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Macroeconomic Effects of Alternative Balance Sheet Policies
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(3) Remittances to Treasury
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$ Billions
90
80
70
60
50
40
30
20
10
0

=—=MEP Only
Memo Option 1
=—=Memo Option 4

_Annual

2011 2013 2015 2017 2019 2021

Source: Federal Reserve Bank of New York

Source: Federal Reserve Bank of New York

(4) Deferred Asset*
$3]?)l(1)hoils Memo Option 1
End of Year Memo Option 1 + 100 BPS Shock
250 b = Memo Option 4
====Memo Option 4 + 100 BPS Shock
200 ,,/ \\\
150 | /
’
J
100 /
’I
50 f p;
4
4
0 T T < T v 1 v ' -
2011 2013 2015 2017 2019 2021

*No deferred asset projected under MEP-only scenario.
Source: Federal Reserve Bank of New York

(5) Reserve Balances Around Fed Funds Liftoff*
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*$25 billion in reserves assumed under steady state.
Source: Federal Reserve Board of Governors,
Federal Reserve Bank of New York
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Class Il FOMC — Restricted (FR) Exhibit 1
(1) Decomposition of Change in Nominal (2) Breakeven Inflation Rates
Treasury Yields over Intermeeting Period Percent
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(7) Euro Area Sovereign Debt Spreads*
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(8) Euro Area Equity and Currency
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(13) Median Monthly Coverage Ratios for
Ratio MEP Purchase Operations
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(15) Agency Paydowns by Month*
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(17) Probability of Additional Policy Actions
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(14) Average Duration of SOMA
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(16) MBS Purchases and Principal Paydowns*
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(18) Increase in SOMA Portfolio Holdings
(Median End-2013 Forecasts)

$ Billions
700
600 [
500 —
400
September
300 Survey = — Up da}ted
Median T Median
200
August _
100 f Survey
0 I\I/chian . .
Total* Treasuries Agencies**

*August total value is $496 billion and overlapped by September median.
**August agencies value is $297 billion and overlapped by updated median.
Source: Federal Reserve Bank of New York Survey



September 12—13, 2012 Authorized for Public Release 253 0f 290

Appendix 3: Materials used by Mr. Wilcox



September 12—13, 2012 Authorized for Public Release 254 of 290

Class IT FOMC — Restricted (FR)

Material for
Forecast Summary

David Wilcox
September 12, 2012



September 12—13, 2012

Authorized for Public Release

Forecast Summary

Confidence Intervals Based on Tealbook Track Record
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_ Exhibit 1 _
Evidence on Asset Valuations

Ten-Year Nominal Term Premium Estimates
Percentage points
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term structure model using Treasury yields only (New York Fed), and a three-factor model using Treasury yields only (San Francisco Fed).
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Source: Thomson Financial.
Near- and Far-Term BB Forward Credit Spreads Average Debt Multiples of Highly Leveraged Loans
Percent
- Monthly -1 16 Annually
- - 14 | i
- - 12
- - 10 - .
- -1 8
- 4 6 o -1
_ *
i Near-term septe| 4
» 4 2 B 7]
Far-term**
I T T I I I I 0 1 1 1 1 1 1 1
1988 1992 1996 2000 2004 2008 2012 2006 2007 2008 2009 2010 2011 2012
* Near-term spread between years two and three. Note: Highly leveraged loans are those rated BB+ or lower or those
** Far-term spread between years nine and ten. with spreads to LIBOR of more than 200 basis points. Data for 2012 is
*++ Reflects latest daily observation as of September 11, 2012 a seven-month average.

Source: Staff estimates. Source: S&P LPC
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Exhibit 2
Evidence on Leverage and Risk-Taking

Nonfinancial Sector Credit-to-GDP Ratio
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Source: SNL Financial, authors calculations

Source: Bloomberg.
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Exhibit 1. Central tendencies and ranges of economic projections, 2012—-15 and over the longer run
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Exhibit 2. Economic projections for 2013-2015 and over the longer run (percent)
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Change in real GDP
2013 2014 2015 Longer run
Central Tendency 2.5t03.0 3.0t0 3.8 3.0t0 3.8 23t02.5
June projections 22t02.8 3.0t035 --- 2.3t025
Range 23t03.5 2.7t04.1 2.5t04.2 2.2t03.0
June projections 22t035 2.81t04.0 --- 2.2t03.0
Memo: Tealbook 2.4 3.2 3.6 2.5
June Tealbook 2.2 3.1 2.5
Unemployment rate
2013 2014 2015 Longer run
Central Tendency 7.6t07.9 6.7t07.3 6.0 t0 6.8 5.2t06.0
June projections 7.5108.0 70t0 7.7 --- 5.2106.0
Range 7.0to 8.0 63t07.5 5.7t0 6.9 5.0t06.3
June projections 70t08.1 6.3t0 7.7 --- 49106.3
Memo: Tealbook 8.0 7.6 6.7 5.2
June Tealbook 8.0 7.7 5.2
PCE inflation
2013 2014 2015 Longer run
Central Tendency 1.6t02.0 1.6t0 2.0 1.8t02.0 2.0
June projections 15t02.0 15t02.0 --- 2.0
Range 1.5t02.1 1.6t0 2.2 1.8t02.3 2.0
June projections 15t021 15t02.2 2.0
Memo: Tealbook 1.4 1.4 1.5 2.0
June Tealbook 15 15 2.0
Core PCE inflation
2013 2014 2015
Central Tendency 1.7 t0 2.0 1.8 t0 2.0 1.9t0 2.0
June projections 161t02.0 16102.0
Range 1.6t02.0 1.6t02.2 1.8t02.3
June projections l4to2.1 15t02.2
Memo: Tealbook 1.6 1.6 1.7
June Tealbook 1.6 1.6

NOTE: The changes in real GDP and inflation are measured Q4/Q4.
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Exhibit 3. Overview of FOMC participants’ assessments of appropriate monetary policy
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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 the middle and lower panels, each 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.

Page 3 of 5



September 12—13, 2012 Authorized for Public Release 265 of 290

Exhibit 4. Scatterplot of unemployment and PCE inflation rates in the initial year of policy firming (in percent)
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NOTE: When the projections of two or more participants are identical, larger markers, which represent one partici-
pant each, are used so that each projection can be seen.
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Exhibit 5. Uncertainty and risks in economic projections
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— Uncertainty about GDP growth -20 —Risks to GDP growth -20
— @ September projections - - === - 18 — @ September projections - 18
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Number of participants Number of participants
— Uncertainty about the unemployment rate -20 —Risks to the unemployment rate -20
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Lower Broadly Higher Weighted to Broadly Weighted to
similar downside balanced upside
Number of participants Number of participants
— Uncertainty about PCE inflation - 20 —Risks to PCE inflation - 20
- —18 - —18

Lower Broadly Higher Weighted to Broadly Weighted to
similar downside balanced upside
Number of participants Number of participants
— Uncertainty about core PCE inflation -20 —Risks to core PCE inflation -20
- — 18 - — 18
- — 16 - — 16
- — 14 - —14

Lower Broadly Higher Weighted to Broadly Weighted to
similar downside balanced upside
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Table 1. Final Proposal for the September Experimental Consensus Forecast,
Conditioned on No Additional Asset Purchases or Changes in Forward Guidance

2012 Longer
H1 H2 2012 2013 2014 2015 Run
AR change, % --------- Q4-over-Q4 percent change---------

Real GDP

Proposed consensus forecast 1.8 1.6 1.7 2.2 3.3 3.4 2.5

July/August consensus 1.7 2.0 1.8 2.5 3.2 25

September Tealbook 18 15 1.6 2.4 3.2 3.6 25
Total PCE prices

Proposed consensus forecast 1.6 2.0 1.8 1.6 1.6 1.7 2.0

July/August consensus 1.6 1.6 1.6 1.8 1.8 2.0

September Tealbook 1.6 1.8 1.7 1.4 14 15 2.0
Core PCE prices

Proposed consensus forecast 2.0 1.6 1.8 1.7 1.7 1.8

July/August consensus 2.0 1.7 1.8 1.8 1.8

September Tealbook 2.0 14 1.7 1.6 1.6 1.7
Unemployment rate’

Proposed consensus forecast 8.2 8.2 8.2 8.0 7.6 6.8 54

July/August consensus 8.2 8.2 8.2 7.9 7.6 5.5

September Tealbook 8.2 8.3 8.3 8.0 7.6 6.7 5.2
Federal funds rate?

Proposed consensus forecast 0.1 0.1 0.1 0.1 0.5 1.7 4.0

July/August consensus 0.1 0.1 0.1 0.1 0.5 4.0

September Tealbook 0.1 0.1 0.1 0.1 0.8 2.3 4.3

1. Level in final quarter of period indicated. 2. Level at end of period indicated.
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Table 2. Median Forecasts in the September SEP
2012 Longer
H1l H2 2012 2013 2014 2015 Run

Real GDP
All participants
Participants assuming further easing

Total PCE prices
All participants
Participants assuming further easing*

Core PCE prices
All participants
Participants assuming further easing

Unemployment rate
All participants
Participants assuming further easing

Federal funds rate
All participants
Participants assuming further easing*

AR change, %

1.8
18

1.6
1.6

2.0
2.0

8.2
8.2

0.1
0.1

1.8
1.6

2.0
2.0

1.6
1.6

8.2
8.2

0.1
0.1

1.8
1.7

1.8
18

1.8
1.8

8.2
8.2

0.1
0.1

2.7
2.7

1.8
1.7

1.8
1.8

7.8
7.8

0.1
0.1

3.2
3.6

2.0
1.8

2.0
1.9

7.2
7.2

0.1
0.1

35
35

2.0
1.9

20
2.0

6.5
6.3

1.0
1.0

25
25

20
2.0

55
54

4.0
4.0

1. Includes all participants who conditioned their projections on additional portfolio actions and/or liftoff of the

federal funds rate in 2015 or later. 2. Level in final quarter of period indicated. 3. Level at end of period

indicated.
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Table 3. Proposed Consensus Forecast Conditioned on Alternative Policy Assumptions

H1

2012
H2

2012 2013 2014 2015 2016 2017

Real GDP
Status quo (August FOMC statement)
Liftoff advanced to mid-2015
Plus $750 billion LSAP program
Plus $1 trillion LSAP program

Unemployment rate*
Status quo (August FOMC statement)
Liftoff advanced to mid-2015
Plus $750 billion LSAP program
Plus $1 trillion LSAP program

Total PCE inflation
Status quo (August FOMC statement)
Liftoff advanced to mid-2015
Plus $750 billion LSAP program
Plus $1 trillion LSAP program

Core PCE inflation
Status quo (August FOMC statement)
Liftoff advanced to mid-2015
Plus $750 billion LSAP program
Plus $1 trillion LSAP program

Federal funds rate?
Status quo (August FOMC statement)
Liftoff advanced to mid-2015
Plus $750 billion LSAP program
Plus $1 trillion LSAP program

AR change, %

1.8 1.6

1.6
1.6
1.6

8.2 8.2

8.2
8.2
8.2

1.6 2.0

2.0
2.1
2.1

2.0 1.6

1.6
1.7
1.7

e

1.7
1.7
1.7
1.7

8.2
8.2
8.2
8.2

1.8
18
1.8
1.9

1.8
1.8
1.8
1.9

NI IR

2.2
2.3
2.7
2.8

8.0
7.9
7.8
7.8

1.6
1.6
1.7
1.8

1.7
1.7
1.8
1.9

NI N

3.3
3.4
3.6
3.7

7.6
7.5
7.2
7.1

1.6
1.6
1.8
1.8

1.7
1.7
1.9
1.9

PO

3.4
3.5
35
35

6.8
6.6
6.3
6.2

1.7
1.8
1.9
1.9

1.8
1.9
2.0
2.0

1.7
1.2
1.2
1.2

3.4
3.2
3.2
3.1

6.2
6.1
5.8
5.7

1.8
1.9
2.0
21

1.9
2.0
2.1
2.2

2.6
2.9
2.9
2.9

3.1
3.0
2.8
2.7

5.8
5.7
5.6
5.5

1.9
2.0
2.1
2.1

1.9
2.0
2.1
2.1

3.4
3.6
4.0
4.1

1. Level in final quarter of period indicated. 2. Level at end of period indicated.
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Exhibit 1. Proposed Consensus Forecast

Conditioned on No Additional Asset Purchases or Changes in Forward Guidance

—— July/August consensusprojection —— Proposed Septemberconsensusprojection [ 90% confidence interval
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Note. Confidence intervals generated using stochastic simulations of the FRB/US model, with the model subjected to the sorts of

shocks experienced since the late 1960s.
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Exhibit 2. Proposed September Consensus Forecast
Under Alternative Policy Assumptions Versus Optimal Control

Federal Funds Rate

percent
45 45
4.0 — — — Optimal control - 4.0
Consensus forecast (late-2014 liftoff)
35 Consensus forecast (mid-2015 liftoff) 35
I ——— Consensus forecast(mid-2015 liftoffand 750 billion LSAP) e
Consensus forecast(mid-2015 liftoffand 1 trillion LSAP)
3.0 -3.0
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2.0 2.0
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2012 2013 2014 2015 2016 2017 2018
Unemployment Rate PCE Prices
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1.0
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Alternative Monetary Policy Scenarios

Federal Funds Rate
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—— Consensus forecast
----- Alternative A _
- — - Alternative B
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Total Federal Reserve Assets
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AUGUST FOMC STATEMENT

1.

Information received since the Federal Open Market Committee met in June suggests
that economic activity decelerated somewhat over the first half of this year. Growth
in employment has been slow in recent months, and the unemployment rate remains
elevated. Business fixed investment has continued to advance. Household spending
has been rising at a somewhat slower pace than earlier in the year. Despite some
further signs of improvement, the housing sector remains depressed. Inflation has
declined since earlier this year, mainly reflecting lower prices of crude oil and
gasoline, and longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects economic growth to remain
moderate over coming quarters and then to pick up very gradually. Consequently, the
Committee anticipates that the unemployment rate will decline only slowly toward
levels that it judges to be consistent with its dual mandate. Furthermore, strains in
global financial markets continue to pose significant downside risks to the economic
outlook. The Committee anticipates that inflation over the medium term will run at
or below the rate that it judges most consistent with its dual mandate.

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 expects to
maintain a highly accommodative stance for monetary policy. In particular, the
Committee decided today to keep the target range for the federal funds rate at 0 to %4
percent and currently anticipates that economic conditions—including low rates of
resource utilization and a subdued outlook for inflation over the medium run—are
likely to warrant exceptionally low levels for the federal funds rate at least through
late 2014.

The Committee also decided to continue through the end of the year its program to
extend the average maturity of its holdings of securities as announced in June, and it
is maintaining its existing policy of reinvesting principal payments from its holdings
of agency debt and agency mortgage-backed securities in agency mortgage-backed
securities. The Committee will closely monitor incoming information on economic
and financial developments and will provide additional accommodation as needed to
promote a stronger economic recovery and sustained improvement in labor market
conditions in a context of price stability.

2 0f 12
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SEPTEMBER FOMC STATEMENT—ALTERNATIVE A

1.

Information received since the Federal Open Market Committee met in Jure Augqust
suggests that economic activity deeeleratedsomewhat-over-the-firsthalf-of this-year
has continued to expand at a moderate pace in recent months. Growth in
employment has been slow #reeent-menths, and the unemployment rate remains

elevated. Household spending has beenrising-at-a-somewhatslowerpace-than-earker
in-the-year continued to advance, but growth in business fixed investment has

continted-to-advanee appears to have slowed. Despite-some-furthersigns-of
improvement; The housing sector remains has shown some further signs of
improvement, albeit from a depressed level. Inflation has deelined-sinee-earkierthis
veat—mthereleetinetowerprices-of erude-otband-sasobne
although the prices of some key commodities have increased recently. and
Longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects that, without further

policy accommodation, economic growth te-remain-mederate-over-coming quarters
and-thento-piekup-very-gradually likely would not be strong enough to generate
sustalned |mprovement in labor market condltlons Geasequently—the@emmmee

judges—teJe%eeﬂsrstent—w*th—}t&d&al—maﬂd-at& Furthermore, stralns in global ﬁnanc1al

markets continue to pose significant downside risks to the economic outlook. The
Committee also anticipates that inflation over the medium term w4l likely would run

at or below therate-thatitjudges-mostconsistent-with-its-dual-mandate 1ts 2 percent
objective.

To support a stronger economic recovery and to help ensure that inflation, over time,
is &t—the—rate—mest—eeﬁﬁsteﬁt—wrth—tts—d&al—m&ﬁdate Close to 2 percent, the Committee
o iey decided
todav to beqln anew asset purchase program. SpeCIflcaIIv, the Committee now
intends to purchase [ $750 billion ] of longer-term Treasury securities and [ $500
billion ] of agency mortgage-backed securities by early 2014, a combined pace of
about [ $75 ] billion per month. These increases in its securities holdings should
put downward pressure on longer-term interest rates, support mortgage
markets, and help to make broader financial conditions more accommodative.

The Committee will eloselymonitorincominginformation-on reqularly review the

size and composition of its balance sheet in light of economic and financial
developments and will-provide-additional-accommeodation-as-needed remains
prepared to make adjustments as appropriate to promote a stronger economic
recovery and sustained improvement in labor market conditions in a context of price
stability.

30f12
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4. This new asset-purchase program replaces the previously announced maturity
extension program. In particular, the Committee is ending its sales of shorter-
term Treasury securities and reinstituting its policy of rolling over maturing

Treasu rv secu rltles at auction. The Coml’nlttee al-se—éee}ded—t&eeﬂtma%thfeag-h—the

as—anne&need—m—}an%aﬁd—ft 1s mamtammg 1ts ex1st1ng pollcy of relnvestmg principal
payments from its holdings of agency debt and agency mortgage-backed securities in
agency mortgage-backed securities.

5. Tosupport continued progress toward maximum employment and price
stability, the Committee expects that a highly accommodative stance of
monetary policy will remain appropriate for a considerable time after the
conclusion of this asset-purchase program. In particular, the Committee also
decided today to keep the target range for the federal funds rate at 0 to % percent and

W&Haﬂ{ exceptlonally low levels for the federal funds rate are |Ikelv to be Warranted
at least through late 2644 mid-2015.

Note: If policymakers decide that it is appropriate to reduce the remuneration rate on
reserve balances, the Board of Governors would issue an accompanying statement that
might read:

In a related action, the Board of Governors voted today to reduce the
interest rate paid on required and excess reserve balances from 25 basis
points to 15 basis points effective with the reserve maintenance period
that begins on September 20, 2012.

40f 12
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SEPTEMBER FOMC STATEMENT—ALTERNATIVE B

1.

Information received since the Federal Open Market Committee met in Jure Auqust
suggests that economic activity deeeleratedsomewhat-over-the-firsthalf-of this-year
has continued to expand at a moderate pace in recent months. Growth in
employment has been slow #reeentmenths, and the unemployment rate remains

elevated. Household spending has beenrising-at-a-somewhatslowerpace-than-earker
in-the-year continued to advance, but growth in business fixed investment has

continted-to-advanee appears to have slowed. Despite-some-furthersigns-of
improvement; The housing sector remains has shown some further signs of
improvement, albeit from a depressed level. Inflation has deelined-sinee-earkierthis
veat—mtrhereleetinotowerprices-of erude-otband-sasebne
although the prices of some key commodities have increased recently. and
Longer-term inflation expectations have remained stable.

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expeets is concerned that, without

further policy accommodation, economic growth te-remain-mederate-overcoming
quarters-and-then-to-pickup-very-graduatly might not be strong enough to generate
sustalned |mprovement in labor market condltlons Geasequently—the@emmmee

judges—toJo%eeﬂﬁstent—wrth—}t&d&al—maﬂd-at& Furthermore, stralns in global ﬁnanc1al

markets continue to pose significant downside risks to the economic outlook. The
Committee also anticipates that inflation over the medium term w4l likely would run

at or below therate-thatitjudges-mostconsistent-with-its-dual-mandate 1ts 2 percent
objective.

To support a stronger economic recovery and to help ensure that inflation, over time,
is at the rate most consistent w1th its dual mandate, the Commlttee expeetsto

naintain a high HHY i , y agreed today to
increase DO|ICV accommodatlon bv purchasmq addltlonal agency mortgage-
backed securities at a pace of [ $30 | $40 ] billion per month. The Committee also
deeided-te Will continue through the end of the year its program to extend the average
maturity of its holdings of securities as announced in June, and it is maintaining its
existing policy of reinvesting principal payments from its holdings of agency debt and
agency mortgage-backed securities in agency mortgage-backed securities. These
actions, which together will increase the Committee’s holdings of longer-term
securities by about [ $75 | $85 ] billion each month, should put downward
pressure on longer-term interest rates, support mortgage markets, and help to
make broader financial conditions more accommodative.

50f12
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4. The Committee will closely monltor 1nc0m1ng 1nf0rmat10n on economic and finan01a1
developments and-w
strengeneeenem&c—reeeve&and—s&s@amed—rmprevement—m in comlnq months If the
outlook for the labor market eenditiens does not improve substantially, the
Committee will continue its purchases of agency mortgage-backed securities
[ and undertake additional asset purchases | , undertake additional asset
purchases, and employ its other policy tools ] as appropriate 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.

5. Tosupport continued progress toward maximum employment and price
stability, the Committee expects that a highly accommodative stance of
monetary policy will remain appropriate for a considerable time after the
economic recovery strengthens. In particular, the Committee also decided today to
keep the target range for the federal funds rate at 0to Vs percent and currently
anticipates that e ne-tow !

exceptronally low levels for the federal funds rate are |Ike|v to be Warranted at least
through tate 2044 mid-2015.

OR
5." To support continued progress toward maximum employment and price
stability, the Committee expects that exceptionally low levels of the federal funds
rate will remain appropriate for a considerable time after the economic recovery
strengthens. In particular, the Committee also decided today to keep the target range
for the federal funds rate at 0 to % percent and currently antlcrpates that economie

federal—ftmds—rat%&t—least—thre&gh—lat%@% thls exceptlonallv Iow ranqe for the

federal funds rate will be appropriate at least as long as the unemployment rate
exceeds 62 percent, provided that inflation at a one- to two-year horizon is
projected to be no more than a half percentage point above the Committee’s 2
percent objective and longer-term inflation expectations continue to be well
anchored. In determining the time horizon over which it maintains a highly
accommodative stance of monetary policy, the Committee will also consider the
pace of improvement in labor market conditions and other indicators of
economic activity and prices.

60f 12
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SEPTEMBER FOMC STATEMENT—ALTERNATIVE C

1.

3.

Information received since the Federal Open Market Committee met in Jure Auqust
suggests that economic activity deeeleratedsomewhat-over-the-firsthalf-of this-year
has continued to expand at a moderate pace in recent months. GFewt-h—}H
Employment has '
elevated increased further B&ﬁness—ﬁxed—fmlestment Prlvate domestlc demand
has continued to advance H § §

hous1ng sector femams—depfessed has shown some further Slqns of Improvement

Inflation has declined since earlier this year, mainlyreflecting lowerprices-of-erude
ot-and-gasehne; and longer-term inflation expectations have remained stable, but

prices of some key commodities recently have increased significantly.

Consistent with its statutory mandate, the Committee seeks to foster maximum
employment and price stability. The Committee expects economic growth to remain
moderate over coming quarters and then to pick up wery gradually. Consequently, the
Committee anticipates that the unemployment rate will decline enly slowly toward
levels that it judges to be consistent with its dual mandate. Furthermore, strains in
global financial markets continue to pose significant downside risks to the economic
outlook. The Committee anticipates that inflation over the medium term will run at

ot below the rate that it judges most consistent with its dual mandate

Committee’s 2 percent objective.

To support a-strenger the economic recovery and to help ensure that inflation, over
time, is at the rate most consistent with its dual mandate, the Committee expects to
maintain a highly accommodative stance for monetary policy. In particular, the
Committee decided today to keep the target range for the federal funds rate at 0 to %4
percent and currently anticipates that economic conditions—including low rates of
resource utilization and a subdued outlook for inflation over the medium run—are

likely to warrant exceptionally low levels for the federal funds rate at least through
late [ 2013 | 2014 ].

OR

To support a strenger sustainable economic recovery and to help ensure that
inflation, over time, is at the rate most consistent with its dual mandate, the
Committee expects to maintain a highly accommodative stance for monetary policy.
In particular, the Committee decided today to keep the target range for the federal

funds rate at 0 to % percent aﬂd—etﬂenﬂ{yeaﬁ&eqaates—that—eeeﬂem*c—eenéﬁens—

fate—at—Least—thfeagh—Late—Z-QM As rates of resource utlllzatlon rise toward Ievels

consistent with maximum employment, the Committee eventually will need to
make monetary policy less accommodative in order to ensure that the economy
expands at a sustainable pace and to prevent inflation from persistently
exceeding its longer-run objective. In determining the appropriate time to
increase its target for the federal funds rate, the Committee will consider a range
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of factors, including actual and projected labor market conditions, the medium-
term outlook for inflation, and the risks to the achievement of the Committee’s

objectives.

4. The Committee also decided to continue through the end of the year its program to
extend the average maturity of its holdings of securities as announced in June, and it
is maintaining its existing policy of reinvesting principal payments from its holdings
of agency debt and agency mortgage-backed securities in agency mortgage-backed

securities. The Committee will elesel-}Haaemter—meeimg—mfom}aﬁe&e&eeeﬂemie

reqularlv review the size and composmon of |ts securltles holdlnqs and is

prepared to ad|ust those holdlnqs as necessary to promote a—streﬂger—eeeime

maximum employment and price stab111ty

8 of 12
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AUGUST 2012 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 % 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 maturities of approximately 3 years or less with a total face value of about
$267 billion. For the duration of this program, the Committee directs the Desk to
suspend its current policy of rolling over maturing Treasury securities into new issues.
The Committee directs the Desk to maintain its existing policy of reinvesting principal
payments on all agency debt and agency mortgage-backed securities in the System Open
Market Account in agency mortgage-backed securities. These actions should maintain
the total face value of domestic securities at approximately $2.6 trillion. The Committee
directs the Desk to engage in dollar roll transactions as necessary to facilitate settlement
of the Federal Reserve's agency MBS transactions. The System Open Market Account
Manager and the Secretary will keep the Committee informed of ongoing developments
regarding the System's balance sheet that could affect the attainment over time of the

Committee's objectives of maximum employment and price stability.

9o0f 12
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SEPTEMBER 2012 DIRECTIVE—ALTERNATIVE A

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 % percent. The Committee directs the Desk to

$267 billion—Feor-the-duration-of this-pregram; Degin a new asset-purchase program.
This program replaces the previously announced maturity extension program.
Specifically, the Desk is directed to purchase $750 billion of longer-term Treasury
securities and $500 billion of agency mortgage-backed securities by early 2014, a
combined pace of about $75 billion per month. The Committee-directs-the Desk to
suspend-itseurrent IS also directed to reinstitute the policy of rolling over maturing

Treasury securities into new issues. The Committee directs the Desk to maintain its

existing policy of reinvesting principal payments on all agency debt and agency
mortgage-backed securities in the System Open Market Account in agency mortgage-
backed securities. These actions should maintair increase the total face value of
domestic securities at to approximately $2-6 $3.9 trillion. The Committee directs the
Desk to engage in dollar roll and coupon swap transactions as necessary to facilitate

settlement of the Federal Reserve's agency MBS transactions. The System Open Market
Account Manager and the Secretary will keep the Committee informed of ongoing
developments regarding the System's balance sheet that could affect the attainment over

time of the Committee's objectives of maximum employment and price stability.
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SEPTEMBER 2012 DIRECTIVE—ALTERNATIVE B

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 % 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 maturities of approximately 3 years or less with a total face value of about
$267 billion. For the duration of this program, the Committee directs the Desk to
suspend its ewrrent policy of rolling over maturing Treasury securities into new issues.
The Committee directs the Desk to maintain its existing policy of reinvesting 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 also directed to
begin purchasing agency mortgage-backed securities at a pace of about [ $30 | $40 ]
billion per month. Fhese-aetionsshould-maintain-thetotal-facevalue-of domestie
seecurities-at-approximately-$2-6-trition- The Committee directs the Desk to engage in

dollar roll and coupon swap transactions as necessary to facilitate settlement of the

Federal Reserve's agency MBS transactions. The System Open Market Account
Manager and the Secretary will keep the Committee informed of ongoing developments
regarding the System's balance sheet that could affect the attainment over time of the

Committee's objectives of maximum employment and price stability.
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SEPTEMBER 2012 DIRECTIVE—ALTERNATIVE C

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 % 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 maturities of approximately 3 years or less with a total face value of about
$267 billion. For the duration of this program, the Committee directs the Desk to
suspend its ewrrent policy of rolling over maturing Treasury securities into new issues.
The Committee directs the Desk to maintain its existing policy of reinvesting principal
payments on all agency debt and agency mortgage-backed securities in the System Open
Market Account in agency mortgage-backed securities. These actions should maintain
the total face value of domestic securities at approximately $2.6 trillion. The Committee
directs the Desk to engage in dollar roll transactions as necessary to facilitate settlement
of the Federal Reserve's agency MBS transactions. The System Open Market Account
Manager and the Secretary will keep the Committee informed of ongoing developments
regarding the System's balance sheet that could affect the attainment over time of the

Committee's objectives of maximum employment and price stability.
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Appendix 8: Materials used by Ms. Logan
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Statement Regarding Transactions in Agency Mortgage-Backed Securities and Treasury
Securities

On September 13, 2012, the Federal Open Market Committee (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 [$30 | 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 $[75 | 85] billion each month, should put downward pressure on
longer-term interest rates, support mortgage markets, and help to make broader financial
conditions more accommodative.

Purchases of Agency MBS

The purchases of additional agency MBS will begin tomorrow, and are expected to total
approximately $[17 | 23] billion over the remainder of September. Going forward, details
associated with the additional amount of MBS to be 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 monthly period will be announced on or around the 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/markets/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 associated with these purchases will be released later today.
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