
Prefatory Note 

The attached document represents the most complete and accurate version available 
based on original files from the FOMC Secretariat at the Board of Governors of the 
Federal Reserve System. 

Please note that some material may have been redacted from this document if that 
material was received on a confidential basis.  Redacted material is indicated by 
occasional gaps in the text or by gray boxes around non-text content.  All redacted 
passages are exempt from disclosure under applicable provisions of the Freedom of 
Information Act. 

Content last modified 01/05/2018. 



  
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

  
  

  

  
  

 
 

  
 

 

Authorized for Public Release

Class II FOMC – Restricted (FR)
 

Report to the FOMC
 
on Economic Conditions
 

and Monetary Policy
 

Book A
 
Economic and Financial Conditions:
 

Current Situation and Outlook
 

April 18, 2012 

Prepared for the Federal Open Market Committee
 
by the staff of the Board of Governors of the Federal Reserve System
 



   

 

Revisions to the Staff Projection since the Previous SEP 

The FOMC published its most recent Survey of Economic Projections (SEP) following the 

January FOMC meeting.  The table below summarizes revisions to the staff economic 

projection since the January Tealbook.  

The staff projection for real GDP growth has strengthened, on net, since January, with 

most of the revisions occurring in the March Tealbook.  The revisions mainly reflect 

stronger incoming spending data, primarily affecting the first half of 2012, and revisions to 

the assumptions for equity prices, the exchange rate, and foreign growth that affect the 

projection throughout the medium term.  The lower projected unemployment rate 

reflects both the stronger outlook for aggregate demand and incoming data that leave 

the unemployment rate jumping off from a lower level than we had anticipated in January.   

The staff projection for core PCE inflation has revised up about ¼ percentage point per 

year since January, the result of both incoming data and the stronger projection for real 

activity.  The revision to overall PCE inflation also reflects the rise since January in crude oil 

prices, but with our oil price projection now sloping more noticeably downward, overall 

PCE inflation is currently projected to run a little below core inflation in 2013 and 2014.    

With these changes to the economic outlook, the outcome‐based policy rule now calls for 

the federal funds rate to move above its effective lower bound in the first quarter of 2014, 

three quarters earlier than was the case in the January Tealbook.   
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Key Background Factors underlying the Baseline Staff Projection
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Summary of the Near-Term Outlook
(Percent change at annual rate except as noted)

    2012:Q1     2012:Q2 2012:Q3
   

                        Measure Previous Current Previous Current Previous Current
Tealbook Tealbook Tealbook Tealbook Tealbook Tealbook

Real GDP 1.8 2.5 2.2 2.1 2.6 2.5
  Private domestic final purchases 1.9 2.4 2.9 3.2 3.0 3.3
    Personal consumption expenditures 1.2 2.2 2.6 2.5 2.8 2.9
    Residential investment 13.9 17.8 7.7 11.6 8.7 9.7
    Business fixed investment 4.5 .6 3.9 6.1 3.6 4.5
  Government purchases -1.4 .1 -.3 -.9 -.9 -1.0
  Contributions to change in real GDP
  Inventory investment1        .0 .2 -.4 -.4 .2 .2
  Net exports1        .5 .3 .2 .0 .0 -.3
Unemployment Rate2        8.4 8.2 8.4 8.2 8.3 8.1
PCE Chain Price Index 2.1 2.5 2.2 1.6 1.5 1.8
  Ex. food and energy 1.8 2.2 1.7 1.8 1.6 1.7

  1. Percentage points.
  2. Percent.
			              	                               Recent Nonfinancial Developments (1)

2004 2006 2008 2010 2012
-6

-4

-2

0

2

4

6

8

-6

-4

-2

0

2

4

6

8
4-quarter percent change    

2003 2005 2007 2009 2011

  Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.

Q4

Q4

Gross domestic product
Gross domestic income

Real GDP and GDI

2004 2006 2008 2010 2012
-1000

-800

-600

-400

-200

0

200

400

600

-1000

-800

-600

-400

-200

0

200

400

600

 
Thousands of employees

2003 2005 2007 2009 2011

Mar.

3-month moving average

Source: U.S. Dept. of Labor, Bureau of Labor Statistics. 

Change in Private Payroll Employment

2004 2006 2008 2010 2012
3

4

5

6

7

8

9

10

11

3

4

5

6

7

8

9

10

11

 
Percent

2003 2005 2007 2009 2011

Mar.

Source: U.S. Dept. of Labor, Bureau of Labor Statistics.

Unemployment Rate

2004 2006 2008 2010 2012
-26

-21

-16

-11

-6

-1

4

9

14

-26

-21

-16

-11

-6

-1

4

9

14

 
3-month percent change, annual rate

2003 2005 2007 2009 2011
  Source: Federal Reserve Board, G.17 Statistical Release,
"Industrial Production and Capacity Utilization."

Mar.

Manufacturing IP ex. Motor Vehicles and Parts

D
om

es
ti

c
Ec

on
D

ev
el

&
O

ut
lo

ok
Class II FOMC - Restricted (FR) April 18, 2012

Page 8 of 116

Authorized for Public Release



Projections of Real GDP and Related Components
(Percent change at annual rate from final quarter

    of preceding period except as noted)

2012
                             Measure 2011 2013 2014

 H1 H2

   Real GDP 1.6 2.3 2.7 2.8 3.3
      Previous Tealbook 1.6 2.0 2.7 2.7  

     Final sales 1.5 2.4 2.4 2.5 3.2
        Previous Tealbook 1.5 2.2 2.4 2.4  

         Personal consumption expenditures 1.6 2.4 3.0 2.7 3.2
           Previous Tealbook 1.7 1.9 2.8 2.6  

         Residential investment 3.5 14.6 8.2 9.3 13.0
           Previous Tealbook 3.5 10.8 8.4 8.2  

         Nonresidential structures 4.4 -1.6 .4 2.7 3.5
           Previous Tealbook 4.4 .4 .8 2.0  

         Equipment and software 9.6 5.2 5.9 6.2 6.5
           Previous Tealbook 8.9 5.7 4.9 5.6  

         Federal purchases -3.2 -.7 -2.6 -4.1 -4.4
           Previous Tealbook -3.2 -1.2 -2.0 -4.1  

         State and local purchases -2.5 -.2 .0 .7 2.1
            Previous Tealbook -2.5 -.6 -.2 .7  

         Exports 4.7 5.9 5.3 5.6 6.4
           Previous Tealbook 5.1 6.3 5.5 5.7  

         Imports 3.6 3.7 5.2 4.2 4.9
           Previous Tealbook 3.6 2.9 4.5 3.9  

	                                                                                                     Contributions to change in real GDP
                                                                                                                    (percentage points)

     Inventory change .1 -.1 .3 .3 .1
        Previous Tealbook .1 -.2 .3 .3  

     Net exports .0 .1 -.2 .0 .0
        Previous Tealbook .1 .4 .0 .1  
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  Note: The gray shaded bars indicate a period of business recession as defined by the National Bureau of Economic Research.
  Source: U.S. Department of Commerce, Bureau of Economic Analysis.

Current
Previous Tealbook

Real GDP

D
om

es
ti

c
Ec

on
D

ev
el

&
O

ut
lo

ok
Class II FOMC - Restricted (FR) April 18, 2012

Page 16 of 116

Authorized for Public Release



Components of Final Demand
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  Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Aspects of the Medium-Term Projection
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  Note: The gray shaded bars indicate a period of business recession as defined by the National Bureau of Economic Research.
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However, the growth rate of actual spending (the black line) significantly outpaced the 

model prediction.  We have interpreted this surprising strength largely as the release of 

pent‐up demand that had built up during the crisis and recession as credit supply 

restrictions and extraordinary uncertainty caused firms to defer many investment 

projects.  Indeed, some alternative models that explicitly incorporate the low level of the 

capital stock, which may proxy for pent‐up demand, predicted a stronger rebound than 

our standard models.  However, we have had little success in quantifying the magnitude 

of this pent‐up demand with much precision, and the atypically brisk recovery in E&S 

spending might also have been driven by other factors. 

Over the medium‐term forecast horizon, we expect only moderate increases in E&S 

spending, as sluggish sales growth provides limited motivation for firms to expand 

capacity.  Although we expect the impetus to spending from pent‐up demand or other 

factors to persist, we project that it will wane in magnitude in the coming years.  

Reflecting this view, our forecast for E&S growth is somewhat above the predictions of 

the model throughout the forecast period, but the size of this residual diminishes over 

time (see the figure below).  All told, we expect E&S outlays, which contributed about 

1 percentage point and ¾ percentage point to GDP growth in 2010 and 2011, respectively, 

to contribute only about ½ percentage point in each year from 2012 to 2014. 

The spending data that we have received in recent months are consistent with our 

projection for a moderation in the rate of increase in capital expenditures this year.  

However, considerable uncertainty attends our forecast.  Given our limited 

understanding of the factors that have driven spending above our model’s prediction, 

our forecast for their persistence is largely judgmental.  Thus, there are ample risks to the 

forecast on both the upside and the downside.   
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Decomposition of Potential GDP
(Percent change, Q4 to Q4, except as noted)

1974- 1996- 2001- 
                     Measure 1995 2000  2010 2011 2012 2013 2014

   Potential real GDP        3.0 3.4 2.2 1.7 2.0 2.1 2.3
      Previous Tealbook        3.0 3.4 2.3 1.7 2.0 2.1  

   Selected contributions1

   Structural labor productivity        1.4 2.6 2.2 1.5 1.6 1.7 1.9
      Previous Tealbook        1.4 2.6 2.3 1.5 1.6 1.7  

       Capital deepening        .7 1.5 .7 .6 .6 .8 .9
          Previous Tealbook        .7 1.5 .8 .6 .6 .7  

       Multifactor productivity        .5 .8 1.2 .8 .9 .9 .9
          Previous Tealbook        .5 .8 1.3 .8 .9 .9  

   Structural hours        1.5 1.0 .6 .5 .6 .6 .6
	     Previous Tealbook        1.5 1.0 .6 .5 .6 .6  

	      Labor force participation        .4 .0 -.3 -.4 -.3 -.3 -.3
	        Previous Tealbook        .4 .0 -.3 -.4 -.3 -.3  

  Note: Components may not sum to totals because of rounding. For multiyear periods, the percent change is the
annual average from Q4 of the year preceding the first year shown to Q4 of the last year shown.
  1. Percentage points.
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Revisions to Measures of Economic Capacity 

The slow pace of the recovery raises the question of whether a significant 

portion of the output loss inflicted by the recession and financial crisis is 

permanent.  Although we believe that the amount of economic slack has been 

and remains substantial, we have also marked down considerably our 

assessment of the capacity of the economy compared with our projection in 

January 2008.1 

One way to measure economic capacity is in the labor market.  As shown in the 

figure below, our current assumption (which we have held since late 2010) is that 

the NAIRU (the solid red line) increased from 5 percent to 6 percent over 2008 

and 2009, on the view that the mismatch between available jobs and 

unemployed workers likely rose during the recession.  Over time, we expect the 

NAIRU to retrace most of that increase and to fall to 5¼ percent by late 2017, as a 

strengthening labor market encourages workers and firms to make adjustments 

to improve matching and as some unemployed individuals permanently exit the 

labor force.  That ultimate figure of 5¼ percent is ½ percentage point higher than 

we had assumed in 2008 (the dashed red line), partly reflecting permanent labor 

market scarring associated with the extraordinarily high level of long‐term 

unemployment.   

                                                 
1 This analysis uses the January 2008 Greenbook as the point of comparison because it 

was the first to include a long‐run forecast.  Although that projection reflected the incipient 
economic weakness, the staff did not forecast a recession and had not marked down potential 
GDP.  The long‐run forecast presented in the January 2008 Tealbook ended in 2012; however,  
the staff created a projection beyond 2012 for use in the optimal‐control exercises reported in 
the Bluebook.  For this analysis, the January 2008 assumptions for the NAIRU, potential GDP, 
and structural labor productivity beyond 2012 are taken from this longer‐run projection. 
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Additionally, we have lowered our assumption about the trend labor force, 

reflecting a net downward revision to the working‐age population in recent years 

and surprisingly weak readings on the labor force participation rate (LFPR).  

Although we think much of the decline in the LFPR reflects cyclical and other 

factors, we also view it as suggesting that the downtrend in participation has 

been somewhat steeper than we had previously assumed and so marked down 

our trend participation rate a bit beginning in 2009 in response (not shown). 

Another way to measure economic capacity is potential GDP, shown by the red 

lines in the lower‐left figure.  We now estimate that the level of potential GDP at 

the end of 2011 was nearly 4 percent lower than in our January 2008 projection.  

By way of comparison, the actual level of GDP at the end of 2011 came in about 

8 percent lower than our 2008 forecast. 

A decomposition of potential GDP can help provide insight about the sources of 

the revision.  In the staff’s accounting, potential GDP comprises trend labor input 

and structural labor productivity.  Much of the downward revision to our 

estimate of potential GDP through 2011 reflects lower trend labor input—in 

particular, the revisions to our assumptions about the NAIRU and the trend labor 

force discussed earlier.  In addition, we revised down our estimate of structural 

productivity growth, shown in the lower‐right figure.  Some of the downward 

revision to structural productivity growth since the onset of the recession comes 

from a smaller contribution from capital input during and after the recession.  

The remainder reflects a lower estimate of the growth rate of structural 

multifactor productivity, the part of productivity not attributed to other inputs.  
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The Outlook for the Labor Market and Resource Utilization
(Percent change from final quarter of preceding period)

2012
2011 2013 2014

                          Measure  H1 H2

      Output per hour, nonfarm business               .3 .6 1.7 1.7 1.9
         Previous Tealbook               .4 .1 2.1 1.6  

      Nonfarm private employment1 175 193 193 186 191
         Previous Tealbook               174 201 185 195  

      Labor force participation rate2 64.0 63.8 63.8 63.7 63.7
         Previous Tealbook               64.0 63.7 63.7 63.7  

      Civilian unemployment rate2 8.7 8.2 8.0 7.7 7.4
         Previous Tealbook               8.7 8.4 8.2 7.8  

      Memo:
      GDP gap3 -4.8 -4.7 -4.3 -3.7 -2.7
         Previous Tealbook               -5.0 -5.0 -4.6 -4.0  

  1. Thousands, average monthly changes.
  2. Percent, average for the final quarter in the period.
  3. Percent difference between actual and potential GDP in the final quarter of the period indicated. A negative number indicates that the economy
is operating below potential.
  Source: U.S. Department of Labor, BLS; staff assumptions.
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  Note: The EEB adjustment is the staff estimate of the effect
of extended and emergency unemployment compensation
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  Source: U.S. Dept. of Labor, BLS; staff assumptions.
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and potential GDP; a negative number indicates that the
economy is operating below potential.
  Source: U.S. Dept. of Commerce, BEA; staff assumptions.

  Note: The gray shaded bars indicate a period of business recession as defined by the National Bureau of Economic Research.
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Inflation Projections
(Percent change at annual rate from final quarter of preceding period)

2012
2011 2013 2014

                      Measure  H1 H2

   PCE chain-weighted price index 2.7 2.0 1.7 1.5 1.5
      Previous Tealbook 2.7 2.1 1.5 1.4  

      Food and beverages 5.2 1.4 1.7 1.6 1.5
         Previous Tealbook 5.2 1.7 1.4 1.2  

      Energy 12.8 3.2 2.8 -1.1 -1.7
         Previous Tealbook 12.8 7.9 -.2 -1.6  

      Excluding food and energy 1.8 2.0 1.7 1.7 1.7
         Previous Tealbook 1.8 1.8 1.6 1.6  

   Prices of core goods imports1 4.3 .7 1.1 1.5 1.5
      Previous Tealbook 4.3 .5 1.4 1.5  

  1. Core goods imports exclude computers, semiconductors, oil, and natural gas.
  Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
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  Source: U.S. Dept. of Labor, Bureau of Labor Statistics.

  Note: The gray shaded bars indicate a period of business recession as defined by the National Bureau of Economic Research.

Compensation per Hour

1995 2000 2005 2010 2015
0

1

2

3

4

5

0

1

2

3

4

5
Percent  

Apr.

Q1

Thomson Reuters/Michigan,
next 5 to 10 yrs.

SPF,
next 10 yrs.

  Note: The Survey of Professional Forecasters (SPF) projection
is for the PCE price index.
  Source: Thomson Reuters/University of Michigan Surveys of
Consumers; Federal Reserve Bank of Philadelphia.
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Real GDP
4­quarter percent change
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Note:  In each panel, shading represents the projection period, dashed lines are the previous Tealbook.

1. Percent, average for the final quarter of the period.

Measure 2012 2013 2014 2015 2016 2017

Real GDP 2.5 2.8 3.3 3.6 3.5 3.4
Previous Tealbook 2.4 2.7 3.3 3.7 3.4 3.2

Civilian unemployment rate1 8.0 7.7 7.4 6.8 6.2 5.6
Previous Tealbook 8.2 7.8 7.5 6.9 6.2 5.6

PCE prices, total 1.9 1.5 1.5 1.7 1.7 1.9
Previous Tealbook 1.8 1.4 1.4 1.5 1.6 1.8

Core PCE prices 1.8 1.7 1.7 1.8 1.8 1.9
Previous Tealbook 1.7 1.6 1.6 1.6 1.7 1.8

Federal funds rate1 .1 .1 1.2 2.3 3.1 3.8
Previous Tealbook .1 .1 .8 2.1 3.0 3.7

10-year Treasury yield1 2.8 3.7 3.9 4.1 4.2 4.4
Previous Tealbook 2.8 3.6 3.7 4.0 4.1 4.3
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                                          Evolution of the Staff Forecast                                                
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The Foreign Outlook
(Percent change, annual rate)
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Consumer Prices

Percent change, annual rate

Total foreign

 

2011 2012

H1 Q3 Q4 Q1 Q2 Q3 Q4 2013 2014

Real GDP
  Total foreign 3.0 3.9 1.4 3.2 2.9 2.8 2.9 3.2 3.6
       Previous Tealbook 3.0 3.8 1.2 3.1 2.8 2.8 3.0 3.2   n.a.

     Advanced foreign economies 1.0 3.1 .2 1.2 1.1 1.1 1.3 1.8 2.4
          Previous Tealbook .9 3.1 .1 1.1 1.1 1.2 1.5 1.8   n.a.

     Emerging market economies 5.2 4.8 2.6 5.3 4.8 4.6 4.6 4.6 4.9
          Previous Tealbook 5.2 4.6 2.4 5.2 4.7 4.6 4.6 4.6   n.a.

Consumer Prices
  Total foreign 3.7 3.1 2.9 2.5 2.1 2.4 2.4 2.4 2.5
       Previous Tealbook 3.7 3.1 2.9 3.1 2.4 2.4 2.4 2.4   n.a.

     Advanced foreign economies 2.7 1.1 2.5 2.1 1.5 1.4 1.4 1.3 1.4
          Previous Tealbook 2.7 1.1 2.5 2.1 1.4 1.4 1.4 1.3   n.a.

     Emerging market economies 4.6 4.7 3.2 2.7 2.7 3.2 3.2 3.2 3.3
          Previous Tealbook 4.6 4.6 3.2 3.8 3.2 3.2 3.2 3.2   n.a.

    n.a. Not available.
    Note: Annualized percent change from final quarter of preceding period to final quarter of period indicated.
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80 percent of GDP in 2012, about 6 percentage points more than previously 
anticipated.  This revision still leaves the debt‐to‐GDP ratio of Spain well below 
that of Italy’s but suggests the potential for rapid increases in debt.  
 
Third, markets worry that public debt could be significantly boosted by further 
bank bailouts, importantly related to the on‐going bust in the property market.    
Housing sales have remained severely depressed, and house prices in March 
were down 11.5 percent over the previous 12 months and almost 30 percent 
below their peak in December 2007.  About 8 percent of loans at Spanish banks 
are nonperforming, the majority of which are related to construction and real 
estate.  In early February, the Spanish government gave banks until the end of 
2012 to increase loan loss provisions and capital buffers by up to €50 billion.  This 
increase appears likely to cover embedded losses in the system, though a few 
individual banks, especially those already in receivership, might require more 
public assistance this year.  Additional provisioning will likely be necessary in 2013 
and 2014 as real estate values decline further and unemployment remains high.  
Although Spanish authorities hope banks will be able to handle such provisions 
through earnings retention, capital raising, and mergers, significant additional 
public capital injections may be necessary if the severity of macroeconomic stress 
worsens. 
 
As indicated in the lower‐right figure, even under the staff’s somewhat 
pessimistic assumptions for GDP growth and fiscal performance, Spain’s debt‐to‐
GDP path is relatively favorable.  Even so, a deeper recession and greater 
deterioration of banking conditions than we currently anticipate would have the 
potential to burden the government’s balance sheet with significant additional 
debt, further weakening prospects for fiscal stabilization.  Markets are clearly 
focused on these downside risks at present.  
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Evolution of Staff’s International Forecast
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Policy Expectations and Treasury Yields
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Business Finance
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Special Questions on Lending to Firms with Exposures to European Economies
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

  2016-Measure and scenario
    H1

2012

H2   
2013

  
2014

  
2015   17

Real GDP
Extended Tealbook baseline 2.3  2.7  2.8  3.3  3.6  3.4  
Virtuous circle 2.5  3.6  4.4  3.4  3.2  3.1  
Virtuous circle with higher inflation 2.5  3.6  4.3  3.2  2.9  3.0  
Fiscal cliff 2.3  2.7  1.6  2.7  4.2  4.0  
Corrosion 2.3  2.4  2.0  2.2  2.6  2.8  
Disinflation 2.3  2.6  2.4  2.8  3.7  3.9  
European crisis with severe spillovers .9  -2.7  -1.5  2.8  4.5  4.4  
Higher oil prices 1.9  1.8  2.3  3.2  3.7  3.8  

Unemployment rate1

Extended Tealbook baseline 8.2  8.0  7.7  7.4  6.8  5.6  
Virtuous circle 8.2  7.8  6.9  6.3  5.9  5.3  
Virtuous circle with higher inflation 8.2  7.8  6.9  6.4  6.2  5.7  
Fiscal cliff 8.2  8.0  8.2  8.3  7.6  5.6  
Corrosion 8.3  8.2  8.3  8.6  8.4  7.7  
Disinflation 8.2  8.0  7.9  7.8  7.2  5.5  
European crisis with severe spillovers 8.3  9.0  10.5  10.6  9.5  7.4  
Higher oil prices 8.2  8.2  8.1  7.9  7.3  5.8  

Total PCE prices
Extended Tealbook baseline 2.0  1.7  1.5  1.5  1.7  1.8  
Virtuous circle 2.0  1.7  1.5  1.6  2.0  2.2  
Virtuous circle with higher inflation 2.1  1.9  2.1  2.6  3.0  2.9  
Fiscal cliff 2.0  1.7  1.5  1.3  1.4  1.5  
Corrosion 2.0  1.7  1.5  1.5  1.8  1.9  
Disinflation 1.6  1.1  .6  .3  .4  .4  
European crisis with severe spillovers 1.4  -.5  -.2  1.1  1.9  2.1  
Higher oil prices 5.7  1.2  1.4  1.4  1.8  1.9  

Core PCE prices
Extended Tealbook baseline 2.0  1.7  1.7  1.7  1.8  1.9  
Virtuous circle 2.0  1.7  1.7  1.8  2.1  2.3  
Virtuous circle with higher inflation 2.0  1.9  2.3  2.8  3.1  3.0  
Fiscal cliff 2.0  1.7  1.7  1.5  1.5  1.6  
Corrosion 2.0  1.7  1.7  1.7  1.9  2.0  
Disinflation 1.6  1.1  .8  .5  .5  .5  
European crisis with severe spillovers 1.8  .7  .5  1.1  1.7  2.0  
Higher oil prices 2.0  1.9  2.0  1.9  1.9  2.0  

Federal funds rate1

Extended Tealbook baseline .1  .1  .1  1.2  2.3  3.8  
Virtuous circle .1  .5  2.2  3.1  3.7  4.6  
Virtuous circle with higher inflation .1  .5  2.7  4.1  4.7  5.2  
Fiscal cliff .1  .1  .1  .1  1.1  3.6  
Corrosion .1  .2  .1  .8  1.7  3.4  
Disinflation .1  .1  .1  .1  .1  1.8  
European crisis with severe spillovers .1  .1  .1  .1  .1  1.2  
Higher oil prices .1  .1  .1  .8  1.6  2.8  

   1. Percent, average for the final quarter of the period.
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Real GDP
4­quarter percent change
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Selected Tealbook Projections and 70 Percent Confidence Intervals Derived
from Historical Tealbook Forecast Errors and FRB/US Simulations

Measure 2012 2013 2014 2015 2016 2017

Real GDP
(percent change, Q4 to Q4)
Projection 2.5 2.8 3.3 3.6 3.5 3.4
Confidence interval

Tealbook forecast errors 1.2–3.8 1.0–4.5 . . . . . . . . . . . .
FRB/US stochastic simulations 1.2–3.9 .8–4.5 1.1–5.1 1.5–5.8 1.4–5.9 1.3–5.8

Civilian unemployment rate
(percent, Q4)
Projection 8.0 7.7 7.4 6.8 6.2 5.6
Confidence interval

Tealbook forecast errors 7.5–8.5 6.9–8.5 . . . . . . . . . . . .
FRB/US stochastic simulations 7.5–8.5 6.8–8.7 6.4–8.6 5.8–8.1 5.2–7.4 4.5–6.8

PCE prices, total
(percent change, Q4 to Q4)
Projection 1.9 1.5 1.5 1.7 1.7 1.9
Confidence interval

Tealbook forecast errors 1.2–2.6 .3–2.7 . . . . . . . . . . . .
FRB/US stochastic simulations 1.0–2.8 .4–2.7 .2–2.7 .3–2.9 .4–2.9 .6–3.1

PCE prices excluding
food and energy
(percent change, Q4 to Q4)
Projection 1.8 1.7 1.7 1.8 1.8 1.9
Confidence interval

Tealbook forecast errors 1.4–2.3 1.0–2.4 . . . . . . . . . . . .
FRB/US stochastic simulations 1.3–2.3 .9–2.5 .8–2.6 .7–2.7 .8–2.7 .9–2.8

Federal funds rate
(percent, Q4)
Projection .1 .1 1.2 2.3 3.1 3.8
Confidence interval

FRB/US stochastic simulations .1–1.2 .1–2.2 .1–3.3 .4–4.3 1.1–5.2 1.9–5.9

    Note: Shocks underlying FRB/US stochastic simulations are randomly drawn from the 1969–2009 set of
 model equation residuals.
    Intervals derived from Tealbook forecast errors are based on projections made from 1979–2009, except
 for PCE prices excluding food and energy, where the sample is 1981–2009.
    . . . Not applicable.  The Tealbook forecast horizon has typically extended about 2 years.
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Tealbook Forecast Compared with Blue Chip
(Blue Chip survey released April 10, 2012)
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 Near-Term Prescriptions of Selected Policy Rules

 
Constrained Policy Unconstrained Policy

  
2012Q2 2012Q3 2012Q2 2012Q3

      
Taylor (1993) rule 1.70 1.60  1.70 1.60
      

     Previous Tealbook 1.38 1.27  1.38 1.27
      
Taylor (1999) rule 0.13 0.13  -0.63 -0.67
      

     Previous Tealbook 0.13 0.13  -1.10 -1.14
      
Outcome-based rule 0.13 0.13   0.04 -0.01
      

     Previous Tealbook 0.13 0.13  -0.05 -0.20
      
First-difference rule 0.18 0.28  0.18 0.28
      

     Previous Tealbook 0.14 0.20  0.14 0.20
      
Nominal income targeting rule 0.13 0.13  -0.48 -0.91
      

     Previous Tealbook 0.13 0.13  -0.55 -1.04

Current Previous
Tealbook Tealbook

    
Tealbook-consistent FRB/US r* estimate -2.5 -2.9
    

Actual real federal funds rate  -1.8 -1.7
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Policy Rule Simulations
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Note: The policy rule simulations in this exhibit are based on rules that respond to core inflation. This choice
of rule specification was made in light of the tendency for current and near-term core inflation rates to outperform
headline inflation rates as predictors of the medium-term behavior of headline inflation.
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Constrained vs. Unconstrained Optimal Monetary Policy
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Outcomes under Alternative Policies
(Percent change, annual rate, from end of preceding period except as noted)

 H2
Measure and scenario  

2011

  
2012

  
2013

  
2014

  
2015

  
2016

Real GDP
Extended Tealbook baseline 2.4 2.5 2.8 3.3 3.6 3.5
Taylor (1993) 2.4 2.1 2.2 3.2 3.8 3.9
Taylor (1999) 2.4 2.5 2.8 3.3 3.6 3.5
First-difference 2.4 2.4 2.6 3.1 3.5 3.5
Nominal income targeting 2.4 2.8 3.4 3.8 3.8 3.4
Constrained optimal control 2.4 2.8 3.6 4.0 4.0 3.2

Unemployment rate1

Extended Tealbook baseline 8.7 8.0 7.7 7.4 6.8 6.2
Taylor (1993) 8.7 8.1 8.1 7.9 7.2 6.4
Taylor (1999) 8.7 8.0 7.7 7.4 6.8 6.2
First-difference 8.7 8.0 7.8 7.6 7.1 6.5
Nominal income targeting 8.7 7.9 7.4 6.8 6.0 5.5
Constrained optimal control 8.7 7.9 7.2 6.6 5.8 5.2

Total PCE prices
Extended Tealbook baseline 1.7 1.9 1.5 1.5 1.7 1.7
Taylor (1993) 1.7 1.8 1.4 1.3 1.5 1.5
Taylor (1999) 1.7 1.9 1.5 1.5 1.7 1.7
First-difference 1.7 1.8 1.3 1.3 1.5 1.5
Nominal income targeting 1.7 2.1 1.9 1.9 2.1 2.0
Constrained optimal control 1.7 2.2 1.9 1.9 2.1 2.1

Core PCE prices
Extended Tealbook baseline 1.7 1.8 1.7 1.7 1.8 1.8
Taylor (1993) 1.7 1.7 1.6 1.5 1.6 1.6
Taylor (1999) 1.7 1.8 1.7 1.7 1.8 1.8
First-difference 1.7 1.7 1.5 1.5 1.6 1.6
Nominal income targeting 1.7 2.0 2.1 2.1 2.2 2.1
Constrained optimal control 1.7 2.1 2.1 2.1 2.2 2.2

Federal funds rate1

Extended Tealbook baseline 0.1 0.1 0.1 1.2 2.3 3.1
Taylor (1993) 0.1 1.6 1.4 1.8 2.5 3.2
Taylor (1999) 0.1 0.1 0.2 1.2 2.3 3.2
First-difference 0.1 0.1 0.4 1.4 2.4 3.4
Nominal income targeting 0.1 0.1 0.1 0.5 1.6 2.6
Constrained optimal control 0.1 0.1 0.1 0.1 0.6 2.4

   1. Percent, average for the final quarter of the period.
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LONG-RUN PROJECTIONS OF THE BALANCE SHEET AND MONETARY BASE 

The staff has prepared four scenarios for the Federal Reserve’s balance sheet:  

two for Alternative A and one each for Alternative B and Alternative C.  The first 

scenario for Alternative A, referenced as Alternative A1 below, is consistent with the 

$400 billion expansion of the maturity extension program (MEP) described in paragraph 

3.1 of the draft statement for that alternative.  Alternative A2 instead incorporates the 

$500 billion agency MBS purchase program included in paragraph 3.2 of that draft 

statement.  Projections under each scenario are based on assumptions about the trajectory 

of various components of the balance sheet.  Details of these assumptions, as well as 

projections for each major component of the balance sheet, can be found in Explanatory 

Note D.  

 

For the balance sheet scenario that corresponds to Alternative B, the Committee is 

assumed to complete the current MEP that it announced last September, purchasing a 

total of $400 billion (par value) of Treasury securities with remaining maturities of six 

years or more and selling the same par amount of securities with remaining maturities of 

three years or less by the end of June 2012.  The Committee also continues to reinvest 

principal payments from its holdings of agency debt and MBS into agency MBS, while 

principal from maturing Treasury securities is reinvested at auction according to the 
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Jan-12 9.2 9.2 9.2 9.2 9.2
Feb-12 17.8 17.8 17.8 17.8 18.0
Mar-12 3.1 3.1 3.1 3.1 11.3
Apr-12 -23.8 -24.5 -24.4 -24.2 -31.7
May-12 2.5 1.8 1.9 1.7 -13.7
Jun-12 13.8 13.9 18.2 13.1 16.2
Jul-12 1.3 2.7 14.1 1.1 6.8
Aug-12 5.7 8.3 23.3 5.8 10.0
Sep-12 -6.2 -3.9 12.3 -6.3 -5.1

2011 Q1 36.8 36.8 36.8 36.8 36.8
2011 Q2 69.3 69.3 69.3 69.3 69.3
2011 Q3 21.0 21.0 21.0 21.0 21.0
2011 Q4 -5.9 -5.9 -5.9 -5.9 -5.9
2012 Q1 5.5 5.5 5.5 5.5 6.4
2012 Q2 -3.3 -3.6 -3.1 -3.6 -7.4
2012 Q3 4.4 5.6 15.7 4.0 6.0
2012 Q4 -5.3 -3.4 13.4 -5.4 -4.5

2010 0.9 0.9 0.9 0.9 0.9
2011 32.9 32.9 32.9 32.9 32.9
2012 0.3 1.0 8.0 0.1 0.1
2013 -0.2 0.5 10.9 -3.8 -0.3
2014 -2.4 -1.2 -2.7 -10.5 -2.0
2015 -10.8 -6.6 -11.6 -13.0 -10.7
2016 -19.6 -10.4 -20.2 -21.5 -19.8
2017 -15.9 -16.2 -22.2 -0.1 -17.7
2018 5.2 -12.0 -3.4 5.2 5.0

Note: Not seasonally adjusted.

Annual - Q4 to Q4 

Monthly

Growth Rates for the Monetary Base 

Date Alternative B Alternative A1

Percent, annual rate

Alternative C
Memo: 
March 

Tealbook

Quarterly

Alternative A2
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Monthly Growth Rates Tealbook Forecast*
Jan-12 15.9
Feb-12 3.0
Mar-12 3.6
Apr-12 7.4
May-12 3.3
Jun-12 3.3
Jul-12 4.8

Aug-12 4.8
Sep-12 4.8
Oct-12 4.3
Nov-12 4.2
Dec-12 4.2

Quarterly Growth Rates
2012 Q1 8.4
2012 Q2 4.7
2012 Q3 4.3
2012 Q4 4.5
2013 Q1 1.4
2013 Q2 3.0
2013 Q3 3.2
2013 Q4 1.9

Annual Growth Rates
2012 5.6
2013 2.4
2014 -1.8

* This forecast is consistent with nominal GDP and interest rates in the Tealbook 

forecast.  Actual data through March 2012; projections thereafter.

Growth Rates for M2
(Percent, seasonally adjusted annual rate)
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Date Alternative B Alternative A1 Alternative A2 Alternative C

2012 Q2 -61 -77 -77 -54
2012 Q3 -58 -74 -74 -51
2012 Q4 -55 -71 -71 -48
2013 Q1 -51 -67 -67 -44
2013 Q2 -48 -64 -63 -41
2013 Q3 -45 -60 -59 -37
2013 Q4 -41 -56 -55 -34
2014 Q1 -38 -52 -51 -31
2014 Q2 -35 -48 -47 -28
2014 Q3 -32 -45 -43 -26
2014 Q4 -29 -41 -39 -23
2015 Q1 -27 -38 -35 -21
2015 Q2 -24 -35 -32 -19
2015 Q3 -22 -32 -29 -17
2015 Q4 -20 -29 -26 -15
2016 Q1 -18 -27 -23 -14
2016 Q2 -16 -25 -21 -13
2016 Q3 -15 -22 -19 -11
2016 Q4 -13 -20 -17 -10
2017 Q1 -12 -19 -15 -10
2017 Q2 -11 -17 -13 -9
2017 Q3 -10 -15 -12 -8
2017 Q4 -10 -14 -11 -8
2018 Q1 -9 -13 -10 -8
2018 Q2 -8 -12 -9 -8
2018 Q3 -8 -11 -9 -7
2018 Q4 -8 -10 -8 -7
2019 Q1 -7 -10 -8 -7
2019 Q2 -7 -9 -7 -7
2019 Q3 -7 -9 -7 -6
2019 Q4 -6 -8 -6 -6
2020 Q1 -6 -8 -6 -6
2020 Q2 -5 -7 -5 -5
2020 Q3 -5 -7 -5 -5
2020 Q4 -5 -6 -5 -5

Term Premium Effect

Basis Points
Quarterly Averages
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Federal Reserve Balance Sheet
End-of-Year Projections -- Alternative A1

Billions of dollars

Mar 30, 2012 2012 2014 2016 2018 2020

Total assets 2,859 2,857 2,758 2,324 1,820 2,028

Selected assets

Liquidity programs for financial firms 46 0 0 0 0 0

Primary, secondary, and seasonal credit 0 0 0 0 0 0

Central bank liquidity swaps 46 0 0 0 0 0

Lending through other credit facilities 7 3 1 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 7 3 1 0 0 0

Support for specific institutions 23 20 16 12 7 4

Credit extended to AIG 0 0 0 0 0 0

Net portfolio holdings of Maiden Lane LLC,
Maiden Lane II LLC, and Maiden Lane III LLC

23 20 16 12 7 4

Securities held outright 2,594 2,589 2,515 2,121 1,653 1,882

U.S. Treasury securities 1,661 1,650 1,629 1,570 1,445 1,882

Agency debt securities 96 77 39 16 2 0

Agency mortgage-backed securities 837 862 847 535 206 0

Net portfolio holdings of TALF LLC 1 1 1 0 0 0

Total other assets 187 244 225 190 160 142

Total liabilities 2,805 2,795 2,676 2,215 1,677 1,839

Selected liabilities

Federal Reserve notes in circulation 1,057 1,115 1,257 1,403 1,561 1,723

Reverse repurchase agreements 97 70 70 70 70 70

Deposits with Federal Reserve Banks 1,631 1,593 1,333 726 30 30

Reserve balances held by depository institutions 1,550 1,507 1,328 721 25 25

U.S. Treasury, General Account 43 86 5 5 5 5

Other Deposits 37 0 0 0 0 0

Interest on Federal Reserve Notes due
to U.S. Treasury

3 0 0 0 0 0

Total capital 54 62 82 108 143 189

   Source: Federal Reserve H.4.1 statistical releases and staff calculations.
   Note: Components may not sum to totals due to rounding.
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Federal Reserve Balance Sheet
End-of-Year Projections -- Alternative A2

Billions of dollars

Mar 30, 2012 2012 2014 2016 2018 2020

Total assets 2,859 3,094 3,171 2,251 1,821 2,028

Selected assets

Liquidity programs for financial firms 46 0 0 0 0 0

Primary, secondary, and seasonal credit 0 0 0 0 0 0

Central bank liquidity swaps 46 0 0 0 0 0

Lending through other credit facilities 7 3 1 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 7 3 1 0 0 0

Support for specific institutions 23 20 16 12 7 4

Credit extended to AIG 0 0 0 0 0 0

Net portfolio holdings of Maiden Lane LLC,
Maiden Lane II LLC, and Maiden Lane III LLC

23 20 16 12 7 4

Securities held outright 2,594 2,850 2,952 2,077 1,685 1,915

U.S. Treasury securities 1,661 1,650 1,596 1,228 1,362 1,915

Agency debt securities 96 77 39 16 2 0

Agency mortgage-backed securities 837 1,123 1,318 833 320 0

Net portfolio holdings of TALF LLC 1 1 1 0 0 0

Total other assets 187 220 201 161 129 110

Total liabilities 2,805 3,032 3,089 2,142 1,677 1,839

Selected liabilities

Federal Reserve notes in circulation 1,057 1,115 1,257 1,403 1,561 1,723

Reverse repurchase agreements 97 70 70 70 70 70

Deposits with Federal Reserve Banks 1,631 1,830 1,745 654 30 30

Reserve balances held by depository institutions 1,550 1,744 1,740 648 25 25

U.S. Treasury, General Account 43 86 5 5 5 5

Other Deposits 37 0 0 0 0 0

Interest on Federal Reserve Notes due
to U.S. Treasury

3 0 0 0 0 0

Total capital 54 62 82 108 143 189

   Source: Federal Reserve H.4.1 statistical releases and staff calculations.
   Note: Components may not sum to totals due to rounding.
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Federal Reserve Balance Sheet
End-of-Year Projections -- Alternative B

Billions of dollars

Mar 30, 2012 2012 2014 2016 2018 2020

Total assets 2,859 2,819 2,674 1,936 1,821 2,028

Selected assets

Liquidity programs for financial firms 46 0 0 0 0 0

Primary, secondary, and seasonal credit 0 0 0 0 0 0

Central bank liquidity swaps 46 0 0 0 0 0

Lending through other credit facilities 7 3 1 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 7 3 1 0 0 0

Support for specific institutions 23 20 16 12 7 4

Credit extended to AIG 0 0 0 0 0 0

Net portfolio holdings of Maiden Lane LLC,
Maiden Lane II LLC, and Maiden Lane III LLC

23 20 16 12 7 4

Securities held outright 2,594 2,589 2,482 1,779 1,692 1,915

U.S. Treasury securities 1,661 1,650 1,596 1,228 1,483 1,915

Agency debt securities 96 77 39 16 2 0

Agency mortgage-backed securities 837 862 847 535 206 0

Net portfolio holdings of TALF LLC 1 1 1 0 0 0

Total other assets 187 207 175 145 122 109

Total liabilities 2,805 2,757 2,593 1,828 1,677 1,839

Selected liabilities

Federal Reserve notes in circulation 1,057 1,115 1,257 1,403 1,561 1,723

Reverse repurchase agreements 97 70 70 70 70 70

Deposits with Federal Reserve Banks 1,631 1,555 1,249 339 30 30

Reserve balances held by depository institutions 1,550 1,469 1,244 334 25 25

U.S. Treasury, General Account 43 86 5 5 5 5

Other Deposits 37 0 0 0 0 0

Interest on Federal Reserve Notes due
to U.S. Treasury

3 0 0 0 0 0

Total capital 54 62 82 108 143 189

   Source: Federal Reserve H.4.1 statistical releases and staff calculations.
   Note: Components may not sum to totals due to rounding.
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Federal Reserve Balance Sheet
End-of-Year Projections -- Alternative C

Billions of dollars

Mar 30, 2012 2012 2014 2016 2018 2020

Total assets 2,859 2,814 2,357 1,649 1,820 2,028

Selected assets

Liquidity programs for financial firms 46 0 0 0 0 0

Primary, secondary, and seasonal credit 0 0 0 0 0 0

Central bank liquidity swaps 46 0 0 0 0 0

Lending through other credit facilities 7 3 1 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 7 3 1 0 0 0

Support for specific institutions 23 20 16 12 7 4

Credit extended to AIG 0 0 0 0 0 0

Net portfolio holdings of Maiden Lane LLC,
Maiden Lane II LLC, and Maiden Lane III LLC

23 20 16 12 7 4

Securities held outright 2,594 2,589 2,171 1,499 1,698 1,918

U.S. Treasury securities 1,661 1,650 1,519 1,176 1,698 1,918

Agency debt securities 96 77 39 16 0 0

Agency mortgage-backed securities 837 862 613 306 0 0

Net portfolio holdings of TALF LLC 1 1 1 0 0 0

Total other assets 187 202 169 138 115 106

Total liabilities 2,805 2,752 2,275 1,541 1,677 1,839

Selected liabilities

Federal Reserve notes in circulation 1,057 1,115 1,257 1,403 1,561 1,723

Reverse repurchase agreements 97 70 70 70 70 70

Deposits with Federal Reserve Banks 1,631 1,550 932 52 30 30

Reserve balances held by depository institutions 1,550 1,464 926 47 25 25

U.S. Treasury, General Account 43 86 5 5 5 5

Other Deposits 37 0 0 0 0 0

Interest on Federal Reserve Notes due
to U.S. Treasury

3 0 0 0 0 0

Total capital 54 62 82 108 143 189

   Source: Federal Reserve H.4.1 statistical releases and staff calculations.
   Note: Components may not sum to totals due to rounding.

Ex
pl

an
at

or
y

N
ot

es
Class I FOMC - Restricted Controlled (FR) April 19, 2012

Page 54 of 54

Authorized for Public Release


	FOMC20120425tealbooka20120418
	FOMC20120425tealbookb20120419



