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  Charts used by Mr. Fisher. 
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Extended Reserve Outlook
Impact of Changes in Factors, Redemptions, and RPs on Reserves

from maintenance period ended January 24 to period ended June 27

net impact of forecast Factors movements  -$6 billion

impact of anticipated Redemptions -$10 billion

     Total impact of factors and redemptions -$16 billion

Level of RPs in January 24 period
     long-term  RPs  $19 billion
     short-term RPs    $4 billion

Case A:
impact of reducing long-term RPs to zero -$19 billion

total decline in reserves from RPs, factors, redemptions -$35 billion  

Case B:
impact of reducing long-term RPs to $10 billion     -$9 billion

total decline in reserves from RPs, factors, redemptions -$25 billion

Notes: movements in factors also include impact of changes in requirements on reserve
needs in addition to changes in operating factors such as currency and Treasury balance.
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2000 2001 2002

H1 H2

1. Real GDP 3.7 .4 3.1 3.8

2. Private domestic final purchases 5.1 1.4 2.6 3.7

3. PCE 4.5 1.2 2.0 2.8

4. Equipment and software 10.3 1.2 6.3 10.9
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Other factors:

� Stock market  falls in the near term, and then is flat through the end of the projection
period.  This implies a falling wealth-income ratio.

� Long-term corporate interest rates  remain near current levels throughout the
projection period.  Consequently, risk spreads on corporate bonds will remain
elevated.

� The foreign exchange value of the dollar  declines moderately in real terms over
the projection period.

� Fiscal policy  will be stimulative next year.  We assume a package of tax cuts worth
$50 billion in the next fiscal year as well as further increases in discretionary spending.

� Prices of oil and natural gas are expected to recede over the next two years, consistent
with quotes in futures markets.
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2000 2001

Q4 Q1 Q2 H2

1. Real GDP 2.0 –.5 1.3 3.1

Contribution of:

2. Manuf. sector –.5 –1.7 .2 .8

3. Other 2.5 1.2 1.1 2.3
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1973–95 1996–99 2000 2001 2002

1. Potential GDP 2.9 3.9 4.4 4.2 4.1

2. Labor input 1.6 1.2 1.1 1.1 1.1

3. Labor productivity 1.4 2.7 3.3 3.1 3.0

4. Capital deepening .7 1.2 1.5 1.3 1.2

5. Labor quality .3 .3 .3 .3 .3
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Exchange Rates and Interest Rates
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Financial Indicators:  Emerging Market Countries
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Summary of Foreign Outlook
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   2000     2001      2002  
H1 H2       

1. Developing Asia** 8.5 3.7 4.5 5.2

        of which:             

2.     China 5.6 9.2 7.4 7.7

3.     Korea 5.9 5.7 3.0 4.7

4.     Malaysia 11.2 0.6 5.3 5.1

5.     Thailand 4.3 -0.4 6.0 5.0

Real GDP Growth     
Percent, SAAR*

*Years are Q4/Q4; half years are Q2/Q4 or Q4/Q2.
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   2000     2001      2002  
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1. Latin America** 7.7 4.4 3.8 4.4

        of which:             

2.     Mexico 9.2 5.1 4.0 4.7

3.     Brazil 3.9 3.9 3.3 4.0

4.     Argentina -1.6 -3.5 1.9 3.3
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Industrial Country Outlook
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External Outlook
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Chart 4
Alternative Supply-Side Scenarios
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1.  The real federal funds rate is calculated as the quarterly nominal funds rate minus
the four-quarter percent change in the PCE chain-weight price index excluding food and energy.
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Alternative Demand-Side Scenarios
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1.  The real federal funds rate is calculated as the quarterly nominal funds rate minus
the four-quarter percent change in the PCE chain-weight price index excluding food and energy.
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