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Class II FOMC -- Restricted (FR) Exhibit 10

Foreign Growth and Domestic Demand
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Foreign Consumer Prices and Primary Commodity Prices

50

700

2004 2006
* Index of local currency prices, imported crude oil price = 100 in September 2004, ratio scale.

Price at pump

Gasoline price
      ex. tax

Imported oil price

100

200

400

Unleaded Gasoline and Imported Crude Oil Prices*
      Germany

50

700

2004 2006

100

200

400

      Japan

50

700

2004 2006

100

200

400

      Canada

50

700

2004 2006

100

200

400

      United States

* Ratio of percent change in local-currency price of regular
 unleaded gasoline to percent change in local-currency price
 of imported crude oil.

Pass-Through of Crude Oil Prices
to Retail Gasoline Prices

September 2004 to March 2007

Pass-Through*

Germany .25

Japan .06

Canada .71

United States .84

90

100

110

120

130

140

150

160

170

2003 2004 2005 2006 2007

Canada
Germany

Japan

United States

      Consumer Energy Prices
Ratio scale, January 2003 = 100       

-80

-40

0

40

80

120

160

-10

-5

0

5

10

15

20

2003 2004 2005 2006 2007
* Twelve-month change.

Tortillas
and corn
products

Food

Tomatoes

      Food Prices in Mexico
       Percent change* Percent change*       

-10

-5

0

5

10

15

20

25

30

-6

-3

0

3

6

9

12

15

18

2003 2004 2005 2006 2007
* Twelve-month change.

Food

Meat and poultry

      Food Prices in China
       Percent change* Percent change*       

11 of 14

June 27-28, 2007 238 of 261Authorized for Public Release



Class II FOMC -- Restricted (FR) Exhibit 12

Foreign Inflation: Core, Expectations, and Outlook
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What Explains the Improved Outlook for External Adjustment?
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What Explains the Improved Outlook for External Adjustment?
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Exhibit 1 
Summary of June Trial Run Economic Projections 

2007 2008 2009 

GDP Growth 
Central Tendency (2.2 to 2.5) (2.5 to 2.8) (2.6 to 3.0) 

(Central tendency of May projections) (2.0 to 2.5) (2.5 to 2.8) (2.5 to 3.0) 
Range (2.0 to 2.7) (2.5 to 3.0) (2.0 to 3.1) 

(Range of May projections) (l.8 to 2.6) (2.4 to 3.0) (2.5 to 3.0) 

Unemployment Rate 
Central Tendency (4.6 to 4.7) (4.7 to 4.8) (4.7 to 5.0) 

(Central tendency of May projections) (4.7 to 4.8) (4.7 to 4.9) (4.7 to 5.0) 
Range (4.6 to 4.8) (4.5 to 5.0) (4.4 to 5.1) 

(Range of May projections) (4.5 to 4.9) (4.6 to 5.0) (4.6 to 5.1) 

Core PCE Inflation 
Central Tendency (2.0 to 2.2) (1.8 to 2.0) (1.6 to 2.0) 

(Central tendency of May projections) (2.1 to 2.3) (l.8 to 2.1) (l.6 to 2.0) 
Range (1.9 to 2.2) (1.7 to 2.1) (1.5 to 2.0) 

(Range of May projections) (2.0 to 2.3) (l.8 to 2.4) (l.5 to 2.3) 

Total CPI Inflation 
Central Tendency (3.1 to 3.6) (2.1 to 2.3) (2.0 to 2.3) 

Range (2.3 to 3.7) (2.0 to 2.5) (1.8 to 2.5) 
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Exhibit 2 
Central Tendency and Range of June Economic Projections 

GOP Growth (Q4-to-Q4) 

• Actual GOP Growth 
_ Central Tendency of Projections 
::r:: Range of Projections 
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Civilian Unemployment Rate (Q4Ievel) 
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::::r: Range of Projections 

• 
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Core PCE Inflation (Q4-to-Q4) 

• Actual Core PCE Inflation 
_ Central Tendency of Projections 
::::r: Range of Projections 

_______ a .. .. 
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Total CPllnfiation (Q4-to-Q4) 
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Exhibit 3 
Uncertainty and Risks- GOP Growth 

2(a): Please indicate your judgment of the uncertainty attached to your projections relative to 
levels of uncertainty over the past 20 years. 

Higher 
(A) 

Broadly 
similar 

(B) 

Number of participants 

Lower 
(C) 

2(b): Please indicate your judgment of the risk weighting around your projections. 

Number of participants 

Weighted to Broadly Weighted to 
upside balanced downside 

(A) (B) (C) 
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Exhibit 4 
Distribution of Participants' Unemployment Projections: 2007-2009 

Distribution of Unemployment Projections: 2007 

Current Projection 
May Projection 

4.4 4.5 4.6 4.7 

Distribution of Unemployment Projections: 2008 
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Distribution of Unemployment Projections: 2009 
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Exhibit 5 
Distribution of Participants' Core PCE Inflation Projections: 2007-2009 

Distribution of Core PCE Inflation Projections: 2007 
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May Projection 
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Exhibit 6 
MONETARY POLICY REPORT ECONOMIC PROJECTIONS 

2007 PROJECTIONS 

Nominal GOP 
February 2007 

Real GOP 
February 2007 

Core PCE Prices 
February 2007 

Unemployment rate 
February 2007 

Nominal GOP 
February 2007 

Real GOP 
February 2007 

Core PCE Prices 
February 2007 

Unemployment rate 
February 2007 

Range 

FOMC 

Central 
Tendency 

Staff 

-------------Percentage change, 04 to 04------------

4~ to 5~ 4~to 5 4.8 
(4Y.. to 5'h) (5 to 5'h) (5.0) 

2 to 2% 2% to 2~ 2.2 
(2% to 3%) (2'h to 3) (2.3) 

2 to 2% 2 to 2% 2.0 
(2 to 2%) (2 to 2%) (2.2) 

--------------Average level, 04, percent---------------

4~to 4% 
(4'h to 4Y..) 

4~to 4% 
(4'h to 4Y..) 

2008 PROJECTIONS 

Range 

FOMC 

Central 
Tendency 

4.7 
(4.8) 

Staff 

-------------Percentage change, 04 to 04------------

4~ to 5~ 4% to 5 4.8 
(4Y.. to 5'h) (4Y..to 5%) (4.8) 

2~ to 3 2~ to 2% 2.5 
(2'h to 3%) (2Y.. to 3) (2.5) 

1% to 2 1% to 2 2.0 
(1'h to 2%) (1Y.. to 2) (2.0) 

--------------Average level, 04, percent---------------

4~to 5 
(4'h to 5) 

about 4% 
(4'h to 4Y..) 
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Exhibit 1 
Financial Market Developments 

Expected federal funds rates 
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Note. Measured relative to Libor. 
Source: JP Morgan. 
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Staff Forecast 

Real GDP Growth 2007 
May 
June 

2.0 
___ 20=.2 

Revision 0.2 

Core PCE Inflation 
May 
June 
Revision 

Equilibrium Real Federal Funds Rate 

--- Actual real federal funds rate 
_ Range of model-based estimates 

70 percent confidence interval 
c::=:=J 90 percent confidence interval 
- - - - Greenbook-consistent measure 

2008 
2.4 
2.5 
0.1 

Exhibit 2 
Case for Alternative B 
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1. 

Could leave 
misimpression 
about jumping­

off point 

2. 

3 . 

/ 
Twelve-month 

change in 
core PCE 

is 2 percent 

4. 

Exhibit 3 
Wording of the Statement 

May FOMe 

The Federal Open Market 
Committee decided today to keep 
its target for the federal funds rate 
at 5 114 percent. 

Economic growth slowed in the first 
part of the year and the adjustment 
in the housing sector is ongoing. 
Nevertheless, the economy seems 
likely to expand at a moderate pace 
over coming quarters. 

Core inflation remains somewhat 
elevated. Although inflation 
pressures seem likely to moderate 
over time, the high level of resource 
utilization has the potential to 
sustain those pressures. 

In these circumstances, the 
Committee's predominant policy 
concern remains the risk that 
inflation will fail to moderate as 
expected. Future policy 
adjustments will depend on the 
evolution of the outlook for both 
inflation and economic growth, as 
implied by incoming information. 

Revised 
Alternative B 

The Federal Open Market 
Committee decided today to keep 
its target for the federal funds rate 
at 5 1/4 percent. 

The economy appears to have 
grown at a moderate pace during V 
the first half of this year, despite 
the ongoing adjustment in the 
housing sector. The economy 
seems likely to continue to expand 
at a moderate pace over the coming 
quarters. 

Readings on core inflation have 
improved modestly in recent 

~ months. However, a sustained 
moderation in inflation has yet to be 
convincingly demonstrated. 
Moreover, the high level of resource 
utilization has the potential to 
sustain inflation pressures. 

[Unchanged] 
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Exhibit 4 

Tendency Toward 
Alternative C 

Resource utilization 
Percent 

Monthly 

Percent 
7.0 
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5.0 
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U-______ ~ ________ ~ ______ _L ______ ~ ____ ~ 4.0 
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'Three-month moving average. 

Five year forward inflation compensation 
Percent 

2003 2004 2005 2006 

Statement 

2. Despite the ongoing adjustment in the 
housing sector, the economy appears to 
have grown at a moderate pace so far this 
year. 

2007 

3. ' ... in combination with earlier increases in the 
prices of energy and other commodities .. .' 

3.4 

3.2 

3.0 

2.8 

2.6 

2.4 

Tendency Toward 
Alternative A 

Thirty-year fixed rate mortgage rate 

Monthly Average 

2003 2004 2005 

Months' supply of new homes 

Percent 

2006 2007 

Millions of units, annual rate 

Monthly 

2003 2004 2005 2006 2007 2008 
Note. Months' supply uses the two-quarter moving average of sales. 
Forecast period shaded in blue. 

Statement 

2. But ongoing weakness in the housing sector 
implies a significant risk that economic 
activity might grow more slowly than 
anticipated. 

3. Core inflation has edged lower in recent 
months and is expected to remain moderate 
over the next year or so. 

4. With this policy action, the Committee judges 
that the downside risk to economic growth 
now roughly balances the upside risk to 
inflation. 
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Class I FOMC - Restricted Controlled (FR) Table 1: Alternative Language for the June 2007 FOMC Announcement REVISED 

May FOMC Alternative A Alternative B Alternative C 

1. The Federal Open Market The Federal Open Market Committee The Federal Open Market Committee The Federal Open Market 

Policy 
Committee decided today to keep its decided today to lower its target for decided today to keep its target for the Committee decided today to raise its 
target for the federal funds rate at the federal funds rate 25 basis points federal funds rate at 5'/4 percent. target for the federal funds rate 25 

Decision 5'/4 percent. to 5 percent. basis points to 5'/ 2 percent. 

2. Economic growth slowed in the first So far this year, the economy appears The economy appears to have grown Despite the ongoing adjusonent in 
part of the year and the adjusonent to have grown at a moderate pace and at a moderate pace during the first half the housing sector, the economy 
in the housing sector is ongoing. seems likely to continue to do so over of this year, despite the ongoing appears to have grown at a 

evertheless, the economy seems coming quarters. But ongoing adjusonent in the housing sector. The moderate pace so far this year. The 
likely to expand at a moderate pace weakness in the housing sector implies economy seems likely to continue to economy seems likely to continue to 

over coming quarters. a significant risk dlat economic activity expand at a moderate pace over expand at a moderate pace over 
might grow more slowly than coming quarters. coming quarters. 
anticipated. 

3. Core inflation remains somewhat Core inflation has edged lower in Readings on core inflation have Although readings on core inflation 
elevated. Aldl0Ugh inflation recent months and is expected to improved modesdy in recent months. have improved modesdy ill recent 

R ationale pressures seem likely to moderate remain moderate over dle next year or However, a sustained moderation in months, core inflation remains 
over time, the high level of resource so. However, the high level of inflation has yet to be convincingly somewhat elevated. Inflation 
utilization has the potential to resource utilization has the potential to demonstrated. Moreover, the high pressures seem likely to moderate 
sustain those pressures. add to inflation pressures going level of resource utilization has the over time, but considerable 

forward. potential to sustain inflation pressures. uncertainty surrounds that 
judgment. Moreover, the high level 
of resource utilization, in 
combination with earlier increases 
in the prices of energy and other 
commodities, has the potential to 
sustain those pressures. 

4. In these circumstances, the With this policy action, the Committee Even after dus action, the 
Committee's predominant policy judges that the downside risk to Committee's predominant policy 
concern remains the risk that economic growth now roughly 

IUnchanged] 
concern remains dle risk that 

inflation will fail to moderate as balances the upside risk to inflation. inflation will fail to moderate as 
Assessment expected. Future policy adjusonents Future policy adjusonents will depend expected. Future policy 

of Risk will depend on dle evolution of the on the evolution of the oudook for adjusonents will depend on the 
oudook for bodl inflation and both inflation and economic growth, evolution of the oudook for both 
economic growth, as implied by as implied by incoming information. inflation and economic growth, as 
incoming information. implied by inconling information. 
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Exhibit 1

Enhanced Economic Projections

1 Did the changes to the projections process address the concerns expressed in
answer to the May suvey?

Those concerns related to:
●   Sharing forecast submissions
●   Providing information on the federal funds rate path
●   Characterizing uncertainty and risks about the forecast

2 In what form should the projections be released?

Option 1
Stand-alone section in the minutes, reproduced in the Monetary Policy Report

Option 2
Brief reference in the minutes, main narrative in an annex or separate document,
reproduced in the Monetary Policy Report

Option 3
Fully integrated discussion in the minutes and separate discussion in the Monetary
Policy Report

3 When should the projections be finalized?

The choices include:
●   the day of the meeting
●   the end of the week of the meeting
●   as late as practicable to be close to the official release of the document
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Exhibit 2

Minutes

4 How do you assess the benefits and costs of further expediting the minutes?

Potential Benefits Potential Costs

●   Will be more of an aid to the private sector ●   Increased effort to ensure your schedules
in understanding the current outlook align with drafting and approval  

●   You will be able to use material from the ●   Might lead to more compromises that make
minutes for public statements more promptly  the minutes less informative 

●   May facilitate making the post-meeting ●   More staff resources will be needed
statement shorter or less substantive. 

5 How do you assess the current content of the minutes, including the staff’s 
description of recent data?  
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Exhibit 3
(Last page)

Post-Meeting Statement

6 What is the appropriate role of the statement in light of the changes to the Committee’s 
other communication devices?  

7 Should the statement provide forward-looking guidance on the:

●   near-term prospects for the target federal funds rate?
(The left hand side of the policy rule)

●   medium-term prospects toward fostering the dual mandate?
(The right hand side of the policy rule)

8 What policy rate assumption should the statement be based upon?

●   appropriate path of monetary policy

●   the path expected in financial markets

●   an unchanged federal funds rate

9 What is the appropriate degree of pre-meeting consultation with participants on the statement?

10 Should the current approval process for the statement be continued?
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