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Emerging Market and High Yield Debt Spreads
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*Estimates from federal funds and eurodollar futures, with an allowance
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Primary Dealer Survey A

® Most expect "accommodation”
to be modified or dropped.

® Half expect "measured pace”
to be modified or dropped.
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*Estimated from federal funds futures.

Case for Firming Policy Today

® Probably little remaining slack.

® Considerable economic momentum.

® Real funds rate near lower end of estimates of equilibrium.
® (Concemn about inflationary pressure.

® Incoming data consistent with continued measured firming.
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Table 1: Alternative Language for the December FOMC Announcement
November FOMC Alternative B Alternative C
Polic 1. The Federal Open Market Committee decided | The Federal Open Market Committee decided today to | The Federal Open Market Committee decided today to
Dl’.‘CiSiian today to raise its target for the federal funds raise its target for the federal funds rate by 25 basis raise its target for the federal funds rate by 25 basis
rate by 25 basis points to 4 percent. points to 4" percent. points to 4« percent.

2. Elevated energy prices and hurricane-related Despite E-elevated energy prices and hurricane-related | Despiie £elevated energy Pl’lCt:“\ and hurricane-related
disruptions in economic activity have disruptions, #a the expansion in economic activity d:v.rupn(mq eeonome-retviy (he cxpansion have
temporarily depressed output and appears solid hﬁu&tempeﬁfﬂ#—deprﬂﬁcdﬂbpm—aﬂ& fempeﬂfdv—depfew&tmfpm—aﬂd—emp%eymem—
employment. However, monetary policy emplovment—However-moncmerpobey remains vigorous, supporied by —Hewevessmonetary
accommodation, coupled with robust aecommodation——coupledwithrobustunderdying policy accommodations-eempled-witd 1nd robust
underlying growth in productivity, is providing | grewth-in-produetivinis-providing-ongoingsupport underlying growth in productivity —s-previding
ongoing support to economic activity that will | te-eeonomie-semvin-tharwilHikelbenupmented-by erEomESHpPortoeconorte et thatwe kel be
likely be augmented by planned rebuilding in planned-rebuildingta-the hurreanc-affeetedareas, supmented-brplanned-rebutdingin-the hureeane
the hurricane-affected areas. b b

Rationale

3. The cumulative rise in energy and other costs | Fhe-eumuintiveriseinenergyand-other-eosts-hasthe Core inflanon has been relanvely low in recent months
has the potential to add to inflation pressures; p&mﬁﬁﬁl—ﬁrﬂdd—m—m-ﬂ-ﬁwﬁ-pre%ﬁfﬁ:—hﬁwevﬂ—et ore | and longer-term inflaton expectanons remain
however, core inflation has been relatvely low | inflation has been stived relatively low in recent contmained, Nevertheless, relatuvely high levels of
in recent months and longer-term inflation months and longer-term inflation expectations remain | resource unilizanon as well as elevared Fhe
expectations remain contained. contained. Nevertheless, possible mereases in resource | enmulative-siseds energy prices have and-ethereosts

utilization as well as elevated energy prices have the kas the potential to add ro inflation pressures, 4
potential 1o add o mflanon pressures brreretremretitoa e beearebrreehown

4. The Committee pcrcci\'cs l|'lﬂl, with I'he Committee judges that some further measured
appmpnats m(Jflut.lry policy action, thc_upsnclc policy firming is |-F|\L|\ to be needed to keep the nsks o |Unchanged)
and downside risks to the attainment of both the attamnment of both sustainable economic growth
sustainable growth and price stability should and price stability roughly n balance
be kept roughly equal.

Assessment | 5 With underlying inflation expected to be In any event, the Committee will respond to changes
of Risks contained, [h.(: Committee believes that policy | in economic prospects as needed to foster these [Unchanged)|
accommodation can be removed at a pace that | abjectives
15 likely to be measured. Nonetheless, the
Committee will respond to changes in
economic prospects as needed to fulfill its
obligation to maintain price stability.






