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Current U.S. 3-Month Deposit Rates and
Rates Implied by Traded Forward Rate Agreements
May 6, 2004 - August 6, 2004
Percent LIBOR Fixing  3M Forward 6M Forward 9OM Forward Percent
350 . ' ----' ------- '_I._ [ —— _ 350
’ 15/7 April NFP 6/4 May NFP ! 16/15 Core May v+ 7/2 June NFP ' 8/6 July )
+288K +248K | 'CPI +0.2% Vo+112K X X NFP
! ' I~ O\ D K
3.00 1 /~/\ IJ ' \‘_ : r_/ /\~ T 3.00
<Al /\’— ‘\/_ : L N — /\— : —\
2.50 1+ _— - 2.50
' ' "— I EE gy mms®ae '-\:_\: . . ' l--— - u LET T AN
200 ¥ e T, + 200
R L : : |
150 - o — . 1150
' ' ; L L1720
L X ! 6/30 FOMC | ! 7/15 Core June! \ Chairman’
Loo L l l _ 2Sbps CPLAOI% Testimony. 1w
5/6 521 /5 6/20 75 7/20 8/4
Yield on the 2-Year Treasury Note Yield on the 10-Year Treasury Note
Percent May 6, 2004 - August 6, 2004 Percent Percent May 6, 2004 - August 6, 2004 Percent
3.0 r 3.0 5.0 - : : r 5.0
6/30 FOMC 7/20
+25 bps : :Chairman’s
: ‘Testimony
2.8 A 2.8 4.8 - : - 4.8
2.6 - - 2.6 4.6 4.6
2.4 | Y - 2.4 4.4 - - 4.4
6/30 FOMC : Chairman’s :
+25bps : Testimony : :
22 x — : 22 42 x — 4.2
5/6 6/6 7/6 8/6 5/6 6/6 7/6 8/6

Basis Points

Yield Spread between 2-and 10-Year Treasury Notes
May 6, 2004 - August 6, 2004

Basis Points

230 ~ v 6/4 May NFP "'6/15 Core May 77772 June NFP 0 8/6 July | 230
: +248K * CPL+0.2% ¢ 12K : Z:/]?O, . NFP+32K
. . o . Chairman’s 1
220 A ' Testimony 220
210 A - 210
200 ++ - 200
190 A - 190
180 ] 5/7 April NFP 6/30 FOMC 7/15 Core June i 180
288K +25bps ! CPI+0.1% " !
170 T T T T T T 170
5/6 5/21 6/5 6/20 7/5 7/20 8/4



August 10, 2004

Mortgage Market Duration
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MBS Spreads
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Current Euro-Area 3-Month Deposit Rates and
Rates Implied by Traded Forward Rate Agreements
May 6, 2004 - August 6, 2004
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Figure 1
Output gap vs. real o1l price

<— — Output gap (percent, nonfarm business, staff judgmental estimate)
—~— Composite refiner acquisition cost divided by GDP chain price index (2004q2 dollars per barrel) —
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Financial Market Developments
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Results of Dealer Survey

policy by 25 basis points today.

® Most dealers expect the statement will
retain the "measured" language.

® All the dealers expect the FOMC to tighten

® All the dealers expect the risk assessment
for growth and inflation to remain balanced.
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| Monthly

=

Thousands

Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr. May Jun Jul
2003 2004

Staff Output Gap Forecast

Quarterly

101 of 103

Exhibit 2
The Case For Unchanged Policy
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Exhibit 3
The Case For Tighter Policy
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Rationale for Alternative C (+50 b.p.) Rationale for Alternative B (+25 b.p.)

¢ Negative real federal funds rate. ¢ |nflation expectations contained.

¢ Financial conditions mostly supportive ¢ Recent data suggests policy firming can be
of growth. measured.

* Economic activity likely to accelerate. ¢ Projected persistence of slack.

¢ Risks to inflation expectations and inflation. * Market expects a 25-basis-point hike today.
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Third Revision of Table 1: Alternative Langu_age for the August FOMC Announcement

Alternative C

Policy
Decision

The Federal Open Market Committee decided
today to raise its target for the federal funds rate
by 50 basis points to 1-3/4 percent.

Rationale

The Committee continues to believe that robust
underlying growth in productivity is providing
ongoing support to economic activity.

The evidence accumulated over the intermeeting
period indicates that output growth has
moderated but appears poised to resume a
stronger pace going forward.

Although a portion of the rise in inflation this
year appears to have been due to transitory
factors, continuing and substantial increases in
energy prices are putting persistent upward
pressure on costs and overall prices.

Assessment
of
Risk

In current circumstances, the Committee believes
that the existing degree of policy accommodation, if
sustained over the next few quarters, could foster
cconomic growth that is more likely to be above than
below its long-run sustainable pace. Similarly, with
respect to the Committee’s goal of price stability,
such an unchanged policy stance implies greater risks
to the upside than the downside.

June FOMC Alternative A Alternative B

1. The Federal Open Market Committee | The Federal Open Market The Federal Open Market Committee
decided today to raise its target for the | Committee decided today to decided today to raise its target for the
federal funds rate by 25 basis points keep its target for the federal federal funds rate by 25 basis points to
to 1-1/4 percent. funds rate at 1-1/4 percent. 1-1/2 percent.

2. The Committee believes that, even The Committee believes that
after this action, the stance of the accommodative stance of [Unchanged]
monetary policy remains monetary policy, coupled with
accommodative and, coupled with robust underlying growth in
robust underlying growth in productivity, is providing
productivity, is providing ongoing ongoing support to economic
support to economic activity. activity.

3. The evidence accumulated over the The evidence accumulated over | In recent months, output growth has
intermeeting period indicates that the intermeeting period moderated and the pace of improvement in
output is continuing to expand at a indicates a moderation in labor makat C(mdmfms has slowed. This
solid pace and labor market output growth and some saftngssillecly owes dfapackunty b tues

- . . = - substantial rise in energy prices. The
conditions have improved. slowing in the pace of . B
: : cconomy nevertheless appears poised to
lmpr(.)\.'cmcnt in labor market resume a stronger pace of expansion going
conditions. forward. o

4. Although incoming inflation data are Recent inflation data have been | Inflation has been somewhat elevated
somewhat elevated, a portion of the somewhat elevated, though a this year, though a portion of the rise in
increase in recent months appears to portion of the rise in prices prices evidently reflects transitory
have been due to transitory factors. evidently reflects transitory factors.

factors.

5. The Committee perceives the upside
and downside risks to the attainment [Unchanged] [Unchanged]
of both sustainable growth and price
stability for the next few quarters are
roughly equal.

6. With underlying inflation still With underlying inflation still
expected to be relatively low, the expected to be relatively low, [Unchanged]

Committee believes that policy
accommodation can be removed at a
pace that is likely to be measured.
Nonetheless, the Committee will
respond to changes in economic
prospects as needed to fulfill its
obligation to maintain price stability.

the Committee believes that
policy accommodation can be
removed at a pace that is likely
to be measured. Nonetheless,
the Committee will respond to
changes in economic prospects
as needed to fulfill its obligation
to promote price stability and
sustainable growth.

[None]






