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(1) S&P 500 and Nominal Treasury Yield (2) Implied Federal Funds Rate Path*
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Source: Barclays Source: Federal Reserve Board of Governors
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(7) Changes in U.K. Asset Prices
Around Mansion House Speech

On Since Net
Speech Speech Change
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Since Litigation
FOMC Riskin Focus*

Changes in Percent

Changes in Basis Points S&P 500 Index (U.S.) +1.9 +53
Mar '15 Short Sterling Implied Rate +20 -11 +9 FTSE 100 Index (U.K.) +04 +0.3
Nominal 5-Year, 5-Year Forward Rate -3 -26 -29 EuroStoxx 50 Index (Euro Area) 3.1 -1.0
3-Month, 2-Year Implied Volatility +9 -2 +7 KBW Bank Index (U.S.) +0.7 149

Changes in Percent FTSE Bank Index (U.K.) 17 16
Pound-Dollar* +0.8 +0.0 +0.8 EuroStoxxBank Index (Euro Area) -6.0 55
FTSE 100 Index -10 +02  -08 Banco Espirito Santo -53.7 -61.4

*Positive value indicates pound appreciation against the dollar.
Source: Bloomberg

(9) Risk Asset Performance

*Litigation risk came into focus after an article on Credit Suisse and BNP
Paribas was published after market close by the New York Times on 04/29/14.
Source: Bloomberg

(10) Emerging Market Equity Indices

—U.S. High Yield Corporate Credit OAS (LHS) Indexed to —EM Equity Index
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Source: Barclays, Bloomberg

(11) Overnight Euro Repo Offer Rates*
— German Collateral

Source: MSCI, Bloomberg

(12) SOMA Euro Portfolio Asset Allocation*
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*Median of dealer quotes offered to the Desk.
Source: Federal Reserve Bank of New York

mark ‘14 ECB Current

Allocation (Percent)

Cash 0.0 124 0.0

Official Deposits 50.0 317 66.8

Of Which: Banque de France 12,5 125 451

RRPs 175 17.5 0.0

Securities Held Outright 325 325 33.2
Duration (Months) 944  11.83
Duration Limits (Months)

Internal Duration Limit 12.00

Maximum Authorized Duration 18.00

*Includes unsettled positions as of 07/25/14.
Source: Federal Reserve Bank of New York


https://www.federalreserve.gov/monetarypolicy/files/FOMC20140730meeting.pdf

July 29-30, 2014

Class Il FOMC — Restricted (FR)

Authorized for Public Release

(13) Overnight RRP Allotment by Counterparty Type
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(15) TDF Allotment and Offered Rate
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(17) Expected IOER-ON RRP Rate
Spread and ON RRP Usage at Liftoff*
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IOER-ON RRP Rate Spread at Liftoff (BPS)

*Based on all responses from the Survey of Primary Dealers and Survey of
Market Participants. Excludes three outliers expecting a negative IOER-ON
RRP rate spread and one outlier expecting $2 trillion in ON RRP usage.
Source: Federal Reserve Bank of New York
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(14) Reserve Balances
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(16) Daily U.S. Treasury Fails by Security Age*
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Source: DTCC, Bloomberg

(18) Expected Rate Levels at Liftoff*
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*Based on all responses from the Survey of Primary Dealers and Survey of
Market Participants.
Source: Federal Reserve Bank of New York
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Proposed ON RRP Facility Features

e Spread between ON RRP and IOER rates
would be 25 basis points.
* Usage limited to lesser of:
1. A $500 billion overall limit.
2. Circuit-breaker cap: Average usage over
previous 5 business days + $100 billion.
* Daily uniform-rate auction:
o Sets rate on ON RRPs if either cap binds.

o Could limit take-up by any single
counterparty.
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Proposal for a Possible ON RRP Facility

lllustration of the Overall Limit and the Circuit-Breaker Cap

Daily
[~ [ ONRRP take-up
Circuit-breaker cap* Jan. 30
. L (start of
— = = $500 billion overall limit | sample
— period)

A Combination of Safeguards

¢ An overall limit on take-up:

o Assures that Committee would determine
maximum size of facility.

o Circuit-breaker cap alone would not prevent
take-up from rising over time.

¢ The circuit-breaker cap:

o Effective in containing surges without binding
frequently.

o Automatic adjustments would not convey
information about policy intent.

Billions of dollars

Potential surges for standalone $500 billion overall limit:
¢ Average: $378 billion

« Standard deviation: $49 billion

s Maximum: $451 billion

Potential surges for the circuit-breaker cap:
| e Average: $98 billion Mar. |
 Standard deviation: $26 billion 31
Dec. | « Maximum: $145 billion -
31 '/,\_/'
Dec. Jan. Jan. Jan. Feb. Feb. Mar. Mar. Apr. Apr. May. May. Jun. Jun. Jul. Jul.
19 2 16 30 13 27 13 27 10 24 8 22 5 19 3 17

* Circuit-breaker cap is average take-up over the previous five business days (excluding quarter ends) plus $100 billion.

Source: Federal Reserve Bank of New York, staff calculations.

Key Remaining Questions

1. Is the proposed structure appropriate?

2.1f so, are proposed calibrations appropriate?
o $500 billion overall limit?

o $100 billion added to past usage to set
circuit-breaker cap?

o Past usage is average take-up over previous
5 business days?

o Allow the circuit-breaker cap to bind
occasionally?

Timing, Communications, and Testing

e Committee could adopt proposal with new
resolution in September.

e Committee could publicize with announcement
of normalization principles and Desk Statement.
¢ Authorization might include options for testing
o Features of proposal
o Small-value tests of a binding cap
o Use of projections

o Staff could provide specific proposal for testing
for approval by the Committee.
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Exhibit 2
Approach to Conducting Policy during Normalization

Summary of "baseline" approach described in the staff memo

Target a 25 bps range for the federal funds rate (FFR), the primary policy rate

o Use IOER and ON RRP as tools to move and maintain effective FFR in target range
o  SetIOER rate equal to top of FFR target range
o  Set ON RRP rate equal to bottom of FFR target range
o Have spread between IOER and ON RRP rates of 25 bps

¢  Adjust target range in 25-basis-point steps (or multiples thereof)

e Attypical FOMC meetings, focus on setting target range

o  Statement focuses on target range

o  Also says Board set IOER rate "in a related action"

o Could also say FOMC set ON RRP rate

o  Staff expects effective FFR to reside in lower portion of target range

Adjustments to the baseline approach

Preferred response depends on
circumstances

¢ Could make adjustments at meetings

¢ Could delegate to Chair authority to
make modest adjustments

¢ Could take additional steps -- use
term tools, asset sales -- if warranted

Possible alterations to limit use of ON RRPs

Could limit facility at outset

¢ Increase IOER rate to lift off, but
keep ON RRP rate at current level

¢ Wider IOER - ON RRP spread limits
attractiveness, but also lowers floor

o Sufficient interest rate control?

Could limit facility after liftoff

¢ Use baseline approach to lift off,
then assess conditions

¢ If prudent, could widen IOER - ON
RRP spread

¢ Consistent with learning and
adjusting, but difficult to assess?

Page 2 of 8
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June 2011 “Exit Strategy Principles”

The Committee discussed strategies for normalizing the stance and conduct of monetary policy,
following up on its discussion of this topic at the April meeting. Participants stressed that the
Committee’s discussions of this topic were undertaken as part of prudent planning and did not
imply that a move toward such normalization would necessarily begin sometime soon.

For concreteness, the Committee considered a set of specific principles that would guide its
strategy of normalizing the stance and conduct of monetary policy. Participants discussed several
specific elements of the principles, including how they should characterize the monetary policy
framework that the Committee would adopt after the conduct of policy returned to normal and
whether the principles should encompass the possible timing between the normalization steps. At
the conclusion of the discussion, all but one of the participants agreed on the following key
elements of the strategy that they expect to follow when it becomes appropriate to begin
normalizing the stance and conduct of monetary policy:

e The Committee will determine the timing and pace of policy normalization to promote its
statutory mandate of maximum employment and price stability.

e To begin the process of policy normalization, the Committee will likely first cease
reinvesting some or all payments of principal on the securities holdings in the SOMA.

e At the same time or sometime thereafter, the Committee will modify its forward guidance on
the path of the federal funds rate and will initiate temporary reserve-draining operations
aimed at supporting the implementation of increases in the federal funds rate when
appropriate.

e When economic conditions warrant, the Committee’s next step in the process of policy
normalization will be to begin raising its target for the federal funds rate, and from that point
on, changing the level or range of the federal funds rate target will be the primary means of
adjusting the stance of monetary policy. During the normalization process, adjustments to the
interest rate on excess reserves and to the level of reserves in the banking system will be used
to bring the funds rate toward its target.

e Sales of agency securities from the SOMA will likely commence sometime after the first
increase in the target for the federal funds rate. The timing and pace of sales will be
communicated to the public in advance; that pace is anticipated to be relatively gradual and
steady, but it could be adjusted up or down in response to material changes in the economic
outlook or financial conditions.

e Once sales begin, the pace of sales is expected to be aimed at eliminating the SOMA’s
holdings of agency securities over a period of three to five years, thereby minimizing the
extent to which the SOMA portfolio might affect the allocation of credit across sectors of the
economy. Sales at this pace would be expected to normalize the size of the SOMA securities
portfolio over a period of two to three years. In particular, the size of the securities portfolio
and the associated quantity of bank reserves are expected to be reduced to the smallest levels
that would be consistent with the efficient implementation of monetary policy.

e The Committee is prepared to make adjustments to its exit strategy if necessary in light of
economic and financial developments.

Page 3 of 8
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Revised Potential “Policy Normalization Principles and Strategy”

At itsJune-2014 today’s meeting, the Committee agatn discussed strategies for normalizing the
stance and-conduet of monetary policy, following up on its discussion of this topic at recent
meetings. Participants stressed that the Committee’s discussions of this topic were undertaken as
part of prudent planning and did not imply that a move toward such normalization would
necessarily begin sometime soon. As it indicated last year, the Committee sees many of the
broad principles that it adopted at its June 2011 meeting as remaining applicable. However, in
light of the changes in the System Open Market Account (SOMA\) portfolio since 2011, as well
as imprevements enhancements made in the tools the Committee has to implement policy
during normalization, the Committee agreed that some aspects of the eventual normalization
process would likely differ from those specified earlier, and that it would be appropriate at this
time to provide some additional information to the public regarding its plans for normalization.
At the conclusion of the discussion, participants agreed on the following key elements of the
strategy that they expect to follow when it becomes appropriate to begin normalizing the stance
and-conduct of monetary policy:

e The Committee will determine the timing and pace of policy normalization—meaning steps
to raise short-term interest rates toward more normal levels and to reduce the size of the
Federal Reserve’s securities holdings—so as to promote its statutory mandate of maximum
employment and price stability.

e The Committee intends to adjust the stance of monetary policy primarily through actions that
influence the level of the federal funds rate and other short-term interest rates.

o0 When economic conditions and the economic outlook warrant a less accommodative
monetary policy, the Committee will raise its target range for the federal funds rate.

o From that point on during the normalization period, the Federal Reserve intends to
wmplement adjust monetary policy primarily by setting-a changing the interest rate
it pays on excess reserve balances in order to achieve the desired target range for
the federal funds rate.

normallzatlon the Federal Reserve WI|| use an overnlqht reverse repurchase

agreement facility and other supplementary tools as needed to help improve
control over the federal funds rate. Fhe-Committee-willuse The overnight reverse

repurchase agreement facility eperations-as-a-supplementary-toolto-help-keep-the
federal-fundsrate-withints-targetrange will be relied on only to the extent

necessary to ensure monetary policy control and will be phased out as soon as it
is no longer needed for this purpose.
e The Committee anticipates reducing the Federal Reserve’s securities holdings in a gradual
and predictable way over time.
o The Committee currently anticipates that it will normalize the size and
composition of its portfolio primarily by ceasing to reinvest repayments of
principal on securities held in the System Open Market Account.

Page 4 of 8
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0 The Commlttee expects to cease or reduce reinvestments ef-principal-on-the-securities
at some point after it begins increasing the

target range for the federal funds rate, thus initiating a gradual decline in the Federal
Reserve’s securities holdings and in the level of reserve balances.

o0 The Committee does not intend to sell agency mortgage-backed securities to
normalize its securities holdings, although limited sales might be warranted in the
longer run to reduce or eliminate residual holdings.

The Committee intends that the Federal Reserve will, in the longer run, hold no more
securities than necessary to implement monetary policy efficiently and effectively, and that it
will hold primarily Treasury securities, thereby minimizing the effect of Federal Reserve
holdings on the allocation of credit across sectors of the economy.

The Committee is prepared to adjust the details of its approach to policy normalization--and
to-use-additional-toels; if necessary in light of economic and financial developments.

Page 5 of 8
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Exhibit 5

Reorganized Revised Potential “Policy Normalization Principles and Strategy”

At today’s meeting, the Committee discussed strategies for normalizing the stance of monetary
policy, following up on its discussion of this topic at recent meetings. Participants stressed that
the Committee’s discussions of this topic were undertaken as part of prudent planning and did
not imply that a move toward such normalization would necessarily begin sometime soon. As it
indicated last year, the Committee sees many of the broad principles that it adopted at its June
2011 meeting as remaining applicable. However, in light of the changes in the System Open
Market Account (SOMA\) portfolio since 2011, as well as enhancements made in the tools the
Committee has to implement policy during normalization, the Committee agreed that some
aspects of the eventual normalization process would likely differ from those specified earlier,
and that it would be appropriate at this time to provide some additional information to the public
regarding its plans for normalization. At the conclusion of the discussion, participants agreed on
the following key-elements-efthe-strategy-that policy normalization principles and policy
normalization tactics, which they expect to follow when it becomes appropriate to begin
normalizing the stance of monetary policy:

Policy normalization principles

e The Committee will determine the timing and pace of policy normalization—meaning steps
to raise short-term interest rates toward more normal levels and to reduce the size of the
Federal Reserve’s securities holdings—so as to promote its statutory mandate of maximum
employment and price stability.

e The Committee intends to adjust the stance of monetary policy primarily through actions that
influence the level of the federal funds rate and other short-term interest rates.

e The Committee anticipates reducing the Federal Reserve’s securities holdings in a gradual
and predictable way over time.

e The Committee intends that the Federal Reserve will, in the longer run, hold no more
securities than necessary to implement monetary policy efficiently and effectively, and that it
will hold primarily Treasury securities, thereby minimizing the effect of Federal Reserve
holdings on the allocation of credit across sectors of the economy.

Policy normalization tactics

e \When economic conditions and the economic outlook warrant a less accommodative
monetary policy, the Committee will raise its target range for the federal funds rate.

e From that point on during the normalization period, the Federal Reserve intends to adjust
monetary policy primarily by changing the interest rate it pays on excess reserve balances in
order to achieve the desired target range for the federal funds rate.

e During normalization, the Federal Reserve will use an overnight reverse repurchase
agreement facility and other supplementary tools as needed to help improve control over the
federal funds rate. The overnight reverse repurchase agreement facility will be relied on only
to the extent necessary to ensure monetary policy control and will be phased out as soon as it
is no longer needed for this purpose.
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e The Committee currently anticipates that it will normalize the size and composition of its
portfolio primarily by ceasing to reinvest repayments of principal on securities held in the
System Open Market Account.

e The Committee expects to cease or reduce reinvestments at some point after it begins
increasing the target range for the federal funds rate, thus initiating a gradual decline in the
Federal Reserve’s securities holdings and in the level of reserve balances.

e The Committee does not intend to sell agency mortgage-backed securities to normalize its
securities holdings, although limited sales might be warranted in the longer run to reduce or

eliminate residual holdings.

The Committee is prepared to adjust the details of its approach to policy normalization if
necessary in light of economic and financial developments.
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Appendix
Questions for consideration during July’s normalization go-round

1. Do you support the approach to conducting monetary policy during normalization that is
described in the first staff memo? Are there any changes that you would suggest?

a. Would you support giving the Chair authority to make intermeeting period
adjustments to the IOER and ON RRP rates, or to the daily circuit-breaker cap or
overall limit on take-up at the ON RRP facility, as described in the staff memos,
in order to keep the effective funds rate within the range set by the FOMC?

2. Do you find the draft directive and post-meeting statement contained in the first staff
memo broadly acceptable for governing and communicating policy during
normalization?

3. Do you find the draft set of normalization principles included in the first staff memo to be
appropriate?

a. Do you think that providing either more or less detail regarding the Committee’s
approach to normalization would be more helpful to the public?
i. If you think more information would be useful, what would you add?
ii. If you think less information would be preferable, what would you drop?

4. Do you find the broad design of the ON RRP facility outlined in the second staff memo
to be reasonable? Are there any changes that you would suggest?

a. Inyour view, does the proposed spread of 25 basis points between the ON RRP
rate and the IOER rate appropriately balance the Committee’s objectives of
control over the level of short-term rates with the desire expressed by many
participants for limiting the size of the program?

b. Would you support the “circuit breaker” cap proposed in the memo in the ON
RRP facility, or would you prefer another type of circuit breaker (or none at all)?

c. Do you see the proposed $500 billion overall limit on the size of the ON RRP
program (in addition to the circuit breaker), as appropriate?

d. Would you support testing the broad design of the ON RRP facility starting after
the September meeting by changing the existing authorization to allow a switch
from counterparty specific caps to the cap system proposed in the memo?

Page 8 of 8
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Forecast Summary

6. Four Risks to the Staff Baseline

e Expectations trap
e Stronger activity
* Weaker household demand

* Credit market turbulence
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The International Outlook

rate

2. Total EME GDP

Percent change, annual rate

= Previous Tealbook

3. Total AFE GDP
Percent change, annual rate

= Previous Tealbook
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Downside Risks

1. EME Real GDP
4-gtr percent change

= History and baseline = China Crisis with Standard Spillovers = China-Driven Broader EME Crisis

2011 2012 2013 2014 2015 2016

Shading shows forecast period. Source: Haver Analytics, CEIC, and staff estimates.

2. U.S. Real GDP
4-gtr percent change

— History and baseline = China Crisis with Standard Spillovers = China-Driven Broader EME Crisis

2011 2012 2013 2014 2015 2016

Shading shows forecast period. Source: Haver Analytics, CEIC, and staff estimates.
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Chart 1
High Yield Spreads and Risk Premiums
Percent
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Note: Staff estimates. Estimated corporate bond risk premium is equal to
the spread of the BofA Merrill Lynch Master Il yield index over the 7-year
Treasury yield minus the compensation for expected credit losses

Source: Estimated from curve fit to Merrill Lynch bond yields. Treasury
yields from smoothed yield curve estimated from off-the-run securities.
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Chart 2
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Chart 7
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Chart 8
Household Net Borrowing: 4-Quarter Change
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Summary and Policy Initiatives

¢ Risk of a market correction has increased, but overall vulnerability of the financial system
remains moderate given fairly strong position of household and corporate balance sheets
and relatively contained use of maturity transformation and leverage

¢ Several ongoing initiatives related to the risks highlighted:

0 SNC examinations heavily focused on responses to leveraged lending guidance and
supervisory letters.

o Staff are conducting a study of interest rate risk at large broker-dealers

o Continuing work with FSB and IOSCO on risks related to ETFs in stressed market
conditions

o0 SEC issued rule to reform MMMFs mandating floating NAVs for prime institutional funds
and allowing imposition of gates and redemption fees in the event of severe liquidity
pressures.
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Class I FOMC — Restricted (FR)
July 30, 2014

2014 Annual Revision of the NIPAs
2014:Q2 Advance Estimate

Change in Real GDP, Real GDI, and PCE Prices

2011 2012 2013 2014:Q1  2014:Q2

Real GDP 1.7 1.6 3.1 2.1 4.0
Revision -3 -4 5 .8 A
Real GDI 2.1 3.3 2.0 -0.7 -
Revision -2 T -5 1.9

PCE Prices 2.7 1.6 1.0 1.4 2.3
Revision A1 -.05 .05 .0 .0
Core PCE Prices 1.9 1.6 1.3 1.2 2.0
Revision 1 -.05 .15 .0 .0

Note: Q4/Q4 percent change in annual columns; percent change at annual rate in quarter
columns. 2014:Q!1 and earlier periods compared to previously published figures. 2014:Q2
compared to the July Tealbook forecast.
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Policy Issues

Policy Rule Simulations: Federal Funds Rate
Percent

Taylor (1993) Rule
Taylor (1999) Rule

| =eeeeee Inertial Taylor (1999) Rule .
— — — Nominal Income Targeting Rule

— — — Outcome-Based Rule

| — First-Difference Rule -
—— Tealbook Baseline
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Source: July Tealbook.
Arguments for Later Liftoff
¢ Headwinds from the financial crisis and
subsequent recession.

e Asymmetric risk at the zero-lower bound.

¢ Full range of labor market indicators suggests
slack still substantial.

e More accomodative policy may yield lower
unemployment with inflation closer to target.

Optimal Control: Unemployment Rate
Percent

Optimal Control
Tealbook Baseline
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Source: July Tealbook.
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Persons Working Part-Time for Economic Reasons
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Note: Shaded region represents NBER recession.
Source: U.S. Department of Labor, Bureau of Labor Statistics.

Optimal Control: PCE Inflation
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Source: July Tealbook.
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JUNE FOMC STATEMENT

1.

Information received since the Federal Open Market Committee met in April
indicates that growth in economic activity has rebounded in recent months. Labor
market indicators generally showed further improvement. The unemployment rate,
though lower, remains elevated. Household spending appears to be rising moderately
and business fixed investment resumed its advance, while the recovery in the housing
sector remained slow. Fiscal policy is restraining economic growth, although the
extent of restraint is diminishing. Inflation has been running below the Committee’s
longer-run objective, but 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, with appropriate policy
accommodation, economic activity will expand at a moderate pace and labor market
conditions will continue to improve gradually, moving toward those the Committee
judges consistent with its dual mandate. The Committee sees the risks to the outlook
for the economy and the labor market as nearly balanced. The Committee recognizes
that inflation persistently below its 2 percent objective could pose risks to economic
performance, and it is monitoring inflation developments carefully for evidence that
inflation will move back toward its objective over the medium term.

The Committee currently judges that there is sufficient underlying strength in the
broader economy to support ongoing improvement in labor market conditions. In
light of the cumulative progress toward maximum employment and the improvement
in the outlook for labor market conditions since the inception of the current asset
purchase program, the Committee decided to make a further measured reduction in
the pace of its asset purchases. Beginning in July, the Committee will add to its
holdings of agency mortgage-backed securities at a pace of $15 billion per month
rather than $20 billion per month, and will add to its holdings of longer-term Treasury
securities at a pace of $20 billion per month rather than $25 billion per month. The
Committee 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 and of rolling over maturing Treasury securities at
auction. The Committee’s sizable and still-increasing holdings of longer-term
securities should maintain downward pressure on longer-term interest rates, support
mortgage markets, and help to make broader financial conditions more
accommaodative, which in turn should promote a stronger economic recovery and help
to ensure that inflation, over time, is at the rate most consistent with the Committee’s
dual mandate.

The Committee will closely monitor incoming information on economic and financial
developments in coming months and will continue its purchases of Treasury and
agency mortgage-backed securities, and employ its other policy tools as appropriate,
until the outlook for the labor market has improved substantially in a context of price
stability. If incoming information broadly supports the Committee’s expectation of
ongoing improvement in labor market conditions and inflation moving back toward
its longer-run objective, the Committee will likely reduce the pace of asset purchases
in further measured steps at future meetings. However, asset purchases are not on a
preset course, and the Committee’s decisions about their pace will remain contingent
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6.

on the Committee’s outlook for the labor market and inflation as well as its
assessment of the likely efficacy and costs of such purchases.

To support continued progress toward maximum employment and price stability, the
Committee today reaffirmed its view that a highly accommodative stance of monetary
policy remains appropriate. In determining how long to maintain the current 0 to

Ya percent target range for the federal funds rate, the Committee will assess
progress—both realized and expected—toward its objectives of maximum
employment and 2 percent inflation. This assessment will take into account a wide
range of information, including measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and readings on financial
developments. The Committee continues to anticipate, based on its assessment of
these factors, that it likely will be appropriate to maintain the current target range for
the federal funds rate for a considerable time after the asset purchase program ends,
especially if projected inflation continues to run below the Committee’s 2 percent
longer-run goal, and provided that longer-term inflation expectations remain well
anchored.

When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent. The Committee currently anticipates that, even after
employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the
Committee views as normal in the longer run.
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FOMC STATEMENT—JULY 2014 ALTERNATIVE A

1.

Information received since the Federal Open Market Committee met in Aprit June
indicates that growth in economic activity has-rebeunded was modest, on average, in
recent-menths the first half of the year. Labor market indicators generally showed
further improvement in recent months. The unemployment rate, though lower,
remains elevated above levels the Committee sees as normal in the longer run.
Moreover, the fraction of the labor force that is working part-time but would
prefer full-time work remains elevated, and labor force participation is
atypically low, indicating that there is still considerable underutilization of labor
resources. Household spending appears to be rising moderately and business fixed
investment resumed-its-advanee is advancing, while the recovery in the housing
sector remained remains slow. Fiscal policy is restraining economic growth,
although the extent of restraint is diminishing. Although inflation has beea+running
moved up somewhat in recent months, it has continued to run below the
Committee’s longer-run objective. byt 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, with appropriate policy
accommodation, economic activity will expand at a moderate pace and labor market
conditions will eentinue-te improve gradually, moving toward those the Committee
judges consistent with its dual mandate. The Committee sees the risks to the outlook
for the economy and the labor market as nearly balanced. The Committee recognizes
that inflation persistently below its 2 percent objective could pose risks to economic
performance, and it is monitoring inflation developments carefully for evidence that
inflation will move back toward its objective over the medium term.

The Committee currently judges that there likely is sufficient underlying strength in
the broader economy to support ongorng |mprovement in labor market condrtrons 13}

the first half of the year was consrderablv weaker than the Committee had

anticipated at the time of its June meeting, increasing uncertainty about the
economic outlook. Thus, the Committee will continue to add to its holdings of
agency mortgage-backed securities at a pace of $15 billion per month ratherthan-$20
billien-permeonth, and wiHadd to its holdings of longer-term Treasury securities at a
pace of $20 billion per month rather-than-$25-bilion-permeonth, while assessing
incoming information that bears on the outlook for economic activity, the labor
market, and inflation. The Committee 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 and of rolling over
maturing Treasury securities at auction. The Committee’s sizable and still-increasing
holdings of longer-term securities should maintain downward pressure on longer-term
interest rates, support mortgage markets, and help to make broader financial
conditions more accommodative, which in turn should promote a stronger economic
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recovery and help to ensure that inflation, over time, is at the rate most consistent
with the Committee’s dual mandate.

4. The Committee will closely monitor incoming information on economic and financial
developments in coming months and will continue its purchases of Treasury and
agency mortgage-backed securities, and employ its other policy tools as appropriate,
until the outlook for the labor market has improved substantially in a context of price
stability. If incoming information breadhy more clearly supports the Committee’s
expectation of ongoing improvement in labor market conditions and inflation moving
back toward its longer-run objective, the Committee will likely reduce the pace of
asset purchases in further measured steps at future meetings. However, asset
purchases are not on a preset course, and the Committee’s decisions about their pace
will remain contingent on the Committee’s outlook for the labor market and inflation
as well as its assessment of the likely efficacy and costs of such purchases.

5. To support continued progress toward maximum employment and price stability, the
Committee today reaffirmed its view that a highly accommodative stance of monetary
policy remains appropriate. In determining how long to maintain the current 0 to
Y4 percent target range for the federal funds rate, the Committee will assess
progress—both realized and expected—toward its objectives of maximum
employment and 2 percent inflation. This assessment will take into account a wide
range of information, including measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and readings on financial
developments. The Committee continues to anticipate, based on its assessment of
these factors, that it likely will be appropriate to maintain the current target range for

is projected to be below 2 percent, provided that longer-term inflation expectations
remain well anchored.

6. When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent. The Committee currently anticipates that, even after
employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the
Committee views as normal in the longer run.
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FOMC STATEMENT—JULY 2014 ALTERNATIVE B

1.

Information received since the Federal Open Market Committee met in Aprit June
indicates that growth in economic activity has rebounded in reeent-meonths the second

quarter. Labor market indicators-generaly-showed-further-improvement—TFhe
uhemploymentrate,though-lowerremains-elevated: conditions improved, with the

unemployment rate declining further. However, a range of labor market
indicators suggests that there remains significant underutilization of labor
resources. Household spending appears to be rising moderately and business fixed
investment resumed-its-advanee is advancing, while the recovery in the housing
sector remained remains slow. Fiscal policy is restraining economic growth,
although the extent of restraint is diminishing. Inflation has beer-running-below
moved somewhat closer to the Committee’s longer-run objective. but 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, with appropriate policy
accommodation, economic activity will expand at a moderate pace, and with labor
market eonditions-wil-continue-to-improve-graduakly, indicators and inflation
moving toward these levels the Committee judges consistent with its dual mandate.
The Committee sees the risks to the outlook for the-eeenemy economic activity and

the Iabor market as nearly baIanced—'FheGemmﬁtee—Feeegm-zes—that—mﬂatleh

meve—baeletewapd—uerebjeem%fenhemeehum—tetm and |udqes that the

likelihood of inflation running persistently below 2 percent has diminished
somewhat.

The Committee currently judges that there is sufficient underlying strength in the
broader economy to support ongoing improvement in labor market conditions. In
light of the cumulative progress toward maximum employment and the improvement
in the outlook for labor market conditions since the inception of the current asset
purchase program, the Committee decided to make a further measured reduction in
the pace of its asset purchases. Beginning in Juby August, the Committee will add to
its holdings of agency mortgage-backed securities at a pace of $15 $10 billion per
month rather than $20 $15 billion per month, and will add to its holdings of longer-
term Treasury securities at a pace of $20 $15 billion per month rather than $25 $20
billion per month. The Committee 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 and of rolling over maturing Treasury
securities at auction. The Committee’s sizable and still-increasing holdings of longer-
term securities should maintain downward pressure on longer-term interest rates,
support mortgage markets, and help to make broader financial conditions more
accommodative, which in turn should promote a stronger economic recovery and help
to ensure that inflation, over time, is at the rate most consistent with the Committee’s
dual mandate.

The Committee will closely monitor incoming information on economic and financial
developments in coming months and will continue its purchases of Treasury and
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agency mortgage-backed securities, and employ its other policy tools as appropriate,
until the outlook for the labor market has improved substantially in a context of price
stability. If incoming information broadly supports the Committee’s expectation of
ongoing improvement in labor market conditions and inflation moving back toward
its longer-run objective, the Committee will likely reduce the pace of asset purchases
in further measured steps at future meetings. However, asset purchases are not on a
preset course, and the Committee’s decisions about their pace will remain contingent
on the Committee’s outlook for the labor market and inflation as well as its
assessment of the likely efficacy and costs of such purchases.

5. To support continued progress toward maximum employment and price stability, the
Committee today reaffirmed its view that a highly accommodative stance of monetary
policy remains appropriate. In determining how long to maintain the current 0 to
Y4 percent target range for the federal funds rate, the Committee will assess
progress—both realized and expected—toward its objectives of maximum
employment and 2 percent inflation. This assessment will take into account a wide
range of information, including measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and readings on financial
developments. The Committee continues to anticipate, based on its assessment of
these factors, that it likely will be appropriate to maintain the current target range for
the federal funds rate for a considerable time after the asset purchase program ends,
especially if projected inflation continues to run below the Committee’s 2 percent
longer-run goal, and provided that longer-term inflation expectations remain well
anchored.

6. When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent. The Committee currently anticipates that, even after
employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the
Committee views as normal in the longer run.
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FOMC STATEMENT—JULY 2014 ALTERNATIVE C

1.

Information received since the Federal Open Market Committee met in Aprit June
indicates that growth in economic activity has rebounded in reeent-meonths the second

quarter. Labor market indicators-generaly-showed-further-improvement—TFhe
uhemploymentrate,though-lowerremains-elevated: conditions improved, with the

unemployment rate declining further. However, a range of labor market
indicators suggests that there remains some underutilization of labor resources.
Household spending appears to be rising moderately and business fixed investment
resurmed-ts-advanee is advancing, while the recovery in the housing sector remained
remains slow. Fiscal policy is restraining economic growth, although the extent of
restraint is diminishing. Inflation has beer+unning-belew moved closer to the
Committee’s longer-run objective. but 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, with appropriate policy
accommodation, economic activity will expand at a moderate pace, and with labor
market eonditions-wil-continue-to-improve-graduakly, indicators and inflation
moving toward these levels the Committee judges consistent with its dual mandate.
The Committee sees the risks to the outlook for the-eeenemy economic activity and

the Iabor market as nearly baIanced—'FheGemmﬁtee—Feeegm-zes—that—mﬂatleh

meve—baeletewapd—uerebjeem%fenhemeehum—tetm and |udqes that the

likelihood of inflation running persistently below 2 percent has diminished.

The Committee currently judges that there is sufficient underlying strength in the
broader economy to support ongoing improvement in labor market conditions. In
light of the appreciable cumulative progress toward maximum employment and the
improvement in the outlook for labor market conditions since the inception of the
current asset purchase program, the Committee decided to make a further measured
reduction in the pace of its asset purchases. Beginning in Juby August, the
Committee will add to its holdings of agency mortgage-backed securities at a pace of
$15 $5 billion per month rather than $26 $15 billion per month, and will add to its
holdings of longer-term Treasury securities at a pace of $20 $10 billion per month
rather than $25 $20 billion per month. The Committee 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 and of rolling over
maturing Treasury securities at auction. The Committee’s sizable and still-increasing
holdings of longer-term securities should maintain downward pressure on longer-term
interest rates, support mortgage markets, and help to make broader financial
conditions more accommodative, which in turn should promote a stronger economic
recovery and help to ensure that inflation, over time, is at the rate most consistent
with the Committee’s dual mandate.

The Committee will closely monitor incoming information on economic and financial
developments in coming months and will continue its purchases of Treasury and
agency mortgage-backed securities, and employ its other policy tools as appropriate,
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until the outlook for the labor market has improved substantially in a context of price
stability. If incoming information broadly supports the Committee’s expectation of
ongoing improvement in labor market conditions and inflation moving back toward
its longer-run objective, the Committee will likely reduce-the-pace-of end asset
purchases -further-measured-steps-atfuture at its next meetings. However, asset
purchases are not on a preset course, and the Committee’s decisions about their pace
will remain contingent on the Committee’s outlook for the labor market and inflation
as well as its assessment of the likely efficacy and costs of such purchases.

5. To support continued progress toward maximum employment and price stability, the
Committee today reaffirmed its view that a highly accommodative stance of monetary
policy remains appropriate. In determining how long to maintain the current 0 to
Ya percent target range for the federal funds rate, the Committee will assess
progress—both realized and expected—toward its objectives of maximum
employment and 2 percent inflation. This assessment will take into account a wide
range of information, including measures of labor market conditions, indicators of
inflation pressures and inflation expectations, and readings on financial
developments. The Committee continues to anticipate, based on its assessment of
these factors, that it likely will be appropriate to maintain the current target range for
the federal funds rate for a-censiderable some time after the asset purchase program
ends, especially if projected inflation continues to run below the Committee’s
2 percent longer-run goal, and provided that longer-term inflation expectations
remain well anchored.

6. When the Committee decides to begin to remove policy accommodation, it will take a
balanced approach consistent with its longer-run goals of maximum employment and
inflation of 2 percent. The Committee currently anticipates that, even after
employment and inflation are near mandate-consistent levels, economic conditions
may, for some time, warrant keeping the target federal funds rate below levels the
Committee views as normal in the longer run.
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JUNE 2014 DIRECTIVE

Consistent with its statutory mandate, the Federal Open Market Committee seeks
monetary and financial conditions that will foster maximum employment and price
stability. In particular, the Committee seeks conditions in reserve markets consistent with
federal funds trading in a range from 0O to % percent. The Committee directs the Desk to
undertake open market operations as necessary to maintain such conditions. Beginning
in July, the Desk is directed to purchase longer-term Treasury securities at a pace of
about $20 billion per month and to purchase agency mortgage-backed securities at a pace
of about $15 billion per month. The Committee also directs the Desk to engage in dollar
roll and coupon swap transactions as necessary to facilitate settlement of the Federal
Reserve’s agency mortgage-backed securities transactions. The Committee directs the
Desk to maintain its policy of rolling over maturing Treasury securities into new issues
and its policy of reinvesting principal payments on all agency debt and agency mortgage-
backed securities in agency mortgage-backed securities. 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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DIRECTIVE FOR JULY 2014 ALTERNATIVE A

Consistent with its statutory mandate, the Federal Open Market Committee seeks
monetary and financial conditions that will foster maximum employment and price
stability. In particular, the Committee seeks conditions in reserve markets consistent with
federal funds trading in a range from 0O to % percent. The Committee directs the Desk to
undertake open market operations as necessary to maintain such conditions. Beginnring
Juby; The Desk is directed to purehase continue purchasing longer-term Treasury
securities at a pace of about $20 billion per month and to purehase continue purchasing
agency mortgage-backed securities at a pace of about $15 billion per month. The
Committee also directs the Desk to engage in dollar roll and coupon swap transactions as
necessary to facilitate settlement of the Federal Reserve’s agency mortgage-backed
securities transactions. The Committee directs the Desk to maintain its policy of rolling
over maturing Treasury securities into new issues and its policy of reinvesting principal
payments on all agency debt and agency mortgage-backed securities in agency mortgage-
backed securities. 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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DIRECTIVE FOR JULY 2014 ALTERNATIVE B

Consistent with its statutory mandate, the Federal Open Market Committee seeks
monetary and financial conditions that will foster maximum employment and price
stability. In particular, the Committee seeks conditions in reserve markets consistent with
federal funds trading in a range from 0O to % percent. The Committee directs the Desk to
undertake open market operations as necessary to maintain such conditions. Beginning

in Juby August, the Desk is directed to purchase longer-term Treasury securities at a pace
of about $20 $15 billion per month and to purchase agency mortgage-backed securities at
a pace of about $15 $10 billion per month. The Committee also directs the Desk to
engage in dollar roll and coupon swap transactions as necessary to facilitate settlement of
the Federal Reserve’s agency mortgage-backed securities transactions. The Committee
directs the Desk to maintain its policy of rolling over maturing Treasury securities into
new issues and its policy of reinvesting principal payments on all agency debt and agency
mortgage-backed securities in agency mortgage-backed securities. 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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DIRECTIVE FOR JULY 2014 ALTERNATIVE C

Consistent with its statutory mandate, the Federal Open Market Committee seeks
monetary and financial conditions that will foster maximum employment and price
stability. In particular, the Committee seeks conditions in reserve markets consistent with
federal funds trading in a range from 0O to % percent. The Committee directs the Desk to
undertake open market operations as necessary to maintain such conditions. Beginning
in Juby August, the Desk is directed to purchase longer-term Treasury securities at a pace
of about $20 $10 billion per month and to purchase agency mortgage-backed securities at
a pace of about $15 $5 billion per month. The Committee also directs the Desk to engage
in dollar roll and coupon swap transactions as necessary to facilitate settlement of the
Federal Reserve’s agency mortgage-backed securities transactions. The Committee
directs the Desk to maintain its policy of rolling over maturing Treasury securities into
new issues and its policy of reinvesting principal payments on all agency debt and agency
mortgage-backed securities in agency mortgage-backed securities. 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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