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Current 3-Month Deposit Rates and
Rates Implied by Traded Forward Rate Agreements
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BoJ Current Account Balances
10-Day Moving Average Japan Core CPI ex Fresh Food, YoY
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Emerging Market and High Yield Debt Spreads
October 1, 2002 — March 20, 2006
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Fed Funds Rate Behavior Over Recent Maintenance Periods
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Exhibit 1
The Market Outlook for Policy
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L 445 in the statement
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The Case for Tighter Policy

Range of Estimated Equilibrium Real Rates

B I Range of model-based estimates
[ 70 percent confidence band
[ 90 percent confidence band

= Actual real federal funds rate
Greenbook-consistent measure
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Explanatory notes are provided after Chart 5 of the Bluebook.
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When Are You Going to Stop?

Expected End of Policy Tightening Percent Simple Policy Rules Percent
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Calculation assumes no intermeeting moves and that no change or a 25 basis explanatory notes are provided after Chart 7 of the Bluebook.
point hike are the only possible outcomes at FOMC meetings.
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Balance of Risks

The Committee judges that some further policy firming may be
needed to keep the risks to the attainment of both sustainable
economic growth and price stability roughly in balance.
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Explanatory notes are provided after Chart 6 of the Bluebook.
Data Dependence
Nevertheless, future policy action will be determined by the evolution
of the economic outlook as implied by incoming information.
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Table 1: Alternative Language for the March FOMC Announcement (March 28, 2006)

January FOMC

Alternative A

Alternative B

Alternative C

The Federal Open Matket
Committee decided today to

The Federal Open Market Committee
decided today to keep #aise its target for

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

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

DPol'lc'y raise its target for the federal | the federal funds rate unchanged by25 federal funds rate by 25 basis points to federal funds rate by 25 basis points to
ecision S .
funds rate by 25 basis points | basis-peintsto at 472 percent. 444 percent. 424 percent.
to 4%2 percent.
Although recent economic The slowing of the growth of real GDP in | The slowing of the growth of real GDP in | Economic growth has rebounded strongly
data have been uneven, the the fourth quarter of 2005 seems largely to | the fourth quarter of 2005 seems largely to | in the current quarter, and the underlying
expansion in economic have reflected temporary or special have reflected temporary or special pace of expansion appears te-be solid.
activity appears solid. factors. Economic growth has rebounded | factors. Economic growth has rebounded
in the current quarter, and the underlying | strongly in the current quarter but appears
pace of expansion appears te-be solid. likely to moderate to a more sustainable
Resource utilization has risen further this | pace. and-theundetlyingpace-of
year. Some recent data and anecdotal expanston-appears-to-be-solid:
information suggest that the housing
market is moderating, which the
Committee-believes will likely contribute
. to a slowing in economic growth to a
Rationale more sustainable pace.
Core inflation has stayed In addition to possible increases in As yet, the run-up in the prices of energy | In addition to increases in resource
relatively low in recent resource utilization, the elevated prices of | and other commodities has had only a utilization, the elevated prices of energy
months and longer-term energy and other commodities have the modest effect on core inflation, ongoing and other commodities have the potential
inflation expectations remain | potential to add to inflation pressures productivity gains have held the growth of | to add to inflation pressures going
contained. Nevertheless, going forward. As yet, however, the run- unit labor costs in check, and inflation forward. As yet, however, inflation
possible increases in up in those prices has had only a modest expectations remain contained. Still, expectations remain contained.
resource utilization as well as | effect on core inflation, ongoing possible increases in resource utilization,
elevated energy prices have productivity gains have held the growth of | in combination with the elevated prices of
the potential to add to unit labor costs in check, and inflation energy and other commodities, have the
inflation pressures. expectations remain contained. potential to add to inflation pressures.
The Committee judges that | The Committee judges that maintaining The Committee judges that seme further
some further policy firming | the federal funds rate at its current level policy firming may be needed to keep the
may be needed to keep the will likely keep seme-fartherpoliey risks to the attainment of both sustainable
. . [Unchanged] . . .
risks to the attainment of firming-may-beneeded-tokeep the risks to economic growth and price stability
both sustainable economic the attainment of both sustainable roughly in balance.
Assessment growth and price stability economic growth and price stability
of Risk roughly in balance. roughly in balance.
In any event, the Committee | Nevertheless, future policy action will be
will respond to changes in determined by the evolution of the [Unchanged] [Unchanged]

economic prospects as
needed to foster these
objectives.

economic outlook as implied by incoming
information.
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Review of Meeting Format

 Did the extra time enhance the discussion? Did
it allow for more interaction among participants?

» Were the economic and policy discussions
effectively separated this time? Is that separation
one that is worth preserving?

* How did this format affect (if at all) the
Committee's ability to provide input to the
formulation of the statement, both before and
during the meeting?

* Any suggestions for changes to the two-day
format?

* The next meeting will of necessity be only one
day. Does the experience of yesterday and today
suggest any format changes to consider for one-
day meetings?





