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Yield Spread Between 2- and 10-Year Treasury Notes
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5-Year Credit Default Swaps
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Implied Volatility of the S&P500
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30-Year Treasury and 30-Year Bund
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Exhibit 1

Policy Expectations and Financial Conditions
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Exhibit 2
The Case for Tightening
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Exhibit 3
The Case for Pausing Soon
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An explanatory note is provided in Chart 6 of the Bluebook.
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Exhibit 4
The Case for Pushing up the Pace of Tightening
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Exhibit 5

Forward Looking Elements of March Statement Language

Characterization of policy
stance as “accommodative.”

Characterization of

The Federal Open Market Committee decided today
to raise its target for the federal funds rate by 25
basis points to 2-3/4 percent.

The Committee believes that, even after this action,
the stance of monetary policy remains

- accommodative and, coupled with robust
underlying growth in productivity, is providing
ongoing support to economic activity. Output
evidently continues to grow at a solid pace despite
the rise in energy prices, and labor market
conditions continue to improve gradually. Though
longer-term inflation expectations remain well
contained, pressures on inflation have picked up in
recent months and pricing power is more evident.
The rise in energy prices, however, has not notably
fed through to core consumer prices.

The Committee perceives that, with appropriate
monetary policy action, the upside and downside

inflation outlook. \ risks to the attainment of both sustainable growth

Pace of removal of

accommodation T

and price stability should be kept roughly equal.
With underlying inflation expected to be contained,
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 maintain price stability.
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Table 1: Alternative Language for the May FOMC Announcement

March FOMC Alternative A Alternative B Alternative C

The Federal Open Market The Federal Open Market Committee The Federal Open Market Committee The Federal Open Market Committee

Policy Committee decided today to raise its | decided today to raise its target for the decided today to raise its target for the decided today to raise its target for the federal

Decision target for the federal funds rate by federal funds rate by a further 25 basis federal funds rate by 25 basis points to funds rate by 50 basis points to 3-1/4
25 basis points to 2-3/4 percent. points to 3 percent. 3 percent. percent.
The Committee believes that, even The Committee believes that, even after The Committee believes that, even after this
after this action, the stance of this action, the stance of monetary policy action, the stance of monetary policy remains
monetary policy remains remains somewhat accommodative and, accommodative and;eoupled-withrobust
dative and, coupled with coupled with robust undetlying growth [no change] undetlyineprowth-inproduetvity is
accommoda , coup. p ying gr 5
robust underlying growth in in productivity, is providing ongoing providing ongoing support to economic
productivity, is providing ongoing support to economic activity. activity.
support to economic activity.
Output evidently continues to grow | Recent data suggest that the solid Recent data suggest that the solid Output evidently continues to grow at a selid
at a solid pace despite the rise in pace of spending growth has slowed, | pace of spending growth has slowed | pace despite-thetiseinrenergyprices;and
energy prices, and labor market partly in response to Outputevidendy | somewhat, partly in response to labor-marketconditions-continueto-improve
conditions continue to improve continues-to-growatasolid pacedespite | Outputevidentlycontinuestogrowata | gradually: sufficient to eliminate any
gradually. thetise-in the earlier increases in solid-paece-despite-therisedn the earlier | remaining resource slack.
Rationale energy prices. yanddaber Labor market | increases in energy prices. janddaber
conditions, however, apparently Labor market conditions, however,
continue to improve gradually. apparently continue to improve
gradually.
Though longer-term inflation Thoughlongerterminflation Thoughlongerterminflation Though longer-term inflation expectations
expectations remain well contained, i i ired; i i ired; remain well contained, pressures on inflation
pressures on inflation have picked pressares While pressures on inflation pressures Pressures on inflation have have picked up in recent months and pricing
up in recent months and pricing have picked up in recent months, and picked up in recent months, and pricing | power is more evident. Fhe-tisein-energy
power is more evident. The rise in pricing power is more evident, longer- power is more evident. Longer-term prices-however, hasnotnotablyfed-through
energy prices, however, has not term inflation expectations remain inflation expectations remain well to-cote-consumer-prices:
notably fed through to core well contained. The-riseinenergy contained. The-rise-inenergyprices;
consumer prices. ptices;however; hasnotnotablyfed hewever,-has-notnotably fed-throughto
The Committee perceives that, with The Committee perceives that, with The-Committeepereetves-thatwith
appropriate monetary policy action, appropriate monetary policy aetiess, the approptistemonetarypolicyactionthe
the upside and downside risks to the | upside and downside risks to the upside-and-downsiderisksto-the-attainment
attainment of both sustainable attainment of both sustainable growth [no change] efbothsustainable growthand pricestability
growth and price stability should be | and price stability should be kept should-bekeptroughlyequal:
kept roughly equal. roughly equal.
Assessment With underlying inflation expected With underlying inflation expected to be With-undetlying-inflation-expeeted-to-be

of Risk to be contained, the Committee eontainted relatively low, the Committee eontained;the-Committee-believesthat peliey

believes that policy accommodation | believes that remaining policy aceommodationeanberemoved-atapace
be removed at a pace that is accommodation can be removed at a [no change] thatislikelyto-be-measured—Nonetheless;

can be remove p 5

likely to be measured. Nonetheless,
the Committee will respond to
changes in economic prospects as
needed to fulfill its obligation to
maintain price stability.

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 will respond to changes in
economic prospects as needed to fulfill its
obligation to foster the attainment of both
sustainable economic growth and
maintain price stability.
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