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5/10/06: FOMC

Note: rolling 21-day volatility of daily returns

Start Date End Date Percentage Decline Start Date End Date Percentage Decline
9/21/1943 11/29/1943 -10.21 3/13/1974 10/3/1974 -37.56
8/13/1946 10/9/1946 -22.55 7/15/1975 9/16/1975 -14.14
6/15/1948 6/13/1949 -20.57 7/18/1977 2/28/1978 -13.78
6/9/1950 7/17/1950 -13.40 9/12/1978 11/15/1978 -13.35

3/17/1953 9/15/1953 -13.03 2/13/1980 3/27/1980 -17.07
8/2/1956 2/25/1957 -12.79 11/20/1980 9/25/1981 -19.68

7/12/1957 10/21/1957 -20.23 11/30/1981 3/17/1982 -13.67
1/5/1960 3/8/1960 -11.46 5/7/1982 8/12/1982 -14.27

12/12/1961 5/28/1962 -23.60 10/10/1983 7/24/1984 -14.38
2/9/1966 10/7/1966 -22.18 8/25/1987 10/19/1987 -33.24

11/29/1968 7/29/1969 -17.43 7/16/1990 10/17/1990 -19.02
10/24/1969 1/30/1970 -13.35 10/17/1997 10/27/1997 -10.80

3/3/1970 5/26/1970 -23.21 7/17/1998 9/10/1998 -17.41
4/28/1971 8/9/1971 -10.73 9/1/2000 3/11/2003 -47.35
1/11/1973 8/22/1973 -16.39 5/9/2006 6/27/2006 -6.15
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STRICTLY CONFIDENTIAL (FR) CLASS I-FOMC*

Material for

Staff Presentation on the 
Economic Outlook

June 28, 2006

*Downgraded to Class II upon release of the July 2006 Monetary Policy Report.
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Class II FOMC - Restricted (FR) Exhibit 2

Longer-Run Projection and Key Background Factors
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Class II FOMC - Restricted (FR) Exhibit 4

Household Sector
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Class II FOMC - Restricted (FR) Exhibit 9

The Pass-Through of Energy Prices
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* The vertical axis measures the estimated response of core PCE price inflation after eight quarters to a permanent 10-percent increase in the relative 
price of energy.  The results are based on 15-year rolling estimation periods. Dates on the horizontal axis denote the end of the estimation window.

Backward-looking model
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0

100
  

Judgmental Assumptions about Energy-Price Pass-Through

We assume that a permanent ten-percent increase in the relative price of energy would
boost core inflation about 0.2 percentage point after eight quarters.

Models that are forced to assume zero energy-price pass-through have been a little
surprised by how high inflation has been in the last few quarters.

Models that assume a larger pass-through than the one we use judgmentally have been
a little surprised by how low inflation has been.

June 28-29, 2006 Authorized for Public Release 163 of 177



June 28-29, 2006 Authorized for Public Release 164 of 177



Class II FOMC -- Restricted (FR) Exhibit 11

Outlook for Foreign Growth
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Foreign Real GDP*
Percent change, a.r.**

2005:H2         2006 2007p
    Q1     Q2p     H2p

  1.  Total Foreign 4.1 4.5 3.5 3.3 3.3

  2.     Industrial Countries 2.6 3.1 2.7 2.4 2.4
           of which:
  3.        Japan 2.8 3.1 3.0 2.0 1.8
  4.        Euro Area 1.9 2.4 2.7 2.0 1.5
  5.        United Kingdom 2.2 2.3 2.5 2.6 2.7
  6.        Canada 2.9 3.8 2.5 2.6 2.9

  7.     Emerging Economies 6.4 6.6 4.6 4.6 4.6
           of which:
  8.        China 10.2 13.3 8.0 7.6 8.1
  9.        Emerging Asia ex. China 7.2 5.0 4.7 4.8 4.9
10.        Mexico 5.5 6.3 3.2 3.4 3.4

* Aggregates weighted by shares of U.S. exports.
** Year is Q4/Q4; half years are Q4/Q2; quarters are percent change from previous quarter.
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Class II FOMC -- Restricted (FR) Exhibit 12

Commodity Prices and Global Growth

0

1

2

3

4

5

6

2004 2005 2006 2007

Emerging economies

Industrial economies

*Quarterly percent changes at an annual rate.

      Consumer Price Inflation
Percent*       

30

45

60

75

90

90

135

180

225

270

2004 2005 2006 2007

Copper

Metals

WTI
Non-energy

commodity prices

      Primary Commodity Prices
       US$ per barrel Index, 2004:Q1 = 100       

75

100

125

150

175

200

225

250

275

300

325

Jan Mar May Jul Sep Nov Jan Mar May Jul

Copper

Zinc

2005 2006

Weekly

      Spot Prices
Index, January 7, 2005 = 100       

-2

-1

0

1

2

3

4

5

6

-45

-30

-15

0

15

30

45

60

1990 1993 1996 1999 2002 2005

World GDP**

Real WTI

Real
commodity

prices

*Year-over-year percent change.
**Aggregated with PPP exchange rates.

      Real Commodity Prices
       Percent change* Percent change*       

2003 2004 2005

1. World GDP growth (%)    4.1 5.3 4.8

2. Contribution of China     1.4 1.5 1.5
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Class II FOMC -- Restricted (FR) Exhibit 13

Global Inflation Indicators
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Class II FOMC -- Restricted (FR) Exhibit 14

External Imbalances and the Dollar
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U.S. Financial Flows

Daily

      Ten-Year Government Bond Yields
Percent       

2005:Q4 2006:Q1 March April

1. Current account balance -223 -209 ... ...

2. Official capital, net inflow 77 76 17 21

3. Private capital, net inflow 166 82 ... ...
   Of which:
   4. Foreign purchases of U.S. securities 193 181 74 14
   5. U.S. purchases of foreign securities -48 -53 -21 -14
   6. Net banking flows 56 11 5 87

 Billions of dollars, s.a. 
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Class II FOMC -- Restricted (FR) Exhibit 15

Alternative Scenarios for the Dollar
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Exhibit 1: Policy Expectations and Asset Prices
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Exhibit 3: The Case for Tightening

2006 2007 2008 2009 2010

 

3.5

4.0

4.5

5.0

5.5

6.0

Percent
 

Federal Funds Rate

June Outlook
January Outlook

2006 2007 2008 2009 2010

 

4.5

5.0

5.5

6.0
Percent

 

Optimal Policy Implications of Recent Changes in the Staff Outlook (Inflation Target: 1.5 Percent)
Unemployment Rate

2006 2007 2008 2009 2010
1.50

1.75

2.00

2.25

2.50
Percent

 

Core PCE Inflation

2.0

2.5

3.0

3.5

4.0
Percent

 

Daily

Inflation Compensation

2004 2005 2006
Jul Sep Nov Jan Mar May Jul Sep Nov Jan Mar May

Correlation between policy expectations and forward inflation compensation

Far-forward inflation compensation declined and policy expectations
firmed following official statements
Data releases led to increases in policy expectations and inflation
compensation

.

.
Five-year
Five-year, five years ahead

4.6

4.8

5.0

5.2

5.4

5.6

 

4.6

4.8

5.0

5.2

5.4

5.6

Percent, fourth quarter
 

1/21 4/28 8/5 11/3 1/26 4/28 8/4 10/26 1/25 5/3

Greenbook publication date

              2004                                       2005                              2006                          

2005

2006
2007

Unemployment rate

Evolution of Staff Forecast

0.5

1.0

1.5

2.0

2.5

 

0.5

1.0

1.5

2.0

2.5

Percent, Q4/Q4
 

1/21 4/28 8/5 11/3 1/26 4/28 8/4 10/26 1/25 5/3

Greenbook publication date

              2004                                       2005                              2006                          

2005 2006

2007

Change in Core PCE Prices

Class I FOMC -- Restricted Controlled FR

Page 3 of 5

June 28-29, 2006 Authorized for Public Release 175 of 177



Class I FOMC -- Restricted Controlled FR

Page 4 of 5

June 28-29, 2006 Authorized for Public Release 176 of 177



Table 1: Alternative Language for the June FOMC Announcement 

 May FOMC Alternative A Alternative B Alternative C 

Policy 
Decision 

1.  The Federal Open Market Committee 
decided today to raise its target for the 
federal funds rate by 25 basis points to 5 
percent. 

The Federal Open Market Committee 
decided today to leave its target for the 
federal funds rate unchanged at 5 
percent. 

The Federal Open Market Committee 
decided today to raise its target for the 
federal funds rate by 25 basis points to 
5¼ percent. 

The Federal Open Market 
Committee decided today to raise its 
target for the federal funds rate by 
50 basis points to 5½ percent. 

2.  Economic growth has been quite 
strong so far this year.  The Committee 
sees growth as likely to moderate to a 
more sustainable pace, partly reflecting a 
gradual cooling of the housing market 
and the lagged effects of increases in 
interest rates and energy prices. 

Recent indicators suggest that 
economic growth is moderating 
noticeably from its quite strong pace 
earlier this year, partly reflecting a 
cooling of the housing market and the 
lagged effects of increases in interest 
rates and energy prices. 

Recent indicators suggest that 
economic growth is moderating from 
its quite strong pace earlier this year, 
partly reflecting a gradual cooling of 
the housing market and the lagged 
effects of increases in interest rates 
and energy prices. 

Recent indicators suggest that 
economic growth is moderating 
from its quite strong pace earlier 
this year, but the level of resource 
utilization remains relatively high.   

Rationale 

3.  As yet, the run-up in the prices of 
energy and other commodities appears 
to have had only a modest effect on core 
inflation, ongoing productivity gains 
have helped to hold the growth of unit 
labor costs in check, and inflation 
expectations remain contained.  Still, 
possible increases in resource utilization, 
in combination with the elevated prices 
of energy and other commodities, have 
the potential to add to inflation 
pressures. 

The Committee views the pickup in 
core inflation this spring as 
unwelcome but likely to be transitory.  
Ongoing productivity gains, anchored 
inflation expectations, and moderate 
economic growth should reduce 
inflation in coming quarters. 

Readings on core inflation have been 
elevated in recent months.  Ongoing 
productivity gains have held down the 
rise in unit labor costs, and inflation 
expectations remain contained.  
However, the high levels of resource 
utilization and of the prices of energy 
and other commodities have the 
potential to sustain inflation pressures.   

Ongoing productivity gains and 
contained inflation expectations 
should restrain inflation going 
forward.  However, recent readings 
on core inflation have been 
elevated, which the Committee 
views as unwelcome. 

4.  The Committee judges that some 
further policy firming may yet be needed 
to address inflation risks but emphasizes 
that the extent and timing of any such 
firming will depend importantly on the 
evolution of the economic outlook as 
implied by incoming information. 

The Committee judges that the risks to 
the attainment of price stability remain 
tilted to the upside but recognizes that 
the moderation in the growth of 
aggregate demand, along with other 
forces, should work to contain 
inflation going forward.  While the 
Committee judges that some further 
policy firming may yet be needed to 
address inflation risks, considerable 
uncertainty attends the outlook, 
making it prudent to await the 
accumulation of additional 
information. 

Although the moderation in the 
growth of aggregate demand should 
help to limit inflation pressures over 
time, the Committee judges that some 
inflation risks remain.  The extent and 
timing of any additional firming that 
may be needed to address these risks 
will depend on the evolution of the 
outlook for both inflation and 
economic growth, as determined by 
incoming information. 

In order to foster price stability and 
sustainable economic growth, the 
Committee seeks a medium-term 
decline in core inflation from its 
recent elevated levels.  The 
Committee judges that some further 
policy firming may yet be needed to 
accomplish this outcome.  The 
extent and timing of any such 
firming will depend importantly on 
the evolution of the economic 
outlook as implied by incoming 
information. 

Assessment of 
Risk 

5.  In any event, the Committee will 
respond to changes in economic 
prospects as needed to support the 
attainment of its objectives. 

 
[None.] 

In any event, the Committee will 
respond to changes in economic 
prospects as needed to support the 
attainment of its objectives.  

 
[None.] 
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