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Current U.S. 3-Month Deposit Rates and
Rates Implied by Traded Forward Rate Agreements

October 1, 2003 - January 26, 2004
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Select Foreign Currencies Versus U.S. Dollar
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Orders and Shipments of Durable Goods
(Percent change from comparable previous period,

seasonally adjusted)

2003 2003

Category Q2 Q3 Q4 Oct. Nov.r Dec.a

Annual rate Monthly rate

Nondefense capital goods
Orders 12.9 17.9 5.0 2.4 -6.0 0.2
Aircraft 2140.8 36.1 1.1 31.1 -14.5 13.7
Excluding aircraft 3.2 17.1 5.1 1.4 -5.6 -.4

Computers and peripherals 65.1 26.6 0.9 -.8 0.1 2.0
Communications equipment -31.2 80.8 -56.2 16.3 -48.5 -21.3
All other 1.0 7.6 21.0 -.8 2.4 1.4

Shipments 5.7 16.4 7.4 0.3 0.4 -.2
Aircraft 8.6 32.6 -8.5 -9.6 18.8 -13.2
Excluding aircraft 5.6 15.6 8.3 0.8 -.4 0.5

Computers and peripherals 35.8 43.5 3.4 4.6 -2.4 -1.3
Communications equipment -6.5 35.2 7.9 2.8 -1.3 -1.0
All other 2.7 8.4 9.3 -.3 0.2 1.0

Supplementary orders series
Durable goods -.8 17.1 15.9 3.9 -2.3 -.0

Real adjusted durable goods -1.6 17.8 3.1 -2.4

Capital goods 10.8 14.9 9.7 4.7 -5.3 0.2
Nondefense 12.9 17.9 5.0 2.4 -6.0 0.2
Defense -2.1 -3.8 47.2 23.2 -1.3 0.1

r Revised.
a Advance.
* Contains industry detail not shown separately.
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STRICTLY CONFIDENTIAL (FR) CLASS I-FOMC*

Material for

Staff Presentation on the 
Economic Outlook

January 28, 2004

*Downgraded to Class II upon release of the February 2004 Monetary Policy Report.
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Chart 5

Financial Developments

2002 2003
75

85

95

105

115

*Trade-weighted average of exchange rates against major currencies
and currencies of other important trading partners.

Broad*

Major currencies

Other important 
trading partners

June FOMCWeekly

      Nominal Dollar Indexes
Index, Jan. 4, 2002=100       

2002 2003
60

70

80

90

100

110

120

130

*Foreign currency/dollar.

Euro area

Japan

Mexico

Korea

UK

June FOMCWeekly

      Dollar Exchange Rates*
Index, Jan. 4, 2002=100       

2002 2003
0

2

4

6

United States Germany

Japan

UK

June FOMCWeekly

      Ten-Year Government Bond Yields
Percent       

2002 2003
40

60

80

100

120

140

*Source: MSCI.

Industrial 
countries

Emerging 
markets

June FOMCWeekly

      Stock Price Indexes*
Index, Jan. 4, 2002=100       

2002 2003
300

600

900

1200

50

100

150

200

250

300

350

*Corporate over government debt.

US BBB*

Euro-area 
BBB*

EMBI+

June FOMCWeekly

      Bond Spreads
       Basis points Basis points       

15

25

35

45

55

65

75

300

400

500

600

700

800

900
Industrial countries

Emerging markets

*Source: Dealogic(Bondware, Loanware).

Quarterly

      Cross-border Debt Issuance*
       Billions of dollars Billions of dollars       

1997 1999 2001 2003

January 27-28, 2004 223 of 238



Chart 6

Foreign Outlook
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    2003  
H1 H2       

1. Total foreign** 0.6 3.9 3.8 3.5

2. Indust. countries 0.7 2.4 2.9 2.8

     of which:

3.  Euro Area -0.2 1.8 2.4 2.2

4.  Japan 2.0 2.4 2.0 1.8

5.  Canada 0.6 2.4 3.4 3.3

6.  United Kingdom 1.5 3.4 3.0 2.5
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Chart 7

Emerging Market Countries
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    2003  
H1 H2       

1. Total developing** 0.5 6.1 5.1 4.6
2. Developing Asia -0.6 11.0 5.7 5.4
      of which:
3.   China 6.3 13.6 8.3 7.7
4.   Korea -2.2 4.8 5.2 5.2

5. Latin America 0.9 2.0 4.8 4.0
      of which:
6.   Mexico 1.6 1.0 5.2 4.2
7.   Brazil -4.0 2.8 3.5 3.5
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Chart 8

U.S. External Outlook
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2002 2003:H1 2003:Q3 2003:Q4*

1. Current account -481 -556 -540 NA

2. Official capital, net 88 194 170 247

3. Private capital, net 440 387 323 NA
   Of which:
   4. Foreign purchases of U.S. securities 408 418 246 309
   5. U.S. purchases of foreign securities 16 -37 -116 -62
   6. Foreign DI in U.S. 40 114 33 NA
   7. U.S. DI abroad -138 -129 -150 NA

  Financial Flows
  Billions of Dollars, SAAR
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Chart 9

Alternative Dollar Scenarios
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Chart 14

ECONOMIC PROJECTIONS FOR 2004
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Exhibit 1

Expected Federal Funds Rates*

--------- December 8, 2003
January 27, 2004
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*Based on the distribution of the three-month eurodollar rate five
months ahead (adjusted for a risk premium), as implied by options
on eurodollar futures contracts.
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Exhibit 2

TIIS Yield Curve Percent
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The Case for Easier Policy

* Business confidence may remain
impaired.

* Inflation is low and poised to go
lower.

The Case for Firmer Policy

* Considerable financial accomodation
is in place.

* Inflation pressures may emerge more
quickly than in the staff forecast.
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Exhibit 3
Alternative Strategies for Removing Policy Accomodation

Case for Keeping Policy on Hold

* Long-term inflation expectations seem
well-anchored.

* Simulations suggest that policy can remain
on hold for an extended period without
fueling strong inflation pressures.
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1. The real federal funds rate is calculated as the quarterly average nominal funds rate minus the four-quarter lagged core PCE inflation
rate as a proxy for inflation expectations.

Percent
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Exhibit 4
The Considerable Period Sentence

December 2003 FOMC Statement

"With inflation quite low and resource use slack, the Committee
believes that policy accomodation can be maintained for a
considerable period."

Considerable Period Options

Retain

* Confident economy will
evolve in a benign
manner.

* Or inflation on low side
of desired range.

Drop

* Tightening within next
few meetings not
ruled out.

* Costs of having to delay
tightening or renege
damaging.

Modify

* Outsized market reaction
to dropping.

* "Patience" would imply
gradual firming.

Potential Alternative

"With inflation quite low and resourse use slack, the Committee believes
that it can be patient in removing its policy accomodation."
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