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CRB Commodities Index
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Restricted Controlled (FR) Class I (FOMC)
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FOMUC Briefing on Monetary Policy Alternatives
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Exhibit 1
Recent Market Developments

Expected Federal Funds Rates Based on Implied Distribution of Federal Funds Rate
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Exhibit 2
The Case for Tightening 25 Basis Points
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The Policy Outlook
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Percent
= - 45
March 21, 2005
- 4.0
- 35
-1 3.0
TR TN NN .
Mar. July Nov, Mar. July Nov. Mar.
2005 2006 2007
*Estimates from federal funds and eurodollar futures, with an
allowance for term premia and other adjustments.
Blue Chip Three-month Treasury Bill Forecast,
Six-to-Ten Years Ahead Percent
— - 6.0
- 455

Top ten average

2000 2001 2002 2003 2004
Inflation Compensation
Percent
[ Daily
Five-to-ten years ahead
L A, )
I
- s Rty
i .‘.__"\ / . “... e .""r.\a‘l’".“,. o

Next five years

4.0

35

3.0

2.5

20

] 1 1 1 L ] 1 1 1 1 1 1 ] ] 1

July Oct.
2004

180

160

140

120

100

80

Ten-year-ahead Expected Short Rate”
Percent

—

=
Daily

2000 2001 2002 2003 2004
*Based on an estimated three-factor model of the term structure.

Qil Price and NFIB Survey Results
Index: Jan. 2001=100

Monthly Price plans over
2 the next three months”
(right scale) A

Percent

.
.
.
.
Y

K
v ~*
:
;

*fReal oil price** ¥

(left scale)
1

-

2001 2002 2003 2004
*Percentage of respondents that plan to raise average selling prices
over the next three months less the percentage that plan to lower
average selling prices.

“*WTI spot price deflated by the CPI,

PCE Prices Excluding Food and Energy*
Percent

Four-quarter change
& 90 percent intemala__i_} ol

70 percent interval

TR R THNN NN VNN AN TN [T UMY G TS CHNN VO VUNDY A (N VNN WA AN [N TN AN T |

2001 2002 2003 2004 2005 2006
*Conlidence intervals based on FRB/US stochastic simulations.

6.0

5.5

5.0

4.5

4.0

3.5

20

15

3.0

2.5

2.0

1.5

1.0

0.5



March 22, 2005 1150f 116

February 2005 FOMC Statement

The Federal Open Market Committee decided today

Is policy still to raise its target for the federal funds rate by 25 basis

accommodative? ;
points to 2-1/2 percent.

\ The Committee believes that, even after this action,

the stance of monetary policy remains

Is productivity
growth still
robust?

accommodative and, coupled with robust
underlying growth in productivity, is providing
ongoing support to economic activity. Output
appears to be growing at a moderate pace despite the

Is inflation rise in energy prices, and labor market conditions
well-contained
and expected to
be relatively 5

low? contained.

continue to improve gradually. Inflation and

longer-term inflation expectations remain well

The Committee perceives the upside and
Are the nisks downside risks to the attainment of both

still balanced? " ; T
sustainable growth and price stability for the

next few quarters to be roughly equal. With

underlying inflation expected to be relatively low,
T the Committee believes that policy accommodation
e . can be removed at a pace that is likely to be
Will the pace of :
firming remain b measured. Nonetheless, the Committee will respond

. )& el * D) - %
measured ™ to changes in economic prospects as needed to fulfill

its obligation to maintain price stability.
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Table 1: Alternative Language for the March FOMC Announcement

February FOMC

Alternative A

Alternative B

Alternative C

1.

The Federal Open Market
Committee decided today to raise

The Federal Open Market Committee decided
today to raise its target for the federal funds rate

The Federal Open Market

Committee decided today to ratse

The Federal Open Market Comnuttee decided
today to raise its target for the federal funds rate

Dii?s?in its target for ['hf.‘ federal funds rate | hy 25 basis points to 2-3/4 percent. This action | its target for thc federal funds rate | by 50 basis points to 3 percent.
by 25 basis points to 2-1/2 percent. | brings the cumulative increase since June by 25 basis points to 2-3/4
2004 to 1-3/4 percentage points. percent.

2. The Commirtee believes that, even | The Committee believes that, even after this
after this action, the stance of action, the stance of monetary policy remains
monetary policy remains somewhat accommodative and, coupled with _

; ; : . e [no change] [no change]
accommodative and, coupled with | robust underlying growth in productivity, is
robust underlying growth in providing ongoing support to economic actvity.
productivity, is providing ongoing
~ support to economic activity. B N S -

3. Output appears to be growing at a Output evidently continues to Output sppearsto-beprowingatamoderate
moderate pace despite the tise in grow appesssio-continueto-be | paeedespriethe nseinenerge-preescand labor
energy prices, and labor market he erewing at a solid mederate pace | matketconditionscontinueto-improve
conditions continue to improve a0 chegge] despite the nse in energy prices, grachaatly—continues to grow at a pace

Rationale gradually. and labor market conditions sufficient to eliminate any remaining
| - | continue to improve gradually. resource slack. - )
4. Inflation and longer term inflation | Although month-to-month movements in InHatenand-Though longer While daflatienand longer-term inflation
expectations remain well contained. | inflation have been volatile of late, term inflation expectations remain | expectations remain wel contained, pressures

underlying inflation and longer-term inflation well contained, pressures on on inflation have intensified in recent
expectations remain well contained. inflation have picked up months.

modestly in recent months and

pricing power is more evident.

The rise in energy prices,

however, has not notably fed

through to wages-or core

consumer prices.

5. The Commuttee perceives the The Committee perceives the-upsideand The Committee perceives that, The Committee perceives the-upside-and
upside and downside risks to the downsiderisksto-theattainment-of both with appropriate policy action, | dewnsiderisksto-theattainmentofboth
attainment of both sustainable sustainable-growth-and-preestabilityforthenext | the upside and downside dsks to | sustainable-growth-and-price-stabilivyfor-the
growth and price stability for the 3 that, if the the attainment of both sustainable 3 3 that, if
next few quarters to be roughly current target for the federal funds rate were | growth and price stability ferthe | the current target for the federal funds rate
equal. maintained for the next few quarters, it is sextfew-gquarters+o-be should be | were maintained for the next few quarters, it

more likely than not that output would grow | kept roughly equal. is more likely than not that output would

at a pace faster than is sustainable and that grow at a pace faster than is sustainable and

inflation pressures would pick up. that inflation pressures would pick up.
AS;;ngr:}(:nt 6. With underlying inflation expected With underlying inflation expected | With-underdyinginflationexpeetedtobe

to be relatively low, the Committee
believes that policy
accommodation can be removed at
a pace that 1s likely to be measured.
Nonetheless, the Committee will
respond to changes in economic
prospects as needed to fulfill s
obligation to maintain price
stability.

mantain-priee-stabiity: However, the pace at
which policy accommodation will be
removed to contain those risks will depend
on economic prospects.

to be contained relatvelydow, the
Committee believes that policy
accommodation can be removed at
a pace that is likely to be measured;.
N-ronetheless, the Committee will
respond to changes in economic
prospects as needed to fulfill its
obligation to maintain price
stability.

. i | IEIL

fpenes! Y i dite- However,
the pace at which policy accommodation
will be removed to contain those risks will
depend on economic prospects.






