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Revisions to the Staff Projection since the Previous SEP 

The FOMC published its most recent Survey of Economic Projections 

(SEP) following the previous FOMC meeting, in April.  Thus, revisions to 

the staff economic projection since the April Tealbook are discussed in 

the main text.  Nonetheless, for ease of reference, our projections for 

the SEP variables in the current and previous Tealbooks are shown in the 

table below. 
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Key Background Factors underlying the Baseline Staff Projection
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State and Local Government Fiscal Conditions 

The overall fiscal condition of state and local governments is slowly improving, 
although their budgets remain under significant strain.  State government budgets 
appear to have stabilized more than local government budgets have, as state tax 
receipts—primarily from income and sales taxes—have continued to rise solidly 
with the economic recovery (the black line in the lower‐left figure).  As a result, 
only a few states reported mid‐year budget shortfalls during fiscal year 2012 (which 
ends on June 30 in most states).  In contrast, over the preceding three fiscal years, 
many states were forced to make sizable  mid‐year budget cuts.  Nevertheless, 
nominal state tax revenue only recently returned to its 2008 peak, and reserve 
funds remain depleted in many states.  At the local level (the red line in the lower‐
left figure), property taxes—the largest source of tax revenue for these 
governments—moved sideways in 2010 and 2011 as downward pressure from the 
lagged effects of the fall in real estate prices has been stemmed by increases in 
property tax rates.  Local governments have also seen reductions in grants‐in‐aid 
from state governments as the states have passed a portion of their budget strain 
down to the local level.  Finally, the stimulus grants‐in‐aid to both states and 
localities from the federal government were mostly phased out by the end of 2011. 
 
States and localities have continued to trim their payrolls.  However, as shown in 
the lower‐right figure, the pace of job losses has eased significantly thus far this 
year after state and local employment had cumulatively declined by around 
600,000 over the preceding three and a half years, a reduction equal to 3 percent 
of the sector’s workforce.  As employee compensation is the largest single 
expense for these governments, the slowing in job losses is consistent with easing 
budget pressure. 
 
In contrast to the slowing pace of job cuts, state and local governments have 
continued to sharply decrease their capital expenditures.  As shown in the lower‐
left figure on the next page, real construction outlays have fallen more than 
20 percent from their 2007 peak and currently stand at their lowest levels since the 
mid‐1990s.  Capital budgets are exempt from the balanced budget requirements 
that typically restrict states and localities from issuing bonds to finance current  
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operations, and conditions in the municipal bond market are generally 
accommodative.1  Thus, the pullback in construction spending likely does not 
reflect constraints on borrowing but, instead, tightness in operating budgets:  New 
construction often requires an increase in operating expenditures once the project 
is complete (for example, a new school building not replacing an existing one 
requires hiring additional staff), and debt service payments are made out of 
operating budgets.  Similarly, policymakers may be shoring up operating budgets 
by diverting taxes and fees typically earmarked for capital accounts. 
 
Medicaid outlays, which account for nearly one‐fourth of state government 
expenditures, rose rapidly in the aftermath of the recession as demand for the 
program surged (not shown).  In recent quarters, though, these outlays have been 
subdued, likely attributable to improving economic conditions slowing the growth 
in caseloads and aggressive cost containment measures adopted by the states.  
This easing in the growth of Medicaid expenditures should help reduce the 
pressure on other areas of state budgets.2 
 
Looking ahead, we expect state and local government spending to recover only 
gradually.  Although state budgets should continue to be bolstered by rising tax 
revenues, local property tax revenue is projected to remain subdued for several 
more years.  Furthermore, given the severity of the current fiscal strains, 
governments are likely to be cautious and emphasize replenishing depleted 
reserve funds before ramping up spending.  As shown in the lower‐right figure, we 
project that real purchases by state and local governments will be a moderate drag 
on real GDP growth this year, a roughly neutral factor in 2013, and provide only a 
modest boost in 2014. 
 
 

 

                                                 
1
 Consistent with the plunge in construction outlays, state and local debt has decelerated 

markedly since the start of the recession and posted a small decline in 2011. 
2
 In the NIPA, state Medicaid expenditures are booked as personal transfer payments and 

Medicaid health services show up primarily in personal consumption expenditures.  Thus, state 
Medicaid expenditures are not included in the contribution of state and local government real 
purchases to the growth in real GDP (shown in the lower‐right figure). 
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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 2.5 2.2 2.1 1.5 2.5 1.9
  Private domestic final purchases 2.4 3.3 3.2 2.3 3.3 2.7
    Personal consumption expenditures 2.2 2.9 2.5 1.9 2.9 2.5
    Residential investment 17.8 19.7 11.6 11.5 9.7 8.3
    Business fixed investment .6 2.8 6.1 2.5 4.5 2.8
  Government purchases .1 -4.0 -.9 -2.0 -1.0 -1.9
  Contributions to change in real GDP
  Inventory investment1        .2 .1 -.4 .2 .2 .5
  Net exports1        .3 .1 .0 -.3 -.3 -.4
Unemployment Rate2        8.2 8.2 8.2 8.2 8.1 8.2
PCE Chain Price Index 2.5 2.4 1.6 .6 1.8 .1
  Ex. food and energy 2.2 2.1 1.8 1.7 1.7 1.6

  1. Percentage points.
  2. Percent.
			              	                               Recent Nonfinancial Developments (1)
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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 1.8 1.9 2.2 3.1
      Previous Tealbook 1.6 2.3 2.7 2.8 3.3

     Final sales 1.5 1.6 1.6 1.9 2.9
        Previous Tealbook 1.5 2.4 2.4 2.5 3.2

         Personal consumption expenditures 1.6 2.4 2.6 2.3 3.2
           Previous Tealbook 1.6 2.4 3.0 2.7 3.2

         Residential investment 3.5 15.5 7.5 10.2 10.8
           Previous Tealbook 3.5 14.6 8.2 9.3 13.0

         Nonresidential structures 4.4 .1 -1.7 .7 2.1
           Previous Tealbook 4.4 -1.6 .4 2.7 3.5

         Equipment and software 9.6 3.6 4.9 5.6 5.9
           Previous Tealbook 9.6 5.2 5.9 6.2 6.5

         Federal purchases -3.2 -4.3 -3.1 -4.1 -4.2
           Previous Tealbook -3.2 -.7 -2.6 -4.1 -4.4

         State and local purchases -2.5 -2.1 -.5 .5 1.3
            Previous Tealbook -2.5 -.2 .0 .7 2.1

         Exports 4.7 4.0 3.4 3.7 5.5
           Previous Tealbook 4.7 5.9 5.3 5.6 6.4

         Imports 3.6 3.7 5.0 4.2 4.5
           Previous Tealbook 3.6 3.7 5.2 4.2 4.9

                                                                                                      Contributions to change in real GDP
                                                                                                                    (percentage points)

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

     Net exports .0 -.1 -.4 -.2 .0
        Previous Tealbook .0 .1 -.2 .0 .0
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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.
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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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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 1.8 2.0 2.1
      Previous Tealbook        3.0 3.4 2.2 1.7 2.0 2.1 2.3

   Selected contributions1

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

      Capital deepening        .7 1.5 .7 .5 .5 .6 .7
          Previous Tealbook        .7 1.5 .7 .6 .6 .8 .9

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

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

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

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
42

44

46

48

50

52

54

56

58

60

42

44

46

48

50

52

54

56

58

60
Chained (2005) dollars per hour    

Structural

Structural and Actual Labor Productivity
              (Nonfarm business sector)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
63

64

65

66

67

68

63

64

65

66

67

68
Percent     

Structural

Structural and Actual Labor Force Participation Rate

Source:  U.S. Department of Labor, Bureau of Labor Statistics; Bureau of Economic Analysis; and staff assumptions.

D
om

es
ti

c
Ec

on
D

ev
el

&
O

ut
lo

ok
Class II FOMC - Restricted (FR) June 13, 2012

Page 24 of 112

Authorized for Public Release



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               .4 .2 .7 1.5 1.8
         Previous Tealbook               .3 .6 1.7 1.7 1.9

      Nonfarm private employment1 175 163 118 132 190
         Previous Tealbook               175 193 193 186 191

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

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

      Memo:
      GDP gap3 -4.5 -4.5 -4.5 -4.3 -3.4
         Previous Tealbook               -4.8 -4.7 -4.3 -3.7 -2.7

  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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  Source: U.S. Dept. of Labor, BLS; staff assumptions.
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  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 1.5 .8 1.5 1.5
      Previous Tealbook 2.7 2.0 1.7 1.5 1.5

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

      Energy 12.8 -4.8 -10.1 .7 -.4
         Previous Tealbook 12.8 3.2 2.8 -1.1 -1.7

      Excluding food and energy 1.8 1.9 1.5 1.6 1.6
         Previous Tealbook 1.8 2.0 1.7 1.7 1.7

   Prices of core goods imports1 4.3 1.2 -1.0 1.4 1.6
      Previous Tealbook 4.3 .7 1.1 1.5 1.5

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

1995 2000 2005 2010 2015
-1

0

1

2

3

4

5

6

-1

0

1

2

3

4

5

6
4-quarter percent change    

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

Current
Previous Tealbook

Total PCE Prices

1995 2000 2005 2010 2015
0

1

2

3

4

5

0

1

2

3

4

5
4-quarter percent change  

Market-based

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

PCE Prices ex. Food and Energy

1995 2000 2005 2010 2015
-2

0

2

4

6

8

10

-2

0

2

4

6

8

10
4-quarter percent change    

Employment cost index

Productivity and Costs

  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.
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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 1.9 2.2 3.1 3.5 3.4 3.2
Previous Tealbook 2.5 2.8 3.3 3.6 3.5 3.4

Civilian unemployment rate1 8.2 8.0 7.7 7.1 6.5 5.9
Previous Tealbook 8.0 7.7 7.4 6.8 6.2 5.6

PCE prices, total 1.2 1.5 1.5 1.6 1.7 1.8
Previous Tealbook 1.9 1.5 1.5 1.7 1.7 1.9

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

Federal funds rate1 .1 .1 .5 1.6 2.6 3.4
Previous Tealbook .1 .1 1.2 2.3 3.1 3.8

10-year Treasury yield1 1.9 3.1 3.6 3.8 4.1 4.2
Previous Tealbook 2.8 3.7 3.9 4.1 4.2 4.4
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                                          Evolution of the Staff Forecast                                                

0

1

2

3

4

5

0

1

2

3

4

5

Percent, Q4/Q4    
 

2011 2012 2013 2014

Tealbook publication date
                                       2008                                                                      2009                                                                    2010                                                                    2011                                                                    2012                          

1/20 3/10 4/21 6/16 8/4 9/15 10/27 12/8 1/19 3/9 4/20 6/15 8/3 9/14 10/26 12/7 1/18 3/7 4/18 6/13 7/25 9/5 10/17 12/5

Change in Real GDP

6.0

6.5

7.0

7.5

8.0

8.5

9.0

9.5

10.0

10.5

6.0

6.5

7.0

7.5

8.0

8.5

9.0

9.5

10.0

10.5

Percent, fourth quarter         
 

Tealbook publication date
                                       2008                                                                      2009                                                                    2010                                                                    2011                                                                    2012                          

1/20 3/10 4/21 6/16 8/4 9/15 10/27 12/8 1/19 3/9 4/20 6/15 8/3 9/14 10/26 12/7 1/18 3/7 4/18 6/13 7/25 9/5 10/17 12/5

2011
2012 2013

2014

Unemployment Rate

0.0

0.5

1.0

1.5

2.0

2.5

0.0

0.5

1.0

1.5

2.0

2.5

Percent, Q4/Q4      
 

Tealbook publication date
                                       2008                                                                      2009                                                                    2010                                                                    2011                                                                    2012                          

1/20 3/10 4/21 6/16 8/4 9/15 10/27 12/8 1/19 3/9 4/20 6/15 8/3 9/14 10/26 12/7 1/18 3/7 4/18 6/13 7/25 9/5 10/17 12/5

2011 2012

2013
2014

Change in PCE Prices excluding Food and Energy

D
om

es
ti

c
Ec

on
D

ev
el

&
O

ut
lo

ok
Class II FOMC - Restricted (FR) June 13, 2012

Page 32 of 112

Authorized for Public Release



The Foreign Outlook
(Percent change, annual rate)
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2008 2009 2010 2011 2012 2013 2014

Consumer Prices

Percent change, annual rate

Total foreign

 

2011 2012

H1 Q3 Q4 Q1 Q2 Q3 Q4 2013 2014

Real GDP
  Total foreign 2.9 3.9 1.6 3.4 2.5 2.5 2.3 2.7 3.2
       Previous Tealbook 3.0 3.9 1.4 3.2 2.9 2.8 2.9 3.2 3.6

     Advanced foreign economies .7 3.3 .4 1.5 1.0 .9 .5 1.2 1.9
          Previous Tealbook 1.0 3.1 .2 1.2 1.1 1.1 1.3 1.8 2.4

     Emerging market economies 5.3 4.6 2.8 5.5 4.1 4.2 4.2 4.3 4.6
          Previous Tealbook 5.2 4.8 2.6 5.3 4.8 4.6 4.6 4.6 4.9

Consumer Prices
  Total foreign 3.8 3.0 2.8 2.6 2.3 2.0 2.2 2.2 2.5
       Previous Tealbook 3.7 3.1 2.9 2.5 2.1 2.4 2.4 2.4 2.5

     Advanced foreign economies 2.6 1.2 2.5 2.2 1.4 1.1 1.3 1.2 1.5
          Previous Tealbook 2.7 1.1 2.5 2.1 1.5 1.4 1.4 1.3 1.4

     Emerging market economies 4.8 4.5 3.0 3.0 3.0 2.8 2.9 3.1 3.2
          Previous Tealbook 4.6 4.7 3.2 2.7 2.7 3.2 3.2 3.2 3.3

    Note: Annualized percent change from final quarter of preceding period to final quarter of period indicated.
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Evolution of Staff’s International Forecast
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Policy Expectations and Treasury Yields
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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 1.8  1.9  2.2  3.1  3.5  3.3  
European crisis with severe spillovers 1.7  -2.7  -3.6  1.9  4.5  4.7  
Hard landing in China 1.7  1.1  1.1  2.8  4.0  3.9  
Fiscal cliff 1.8  1.9  1.0  2.3  3.8  4.1  
Faster recovery 1.8  2.7  3.9  3.4  2.8  2.6  
Damaged labor market 1.8  1.7  2.0  2.6  2.9  2.4  
Future labor market damage 1.8  1.9  2.0  2.7  2.9  2.6  

Unemployment rate1

Extended Tealbook baseline 8.2  8.2  8.0  7.7  7.1  5.9  
European crisis with severe spillovers 8.2  8.8  10.9  11.4  10.4  7.9  
Hard landing in China 8.2  8.3  8.6  8.5  7.9  6.3  
Fiscal cliff 8.2  8.2  8.5  8.6  8.1  6.1  
Faster recovery 8.2  8.1  7.2  6.5  6.2  5.8  
Damaged labor market 8.2  8.2  8.2  8.0  7.8  7.5  
Future labor market damage 8.2  8.3  8.3  8.2  7.9  7.4  

Total PCE prices
Extended Tealbook baseline 1.5  .8  1.5  1.5  1.6  1.8  
European crisis with severe spillovers 1.4  -1.3  -.8  .7  1.8  2.2  
Hard landing in China 1.4  .0  .4  .8  1.4  2.1  
Fiscal cliff 1.5  .8  1.5  1.3  1.3  1.4  
Faster recovery 1.5  .8  1.5  1.7  1.9  2.2  
Damaged labor market 1.5  .9  1.8  2.1  2.4  2.5  
Future labor market damage 1.5  .8  1.5  1.6  1.9  2.1  

Core PCE prices
Extended Tealbook baseline 1.9  1.5  1.6  1.6  1.7  1.8  
European crisis with severe spillovers 1.9  .6  .2  .8  1.5  2.0  
Hard landing in China 1.9  1.3  1.1  1.2  1.5  1.8  
Fiscal cliff 1.9  1.5  1.6  1.4  1.4  1.4  
Faster recovery 1.9  1.5  1.6  1.8  2.0  2.2  
Damaged labor market 1.9  1.6  1.9  2.2  2.5  2.5  
Future labor market damage 1.9  1.5  1.6  1.7  1.9  2.1  

Federal funds rate1

Extended Tealbook baseline .2  .1  .1  .5  1.6  3.4  
European crisis with severe spillovers .1  .1  .1  .1  .1  .8  
Hard landing in China .1  .1  .1  .1  .4  2.2  
Fiscal cliff .2  .1  .1  .1  .3  3.0  
Faster recovery .2  .4  1.5  2.6  3.0  3.7  
Damaged labor market .2  .2  .6  1.9  3.4  4.7  
Future labor market damage .2  .1  .1  1.0  2.7  4.0  

   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 1.9 2.2 3.1 3.5 3.4 3.2
Confidence interval

Tealbook forecast errors .6–3.1 .4–3.9 . . . . . . . . . . . .
FRB/US stochastic simulations .9–2.9 .6–3.8 1.1–4.7 1.5–5.1 1.5–5.5 1.3–5.3

Civilian unemployment rate
(percent, Q4)
Projection 8.2 8.0 7.7 7.1 6.5 5.9
Confidence interval

Tealbook forecast errors 7.7–8.7 7.2–8.8 . . . . . . . . . . . .
FRB/US stochastic simulations 7.8–8.5 7.1–8.8 6.7–8.9 6.1–8.4 5.5–7.8 4.9–7.1

PCE prices, total
(percent change, Q4 to Q4)
Projection 1.2 1.5 1.5 1.6 1.7 1.8
Confidence interval

Tealbook forecast errors .4–1.9 .3–2.8 . . . . . . . . . . . .
FRB/US stochastic simulations .5–1.8 .5–2.6 .4–2.6 .4–2.8 .5–2.8 .6–3.0

PCE prices excluding
food and energy
(percent change, Q4 to Q4)
Projection 1.7 1.6 1.6 1.7 1.8 1.8
Confidence interval

Tealbook forecast errors 1.3–2.2 .9–2.3 . . . . . . . . . . . .
FRB/US stochastic simulations 1.3–2.1 .8–2.4 .8–2.5 .7–2.6 .8–2.7 .9–2.8

Federal funds rate
(percent, Q4)
Projection .1 .1 .5 1.6 2.6 3.4
Confidence interval

FRB/US stochastic simulations .1–.7 .1–1.6 .1–2.7 .1–3.6 .6–4.5 1.4–5.4

    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.

R
is

ks
&

U
nc

er
ta

in
ty

Class II FOMC - Restricted (FR) June 13, 2012

Page 92 of 112

Authorized for Public Release



Tealbook Forecast Compared with Blue Chip
(Blue Chip survey released June 10, 2012)
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  Note: The shaded area represents the area between the
Blue Chip top 10 and bottom 10 averages.
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 Near-Term Prescriptions of Selected Policy Rules

 
Constrained Policy Unconstrained Policy

  
2012Q3 2012Q4 2012Q3 2012Q4

      
Taylor (1993) rule 1.52 1.59  1.52 1.59
      

     Previous Tealbook 1.60 1.85  1.60 1.85
      
Taylor (1999) rule 0.13 0.13  -0.73 -0.64
      

     Previous Tealbook 0.13 0.13  -0.67 -0.32
      
Outcome-based rule 0.13 0.13  0.04 -0.08
      

     Previous Tealbook Outlook 0.13 0.17  0.11 0.17
      
First-difference rule 0.13 0.13  -0.07 -0.24
      

     Previous Tealbook Outlook 0.26 0.40  0.26 0.40
      
Nominal income targeting rule 0.13 0.13  -0.41 -0.86
      

     Previous Tealbook Outlook 0.13 0.13  -0.43 -0.85

Current Previous
Tealbook Tealbook

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

Actual real federal funds rate  -1.8 -1.8
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Note: For rules which have the lagged policy rate as a right-hand-side variable, the lines denoted "Previous Tealbook
Outlook" report rule prescriptions based on the previous Tealbook’s staff outlook, but jumping off from the average value
for the policy rate thus far in the quarter.
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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 Control 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 1.9 2.2 3.1 3.5 3.4
Taylor (1993) 2.4 1.7 1.6 2.8 3.6 3.7
Taylor (1999) 2.4 1.9 2.2 3.1 3.5 3.4
First-difference 2.4 1.8 1.9 2.8 3.4 3.4
Nominal income targeting 2.4 2.0 2.7 3.6 3.8 3.4
Constrained optimal control 2.4 2.1 3.1 3.9 4.0 3.5

Unemployment rate1

Extended Tealbook baseline 8.7 8.2 8.0 7.7 7.1 6.5
Taylor (1993) 8.7 8.2 8.3 8.2 7.6 6.9
Taylor (1999) 8.7 8.2 8.0 7.7 7.1 6.5
First-difference 8.7 8.2 8.1 8.0 7.5 6.8
Nominal income targeting 8.7 8.2 7.8 7.2 6.4 5.8
Constrained optimal control 8.7 8.2 7.6 6.9 6.0 5.3

Total PCE prices
Extended Tealbook baseline 1.8 1.2 1.5 1.5 1.6 1.7
Taylor (1993) 1.8 1.1 1.3 1.3 1.4 1.5
Taylor (1999) 1.8 1.2 1.5 1.5 1.6 1.7
First-difference 1.8 1.1 1.3 1.2 1.3 1.4
Nominal income targeting 1.8 1.4 1.9 1.9 2.0 2.1
Constrained optimal control 1.8 1.4 2.0 2.1 2.1 2.2

Core PCE prices
Extended Tealbook baseline 1.7 1.7 1.6 1.6 1.7 1.8
Taylor (1993) 1.7 1.6 1.4 1.4 1.5 1.6
Taylor (1999) 1.7 1.7 1.6 1.6 1.7 1.8
First-difference 1.7 1.6 1.4 1.3 1.4 1.5
Nominal income targeting 1.7 1.9 2.0 2.0 2.1 2.2
Constrained optimal control 1.7 1.9 2.1 2.2 2.2 2.3

Federal funds rate1

Extended Tealbook baseline 0.1 0.1 0.1 0.5 1.6 2.6
Taylor (1993) 0.1 1.4 1.0 1.3 2.0 2.7
Taylor (1999) 0.1 0.1 0.1 0.5 1.6 2.6
First-difference 0.1 0.1 0.1 0.9 1.8 2.8
Nominal income targeting 0.1 0.1 0.1 0.1 0.9 2.0
Constrained optimal control 0.1 0.1 0.1 0.1 0.1 1.0

   1. Percent, average for the final quarter of the period.
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Unconstrained Optimal Control Policy: Alternative Weights on Policy Objectives
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LONG-RUN PROJECTIONS OF THE BALANCE SHEET AND MONETARY BASE 

The staff has prepared three scenarios for the Federal Reserve’s balance sheet.  The 

first scenario incorporates a continuation of the maturity extension program (MEP) that is 

consistent with Alternatives B and B’.  The second scenario corresponds to Alternative A, 

incorporating a $500 billion agency MBS purchase program as noted in paragraph 4 of the 

draft statement.  This scenario is also consistent with the open-ended purchase program in 

paragraph 4’ of that statement if purchases last, and are expected to last, for one year.  The 

third scenario reflects Alternative C, in which the current MEP is completed at the end of 

this month and no additional balance sheet action is taken in the near term, with the federal 

funds rate rising above the current target range in late 2013.  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 Alternatives B and B’, the 

Committee is assumed to continue the MEP at its current pace through the end of 2012 

instead of ending it at the end of this month as scheduled.  The total amount of additional 

purchases under the extension of the MEP is $267 billion.  The expansion of the MEP 

changes the parameters of the program slightly; instead of selling the same dollar amount of 

securities with remaining maturities of three years or less, all Treasury securities in the 
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Jan-12 9.2 9.2 9.2 9.2
Feb-12 17.8 17.8 17.8 17.8
Mar-12 3.1 3.1 3.1 3.1
Apr-12 -12.2 -12.2 -12.2 -23.8
May-12 -8.8 -8.8 -8.8 2.5
Jun-12 7.9 7.4 7.2 13.8
Jul-12 22.5 19.3 19.3 1.3

Aug-12 10.7 9.9 5.7 5.7
Sep-12 -3.4 4.7 -8.3 -6.2

2011 Q1 36.8 36.8 36.8 36.8
2011 Q2 69.3 69.3 69.3 69.3
2011 Q3 21.0 21.0 21.0 21.0
2011 Q4 -5.9 -5.9 -5.9 -5.9
2012 Q1 5.5 5.5 5.5 5.5
2012 Q2 -2.5 -2.6 -2.6 -3.3
2012 Q3 10.3 9.9 7.4 4.4
2012 Q4 -0.5 10.8 -5.1 -5.3

2010 0.9 0.9 0.9 0.9
2011 32.9 32.9 32.9 32.9
2012 3.2 6.0 1.3 0.3
2013 0.2 13.9 -3.8 -0.2
2014 -1.0 -3.0 -9.8 -2.4
2015 -6.6 -11.9 -13.1 -10.8
2016 -16.6 -20.2 -21.0 -19.6
2017 -18.1 -22.2 -3.3 -15.9
2018 -6.3 -4.5 5.0 5.2

Note: Not seasonally adjusted.

Annual - Q4 to Q4 

Monthly

Growth Rates for the Monetary Base 

Date
Alternatives B 

and B'
Alternative A

Percent, annual rate

Alternative C
Memo: April 
Alternative B

Quarterly
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Monthly Growth Rates Tealbook Forecast*
Jan-12 15.9
Feb-12 3.1
Mar-12 3.6
Apr-12 5.3
May-12 4.0
Jun-12 7.8
Jul-12 4.5

Aug-12 4.2
Sep-12 4.2
Oct-12 3.9
Nov-12 4.0
Dec-12 4.0

Quarterly Growth Rates
2012 Q1 8.4
2012 Q2 4.7
2012 Q3 5.1
2012 Q4 4.0
2013 Q1 1.9
2013 Q2 2.3
2013 Q3 3.2
2013 Q4 3.2
2014 Q1 3.4
2014 Q2 3.3
2014 Q3 0.5
2014 Q4 -1.4

Annual Growth Rates
2012 5.7
2013 2.7
2014 1.4

Growth Rates for M2
(Percent, seasonally adjusted annual rate)

* This forecast is consistent with nominal GDP and interest rates in the 
Tealbook Book A baseline forecast.  Actual data through May 2012; 
projections thereafter.
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Date
Alternatives 

B and B'
Alternative A Alternative C

Memo: April 
Alternative B

2012 Q2 -71 -77 -53 -61
2012 Q3 -68 -74 -50 -58
2012 Q4 -65 -71 -46 -55
2013 Q1 -62 -68 -43 -51
2013 Q2 -58 -64 -39 -48
2013 Q3 -54 -60 -36 -45
2013 Q4 -50 -56 -33 -41
2014 Q1 -47 -51 -30 -38
2014 Q2 -43 -47 -27 -35
2014 Q3 -40 -43 -25 -32
2014 Q4 -37 -39 -23 -29
2015 Q1 -34 -36 -21 -27
2015 Q2 -31 -33 -19 -24
2015 Q3 -28 -29 -17 -22
2015 Q4 -26 -27 -15 -20
2016 Q1 -24 -24 -14 -18
2016 Q2 -22 -21 -13 -16
2016 Q3 -20 -19 -12 -15
2016 Q4 -18 -17 -11 -13
2017 Q1 -16 -16 -10 -12
2017 Q2 -15 -14 -9 -11
2017 Q3 -14 -13 -9 -10
2017 Q4 -13 -11 -9 -10
2018 Q1 -12 -10 -8 -9
2018 Q2 -11 -10 -8 -8
2018 Q3 -10 -9 -8 -8
2018 Q4 -10 -8 -8 -8
2019 Q1 -9 -8 -7 -7
2019 Q2 -9 -7 -7 -7
2019 Q3 -8 -7 -7 -7
2019 Q4 -8 -7 -6 -6
2020 Q1 -7 -6 -6 -6
2020 Q2 -7 -6 -6 -5
2020 Q3 -6 -5 -5 -5
2020 Q4 -6 -5 -5 -5

10-Year Treasury Term Premium Effect

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

Billions of dollars

May 31, 2012 2012 2014 2016 2018 2020

Total assets 2,849 2,894 2,798 2,190 1,800 2,000

Selected assets

Liquidity programs for financial firms 22 15 0 0 0 0

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

Central bank liquidity swaps 22 15 0 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 5 3 1 0 0 0

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

19 19 15 12 7 4

Securities held outright 2,606 2,593 2,547 1,986 1,636 1,860

U.S. Treasury securities 1,661 1,653 1,653 1,430 1,426 1,860

Agency debt securities 93 77 39 16 2 0

Agency mortgage-backed securities 852 863 855 539 207 0

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

Total other assets 195 264 234 192 157 135

Total liabilities 2,794 2,833 2,716 2,081 1,657 1,810

Selected liabilities

Federal Reserve notes in circulation 1,068 1,111 1,253 1,390 1,539 1,693

Reverse repurchase agreements 70 70 70 70 70 70

Deposits with Federal Reserve Banks 1,636 1,633 1,375 604 30 30

Reserve balances held by depository institutions 1,499 1,543 1,370 599 25 25

U.S. Treasury, General Account 112 90 5 5 5 5

Other Deposits 25 0 0 0 0 0

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

2 0 0 0 0 0

Total capital 55 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 A

Billions of dollars

May 31, 2012 2012 2014 2016 2018 2020

Total assets 2,849 3,019 3,176 2,246 1,800 2,000

Selected assets

Liquidity programs for financial firms 22 15 0 0 0 0

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

Central bank liquidity swaps 22 15 0 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 5 3 1 0 0 0

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

19 19 15 12 7 4

Securities held outright 2,606 2,771 2,962 2,078 1,670 1,892

U.S. Treasury securities 1,661 1,652 1,597 1,223 1,345 1,892

Agency debt securities 93 77 39 16 2 0

Agency mortgage-backed securities 852 1,042 1,327 839 323 0

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

Total other assets 195 211 197 156 123 104

Total liabilities 2,794 2,957 3,095 2,138 1,657 1,811

Selected liabilities

Federal Reserve notes in circulation 1,068 1,111 1,253 1,390 1,539 1,693

Reverse repurchase agreements 70 70 70 70 70 70

Deposits with Federal Reserve Banks 1,636 1,757 1,754 660 30 30

Reserve balances held by depository institutions 1,499 1,667 1,749 655 25 25

U.S. Treasury, General Account 112 90 5 5 5 5

Other Deposits 25 0 0 0 0 0

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

2 0 0 0 0 0

Total capital 55 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

May 31, 2012 2012 2014 2016 2018 2020

Total assets 2,849 2,830 2,399 1,685 1,800 2,000

Selected assets

Liquidity programs for financial firms 22 15 0 0 0 0

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

Central bank liquidity swaps 22 15 0 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 5 3 1 0 0 0

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

19 19 15 12 7 4

Securities held outright 2,606 2,591 2,211 1,535 1,680 1,893

U.S. Treasury securities 1,661 1,652 1,537 1,182 1,641 1,893

Agency debt securities 93 77 39 16 1 0

Agency mortgage-backed securities 852 863 635 336 37 0

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

Total other assets 195 201 171 138 113 103

Total liabilities 2,794 2,768 2,317 1,576 1,657 1,811

Selected liabilities

Federal Reserve notes in circulation 1,068 1,111 1,253 1,390 1,539 1,693

Reverse repurchase agreements 70 70 70 70 70 70

Deposits with Federal Reserve Banks 1,636 1,569 976 99 30 30

Reserve balances held by depository institutions 1,499 1,478 971 94 25 25

U.S. Treasury, General Account 112 90 5 5 5 5

Other Deposits 25 0 0 0 0 0

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

2 0 0 0 0 0

Total capital 55 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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