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(10) Correlation of Daily Price/Yield Changes
January 01, 2007  – February 26, 2007

Blue boxes denote correlations greater than 0.50 or less than -0.50Source: Bloomberg 

(11) Correlation of Daily Price/Yield Changes
February 27, 2007  – March 16, 2007

Source: Bloomberg Blue boxes denote correlations greater than 0.50 or less than -0.50

Variables 2YR Yield
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USD/JPY 0.39 0.41 -0.26
Swap Spreads 0.41 0.41 -0.33 0.17
VIX 0.00 0.00 -0.82 0.16 0.22
Merrill-HY -0.71 -0.71 0.10 -0.37 -0.40 0.13
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(12) 2007 Fed Fund Futures Curves 
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2YR Yield
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                                                                                   Table 1: Alternative Language for the March 2007 FOMC Announcement                              March 20, 2007 

   January FOMC Alternative A Alternative B Alternative C 

Policy 
Decision 

1.  The Federal Open Market 
Committee decided today to keep its 
target for the federal funds rate at 
5¼ percent. 

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

The Federal Open Market Committee 
decided today to keep its target for the 
federal funds rate at 5¼ percent. 

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

2.  Recent indicators have suggested 
somewhat firmer economic growth, 
and some tentative signs of 
stabilization have appeared in the 
housing market.  Overall, the 
economy seems likely to expand at a 
moderate pace over coming quarters. 

The economy seems likely to expand at 
a moderate pace over coming quarters, 
supported in part by gains in personal 
income and consumer spending.  
However, sluggish business investment 
and ongoing weakness in the housing 
sector likely will exert a drag on growth.  

Recent indicators have been mixed and 
the adjustment in the housing sector is 
ongoing.  Still, the economy seems likely 
to continue to expand at a moderate 
pace over coming quarters, supported 
by gains in income, still-favorable 
financial conditions, and the gradual 
waning of the correction in the housing 
market.   
 

The economy appears to be expanding 
at a moderate pace and likely will 
continue to do so in coming quarters, 
supported in part by solid gains in 
personal income and consumer 
spending.  

Rationale 

3.  Readings on core inflation have 
improved modestly in recent months, 
and inflation pressures seem likely to 
moderate over time.  However, the 
high level of resource utilization has 
the potential to sustain inflation 
pressures.   
 

Readings on core inflation have 
improved modestly in recent months, 
and inflation pressures seem likely to 
moderate over time.  However, the 
high level of resource utilization has the 
potential to sustain inflation pressures.   
 

Recent readings on core inflation have 
been somewhat elevated.  Although 
inflation pressures seem likely to 
moderate over time, the high level of 
resource utilization has the potential to 
sustain those pressures.   
 

Core inflation remains somewhat 
elevated.  Inflation pressures seem 
likely to moderate over time, but 
considerable uncertainty surrounds 
that judgment.  Moreover, the high 
level of resource utilization has the 
potential to sustain inflation pressures.  

Assessment of 
Risk 

4.  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 implied by 
incoming information. 

The Committee judges that the risks to 
growth are tilted to the downside, even 
after this policy action.  However, 
upside risks to inflation remain. Future 
policy adjustments will depend on the 
evolution of the outlook for both 
inflation and economic growth, as 
implied by incoming information. 

In these circumstances, the Committee’s 
principal policy concern remains the 
risk that inflation will fail to moderate as 
expected.  Future policy adjustments 
will depend on the evolution of the 
outlook for both inflation and 
economic growth, as implied by 
incoming information. 

In these circumstances, the 
Committee’s predominant policy 
concern remains the risk that inflation 
will fail to moderate as expected.  The 
extent and timing of any additional 
firming that may be needed to address 
this risk will depend on the evolution 
of the outlook for both inflation and 
economic growth, as implied by 
incoming information.   
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Exhibit 1
Financial Developments
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Exhibit 2
Out of the Past
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Exhibit 3
Case for Alternative B
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Exhibit 4

The Case for Alternative A
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Exhibit 5
The Case for Alternative C
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Class I FOMC 
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The Specification of the Price-Stability Goal 

 As an individual, 

1. Do you believe that the Committee’s price objective should be defined 

numerically? 

2. What is your preferred price index? 

3. Do you have a point goal or a range?  And what is it? 

4. What is the time horizon by which the goal should typically be achieved?  If 

the horizon is flexible, what factors does it depend upon? 

As a group, 

5. Should Committee participants jointly decide on its goal either through a 

formal vote or an informal consensus? 

6. If not, should participants be surveyed regarding their preferred level of a 

numerical objective? 

7. How should the public be informed? 

 

 

A Proposed Trial Run for Producing a Forecast Narrative 

1. Do you support a trial run in May?  

2. Do you have any specific comments on this proposal? 
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