications of Committee Participants'

As adopted effective June 22, 2011

PREAMBLE

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, consi-
derable evidence indicates that central bank
transparency increases the effectiveness of
monetary policy and enables houscholds 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

GENERAL PRINCIPLES

1. Committee participants will endeavor to
enhance the public’s understanding of mone-
tary policy. They are free to explain their
individual views but are expected todo so ina

“spirit of collegiality and to refrain from char-

acterizing the views of other individuals on
the Committee, In 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 al FOMC meetings, Committee partici-

part of the process of gathering the informa-
tion the Committee needs to understand cur-
rent economic and financial conditions. In
addition, the FOMC’s public accountability 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 reinforce the public’s confi-
dence in the transparency and integrity of the
monetary policy process, the FOMC has es-
tablished the following principles to govern
Committee participants’ contacts with mem-
bers of the 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.?

! The Committee"s policy governing the external
~ communications of Federal Reserve System stafTis

sct forth in & separste document.

2 This policy is fully consistent with and comple-
ments the more general policies for cthical conduct
published in the Federal Reserve Administrative
Manual (FRAM) section 2-026.1 (“Ethics—
Voluntary Guide to Conduct for Senior Officials”™),
That section recognizes the overarching principle -
that senior Federal Reserve officials “have a specia!
sesponsibility for maintaining the integrity, dignity,
and reputation of the System” and “should scrupu-
lously avoid conduct that might in any way tend to
embarrass the System or impair the effectiveness of
its operations.” The policy in this document focus-

pants— will refrain  from publicly char<
acterizing such discussions beyond what has
been published in the minutes of each FOMC
meeting. .

3. To protect the independence of the
FOMC’s decision-making process from short-
term political pressures, participants will
strive to avoid any appearance of political
partisanship and will be prudent in selecting
venues for their speaking engagements.

4, FOMC participants will carefully safe-

guard all confidential information.> No confi-

dential FOMC information may be released
except pursuant to Committee instructions or
with written authorization from the Chairman
and prompt notification to the FOMC.

5. To the fullest extent possible, Commit-
tee participants will refrain from describing
their personal views about monetary policy in
any meeting or conversation with any individ-
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 specifically on external communications and is
binding on all FOMC participants,

3 The Committee's regulations concering the de-
signation and handling of confidential FOMC in-
formation are sct fosth in a scparate document,
“Program for Security of FOMC Information,
available a1 http://www.federalreserve.gov/mone
tarypolicy/files/FOMC_InformationSecurityProg
ram.pdf.
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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 carcfully and rigorously in schedul-
ing meetings with anyone who might benefit
financially from apparently exclusive contacts
with Federal Reserve officials and in consider-
ing invitations to speak at meetings that are
sponsored by profit-making organizations or
. thatare closed to the public and the media.

7. To facilitate the effectiveness of the
Committee’s policy deliberations and the clar-
ity of its communications, participants observe
a blackout period on monetary policy commu-

non-profit entity and does not involve fund-
raising. Such a speech might be given at an
academic institution, a conference spon-
sored by a non-profit organization, or a
meeting sponsored by a civic or trade asso-
ciation (such as a chamber of commerce or
a state or national bankers’ association).

~ 2. Aninterview with the press regarding
the participant’s personal views on mone-
tary policy issues.
3. A private meeting with members of
the public—such as bankers, community
representatives, industry representatives, or
labor representatives—to collect informa-
tion about the economy without disseminat-

nication that begins on the Tuesday moming
of the week prior to each regularly-scheduled
FOMC meeting and ends at midnight Bastern
Time on the Thursday following the meeting.
During each blackout period, participants re-
frain from expressing their views about mac-
roeconomic developments or monetary policy
issues in meetings or conversations with
members of the publlc.

PRACTICAL EXAMPLBS )

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 Commiittee’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 at-

tendance, where the event is organized by a

ing any information about the participant’s
personal views on monetary policy unless
those views have already been expressed 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: .

1. Disclosure in any setting of confiden-

tial 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 firm

to discuss monetary policy.

Of course, the foregoing examples are not
intended to serve as an exhaustive list, and
hence good judgment will be essential in ap-

plying these principles.
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FOMC Policy on External Communications of Federal Reserve System

Staff!
As amended effective June 19, 2012

PREAMBLE

In the course of making monetary policy
decisions, the Federal Open Market Commit-
tee (FOMC) makes extensive use of back-
ground materials prepared by the staff of the
Federal Reserve System, and senior staff give
regular briefings at FOMC meetings. In addi-
tion, staff are directly involved in the imple-
mentation and communication of the Commit-
tee's policy decisions.

Federal Reserve System staff have contacts
with members of the public in the process of
grthering information about current economic
and financial conditions. In addition, staff

FOMC information at that Bank and for the
conduct and discretion of that Bank's staff’
with regard to 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 actions, thereby promoting the effec-
tiveness of monetary policy. In all communi-
cations with the public regarding monetary
policy issues, members of the staff should
refrain from publicly expressing their own

synthesize that information using a variety of
analytical methods and statistical 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 monetary policymaking and are not in-
tended to inhibit the staff from conducting or
broadly disseminating economic research or
from carrying out other appropriate communi-
cations with members of the public.

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 the public con-
tacts of Federal Reserve System staff who
have access to confidential FOMC informa-
tion.? The FOMC maintains responsibility for
ensuring that all System staff with such access
abide by these principles, Specifically, the
President of each Federal Reserve Bank is
responsible for ensuring the confidentiality of

! This document complements the FOMC policy
regarding the extemal communication of Commit-
tee participants, which s set forth in a separate
document.

2 This policy is fully consistent with and comple-
ments the rules for ethical conduct prescribed for
the staff of the Board of Governors and for stafl at
each Federal Reserve Bank.

personal opinions or predictions regarding
prospective monetary policy decisions, In
explaining the rationale for announced FOMC
decisions, staff should draw on Committee
communications, the Chairman’s press confe-
rence remarks, and other published materials
as appropriate, Whenever staff make public
comments on monetary policy, they should
clearly indicate that those comments are solely
theic 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 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.

3. To protect the independence of the
FOMC’s decision-making process from 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 economic or policy issues with the
public. -
4, Staff will carefully safeguard all con-
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FOMC Policy on External Communications of Federal Reserve System Staff’

fidential FOMC information.® No confiden-
tial information may be released except pur-
suant to Committee instructions or with writ-
ten authorization from the Chairman end
prompt notification to the Committee.

§. Unless the information has been made
widely available to the public, Federal Re-
serve staflf members will refrain from disse-
minating information outside the Federal Re-
serve System, such as information about eco-
nomic and financial conditions or about the
methods and tools that aré currently being
used to assess those conditions, that might
allow an individual, firm, or organization to
profit financially.

widely available to the public prior to the
blackout period. Staff will be able to carry out

- their responsibilities for public dissemination

of published Federal Reserve data and System
surveys and reports, including answering
technical questions specific to a data release.

8. In carrying out their official responsibili-
ties, Federal Reserve staff engage in certain
closely-held communications with other parts
of the U.S, govemment, with foreign central
banks and governments, and with international
organizations such as the Intemnational Mone-
tary Fund and the Bank for International Set-
tlements. In communicating with individuals
from_such institutions, staff may exchange

6.  Staff will strive to ensure that their con-
tacts with members of the public do not pro-
vide any profit-making person, firm, or organ-
ization with a prestige advantage over its
competitors, They will consider this principle
carefully and rigorously in considering invita-
tions to speak at meetings sponsored by profit-
making organizations and in scheduling meet-
ings with anyone who might benefit financial-
ly from apparently-exclusive contacts with
Federal Reserve staff.

7. To facilitate the effectiveness of the
Committee’s policy deliberations and the clar-
ity of its communications, staff’ will observe
the blackout period on monetary policy com-

munication that begins at midnight Eastem-

time seven days prior to each repularly-
scheduled FOMC meeting and ends at mid-
night Eastern Time on the next day after the
meeting. During each blackout period, staff’
will refrain from expressing their views or
providing analysis to members of the public
about macroeconomic or financial develop-
ments or about current or prospective mone-
tary policy issues unless that information has
already been cleared for publication and made

3 The Committee’s regulations conceming the de-
signation and handling of confidential FOMC in-
formation are set forth in a scparate document, .
*“Program for Security of FOMC Information,”
available at hitp://www.federalreserve.gov/mone
tarypolicy/files/FOMC_InformationSecurityProg
ram.pdf.

views on current economic and financial con-
ditions or discuss policy-related matters of
interest to the Federal Reserve, including non-
public information, and such communications
are not subject to the blackout period de-
scribed above. In all such interactions, how-
ever, no confidential FOMC information may
be released except pursuant to Committee
instructions or with written authorization from
the Chairman and prompt notification to the
Committee.

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
requests 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
carefully adheres to all of the principles listed
above during the contact itself:

1. A presentation at a widely-attended

meeting, where the 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 public—such as bankers, community
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representatives, industry representatives, or
labor representatives—to collect informa-
tion about current economic and financial
conditions, without disseminating any in-
formation that is not widely available to the
public. Whenever practical, at least two
Federal Reserve staff should be present at
such 8 meeting.

3. A working paper, presentation, or
publication that evaluates the effectiveness
of monetary policy actions taken in the past,
4. A discussion between Federal Reserve
and Treasury staff (including during ‘the
blackout period) regarding recent economic
and financial developments in a foreign

implications for future developments,

In contrast, the following contacts would
not be consistent with the principles set out
above: ’ ‘

1. Disclosure of confidential FOMC in-

formation,

2. Disclosure or characterization -of the

views expressed at an FOMC meeting.

3. Disclosure of an FOMC participant’s

economy, howto interpret them, and their—  hience good judgment will be essential in ap-

personal views on monetary policy that

have not previously been communicated to

the public. * :

4. Public communications which a

Federal Reserve staff member expresses

personal opinions about prospective mone-

tary policy decisions.

5. A prediction to membess of the public

about Committee action prior to the Com-

mittee’s announcement of such decisions.

6. A private meeting with selected

clients of a regulated entity or financial firm

to discuss monetary policy.

Of course, the foregoing examples are not
intended to serve as an exhaustive list, and

plying these principles. Moreover, whenever
staff are unsure about whether specific con-
tacts with the public would be appropriate,
they should consult in advance with the ap-
propriete staff person or with the head of their
respective institution—namely, the Chairman
in the case of staff at the Board of Governors,
and the President in the case of staff at a Fed-
eral Reserve Bank.
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FEDERAL OPEN MARKET COMMITTEE

eMembership \
e Seven members of Board of Governors *
e President of FRBNY

e On rotating basis four of other eleven presidents

e All seven Board members and twelve Reserve Bank
presidents participate in FOMC meetings, but only
members of the Committee can vote (
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FOMC PROCEDURES

eFOMC meets eight times per year in Washington (
e Additional meetings by conference call as necessary

*FOMC meetings

* Staff briefings on financial markets, economic outlook,
monetary policy alternatives

e FOMC Loarticipants discuss economic situation and
outloo

o 5eserve Bank presidents report on economic conditions in their
istrict (

e Participants discuss monetary policy alternatives

eCommittee members vote on FOMC statement and
directive on open market operations to New York Fed
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MINUTES STRUCTURE

«“Front & Back” - §j=| ws 7L(/\‘»/ -l) {

eHistorical Minutes — ©{4418¢ Q’"}\'}Q‘K doc comen
e Developments in Financial Markets and the Federal Reserve’s Balance Sheet
« Staff Review of the Economic Situation! e[ ReoX 4 (<o (\({f\u

 Domestic il :_Qu |
* [nternational /'?NJ P /:/((gﬁ/y)"
o Staff Revi.ew of the Financial Situation s oo [ ok B Bl lod Moo,
e Domestic
* International 5 Mo wog
e Staff Economic Outlook _
ePolicy Minutes - /Blue 7= \/ (

e Participants’ Views on Current Conditions and the Economic Outlook

e Committee Policquction

eSpecial Topics - Py le
e Potential Effects of a Large-Scale Asset Purchase Program
e Consensus Forecast Experiment
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MINUTES PRODUCTION
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Minutes Roles SEP Roles
*“Front & Back”: (b)(6) «SEP: (b)(6) (
eHistorical Minutes
» [nternational sections: IF Division staff: (b)(6) *SEP Checker: (0)6)
+ Domestic economic section: R&S Division staff: (b)(6)
* Domestic financial section: MA Division staff: (b)(6) - i . b)(6
» “Lead” author rotates between R&S and MA, attends relevant FOMC meeting SEP Research Assistant: Ut
e Policy Minutes: (b)(6) *R&S Deputy Reviewer: (b)(6)

eSpecial Topics: initial drafts usually prepared by staff subject matter
expert

* Potential Effects of a Large-Scale Asset Purchase Program
* Consensus Forecast Experiment

eEconomic 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: (b)(6)
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MINUTES PRODUCTION TIMELINE

SEPTEMBER 2012
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- Final Version
- Publication
] v e
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# Vice Chair received copies of communications paragraphs only
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MINUTES AND SEP AcCESS OVERVIEW

eBoard staff authors y

eBoard staff content reviewers
eEconomic editing staff
eSecretariat staff

oSDS readers: Governors, Presidents, Board &
Banks staff members (

ePotentially additional Bank reviewers, via paper

e Public-facing staff (Office of Board Members)
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MINUTES AND SEP PROCESS
SUPPORTING DOCUMENTS

eSeptember 2012 minutes and SEP (
e2005 Bulletin article

e August 28, 2012, minutes planning agenda

eTimeline for minutes (and SEP)

eCalendar view of minutes timeline

eDetailed 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 am.

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 1. 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, 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,? 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

! Attended Wednesday’s session only.
2 Attended Thursday’s session only.
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Loretta J. 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

Lore K. Logan, Jonathan P. McCarthy, Giovanni Oli-
vei, and Nathaniel Wuerffel,? Vice Presidents, Fed-
eral Reserve Banks of New York, New York, Bos-
ton, and New York, respectively

Michelle Ezer,* Markets Officer, Federal Reserve Bank
of New York

? Attended after the discussion on potential effects of a large-
scale asset purchase program.

+ 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-
curiies (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 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 recent months at levels consistent with only meager
gains in factory output in the near term.

Following a couple of months when real personal con-
sumption expenditures (PCE) were roughly flat, spend-
ing increased in 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
house values through July, and the increase in equity
prices 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
construction activity 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-
family homes declined in July, but permits increased,
which pointed to further gains in single-family con-
struction 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 further, 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 US. 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
agricultural products. Imports also declined in July,
reflecting lower imports 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-
et 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
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
occupied 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.

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
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 eatlier 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-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-
cemns 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 projecion. 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, mosty 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 materally 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 substantal
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 a2 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
patticipants 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. A
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 stll 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, 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-
tvity 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 utlization 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 pat-
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 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. 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 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, untl 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 0 to 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

AUTHORIZED FOR RELEASE



- AUTHORIZED FOR RELEASE
-

Minutes of the Meeting of September 12-13, 2012 Page 9

Commiftee 1*
CoOmmitice: [
g 3
FEetet i lels
SEEoE : st
AOILE 2 ity had
i'{"‘l\‘l 1 eeent Ao
Gt | [
G AE
Ill,i_‘\'ﬂii"]“li
I
Aot iyl
[Manclae 2001
o e pL 3 I . : e TR
|,!-):j*,|| :J_tj'h v 1O T V4 Epblante
- b
AOFDE STronNG eao!
o = I e S|
MENRT M 1ADeT fhar
e s |} = Ss
OVENCIDN AN@ IyaniEne
Vi 3 ol
FECENTN IMEMIDERS
condilons 45 posing
2 3 I

CCEAGIMIC

Js £ I
!w!fi.nl‘nj- e D
SOIME Key commmodiies
&) HLHEE|
bl o
LESOELICE Tl
lenm swould faat
s e -
MO DICCUNVE Ol
JII thaelr disc HSSI0Mm Ol

membens

eCONOMmIe
MOREtary Accoint

-~ v == ) ~ I
[CCoOmmodaion’ s

Weloeloehlnes

ents from

vould ¢

nOmic 2nd fnan

9 of 37
AUTHORIZED FOR RELEASE




Page 10

AUTHORIZED FOR R‘ELEASE

\a/

-’

Federal Open Market Committee

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 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 0 to "4 percent and currenty 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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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 confidentialty 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 Silve 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-inclusive, 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 - 120130013-HQO
FOMC
Case Name Case Number

Wednesday, May 15, 2013

Date
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Consumer Financial Protection Bureau

WARNINGS AND ASSURANCES TO EMPLOYEE REQUESTED TO PROVIDE
INFORMATION ON A VOLUNTARY BASIS (GARRITY)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.

ACKNOWLEDGMENT

[ understand the warnings and assurances stated above and I am willing to make a statement and
answer questions. No promises or threats have been m ion of

Employee’s Signature

20 4741 |4

Dat‘e and Time

Location

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission,
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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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)

e 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.

o This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and
ts have been of

Aﬂf 3 Zd/(/ { foL

I Date and Time

loca\lon !

This report is the property of the Office of Inspector General, The report and its contents may not be reproduced without written permission,
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons 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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e  Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

Employee’s Signature

02/25//4
D‘te and Time

I%).SI- SM"

Location

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons 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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.

ACKNOWLEDGMENT

[ understand the warnings and assurances stated above and I am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

mployee’s Signature

2 ey /7,013 -

Daté and Ti;ne

Location

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.
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This document is the property of the OIG and may not be copied or disclosed without the permission of the OIG. 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.
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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. No
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 proceceding, or both.

ACKNOWLEDGMENT

I understand the warnings and assurances stated above. and [ am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of
any kind has been used against me.

cclal Agent

§)
! Ll -

Date and time

1328 7= Y M sl e

Location

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 fer 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. 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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.
ACKNOWLEDGMENT

I understand the warnings and assurances stated above and [ am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

OIG Spedial Agent mployee’s Signature

S/L/rs  RI€22

Daté anc{ Time

Bif I £t bl

Location

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons 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)

e Youare 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been cion of

OIG Special Agent

Witness Signature Date and Time

BA o Gvemar, losh )C

Location

s/ /s~

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons is prohibited.

REestrICTED-FR

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
v v
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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

gv//‘//20’/3— | ts 39 a0,

Witness Signature " Date and Time
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Location
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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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.
ACKNOWLEDGMENT
[ understand the warnings and assurances stated above and [ am willing to make a statement and

answer questions. No promises or threats have been made to me and no pressure or coercion of
anyia ~yt me.

Employee’s Signature

b’/é/Ld/}’/@ 200

Date and' Time

AL L.

Location

This report is the property of the Office of Inspector General. The report and its contents may not be reproduced without written permission.
The report is FOR OFFICIAL USE ONLY and its disclosure to unauthorized persons 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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.

ACKNOWLEDGMENT

[ understand the warnings and assurances stated above and [ am willing to make a statement and
i i threats have been made to me and no pressure or coercion of

Employee’s Signature

5lefis 1 05pm

i)ate and Time

itness Signature
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Location
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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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e Thisis 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.

e Any statement you furnish may be used as 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 make a statement and

answer questions. No promises or threats have b
any lg against me.

ecial Agent Employee’s Signature

02 (o6 /(5 (R /17

Date and Time
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Location
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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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e Thisis 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.

e Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

5?/5—//\; /zo'ph

Witness Signature Date and Time
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Location
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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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

OIG Special Agent Employee’s Signature

Moy, $ 2215

Date and Time

Witness Signature
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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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

Jndy < 2075

J
Dateqmd Time
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Location
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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 YOLUNTARY BASIS (GARRITY)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and

answer questions. No promises or threats have been made to me and no pressure or coercion of
st me.

pecial Agen

ey 5, 4615 D48 pyd)

Witness Signature * Date and Time
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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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978, as
amended.

e 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.

e Any statement you furnish may be used as 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 make a statement and

answ r threats have bee to me an r coercion of
e.

Date and Time
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Location
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Office of Inspector General
Board of Governors of the Federal Reserve System
Consumer Financial Protection Bureau

Warnir)gs 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 olficial 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. No
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.

ACKNOWLEDGMENT

I understand the warnings and assurances stated above, and | am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of

any kind has been used against me.

Gkl

Date and time

FAP-DZC 20>

l.ocation
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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)

by the Office of the Inspector General into alleged misconduct and for improper

e You are being asked to provide information as part of an investigation being conaﬁ
performance of official duties.

e This investigation is being conducted pursuant to the Inspector General Act of 1978. .
amended.

o This is a voluntary interview. Accordingly. you do not have to answer questions. N
disciplinary action will be taken against vou solely for refusing to answer questions.

e Any statement you furnish may be used as evidence in any future criminal proceeding or
agency disciplinary proceeding, or both.

ACKNOWLEDGMENT

I understand the warnings and assurances stated above, and 1 am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of’
any Kind has been used against me.

- B

[Location

[‘2 6 ‘l.61 S
Date and time

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. Title 5. U.S.C. § 552a.
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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 1o 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.

o This investigation is being conducted pursuant to the Inspector General Act of 1978. as
amended.

o 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.

° Any statement you furnish may be used as evidence in any future criminal proceeding
agency disciplinary proceeding, or both.

ACKNOWLEDGMENT

I understand the warnings and assurances stated above. and | am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of
any kind has been used against me.

A/

Date and {ime

/| 30 au.

LLocation
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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. § §52. and the Privacy Act. Title 5. US.C. § 552a.
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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)

e 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.

e This investigation is being conducted pursuant to the Inspector General Act of 1978. as
amended.

e 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.

ACKNOWLEDGMENT

I understand the warnings and assurances stated above. and | am willing to make a statement and
answer questions. No promises or threats have been made to me and no pressure or coercion of
any kind has been used against me.

7

e/ /15
£

Date and tithe

Location

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. Title 5, U.S.C. § 552a.
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Office of Inspector General i'“;"_“ Catolis
Board of Governors of the Federal Reserve System =l O

Consumer Financial Protection Bureau [Search Warrant
Evidence Log #:
(if applicable)
Evidence Custody Document ?;d;;:‘:::;:)'ant Box #:

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

Case Name: quut A :L (nml-.!/cn)l.'\ [ ?,‘{g{m:’.b ,‘FDIJ&R Agent: SSA
|Case Number: 12013-0013 Office: HQO
Other (if
Evidence Obtained
Through: D Search Warrant D Consent Search - ;,'f:};}l:oc:)ble State Provided by ) (61 B FHC)
Date Evidence Obtained: Address of Where Evidence Was Obtained:
8/7/2015 e

Search Warrant/Consent Search Information (Skip section if evidence was not obtained via search warrant or consent search.)

IOﬂler Specific Information Where Evidence
was Found:

Room Where Evidence was Found:

Evidence Found By (Finder) Witness (handwritten
(handwritten initials also initials also needed):
needed):

ng Official (Finder): Date Receiving Oficial (On-Sie Seizing Agent): Date
|Signature of Releasing Official (Finder ): |Signature of Receiving Official (On-Site Seizing Ageny) :
|Reieasing Ofiicial (On-Sie Seizing Agend) : Date Recelving Official (Evidence Custodian ): Date
|Signature of Releasing Official (On-Sife Seizing Agent): Signature of Recelving Oflicial (Evidence Custodian):

Descripﬁonovaidence' (Ve (1 HP lwpton m(m'o A SOLP /Qﬂ/.'al nu»[xémmmm
IO 1Y) (X4 ]()

Chain of Custody (continuation on back page if needed)
ving Official and Titl

R ) (8), (b) (7)(C) “Zh (b (6), (b) (7)(C)
5 /7/201s S(6) (6, (b) (7)(CY ~ [®(b) (), (b) (7)(C)

Final Disposition D Returned to Owner D Destroyed Other

of Evidence:

Date |Name and Title of Individual Authorizing Final Disposition of Evidence [Signature (Witnessing Special Agent)

Date Printed Names of Evidence Custodian and Witnessing Special Agent Signature (Evidence Custodian)

Original- Attach to Evidence Copy - Evidence Room (Three-Ring Binder) | Copy - Case File
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Chain of Custody (continuation from front page)
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Purpost of Change of Custody: :
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e idence
e e
.

S T e prin
ﬂSignature of Releasing Official: [Figaatare of Receving Official:
e

TS T TR
|Signature of Releasing Official: |Signature of Receiving Official:

Purpose of Change of Custody:

Date Releasing Official and Title: |Receiving Official and Title:
e T
Purpose of Change of Custody: |

Date Releasing Official and Title: Receiving Official and Title:

Signature of Releasing @mu [Siguature of Receiving Official:
Purpose of Change of Custody:

Date Releasing Omcial and Title: Receiving Official and Title:
Signature of Releasing Official: |Signature of Receiving Official:
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Office of Inspector General Evidence Custodian
Board of Governors of the Federal Reserve System " IS %
Consumer Financial Protection Bureau Search Warrant
Evidence Log #:
(if applicable)
; Search Warrant Box #:
Evidence Custody Document (if appllicable)
" : (b) (6), (b) (7)(C)
Case Name: __Release of Confidential Information g |case Ageni:  SSA i
Case Number: 120 13"00 1 3 Office: [-IQO
i i Other (if S =
Evidence Obtained D v ; D ; 2 ] 4 N
; & Scarch Warrant Consent Search applicable, siate ( ) ( ) ( ) ( )( )
I'hrough: method) 4 b /o 6 Y b ) 7 & C
1

Date Evidence Obtaingd: “nla,’sé%n.n af Whien Ruislonen Wae Nhiainal, COkO/@CH

O4|24 k 118 i

Search Warrant/Consent Search Information (Skip section if evidence was not obtained via search warrant or consent search.)

Other Specific Information Where Evidence

Room Where Evidence was Found: was Found:

Evidence Found By (Finder) Witness (handwritten

(handyritten initials also initiais also needed ):

needed ):

Relcasing Officinl (Finder): Date Receiving Official (On-Site Seizing Agent): Date
L.‘ilgnnturc of Releasing Official (Finder ): F-S-ignn(urc of Recciving Officinl (On-Sife Seiziug Agent) :

Releasing Official (On-Sie Seizing Agent) : Date Receiving Official (Evidence Custodian ): Date
[Signnturc of Releasing Official (On-Sife Seizing Agent): nggmuurc of Recelving Officlal (Evidence Custodian ):

*- (b)(6), (b)(7)(C)
Description of Evidence: One Hidadlh,  Wad  Dave S/‘U X

Chain of Custody (comtinuation on back page if needed) .
o “Ene B (6). (B (7)(C) R“%“?io"(b') (6), (b) (7)(C)
9/l / i (0)(6). (b) (7)C) Se(b) (6), (b) (7)(C)

Purpaose of Changdidt Custody: \0?
l Evr encd
Final Di‘smsilion D Returned to Owner D Destroyed D Other
of Evidence:

Date Namec and Title of Individual Authorizing Final Disposition of Evidence |[Signature (Witnessing Special Agent)

Date Printed Names of Evidence Custadian and Witnessing Special Agent Signaturc (Evidence Custodian )

Onginal- Attach to Evidence Copy - Evidence Room (Three-Ring éindcr) Copy - Case File
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Board of Governors of the Federal Reserve System s | S 9\

Consumer Financial Protection Bureau Search Warrant
Evidence Log #:

Evidence Custodian

(if upplicable)
2 Search Warrant Box #:
Evidence Custody Document (f applicable)
m % 5 6 ) (7)(C
Case Name:  Relcasc of Confidential Information gy |case Agent: SSA(b)( LRI
Case Number: 12013-0013 Office: HQO
z A Other (if
Evidence Obtained D Search Warrant D Consent Search applicable, siate (b) (6), (b) (7)(C)
Through:
method) L
mX)

Date Evidence Qb!ain ( n&lfgflélu&“’ of Where Evidence Yas Obtnii

{aoic

Search Warrant/Consent Search Information (Skip section if evidence was not obtained via search warrant or consent search.)

Other Specific Information Where Evidence

Room Where Evidence was Found: was Found:

Evidence Found By (Finder ) Witness (andwrittien

(handwritien initials also initials also needed ):
Jnuded (3 L

Refendng Official (Finder): Date Recciving Official (On-Sie Seizing Agent): Date
Signature of Releasing Official (Finder ): Signature of Receiving Official (On-Site Seizing Ageny)

Releasing Official (On-Sire Seizing Agent) : Date Receiving Official (Evidence Custodian ): Date
@ignllurc of Releasing Official (On-Site Seizing Agent): Signature of Receiving OMMicinl (Evidence Custodian ):

Description of Evidence:

One SO0
S/N (b)(6), (B)(7)(C)

Weehe £ D:D.h\ blard doive

—

Chain of Custody (commuallon on back page if needed)

" TeRe OO @A T R) 6) (B) (1)(C)
415 (b) ). 6)(7)C) () (6) 0) (7)C)

I/ b M AQ. Nt
Final Disposition

oy Returned to Owner Destroyed Other
of Evidence: e

Date Name and Title of Individual Authorizing Final Disposition of Evidence |Signature (Witmessing Special Agent)
Date Printed Names of Evidence Custodinn and Witnessing Specinl Agent Signature (Evidence Custodian )
Original- Attach to Evidence Copy - Evidence Room (Three-Ring Binder) Copy - Case File
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Board of Governors of the Federal Reserve System Y ISE
Consumer Financial Protection Bureau Search Warrant
Evidence Log #:
(if applicable)
Evidence Custody Document SERFEN Vewe e Yo
(if applicable)

CuseName:  Relcasc of Confidential Information 0 [Case Apens: SSA

Case Number: 12013-0013 Office: HQO

= Qther (if
[Evidence Obtxined Search Warrant Consent Search V| applicable. sate
Through: method)

Date Evidence Qbtaindd:
o4\ 22\

Search Warrant/Consent Scarch Information (Skip section if evidence was not obtained via search warrant or consent search.)

Other Specific Infurmntion Where Evidence

Roum Where Evidence was Foumd: was Found:

Evidence Found By (Fineer) Witness (iandwritten

(handritten initials also intnials alse needed ):

needed ):
|ReTeasing Officinl (Finder): Date Reeelving Officinl (On-Site Seizing Agent): Date
L'glgmmm- of Relensing OfGicind (Finder ): 'ﬁignnlnrc of Recetving Officind (On-Site Seizing Agent) :

Releasing OTTcial (On-Sire Selzig Agent) - Date Recelving Officlal (Evidence Custodian ): Date
nggnllurc of Releasing OTTclal (On-5ite Selzing Agent): 1Signature of Receiving Officind (Evidence Custadin ):
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]
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Chain of Custody (continuation on
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Date Name and Title of Individual Authorizing Final Disposition of Evidence [Signature (Iimnessing Special Agent)
Date Printed Names of Evidence Custadinn and Witnessing Specinl Agent Sirnature (Eviderrce Custodian )
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Office of Inspector General Evidence Custodian
Board of Governors of the Federal Reserve System | * | S 3
Consumer Financial Protection Bureau Search Warrnnt
Evidence Log #:
(if upplicable)
Evidence Custody Document Search Warrant Dox #;
(if applicable)

Case Name:__Relcase of Confidential Information Case Alient: SS;A!

Cause Number: [2013-0013 Office: HQO

Fvidence Obtained . z Other (if

Through: D Search Warrant D Consent Search applicable. state
method)

Date Evidence Obtaingd:

O41(24 L 2018

Search Warrant/Consent Search Information (Skip section if evidence was nor obtained via search warrant or consent search)

Other Specific Information Where Evidence
Room Wiere Evidence was Fomul: was Found:
Evidence Found By (Finder) Witness (andwrition
(landwriten innals also wittiais aiso needed ):
needed ):
Rclcasing Official (Finder): Date Receiving Official (%—Shefrldngflgml): Date
Slgnnture of Releasing Officind (Finder ): Slpnature af Recelving Officind ((2-Site Selzlug Apent) :
[Teleas casing Official (On-Sife Seizing Agent) : Datc Receiving Official (Evidence Custodian ): Date
L;‘luunlurc of Relensing OMcial (Qn-Site Seizing Agent): Signature of Receiving OfMiclal (Evidence Custodian ):

Description of Evidence: On C - '\-k a(,t" Ward Dot S/U y (b)(6), (b)(7)(C)

Chain of Custody (cominuation on back page if needed)
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':i::lﬁl:::’t:?:"" D Returned ta Owner D Destroyed D Other

Signature (Witnessing Special Agent)
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1 SA | ;’/24,/20/{"

]

[y /,‘/d

This document is the property of the OIG and may not be copied or disclosed without the permission of the OIG. 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.
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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:
04/10/2015 120130013-HQO ACQUIRED:
04/10/2015
SOURCE FROM WHICH PROPERTY WAS PROPERTY WAS ACQUIRED BY:
ACQUIRED: 0 .
: . Search Warrant
Copy of email files for (b) (6), (b) (7)(C) X Given Voluntarily !
[0 Grand Jury Action
[0 Found/Abandoned
Pl‘operty Retail)ed At: D From other Agency
[0 Other (Specify):
ECU Lab, Washington DC
Description of Property Acquired
ITEMS LISTED BELOW INCLUDE: 1. HIGH VALUE YES NO
ITEM NO. DESCRIPTION DISPOSITION CODE
(SEE BELOW):
1. .pst file for LR ¢
2. pst file for (b) (6), (b) (7)(C)
\
25 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 Pending Appeal

Destruction Certification

DATE ITEM # LISTED ABOVE HOW DESTROYED

SA’S SIGNATURE

1 Have Witnessed the Destruction of the Property Above in the

Manner and on the Date Stated Below.

DATE: WITNESS:

DATE:

WITNESS:

This document is the property of the OIG and may not be copied or disclosed without the permission of the OIG. Appropriate safeguards should be
provided for the information contained herein. Public disclosure of this information is determined by the Freedom of lnfonnanon Act, Title 5, U.S.C.

OIG Form IN-016-2
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This document is the property of the OIG and may not be copied or disclosed without the permission of the OIG. 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.
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Terms and Conditions Summa

For the current FedEx Service Guide, which contains the complete Terms and Cond/t/ans ‘golo fedex com.

Definitions  On this Airbill, “we,” "our,” “us,” and "FedEx”
refer to Federal Express Corporalion, its employees, and agents.
“You” and "your” refer to the sender, its employees, and agents.

Agreement To Terms By giving us your package to deliver,
you agree to all the terms on this Airbill and in the current
FedEx Service Guide, which is available at fedex.com ¢rat a
FedEx location. You also agree to thase terms on behalf of any
third party with an interest in the-package. If there is a conflict
batween the current FedEx Service Guide and this Airbill, the
current FedEx Service Guide will control. No one is autharized to
change the terms of our Agreement.
Responsihility For Packaging And Completing Airbill
You are responsible for adequately packaging your goods and
praperly filling out this Airbill. If you omit the number of
packages and/or weight per package, our bilfing vill be based
on our best estimate of the number of packages we received
and/or an estimated “default” weight per package as
determined by us.

Responsibility For Payment  Even if you give us different
payment instructions, you wiil always be primarily responsible for
alt delivery costs, as well as any cost we incur in either returning
your package 10 you or warehousing it pending disposition.

Limitations On Our Liability And Liabilities

Not Assumed

© Unless a higher value is dectased and paid for, our fiability for
each package is limited to USS100. You may pay an additiona!
charge for each additional US$100 of declared value. The
declared value does not censtitute, nor do we provide, cargo
liability insurance.

o [n any event, we will not be liable for any damage, whether
direct, incidental, special, or consequential, in excess of the
declared value of a shipment, whether or not FadEx had
knowledge that such damages might be incurred, including
hut not limited to loss of income or profits.

e

{ :
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° We won't be liahie: . L

. e
~ for your acts or omssicens, inchuding bil‘not limlted to \

improper of insufficient packing, securing, marking, or
addressing, or thc‘se of fhe rerx,xer,l\nr anyong else with
an interest in the 1)du'aqe

- if you or the: recipient violates any of the terms of
aur Agreement. O KR AT

- {orfoss of o damage to shipr NS of pr“luhl ted itams,

— for loss. damm», o d=lay rauS"u by L\em: wocannol i

control, including but not limited to acts of God, perils of
the air, weather conditions, acts of public encmies, war, \
strikes, civil cominotions, & acts of public autharities :
with aaml/m apparent authority.
Declared Value Limits
o Tie maximun declared vaiue allowed for a FadEx Envelope or
Fedlx Pat shipment is USSSD0
o For'ather shipments, thiz slaximum declared value atiowed is
US$50,000 par package, unless your package contains items
of cxt.a“fdmarl \."lw: in which case the maximum dﬂclured

o [tems of ext raord'm
such items as ariviork,
tiable instiyments, and mnnr nmm usmd in the curent ledl’x
Service Guide, ™

° You may send more than ene package on this Airbili and fill
in the total declared valus for all packages, not to exceed
the USS580, USS1,000, or USS50.000 per package firmit
described above. (Example: 5 paciadss van bave a total i
declared value of up 10 US$250,000.) In that case, our liability
is limited to the"aeiual valie of tha packagels) lust of damaged,
but may not exceed the maximum atlowable declared valus{s or
the total declared value, whichever is less. You are responsilils
for pm\!ingizhe actual toss or damage.
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" or biriine at fedex.com and notif Y us

F{ImgAClalm YOU MUST MALE ALL.CL {l’ INj‘s\!HITh\
Lf’yﬂun lafimbyithin stric

time limits set out in the current FedEx Service :unde

You may cqll nur{‘uq‘nmw Service uemr;ment ath |
1.800.GoFedEx 1.800.463.3339 10 fepolt a claif; I Suvever,
you must still file a timely wmt»n claim. We aren’t cbligated

to act an-any claim uptif youl navr pajd ail Irar*;;pr'nauon
c}*arqp “dnd you may not deduct the amount ofyour claim
from tho rhqu.»s

fithe rd cspvem accsym your package wnhuut r\ulmq eny
mnnrp on ihe delivery record, we will assume the package

was delivered in guad condition. For us tp procgs :{ou' claim,
you must make the ungmai.shmpmg cartons antl packing
available for inspection.

Right To Inspect Ve may, at cur option, open and inspect
your packages before of after you give them to us to delivar.

Right Of Rejection  \Veieserve the right w0 reject a
shipment whan such shipmant would te likaly 10 cause
delay or damage to ather shipmenits, equipment, or
personngl; g1 if the shipment is prahibitad by fave; ot if the
shipment wodid visiate any terms of dur Airbil or the current
Fe(lh Service Guide.

Serwces C.0.. GERVICE IS NDTAVAIL—\BLE WiTh

'THIS IRBILL. 1§ C.0D. Service léwqmmd pledsé use a FedEx

‘C.0.D. Airbitl.

.. AirTransportation Tax Included * A federdl excise

tax when required by the internal Revenue Code on the air
transporiation partish of this wwce if any, is paid by us.

Money-Back Guarantee In'the even: of urtimdly defive
FedEx will, at your request and with some limitations, refund
or credit all vanspoitation charges. See the current Fedfx
Sewice Guide for mare information.

Part 167001167002 « Rew. Date ©
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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 to investors with $500,000 or more

portfolios. Is that you? Even if you have something else in place, this must-read guide includes research and analysis

you can use right now. Don’t miss it! Click Here to Download Your Guidel FISHER INVESTMENTS"

Dow Jones Reprints: This copy is for your personal, non-commercial use only. To order presentation-ready copies for distribution to your colleagues, clients or
customers, use the Order Reprints tool at the bottom of any article or visit www.djreprints.com

« See a sample reprint in PDF format. « Order a reprint of this article now

ECONOMY

How Bernanke Pulled the Fed His Way

ByJON HILSENRATH
Updated Sept. 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 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.
Bernanke was negotiating a high-stakes plan in a flurry 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
Ben Bemnanke's high-stakes plan to restart the days, nights and weekends, trying to build broad support for
lumbering U.S. economy took shape in an intense ; :
flury of behind-the-scenes discussions between him an unusual bond-buying program he wanted approved _dlurlng
and colleagues in the days before a crucial the Fed's September meeting, according to people familiar
September meeting, Jon Hilsenrath explains on 5
Lunch Break. Photo: Getty Images. 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 Interviews with more than a dozen people involved in the Fed
Beijing, Seoul Blast Fed Push decision, both supporters and opponents, show how Mr.
Bernanke 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. 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-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 first time, promised to keep buying until the U.S. job market
substantially improved.

http://online.wsj.com/news/articles/S BA OYHORIZED FORMRELERSE S 78020252883039778 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 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 goal, Mr. Bernanke needed the support of officials who might remain at the Fed
after he left.

Roots of the Fed decision stretched to March, when Mr.
Bernanke in a speech warned the U.S. economy wasn't

Central Casting | Kay actors in the Fed's decision

’ - ' growing fast enough. Since September 2011, the economy

; = ~ f had produced about 200,000 jobs a month, driving down
"':’_ k f unemployment. But Mr. Bernanke warned that a slowdown

i ,j ' i would hobble hiring. Indeed, job gains by midyear fell to less

i penas.  than 100,000 a month.

Chalrman Fed Pres

Worked telepbores to Agreed 1y

poihocaly by 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 Mr. Lockhart, a former banker who spent much of his career

Ity Eiifaesaii ke dbori Bators] Rassrve working in emerging markets, said in an interview after the

Chairman Ben Beranke's plan on The Wall September meeting that he had spent his summer trying to

Street Journal This Morning. "take stock of the recovery." He debated whether the U.S.
00:00] had an economy with a 3% growth trend that was hit by bad
02:27 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
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

http://online.wsj.com/news/articles/SBNUUNHORIZEDBORREBLEABE!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.

"I've learned a lot by talking to him," Mr. Kocherlakota said in
Market Mover

e an interview after the September meeting. Mr. Bernanke's
o far fmgan T 1T i — " e
i Whewe ok e e R s S thinking is framed by data and models," he said. "It beats
sarloan Mo Tk Shelm  progam b Jpee fart  bavg . . . . "
s UM MW emes kel ot swrg  pergen coming in there with just your gut.

i L) a8 sra

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, 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. 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/SBAIQRSARAN 2 UM KE14929¢578020252883039778  2/25/2014
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Hobbled Hiring The Fed's pollcy.comr.nlttee L?(nerged from
When the Federal Reserve launched a new bond-buying program the August meeting with familiar fissures.
(QE3) in September, it was responding in part to faltering job growth. Opponents of the Fed's easy-money
T SRR, policies said the measures weren't giving
200000 the economy much of a lift, while risking
future inflation.
100000 Dallas Fed president Richard Fisher said
50,000 the Fed was like a doctor over-prescribing
i Mouthly chanae I jobs Ritalin to gttenﬂon-deﬂcnent Wall Street
250 N'D]J F M A'M J J A traders. Richmond Fed president Jeffrey
2011 12 Lacker dissented in August for the fifth
Source: Labot Department The Wall Street Journal

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, 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. 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."

http://online.wsj.com/news/articles/SRUMHORIZBO FORREIEASE4578020252883039778 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.

"l wanted to ask him if | should get some gold and silver but | 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. All 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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On September 13. 2012, the Federal Open Market Commiltee (FOMC)
directed the Open Market Trading Desk (the Desk) at the Federal Reserve
Bank of New York to begin purchasing additional agency mortgage-backed
securities (MBS) 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
extend 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 agency debt
and agency MBS in agency MBS.

The FOMC noted that 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 morigage markets, and help to make
broader financial conditions more accommodative.

Purchases of Agency MBS

‘The purchases of additional ageney MBS will begin tomorrow, and are
expected to total approximately $23 billion over the remainder of
September. Going forward. details associated with the additional amount
of MBS to he purchased each month will be announced on or around the
last business day of the prior month.

Consistent with current practice, the planned amount of purchases
associated with reinvestments of principal payments on holdings of
agency securities that are anticipated to take place over each inonthly
period will be announced on or around Lhe eighth business day of the
prior month. The next monthly reinvestment purchase amount was also
published today, and can be found here:
http://www.newyorkfed.org/markels/ambs/ambs_schedule.html.

The Desk anticipates that the agency MBS purchases associated with both
the additional asset purchases and the principal reinvestments will likely
be concentrated in newly-issued agency MBS in the To-Be-Announced
(TBA) market, although the Desk may purchase other agency MBS if
market conditions warrant.

Consistent with current practices. all purchases of agency MBS will be
conducted with the Federal Reserve’s primary dealers through a
competitive bidding process and results will be published on the Federal
Reserve Bank of New York's website. The Desk will also continue to
publish transaction prices for individual operations on a monthly basis.

Frequently Asked Questions associaled with these purchases will be

released later today.
imemadona Savioes & Data Visugiosion St Mep
Cecicinaton Mutmedia Liwary Contact Lis
Servioes for Financist KN Oata Tenns of Use
instutons
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‘through mid-2015.

Voting for the FOMC monetary policy action were: Ben S. Bernanke, 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.

gcatement Regarding Transactions in Agency Mortgage-Backed Securities and Treasury Securities

Related Information

FOMC meeting calendars and information

Economic projections materials (PDF)

Press conference

Related Current FAQs

http://www.federalreserve.gov/newse wtitHpRIZEADAFORFELHASL 1 3a.htm 4/24/2015
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SPECIAL REPORT

LEADING POLICY INTELLIGENCE OCTOBER 3, 2012

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 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 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 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 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 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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Itis 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
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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, Chatles L. Evans,
Esther L. George, and Eric Rosengren, Alternate
Members of the Federal Open Market Committee

Richard W. Fisher, Narayana Kocherlakota, and
Chatles I. Plosser, Presidents of the Federal Re-
serve Banks of Dallas, Minneapolis, and Philadel-
phia, respectively

William B. English, Secretary and Economist
Deborah ]. 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. 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,? 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

! Attended Wednesday’s session only.
2 Attended Thursday’s session only.
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Loretta J. 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-
vel, and Nathaniel Wuerffel,® Vice Presidents, Fed-
eral Reserve Banks of New York, New York, Bos-
ton, and New York, respectively

Michelle Ezer,* Markets Officer, Federal Reserve Bank
of New York

* Attended after the discussion on potential effects of a large-
scale asset purchase program.

+ 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-
curiies (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 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 recent months at levels consistent with only meager
gains in factory output in the near term.

Following a couple of months when real personal con-
sumption expenditures (PCE) were roughly flat, spend-
ing increased in 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
house values through July, and the increase in equity
prices 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
construction activity was still at a low level, reflecting
the restraint imposed by the substantial inventory of
foreclosed and distressed propetrties and by tight credit
standards for mortgage loans. Starts of new single-
family homes declined in July, but permits increased,
which pointed to further gains in single-family con-
struction 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 further, 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.
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
agricultural products. Imports also declined in July,
reflecting lower imports 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-
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
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
occupied 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.

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
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 accommeodation.

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 expectadons 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-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 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 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 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 prces.
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 Curtent 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. A
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, with
production related to autos and housing the most not-
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able areas of relatve 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 measutes 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 dsk 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 circum-
stances. A few expressed skepticism that additional
policy accommodation could help spur an economy
that they saw as held back by uncertaintes 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 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. 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 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 0 to "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 MBS 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
approptiate 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 4 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 (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 appropmnate 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 IFederal Reserve Board members and Federal Reserve Bank presidents, September 2012

Percent
. Central tendency! Range?
Variable
2012 2013 2014 2015 | Longerrun| 2012 2013 2014 2015 Longer run
Changein real GDP . | 171020 25t03.0 3.0t03.8 3.0tw038} 231025 [1.6t1020 23t035 2741 25t042 i 221030
June projection. .. | 19024 221028 3.0t03.5 na. | 231025 [16t025 221035 28t04.0 na. | 22t03.0
Unemployment rate. . | 801082 7.6t079 67t07.3 6.0t06.8 ! 521060 |80t083 70t080 63t075 571069 501063
June projection. .. [ 801082 751080 7.0t07.7 na. 1 52t60 (78084 701081 631077 na. ! 49t063
PCE inflation. . .. ... | 171018 161020 161020 18w020: 20 1.5t019 151021 161022 18t023! 20
June projection... | 1.2101.7 151020 151020 na. 1 20 121020 151021 15t022 na. | 2.0
Core PCE inflation3.. | 1.7t0 1.9 171020 181020 19t020} 161020 161020 16t022 18023
June projection. .. .| 1.7t020 1.6t020 1.6t02.0 na. i 1.7t020 141021 151022 na. |

NOTE: Projections of change in real gross domestic product (GDP) and projections for both measures of inflation are from the fourth quarter of the pre-
vious ycar 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 (PCIZ) and the price index for PCE excluding food and cnergy. Projections for the unemployment rate are for the average
civilian uncmployment rate in the fourth quarter of the year indicated. Each participant’s projections are based on his or her assessment of appropriate monetary
policy. l.onger-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 cconomy. 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 cach 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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Figure 2. Overview of FOMC participants’ assessments of appropriate monetary policy, September 2012

Number of participants

Appropriate timing of policy firming

e 1

— 12

=1k
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Appropriate pace of policy firming Perecut

2012 2013 2014 2015 Longer run

NoOTE: In the upper panel, the height of each bar denotes the number of FOMC participants who judge that, under
appropriate monetary policy, the first increase in the target federal funds rate from its current range of 0 to 1/4 percent
will occur in the specified calendar year. In June 2012, the numbers of FOMC participants who judged that the first
increase in the target federal funds rate would occur in 2012, 2013, 2014, and 2015 were, respectively, 3, 3, 7, and 6. In
the lower panel, each shaded circle indicates the value (rounded to the nearest 1/14 percentage point) of an individual
participant’s judgment of the appropriate level of the target federal funds rate at the end of the specified calendar year
or over the longer run.
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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, pat-
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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Figure 3.A. Distribution of participants’ projections for the change in real GDP, 2012-15 and over the longer run
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Figure 3.8. Distribution of participants’ projections for the unemployment rate, 2012-15 and over the longer run
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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
to 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-
tions took values of 1.7 to 1.8 percent, broadly in line
with recent inflation readings. The distributions of
participants’ projections for headline inflaton 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 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
2015, and 1 viewed a start to firming in 2016 as appro-
priate (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
Committee’s statutory mandate. Those participants
judged that the appropriate value for the federal funds
rate would range from 1% to 3 percent at the end of
2014 and from 22 to 4'2 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 rate
at the 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
federal funds rate ranged from 3 to 4'2 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-
chases. Several participants envisioned this program as
entailing purchases of agency mortgage-backed securi-
ties. Almost 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 employment, the extent to which employment
curtently 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
and the persistent shortfall of output from potential
since the 2007-09 recession. A few participants noted
that 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. Distribution of participants’ projections for PCE inflation, 2012-15 and over the longer run

Number of participants

— 2012 = '-l'g
— @ September projections =18
— = = June projections — {%
== -— lg
—_— -_—_—— =T = T 7 — G
= =1
[ i =%
1.1- 1.3- L5 1.7 1.9- 2,1 2.3-
1.2 14 1.6 L8 2.0 22 24
Percent range
Numbwer of participants
= =20
— 2013 — 18
— ==l
= — 14
— ]
— — - - - I — 6
— I —_—
— 1 L =
1.3 13- 1.5 17 LY 2.1+ 28
1.2 14 LG L8 2.0 22 24
Percent range
Number of participants
== — 20
— 2014 —is
= — 16
— — 4
= — 12
— i e N el — 10
= =
— v e ] i -
= 1 - 2
1.~ 13- 1.5~ 1.7 1.4- 24 23
1.2 i4 L6 L8 2.0 22 24
Percent range
Number of participants
— = —20
— 2015 — 18
a—, — 16
— — 4
= —12
— —10
— — %
— — j
- =
'_ -
L.1- 1.3- 13- 17 1.9- 2.1- 2.3
1.2 14 LG L¥ 2.0 2.2 24
Percent range
Nuber of pasticipants
— : —20
— Longer run — 18
o— — 16
= —u
i —12
e — 10
— — 8
— — 6
- =1
o =1 =
11- 13- 1.5- 1.7- ul= 2.3
L2 1.4 16 L8 20 22 24

Percent range

NotTe: Definitions of variables are in the general note to table 1.

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
- -

Summary of Economic Projections of the Meeting of September 1213, 2012

Page 9

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
mannet.

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 22 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).! 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

! 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. Average historical projection crror ranges
Percentage points

Vadable 2012 | 2013 | 2014 | 2015
Change in real GDPY . .. .. 06 *14 F1.7 E17
Uncemployment rate! . ... .. 02 *09 15 *19
Total consumer prices?. ... | £05 0.9 *1.1 *1.0

NOTE: Error ranges shown are measuzed as plus or minus the
root mean squased error of projections for 1992 through 2011 that
were released in the fall by various private and government forecas-
ters. As described in the box “Forecast 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 implicd by the average size of projection errors made in the
past. Further information may be found in David 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 Governors of the
Federal Reserve System, November).

1. Definitions of variables are in the general note 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 cco-
nomic forecasts. Projection is percent change, fourth quarter of the
previous 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 outook 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-

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

Summary of Economic Projections of the Meeting of September 12-13, 2012 Page 11

Figure 3.E. Distribution of participants’ projections for the target federal funds rate, 2012-15 and over the longer run
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Number of participants

Longer run

[TEEEETLTT

0.00-  038- 0.63- 0.83- 113 138 163

1 2.38- 263- 288 3.13- 3.38-
037 0.62 0.87 112 137 162 187 2] A

2.62 287 3.12 3.37

387 402 43T 462

Percent range

Note: The target federal funds rate is measured as the level of the target rate at the end of the calendar year or
in the longer run.

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE

- -
Page 12 Federal Open Market Committee
Figure 4. Uncertainty and risks in economic projections
Number of participants Number of pacticipants
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— == .June projections f - 16 — == June projections =16
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Number of participants
= Uncertainty about PCE inflation =20

Lower Broadly Higher
similar
Number of participants
= Uneertainty about core PCE inflation =20
- =18
= =16

Lower Broadly

similar

Higher

Weighted to Broadly Weighted to
downside balanced upside
Nutnber of participants
—Risks to the unemployment rate =20

Weighted to Broadly Weighted to
downside balanced upside
Number of participants
- Risks to PCE inflation =20
— —-18
= =18

Weighted to Broadly Weighted to
downside balanced upside
Nuwmber of participants
~ Risks to core PCE inflation - 20

Broadly
balanced

Weighted to
upside

Weighted to
downside

NoTE: For definitions of uncertainty and risks in economic projections. see the box “Forecast Uncertainty.” Defini-

tions of variables are in the general note to table 1.
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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 approprate 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 wosld, 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 appeats 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 Policy Reports
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 varable 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.
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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, 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 Directot, 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,? 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

! Attended Wednesday’s session only.
2 Attended Thursday’s session only.
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Loretta J. 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 Yji, 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,> Vice Presidents, Fed-
eral Reserve Banks of New York, New York, Bos-
ton, and New York, respectively

Michelle Ezer,* Markets Officer, Federal Reserve Bank
of New York

? 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 Putchase
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 Matket 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 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 recent months at levels consistent with only meager
gains in factory output in the near term.

Following a couple of months when real personal con-
sumption expenditures (PCE) were roughly flat, spend-
ing increased in 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
house values through July, and the increase in equity
prices 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
construction activity 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-
family homes declined in July, but permits increased,
which pointed to further gains in single-family con-
struction in the coming months. Both starts and per-
mits for new multifamily units rose in July. Home
prices incteased 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 further, 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 US. 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
agricultural products. Imports also declined in July,
reflecting lower imports 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-
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
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
occupied 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.-

Measutes 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
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 petiod, 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 eatlier 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 Sutvey
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-
cems 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. Iavest-
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. Nontevolving 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 concems 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 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-
cemns 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 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
temporaty 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 Cutrent 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 201315 period. In the near term, the
drought in the Midwest was expected to weigh on eco-
nomic growth. Motreover, 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. A
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 wete 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 obsetrved
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 uncettainties had led them to be particularly cau-
tious and to remain reluctant to hire or expand capaci-
ty. Reports 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 expiting 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 sectots between the skills of
the unemployed and those demanded in sectors in
which jobs were cutrently available. It was also sug-
gested that there was an ongoing process of polatiza-
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 secutities, 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 tisk-
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 concem that such thresholds
would necessatily 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. 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 inteation 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 petiod did not reflect an expectation that
the economy would remain weak, but rather reflected
the Committee’s intention to suppott 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 0 to "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

AUTHORIZED FOR RELEASE



Page 10

AUTHORIZED FOR RELEASE

\e’

-’

Federal Open Market Committee

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 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 secks 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 putchasing
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 coritext 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 Y4 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.

M. 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 (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 longet-run projections represent each
patticipant’s judgment of the rate to which each vara-
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 appropdate
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 ot 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 Board members and Federal Reserve Bank presidents, September 2012

Percent

Central tendency?

Range?

Variable 2012 | 2013 2014 2015

Longerrun| 2012 2013 2014 2015

Longer run

Change in real GDP . || 1.7t020 25t03.0 3.0t03.8 3.0t03.8 ! 231025 [1.6t020 231035 27t41 25t042; 22t03.0

June projection... | 1.9t0 24 22t028 301035 na.

Unemployment rate. . { 80t0 82 7.6t07.9 671073 6.0106.8 E 52t060 |80t083 7.0to80 63t075 571069

June projection. .. | 80t0 82 7.5t080 7.0t07.7 na.

PCE inflation. . .. .... 1.7t01.8 1.6t020 161020 1.8t020
June projection... [ 1.2t0 1.7 151020 151020 na.

Core PCE inflation®.. | 1.7t01.9 171020 181020 19t020
June projection....| 1.7t020 1.6t020 161020 na.

1 23t025 |16t025 221035 28t040 na. 2.2t0 3.0
5.0to 6.3
1 52t060 |78t084 70t081 63t077 na. 49t0 6.3

1.2t020 15t021 15t022 na. 20

1.6t020 1.6t020 1.6t022 18to23
1.7t020 14to21 15t022 na.

)

)

'

i
1.5t019 15t021 161022 18t23: 20

NOTE: Projections of change in real gross domestic product (GDP) and projections for both measures of inflation are from the fousth quarter of the pre-
vious 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 are for the average
civilian unemployment rate in the fourth quarter of the year indicated. Each participant’s projections are based on his or her assessment of appropriate monetary
policy. Longer-run projections represent cach 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 cconomy. 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 vadable 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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Figure 2. Overview of FOMC participants’ assessments of appropriate monetary policy, September 2012

Number of participants
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Target federal funds rate at year-end :
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NoTE: In the upper panel, the height of each bar denotes the number of FOMC participants who judge that, under
appropriate monetary policy, the first increase in the target federal funds rate from its current range of 0 to 1/4 percent
will occur in the specified calendar year. In June 2012, the numbers of FOMC participants who judged that the first
increase in the target federal funds rate would occur in 2012, 2013, 2014, and 2015 were, respectively, 3, 3, 7, and 6. In
the lower panel, each shaded circle indicates the value (rounded to the nearest /4 percentage point) of an individual
participant’s judgment of the appropriate level of the target federal funds rate at the end of the specified calendar year
or over the longer run.
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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-
proprate 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
patticipants’ 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’ projections for the change in real GDP, 2012-15 and over the longer run
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Figure 3.B. Distribution of participants’ projections for the unemployment rate, 2012-15 and over the longer run
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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
to 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
wete 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-
tions took values of 1.7 to 1.8 percent, broadly in line
with recent inflation readings. The distributions of
patticipants’ 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 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
2015, and 1 viewed a start to firming in 2016 as appro-
priate (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
Committee’s statutory mandate. Those patticipants
judged that the appropriate value for the federal funds
rate would range from 1%z to 3 percent at the end of
2014 and from 2'2 to 4% 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 rate
at the 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 tat-
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 4%z 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-
chases. Several participants envisioned this program as
entailing purchases of agency mortgage-backed securi-
ties. Almost all participants assumed that, at the ap-
propriate time, the Committee would carry out the
normalization of the balance sheet according to the
ptinciples 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 monetaty 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 hotizon
necessary to return employment and inflation to
mandate-consistent levels. Several participants noted
that their assessments of appropriate monetary policy
reflected the subpar pacé of labor market improvement
and the persistent shortfall of output from potential
since the 200709 recession. A few participants noted
that 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. Distribution of participants’ projections for PCE inflation, 2012-15 and over the 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 concemn
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 22 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 uatil 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

Neatly 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).! 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

! 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 soutces 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. Average historical projection error ranges

Percentage points

Variable 2012 | 2013 | 2014 | 2015
Change in real GDP!. . . .. 06 14 17 17
Unemployment rate! .. . .. 02 *09 15 19
Total consumer prices?....| 05 +09 11 *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 various private and government forecas-
ters. As described in the box “Forecast 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 average size of projection errors made in the
past. Further information may be found in David 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 Governors of the
Federal Reserve System, November).

1. Definitions of variables are in the general note 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 quarter of the
previous 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 eatlier 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, particulatly 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 and over the longer run
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Figure 4. Uncertainty and 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 Policy Reports
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 patticipant 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 cutrent year, 1.6 to 4.4 per-

cent in the second year, and 1.3 to 4.7 percent
in the third and fourth yeats. 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 varable is
morte likely to be above or below their projec-
tions of the most likely outcome. These judg-
ments about the uncertainty and the nsks 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 approptiate 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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Transcript of Chairman Bernanke’s Press Conference
September 13,2012

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 of longer-
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 will, 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. In particular, the Committee today
kept the target range for the federal funds rate at 0 to % 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 vefy close to the Committee’s goal of 2 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,

6 of 25

AUTHORIZED FOR RELEASE



AUTHORIZED FOR RELEASE
‘e’ s

September 13, 2012 Chairman Bernanke’s Press Conference FINAL

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 of rates, 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 | 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 sufc 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 COSTA. 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 |
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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BINYAMIN 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, of labor 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. [ 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 I 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 FHFA and the GSEs have recently changed their policy on putbacks so that
banks will have more certainty about under what conditiops 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 ecoﬁomic 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 IIl. 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. [ speak regularly to conventions and the like and talk to various groups. In terms of
Basel I1I, 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 1—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 |
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. [ 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. [ 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 Aligemeine Zeitung. 1 have two questions, if | 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. | 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, if I 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 of time, 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 if we 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 of MNI, 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 1 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 ibn 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 | 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 | thiﬁk 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 [—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 thé situation in Europe. There’s factors arising from still-
impaired credit markets, and so on. So we looked at that—Ilooked 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 [ 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 of impact 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—becausé 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

Deborah 1o Danker and Maithew M. Luecke. of the
Bouard's Division of Monetary Affuirs. prepared this
article.

On December 140 2004, the Tedera) Open Market
Committee (FOMC) decided 1o move up the publica-

tion ol ils minutes to three weeks alter the end of

ciuch meeting. That action has cut in half the average
time between the meeting and publication ol the
minules. It has also apparently  heightenced public
attention to the FOMC minutes. To give additional
conlext o the Commitiee’s decision. this article out-
lines previous changes 1o the release schedule for the

- ——minutes-and-provides--briel overview of the content

ol the minutes and the way they are now produced.

From the inception of the FOMC. the TFederal
Reserve has had an obligation (o nuiintain records of
the Commitiee’s policymaking actions and (o publish
those records in its annual report (o the Congress. !
Accordingly. the lederal Reserve initially published
a summary ol FOMC proceedings once a year. Over
time. however. as views about public access o infor-
mation chinged and as fimancial markets matured.
broadened. and deepened. the FOMC provided more
information more promptly. going well beyond the
busic information required by the Tederal Reserve
Act.

This article focuses on the minutes and their pro-
duction. but the minules are by no means the sole
source of public informition about FOMC policy-
making, FFor example. the Commitiee releasces i stile-
ment on the sime day (hat policy decisions are made.
the Clairman provides semiannual testimony (o the
Congress. and the Board submits semiannual Mone-
tary Policy Reports. which include a summary ol the
cconumic projections ol (he Board members and

N, The amhors are aeatelol (o holplul commionts received.
espocially from their former colleagues Normand Beroard and David
Lindsey.

1. Section 100 parageaph 10 o e Taderal Reserve Act stafes:
“The Board of Governors of the Federal Reserve System shall keep a
complete reeard of the action taken by the Board and by the Federal
Open Market Commitiee upon all questions of policy relating o
open-market operations and shall record therein the votes ken in
comnection with the determination of open-market. policies and the
reasons udertying the action of the Board and the Committee in cach
instance. The Buoard shall . . L iaclude inits annual report o the
Congress . .. a copy of the records required o be kept under the
prowisions of this paragraph.”

Reserve Bank presidents. In addition. the Chairman
testifies on the cconomy and other topics on several
accisions during the year: Commitice members regu-
larly give public speeches: and a wide ringe ol
documents. including FOMC mecting transeripts. is
nude available alter a tive-year lag.

History

The lederal Open Market Commitlee was created
in its modern form by the Banking Act ol 1935, and
for much of its history. the publicly available reports
from ity mectings were (the “Records of Policy

TACionsT—also knownsas (the *Policy Recard.™ (See

timeling chart of past and present nomenclature.)
FFor its own use. the Commitice initially maintained
extensive “minutes.” which were detailed records of
attendance, discussions. and decisions al cach meet-
ing. These minules remained conlidential, and the
Records of Policy Actions. which were published
once i year. were the ofticial statement of FOMC
policymiking for decades.? At tirst. the Records of
Policy Actions included only a paragraph or two of
background or reasoning behind cich action. How-
ever. these records grew over time and had reached
an average of about five pages per meeting by
the mid-1960s. when the Commitlee reviewed ils
information-disclosure practices,

1967—Release of Record of Policy Actions
after Ninety Days

In discussions undertaken in light of the pending
effective date of the TFreedom of Tnformation Act. the
Committee agreed that information about monetary
policy decisions should be made availuble 10 the
public on a timely basis but that caution was needed
so that the information released would not impair the
Committee’s ability 1o formulite and implement pol-
icy. The consensus (it emerged was that the time Tag
on the refease of information should be shortened.
Accordingly, in June 1967, the Commillee
announced that it would release the Record of Policy
Actions about ninely duays after cach meeting and

2. In 1%, the FOMC made the minutes for the years 1936-60
available to the public through the National Archives.
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Reports from FOMC Meetings: Past and Present Nomenclature

1967

Published . Record of Policy Actions* ,
Summarics ol I 1
Mectings 1936 1993
. Minutes of Actions
i 1
e e T | = & T L L S R
) Minutes |
i 1
1993 Present
Detailed lnlgrnul | Minutes |
Accounts ol I }
Meclings 1936 1967
Memorandum

of Discussion

1976

| Transcripl

I 1
1976 Present

]

#Also referred o as *Policy Record.™

would also publishitin the Federal Reserve Bullein,
The Commitiee believed that a ninety-day lig would
be a rehutively safe starting point and that. as experi-
ence was gained. it might be possible 1o reduce the
lag between policy action and publication.

The Commitice also began o make available on
the sime schedule a new document—a companion
picce 10 the Record of Policy Actions—thiat wias
clled ~Minules of Actions.™ This document included
summuries ol all actions (both policy actions and
nonpolicy actions. such as procedural or organizi-
tional voles) as well as i list of stiendees. T'he docu-
ment did nol state the reasoning behind the actions
or give any indication of the discussion at the meet-
ing: that information wis covered in the Record of
Policy Actions. The material previously included in
the TOMC"s internal minutes was now in effeet splil
into two documents—the Minutes of Actions and the
“Memorandum of Discussion.”™ a detailed account
of the discussion at cach meeting. Subsequently. the
Commitlee begim relfeasing its internal minutes. and
later the Memorandum of Discussion. 1o the public
with i lug of about live years.?

10 1967, the Commiittdd sent the internal miniies for 1961 0 the
National Archives. Tn 1970, it vansmitied these Tor 196265 and
decided on a regular schedule of releasing them after about five years,

1975—Rclease of Record of Policy Actions
after Foriv-Five Davy

In the years aller the passage of the Freedom of
Information Acl. it became clear that there was a
substamtistl public appetite Tor further and more-
timely information relivted w the Commitlee™s meet-
ings. Committee discussions about the schedule and
conltent of existing information releases resulted in i
decision (o cul (he Tag on the release of the Record of
Policy Actions Irom ninety diays o forty-live days.
The March 1975 innouncement about shortening (he
refease Lag time noted that ~“in the light of experience.
the Commitiee decided that a delay s long as 90 days
was no longer necessary (o avoid an unaceeptible
degree of risk that speculators would be able o take
unfair advantage of the information or that market
reactions would impair (he effectiveness of the Com-
miliee’s functions.”

/97()—El”’li("l' R('[l?(l_\'(! ().f L(’”_"f’l('”(’d Rl’('()"l]
of Policy Actions

In May 1976. the Commitiee wmounced (hit an
expanded version of the Record of Policy Actions for
cach meeting would be released a few days after the
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subsequent meeting.d Because the Commitiee wits
meeting monthly at that paint. the lag shortenced 1o an
average ofjust over thirty days.s The expanded docu-
ment. which was approximalely doubled in fength.
included a fuller discussion of economic and finan-
ciul developments and more infornation on mem-
bers” views on current and longer-run policy issues.
At the same time. the Committee decided that contin-
ued production of the Memorandum of” Discussion
wits no longer merited.

1993 Combination of the Record of
Policy Actions and Minutes of Actions

Congressional interest in FOMC information dis-
closure picked up substantially in the carly 1990s, ‘To

dispel some confusion that arose in the midst of

discussions with (he Congress about information
release and o simplil'y its procedures. the Commillee

decided to- combine the content of the Record-of -

Policy Actions and that of the Minultes of Action into
a single document catled the ~Minutes of the F'OMC
Meeting.” Also. the Commitlee agreed to construct
lightly edited transcripts of ils previous mectings
rom unedited (rmseripts dating back 10 1976, which
would be released to the public with o lag of about
five years.S In carly 1995, the Committee decided (o
follow the sime publicition practice for {uture tran-
scripts as well,

2004—Release of the Minutes after
Three Weeks

In December 2004, the Commitiee announced thi il
would expedite the release of the minutes of ils
meetings (o three weeks afler cach meeting. a redue-
tion of between (wo and five weeks in the ag (the
previous release schedule had depended on the tim-
ing of the subsequent meeting. which could vary by
several weeks), Tnosupport of this decision. partici-
pants al that TOMC meeting noted that the minutes
contained i more complete and more nuanced expla-

4. In practice, this decision meant that the minutes were released
an the Friday after the oext meeting., They continued to be released on
that schedule until carly 1997, when the release was shifted o the
Thursday after the nest mecting.

S I 1981 when the FOMOC cut its mecting schedule back Lo eight
regularly scheduled mectings cach year. the lag on releasing the policy
record lengthened concomitantly: A few days after the subsequent
meeting”™ came (o mwean a publication date that was onee again abwait
forty=five days. on average. alter e mecting.

6. To date. wansaripts for 19799 have been released: 1976-78
are pending.

nation of the reasons for the Committee’s decisions
and views ol the risks 1o the outlook thin was pos-
sible 10 include in the posi-mecting smnouncement.
They also noted that the carlier release would help
mirkets interpret cconomic developments and predict
the course of interest rides and that the minutes would
provide a more up-to-date contexi for public remarks
by individual policymakers. Some  concern wits
expressed. however. that the linancial markets could
misinterpret the minutes and that the specter of carly
release could cither impair the discussion at FOMC
mectings or lead 1o less-comprehensive. and there-
fore less-uselul, minutes over time. On balance. the
Commitiee viewed the pluses as outweighing the
minuses and decided ummimously 1o expedite the
release ol the minutes,

CONTENT

“Fhe FOMC expressed its views on the content of the

minutes years ago when it said that the document
eontiins a full and accuriate report of all matters of
palicy discussed and views presented. clearly sets
Torth all policy actions taken by the FOMC and the
reasons therelor. and includes the voles by individual
members on each policy action.”™7 In practice. this
means that the minutes cover wl policy-related topics
(haat receive i signilicant sunount of attention at the
meeting and they record the policy decisions iand the
reasoning supporting those decisions. All policy voles
are recorded. 11 there is o dissent. the reason for the
dissent as expressed al the meeting is included in the
minutes. Al attendees al the meeting are named and
identificd by title and alliliation, Because the objec-
tive of the minutes is o provide a fair. accurate. and
complele record of the FOMC meeting. only informa-
tion that was available ar the time of the meeting
is reflected in the content of the minutes. and only
opinions thiat were expressed at the meeting are
included. Subsequent informition—such as a mirket
reaction 10 the posl-meeling stalement. new cco-
nomic data. or any nolation voles or unscheduled
TOMC mectings that might occur before the publi-
cation date of the minutes—would not be included
in the minutes for thit meeting: it would be reflected
in the minutes of (he next regularly scheduled
meeling.

7. Trom the March 10, 1977, FOMC—Stutements of Palicy. which
is available in the Federal Reserve Regubatory Service. vol. 4. loe,
no. =830, That statement referred specitically o the Record of Policy
Actions, which at the time wax the functional equivalent of the cwrent
minutes. .
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Conventions of Language

The minutes try to convey clearly the content ol the
meeting through commonly used linguage. At times.
the minutes use specilic terms in the interest off
precision, For eximple. the minutes  distinguish
among the terms “members”” Tmeeting  partici-
pants.” and sl "Members™ refers only o the
twelve members of the FOMC—namely. the indi-
viduals cligible to vote at thit meeling—whereas
“meeting participants™ includes both the members
and the seven nonvating Reserve Bank presidents
(or those allending in their stead). The views of all
meeting parlicipants are included in the discussion of
currenl econenic conditions and the outlook. When
it comes 1o the description of the policy discussion
(usually the fimal few paragraphs of the minutes).
however. the views of the twelve members e the
focus. This focus reflects the intention of this section.
which is (o provide the specific reasons underlying
-the-policy action decided upon by those voting at the
meeting, Comments by other meeting  participants
may be mentioned by way ol background in this
section when it is felt that they provide important
context for the policy discussion. but such comments
would not be attributed to members.

Tor give an indication of how widely expressed
a particular view is al o meceling. the minules
us¢ common quantittive wording: “all”” most”
“many.” Cseveral” Tlew”” or Cone” in descending
order. Olen. other similar words are used for stylistic
purposes. and care should be used by readers o avoid
over-inlerpreting specilic wording, Moreover, (rack-
ing expressions of support Tor parlicular viewpoints
in the give-und-take of @ meeling tends 1o be an
imprecise science, For example. a meeting partici-
pant speaking relatively ke in o meeting may choose
not (o repeit views expressed carlier by others. or
speakers may alter or amend their views in the course
of the meeting, Therelore. these quantitalive words
should be read as indicative rather than definitive.

Doctunent Structure

The minutes follow a siracture that is Fairly consis-
tent from one meeting (o the next. The initial section
includes a list of atendees and any noteworthy orga-
nizationil or procedural items. For the FOMCs
annual organizational meeting. this initial section is
appreciably fonger because it also includes the clec-
tion of Commitee ofticers and the approval of vari-
ous Committee documents. '

The second section of the minutes follows a more-
or-less standard formit in presenting an overview of

the economic and linancial information provided to
the Commitiee. This section ends with i summary of
the stdl forecast wl the time of the meeting. In the
case ol the two-day meetings. during which the Com-
miltee discusses a special topic. the opening para-
eraphs of this scction typically summarize the staft
presentation and the Commitiee discussion of the
special topic.

The third section covers meeling participants™ per-
spectives on current cconaic developments and the
outlook, ‘The structure of this section is less standard
because it depends upon the focus of the discussion,
Nevertheless. the section typically includes para-
eraphs on such topics as business investiment, con-
sumer spending. the Libor markelt. the external sector,
and inflion, For the iwo-day mectings, the third
section tends o be longer. in part hecause the minuies
cover participants’ projections for the cconomy,

The fourth section of the minutes Tocuses directly
on the policy decision. I includes a few paragraphs
covering members” views on policy and any discus-
sion of the past-mecting statement, 11 also records the
vole. including the hanguage thit the Commitiee
voted on and the vole of cach member by name. T'he
minutes then conclude with confirmation of the date
for the FOMC's next scheduled meeting.,

A record of any nottion voles that occurred during
the period between regularly scheduled meetings
would be included at the end of the minules of (he
later meeting. as would (he minutes of any unsched-
uled FOMC mecetings. such as conference cafls. (hat
occurred during (hat period.

PROCENS

The minutes of cach TOMC meeling are now pre-
pared on an accelerated timetable in order for (he
document (¢ be approved by the Commitice and
published on time. twenty-one days aller the end of
(he meeting. An internal experiment covering most ol
the 2004 FOMC mecetings preceded the decision
to expedite the release. and that experiment was an
essential clement in providing the Commitlee with
(he necessitry conlidence that the shortened schedule
could be met reliably.

Stuff Dratr

The minutes are dralted by stall’ members of the
Board of Governors who attend the FOMC meeting.
But the process of producing the minutes begins even
before the meeting. as the standard stafT summarics
of the economic and Gnmancial sitwation (for example.
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Background on FOMC Meeting Minutes 179

the Greenbook and the Blucbook) prepared for cach
meeting become available a lew days ahead of the
meeting. A Board stafl’ member uses those sumni-
ries. along with the stall” presentiitions prepared for
the FOMC meeting and other input. 1o dralt the
section of the minutes thal reviews the informition
provided to the Commitiee. Shortly after the meceting.
adradt of this scetion is completed. and several senior
stUT members review it lor accuricy and pass it on (o
be incorporated with the other sections.

The writing of the third and Tourth sections of the
minutes. which cover the discussion of the cconomic
outlook and the policy decision. begins as soon as the
meeting ends. Several senior stall members gather
and discuss major themwes [rom the meeting and the
waty they will be covered in the minutes. The author
of these sections. an ofticer from the Board’s Divi-
sion of Monetary Allairs serving on a rotaling basis.
begins o draft based initially on notes taken at the
mecting. By the day after the meeting. however. a
rough transcript of the mecting has been prepared.
and the author typically relies on the transcript (o
complete the draft. By the end of the week ol the
meeting. a dralt that includes all sections of (he
minules is circulied among the oflicers in the Divi-
sion-of Monelary Alfairs for review.,

Policvmaker Review

meeting, Aller the minutes have been reviewed by
the Chatirman. the Secretary of the FOMC sends the
draft o the meeting participits for comments late
in the week alter the FOMC mecting (typically on
Thursday of that week. or nine days aller i ‘Tuesday
meeting). Larly in the subsequent week. the Seeretary
sends out a revised draft that incorporales input
received [rom meeting participants. By the end of
the second week afler the meeting. a linal version
is produced and provided 1o the Commiltee lor
approval by a notation vote, The notation voling
neriod lasts about four calendar days and closes
noon on (he day before publication. After the pro-
cesses of preparation and coordination Tor the release
ol the minutes are completed, the approved minules
are published at 2:00) pom., twenty-one days alter the
policy decision was made.

This shortened schedule Tor release his rcqmn.d
the Federal Reserve (o devole additional resources (o
produce the minules. A wider circle ol dralters is
engiged to ensure that the deadline is met. and Jogis-
tics are closely coordinted (o ensure that policy-
makers are available Tor timely review and approval
of the minutes. The Commitice believed that the
costs and risks associed with the new schedule were
outweighed by the benelits ol additional policy trans-
parency and openness. As such. the carlier release of
the minutes was viewed as consistent with (he ¢volu-
tion ol the FOMC's communication strategy over the

YCIULS, O
A series of several rounds of policymiker review off
the dralt minutes heging during the week after the
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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
. Central tendency’ Range®
Variable
2012 | 2013 | 2014 | 2015 | Longerrun| 2012 | 2013 | 2014 | 2015 | Longer run

Change in real GDP..... 1.7t02.0 25t03.0 3.0t038 30to38; 23t025 | 1.6t020 23t035 27to4dl 25t042: 22t03.0

June projection...... 19to24 22t0o28 30to3.5 n.a. t 23t025 1.6to25 22to3.5 28to4.0 n.a. ' 22t03.0
Unemployment rate...... 80to82 76t0c7.9 67to73 6.0to6.8 E 5.2t06.0 | 80to83 7.0to80 63to75 57t0o6.9 E 5.0t0 6.3

June projection ....... 80to82 7.5to80 7.0to7.7 n.a. E 52t060 | 78to84 7.0to81 6.3t0o7.7 n.a. E 49t06.3
PCE inflation............ 1.7t018 1.6t020 16t020 18t020 ! 2.0 15t01.9 15t021 16to2.2 18to23: 20

June projection....... 1.2t0 1.7 15t020 15t020 n.a. ; 2.0 12t02.0 15to21 15t022 na 2.0
Core PCE inflation®. .. .. 1.7t019 1.7t020 18t0o2.0 19t020 § 16t020 16to20 16to2.2 18t023 §

June projection...... 1.7t020 1.6t02.0 1.6t02.0 n.a. : 1.7t02.0 14to21 15t02.2 n.a. !

NOTE: Projections of change in real gross 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 are for the average civilian unemployment rate in the
fourth quarter of the year indicated. Each participant’s projections are based on his or her assessment of appropriate monetary policy. Longer-run projections represent cach
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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NOTE: Definitions of variables are in the general note to the projections table. The data for the actual values of
the variables are annual.
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Figure 2. Overview of FOMC participants’ assessments of appropriate monetary policy, September 2012
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NoTE: In the upper pancl, the height of cach bar denotes the number of FOMC participants who judge that, under
appropriate monetary policy, the first increase in the target federal funds rate from its current range of 0 to 1/4 percent
will occur in the specified calendar year. In June 2012, the numbers of FOMC participants who judged that the first
increase in the target federal funds rate would occur in 2012, 2013, 2014, and 2015 were, respectively, 3, 3, 7, and 6. In
the lower panel, cach shaded circle indicates the value (rounded to the nearest 1/4 percentage point) of an individual
participant’s judgment of the appropriate level of the target federal funds rate at the end of the specified calendar year
or over the 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:

e 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.

e 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 petiod. 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 petiod.

The longer-run projections, which are shown on the far right side of the chatts,
are the rates of growth, unemployment, and inflation to which a pohcymaker
expects the economy to converge over urne—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.

e 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 0 to ' percent) would appropriately occur in the
specified calendar year.

e 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 /s percentage point, with the exception
that all values below 37.5 basis points are rounded to ' 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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