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Key Background Factors underlying the Baseline Staff Projection
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process and the difficulties of allocating production across quarters presents a 
measurement challenge for the Bureau of Economic Analysis.  Our best guess is that the 
adverse effect of the drought on GDP will be registered mainly in the second half of this 
year, trimming the change in real GDP over that period by roughly ¼ percentage point at 
an annual rate.2

The drought-related spike in crop prices has more than reversed the price declines since 
late 2011 that reflected the market’s anticipation of a rebound in production following 
that year’s disappointing harvest.

  We expect that this shock will be reversed early next year, as crop 
production is assumed to rebound to normal.  

3

 

  Looking forward, futures prices tilt down sharply, 
suggesting that market participants anticipate that crop prices will retrace almost all of 
this season’s run-up by the end of next year.  The projected transitory nature of the surge 
in farm commodity prices, together with the relatively slow pass-through of grain costs 
into retail food prices, damp the projected swing in consumer food prices in the Tealbook 
forecast.  In addition, we expect that adjustments by livestock producers, who reportedly 
have been selling off breeding stock in response to poor pasture conditions and high 
grain costs, will hold down meat prices in the near term, providing some offset to the 
effects of higher grain prices—although eventually the reduction in livestock herds will 
boost meat prices as well.  On balance, our models suggest that the drought-related 
surge in farm prices will begin to show through to PCE food prices shortly (the black line 
in the lower-right figure), boosting PCE food inflation to about 2½ percent in the fourth 
quarter and a little more than 3 percent over the first half of 2013.  These increases will 
add roughly ¼ percentage point to overall PCE inflation over that interval.  Afterward, 
food price inflation is projected to slow, falling back to near our June, pre-drought 
projection (the red dashed line) by the end of 2013.  

  

 

                                                 
2 The Bureau of Economic Analysis also put a little of the drought effect into the second quarter. 
3 The surge in crop prices this year, which primarily reflects the shortfall in domestic supply, is 

considerably smaller than the increases in crop prices in either 2007 to 2008 or 2010 to 2011, periods 
when the upward pressure on crop prices came in large part from burgeoning world demand.  
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Summary of the Near-Term Outlook
(Percent change at annual rate except as noted)

    2012:Q3     2012:Q4 2013:Q1
   

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

Real GDP 1.3 2.0 1.7 2.0 2.0 1.8
  Private domestic final purchases 2.1 2.1 2.2 3.1 1.3 1.4
    Personal consumption expenditures 2.3 2.3 2.2 3.1 1.1 1.1
    Residential investment 9.7 14.3 5.5 13.9 10.5 13.4
    Business fixed investment -1.0 -2.5 1.5 .8 .6 1.0
  Government purchases -1.7 .6 -1.1 -1.6 -1.5 -1.5
  Contributions to change in real GDP
  Inventory investment1        -.1 .1 .2 .0 1.2 .8
  Net exports1        .0 .0 -.2 -.2 .0 .1
Unemployment Rate2        8.3 8.1 8.3 8.0 8.2 8.0
PCE Chain Price Index 1.9 1.7 1.7 2.1 1.2 .9
  Ex. food and energy 1.3 1.2 1.5 1.4 1.6 1.6

  1. Percentage points.
  2. Percent.
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  Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
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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 2.0 1.6 2.0 2.6 3.5
      Previous Tealbook 2.0 1.8 1.5 2.4 3.2

     Final sales 1.7 2.1 2.0 2.5 3.5
        Previous Tealbook 1.7 2.1 1.4 2.1 3.1

         Personal consumption expenditures 1.9 2.0 2.7 2.8 3.7
           Previous Tealbook 1.9 2.1 2.3 2.4 3.4

         Residential investment 3.9 14.3 14.1 14.8 13.2
           Previous Tealbook 3.9 14.3 7.6 11.9 12.4

         Nonresidential structures 6.9 6.6 -4.2 2.7 2.3
           Previous Tealbook 6.9 6.5 -2.3 2.2 2.2

         Equipment and software 11.4 5.1 .5 4.2 7.5
           Previous Tealbook 11.4 4.8 1.3 5.1 7.2

         Federal purchases -4.2 -2.3 -1.4 -4.2 -4.2
           Previous Tealbook -4.2 -2.2 -2.8 -4.2 -4.3

         State and local purchases -2.7 -1.6 .0 .3 .9
            Previous Tealbook -2.7 -1.6 -.5 .3 .9

         Exports 4.3 4.8 1.1 5.1 6.2
           Previous Tealbook 4.3 5.2 3.3 4.5 5.7

         Imports 3.5 2.9 1.4 3.9 5.0
           Previous Tealbook 3.5 3.0 3.3 4.2 4.8

                                                                                                      Contributions to change in real GDP
                                                                                                                    (percentage points)

     Inventory change .3 -.4 .1 .2 .0
        Previous Tealbook .3 -.3 .0 .3 .1

     Net exports .0 .1 -.1 .0 .0
        Previous Tealbook .0 .2 -.1 -.1 .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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  Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
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  Source: For net worth, Federal Reserve Board, flow of funds
data; for income, Dept. of Commerce, Bureau of Economic Analysis.
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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 1.5 1.8 2.0 2.1
      Previous Tealbook        3.0 3.4 2.2 1.7 1.8 2.0 2.1

   Selected contributions1

   Structural labor productivity        1.4 2.6 2.1 1.3 1.4 1.6 1.7
      Previous Tealbook        1.4 2.6 2.2 1.5 1.4 1.6 1.7

      Capital deepening        .7 1.5 .7 .4 .5 .6 .6
          Previous Tealbook        .7 1.5 .7 .4 .5 .6 .7

      Multifactor productivity        .5 .8 1.2 .8 .9 .9 1.0
          Previous Tealbook        .5 .8 1.2 .9 .8 .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.
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The Outlook for the Labor Market and Resource Utilization
(Percent change from final quarter of preceding period)

2012
                          Measure 2011 2013 2014

 H1 H2

      Output per hour, nonfarm business               .6 .7 1.1 1.3 1.6
         Previous Tealbook               .6 .8 .9 1.3 1.6

      Nonfarm private employment1 175 157 137 170 249
         Previous Tealbook               175 159 145 153 218

      Labor force participation rate2 64.0 63.7 63.6 63.6 63.6
         Previous Tealbook               64.0 63.7 63.7 63.7 63.7

      Civilian unemployment rate2 8.7 8.2 8.0 7.8 7.2
         Previous Tealbook               8.7 8.2 8.3 8.0 7.6

      Memo:
      GDP gap3 -4.0 -4.1 -4.0 -3.4 -2.0
         Previous Tealbook               -4.4 -4.4 -4.6 -4.1 -3.1

  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.

1995 2000 2005 2010 2015
-1000

-800

-600

-400

-200

0

200

400

600

-1000

-800

-600

-400

-200

0

200

400

600
Thousands           

Current
Previous Tealbook

Source: U.S. Dept. of Labor, BLS.

Nonfarm Private Employment
(Average monthly changes)        

1995 2000 2005 2010 2015
3

4

5

6

7

8

9

10

11

3

4

5

6

7

8

9

10

11
Percent    

  Note: The EEB adjustment is the staff estimate of the effect
of extended and emergency unemployment compensation
programs on the natural rate of unemployment.
  Source: U.S. Dept. of Labor, BLS; staff assumptions.
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  Note: The GDP gap is the percent difference between actual
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
                      Measure 2011 2013 2014

 H1 H2

   PCE chain-weighted price index 2.5 1.6 1.9 1.3 1.4
      Previous Tealbook 2.5 1.6 1.8 1.4 1.4

      Food and beverages 5.1 1.0 1.6 2.4 1.0
         Previous Tealbook 5.1 1.0 2.4 2.6 .9

      Energy 11.9 -3.3 11.0 -4.7 -2.3
         Previous Tealbook 11.9 -3.3 6.3 -3.4 -2.2

      Excluding food and energy 1.7 2.0 1.3 1.6 1.7
         Previous Tealbook 1.7 2.0 1.4 1.6 1.6

   Prices of core goods imports1 4.3 .5 -.9 1.4 1.5
      Previous Tealbook 4.3 .5 -1.1 1.1 1.4

  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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  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
4-quarter percent change
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Note:  In each panel, shading represents the projection period, and 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 1.8 2.6 3.5 3.7 3.1 2.4
Previous Tealbook 1.6 2.4 3.2 3.6 3.0 2.9

Civilian unemployment rate1 8.0 7.8 7.2 6.2 5.5 5.1
Previous Tealbook 8.3 8.0 7.6 6.7 6.2 5.7

PCE prices, total 1.7 1.3 1.4 1.5 1.8 2.0
Previous Tealbook 1.7 1.4 1.4 1.5 1.8 1.9

Core PCE prices 1.6 1.6 1.7 1.7 1.9 2.0
Previous Tealbook 1.7 1.6 1.6 1.7 1.8 1.9

Federal funds rate1 .1 .1 .1 .7 2.6 3.9
Previous Tealbook .1 .1 .6 2.1 2.9 3.5

10-year Treasury yield1 1.8 2.7 3.5 4.1 4.4 4.6
Previous Tealbook 1.9 3.0 3.7 4.2 4.3 4.4

D
om

es
ti

c
Ec

on
D

ev
el

&
O

ut
lo

ok
Class II FOMC - Restricted (FR) October 17, 2012

Page 30 of 114

Authorized for Public Release



                                          Evolution of the Staff Forecast                                                
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The Foreign Outlook
(Percent change, annual rate)
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2009 2010 2011 2012 2013 2014

Consumer Prices

Percent change, annual rate

Total foreign

 

2012 2013

2011 Q1 Q2 Q3 Q4 Q1 Q2 H2 2014

Real GDP
  Total foreign 2.8 3.2 2.2 2.0 2.1 2.4 2.7 3.1 3.4
       Previous Tealbook 2.8 3.2 2.3 2.3 2.3 2.5 2.7 3.0 3.3

     Advanced foreign economies 1.3 1.5 .6 .7 .6 .9 1.1 1.6 2.0
          Previous Tealbook 1.3 1.6 .7 .7 .6 .8 1.1 1.5 1.9

     Emerging market economies 4.5 5.0 3.9 3.4 3.6 4.1 4.5 4.7 4.8
          Previous Tealbook 4.5 5.0 3.9 4.0 4.1 4.4 4.5 4.6 4.8

Consumer Prices
  Total foreign 3.4 2.6 1.9 2.2 2.7 2.3 2.2 2.2 2.5
       Previous Tealbook 3.4 2.6 1.9 1.8 2.6 2.3 2.3 2.2 2.5

     Advanced foreign economies 2.2 2.1 .6 .7 1.8 1.3 1.2 1.2 1.7
          Previous Tealbook 2.2 2.2 .6 .7 1.9 1.4 1.3 1.2 1.7

     Emerging market economies 4.3 2.9 3.0 3.3 3.3 3.1 3.1 3.1 3.2
          Previous Tealbook 4.3 2.9 3.0 2.7 3.2 3.1 3.1 3.0 3.2

    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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by interest rate caps. Both include a term premium of zero basis 
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Measures of Supply and Demand for Consumer Loans
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

 H2

  2016-Measure and scenario
 

2012

  
2013

  
2014

  
2015

  17

Real GDP
Extended Tealbook baseline 2.0  2.6  3.5  3.7  2.7  
Fiscal cliff 2.0  1.3  2.6  3.5  3.7  
Greater expectations 2.9  4.5  3.8  2.5  2.0  
More momentum 2.6  3.5  3.5  2.9  2.4  
Headwinds and attenuation 2.0  1.9  2.1  2.3  2.6  
Damaged labor market 1.8  2.4  3.1  2.7  1.5  
European crisis with severe spillovers 1.1  -3.1  1.2  4.2  3.3  
Hard landing in China 1.8  1.7  2.9  3.9  3.2  

Unemployment rate1

Extended Tealbook baseline 8.0  7.8  7.2  6.2  5.1  
Fiscal cliff 8.0  8.3  8.2  7.4  5.5  
Greater expectations 7.9  6.9  5.9  5.3  5.2  
More momentum 7.8  7.3  6.6  5.8  5.3  
Headwinds and attenuation 8.0  8.0  8.0  7.8  7.0  
Damaged labor market 8.0  7.9  7.4  6.8  6.8  
European crisis with severe spillovers 8.1  9.8  10.4  9.3  7.5  
Hard landing in China 8.0  8.1  7.9  6.9  5.5  

Total PCE prices
Extended Tealbook baseline 1.9  1.3  1.4  1.5  1.9  
Fiscal cliff 1.9  1.3  1.2  1.1  1.5  
Greater expectations 1.9  1.4  1.7  1.9  2.2  
More momentum 1.9  1.4  1.6  1.7  2.0  
Headwinds and attenuation 1.9  1.3  1.3  1.1  1.2  
Damaged labor market 2.0  1.5  1.9  2.2  2.5  
European crisis with severe spillovers 1.2  -1.1  .4  1.6  2.2  
Hard landing in China 1.6  .4  .7  1.3  2.0  

Core PCE prices
Extended Tealbook baseline 1.3  1.6  1.7  1.7  1.9  
Fiscal cliff 1.3  1.6  1.5  1.3  1.5  
Greater expectations 1.3  1.7  2.0  2.1  2.2  
More momentum 1.3  1.7  1.9  1.9  2.0  
Headwinds and attenuation 1.3  1.6  1.6  1.3  1.2  
Damaged labor market 1.4  1.8  2.2  2.4  2.5  
European crisis with severe spillovers 1.1  .3  .8  1.5  2.0  
Hard landing in China 1.2  1.2  1.3  1.5  1.9  

Federal funds rate1

Extended Tealbook baseline .1  .1  .1  .7  3.9  
Fiscal cliff .1  .1  .1  .1  3.4  
Greater expectations .1  .6  1.8  2.2  4.0  
More momentum .1  .1  .6  1.4  3.7  
Headwinds and attenuation .1  .1  .1  .1  .5  
Damaged labor market .1  .1  1.0  2.6  4.9  
European crisis with severe spillovers .1  .1  .1  .1  1.5  
Hard landing in China .1  .1  .1  .2  3.1  

   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 1.8 2.6 3.5 3.7 3.1 2.4
Confidence interval

Tealbook forecast errors 1.3–2.3 .9–4.3 1.6–5.4 . . . . . . . . .
FRB/US stochastic simulations 1.2–2.4 1.3–4.5 1.6–5.2 1.2–5.0 1.1–5.1 .7–4.8

Civilian unemployment rate
(percent, Q4)
Projection 8.0 7.8 7.2 6.2 5.5 5.1
Confidence interval

Tealbook forecast errors 7.9–8.1 7.1–8.5 6.0–8.4 . . . . . . . . .
FRB/US stochastic simulations 7.9–8.2 7.0–8.4 6.0–8.2 5.2–7.6 4.6–6.9 4.2–6.4

PCE prices, total
(percent change, Q4 to Q4)
Projection 1.7 1.3 1.4 1.5 1.8 2.0
Confidence interval

Tealbook forecast errors 1.5–2.0 .0–2.5 .1–2.7 . . . . . . . . .
FRB/US stochastic simulations 1.4–2.2 .3–2.3 .2–2.6 .2–2.7 .5–2.9 .7–3.1

PCE prices excluding
food and energy
(percent change, Q4 to Q4)
Projection 1.6 1.6 1.7 1.7 1.9 2.0
Confidence interval

Tealbook forecast errors 1.4–1.8 .9–2.3 .9–2.5 . . . . . . . . .
FRB/US stochastic simulations 1.4–1.9 .9–2.3 .8–2.6 .7–2.6 .9–2.8 1.0–2.9

Federal funds rate
(percent, Q4)
Projection .1 .1 .1 .7 2.6 3.9
Confidence interval

FRB/US stochastic simulations .1–.1 .1–1.0 .1–2.5 .1–3.1 .6–4.4 1.9–5.8

    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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Alternative Projections
(Percent change, Q4 to Q4, except as noted) 

2012 2013 2014
   

 Measure and projection Previous Current Previous Current Previous Current
Tealbook Tealbook Tealbook Tealbook Tealbook Tealbook

Real GDP
Staff 1.6 1.8 2.4 2.6 3.2 3.5
FRB/US 1.5 1.4 1.7 1.9 2.9 3.1
EDO 1.9 2.0 3.1 3.2 3.1 3.2
Blue Chip 1.8 1.7 2.4 2.3 . . . . . .

Unemployment rate1

Staff 8.3 8.0 8.0 7.8 7.6 7.2
FRB/US 8.4 8.1 8.8 8.5 8.5 8.1
EDO 8.2 8.1 7.8 7.7 7.4 7.4
Blue Chip 8.1 8.1 7.7 7.8 . . . . . .

Total PCE prices
Staff 1.7 1.7 1.4 1.3 1.4 1.4
FRB/US 1.7 1.8 1.2 1.2 1.0 1.0
EDO 1.6 1.6 1.6 1.5 1.6 1.6
Blue Chip2 1.9 1.9 2.2 2.1 . . . . . .

Core PCE prices
Staff 1.7 1.6 1.6 1.6 1.6 1.7
FRB/US 1.7 1.7 1.5 1.5 1.2 1.3
EDO 1.7 1.6 1.6 1.5 1.6 1.6
Blue Chip . . . . . . . . . . . . . . . . . .

Federal funds rate1

Staff .1 .1 .1 .1 .6 .1
FRB/US .2 .3 .2 .5 .9 1.6
EDO .4 .3 1.2 1.2 1.9 1.9
Blue Chip3 .1 .1 .2 .2 . . . . . .

    Note: Blue Chip forecast completed on October 10, 2012.
    1. Percent, average for Q4.
    2. Consumer price index.
    3. Treasury bill rate.
    ... Not applicable.  The Blue Chip forecast typically extends about 2 years.
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Tealbook Forecast Compared with Blue Chip
(Blue Chip survey released October 10, 2012)
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  Note: The yield is for on-the-run Treasury securities. Over
the forecast period, the staff’s projected yield is assumed
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Assessment of Key Macroeconomic Risks (1)

Probability of Inflation Events 
(4 quarters ahead—2013:Q3 )

Probability that the 4-quarter change in total
PCE prices will be ...

Staff FRB/US EDO BVAR

Greater than 3 percent

Current Tealbook .06 .07 .11 .14
Previous Tealbook .07 .06 .11 .14

Less than 1 percent

Current Tealbook .29 .26 .32 .09
Previous Tealbook .27 .31 .32 .10

Probability of Unemployment Events
(4 quarters ahead—2013:Q3)

Probability that the unemployment rate will ...
Staff FRB/US EDO BVAR

Increase by 1 percentage point

Current Tealbook .02 .15 .17 .01
Previous Tealbook .02 .16 .16 .02

Decrease by 1 percentage point

Current Tealbook .04 .00 .29 .30
Previous Tealbook .06 .00 .32 .14

Probability of Near-Term Recession 

Probability that real GDP declines in
Staff FRB/US EDO BVAR

Factor
each of 2012:Q4 and 2013:Q1 Model

Current Tealbook .03 .06 .06 .03 .24
Previous Tealbook .03 .07 .05 .03 .21

Note: “Staff” represents Tealbook forecast errors applied to the Tealbook baseline; baselines for FRB/US, BVAR, EDO, and
the factor model are generated by those models themselves, up to the current-quarter estimate. The current quarter is taken as data
from the staff estimate for the second Tealbook in each quarter, otherwise the preceding quarter is taken as the latest historical
observation.
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Probability that Total PCE Inflation Is above 3 Percent

Probability
(4 quarters ahead)
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Assessment of Key Macroeconomic Risks (2)

         Note: See notes on facing page.  Recession and inflation probabilities for FRB/US and the BVAR are real-time estimates.  See
Robert J. Tetlow and Brian Ironside (2007), "Real−Time Model Uncertainty in the United States:  The Fed, 1996− 2003,"
                                                 , vol. 39 (October), pp. 1533−61.   Journal of Money and Banking
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Policy Rules and the Staff Projection 

Near-Term Prescriptions of Selected Policy Rules 

Constrained Policy Unconstrained Policy 

2012Q4 2013Q1 2012Q4 2013Q1 

Taylor (1993) rule  1.65  1.40  1.65  1.40
 Previous Tealbook  1.53  1.30  1.53  1.30 

Taylor (1999) rule 0.13 0.13 −0.36 −0.63

 Previous Tealbook 0.13 0.13 −0.76 −0.98
 

Inertial Taylor (1999) rule 0.13 0.13  0.07 −0.04

 Previous Tealbook 0.13 0.13  0.01 −0.14
 

Outcome-based rule 0.13 0.13  0.10 −0.05

 Previous Tealbook 0.13 0.13 −0.02 −0.23
 

First-difference rule 0.13 0.23  0.11  0.23
 Previous Tealbook 0.13 0.13  0.03  0.04 

Nominal income targeting rule 0.13 0.13 −0.21 −0.55

 Previous Tealbook 0.13 0.13 −0.41 −0.86
 

Memo: Equilibrium and Actual Real Federal Funds Rate 

Current Current Quarter Estimate Previous 
Tealbook as of Previous Tealbook Tealbook 

Tealbook-consistent FRB/US r* estimate −1.90 −2.11 −2.39 
Actual real federal funds rate −1.47 −1.67 

Key Elements of the Staff Projection 

GDP Gap PCE Prices ex. Food and Energy 
Percent Four-quarter percent change 

Current Tealbook 
Previous Tealbook 

2012 2013 2014 2015 2016 2017 2018 2019 2020 
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Note: Estimates of r* may change at the beginning of a quarter even when the staff outlook is unchanged because the twelve-quarter horizon covered by 
the calculation has rolled forward one quarter. Therefore, whenever the Tealbook is published early in the quarter, the memo includes a third column 
labeled "Current Quarter Estimate as of Previous Tealbook." 
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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)

Measure and scenario
    H1

2012

H2
  2013   2014   2015   2016

Real GDP
Extended Tealbook baseline 1.6 2.0 2.6 3.5 3.7 3.1
Taylor (1993) 1.6 2.0 1.6 2.8 3.5 3.5
Taylor (1999) 1.6 2.0 2.2 3.1 3.4 3.2
Inertial Taylor (1999) 1.6 2.0 2.5 3.3 3.6 3.2
First-difference 1.6 2.0 2.0 2.9 3.3 3.2
Nominal income targeting 1.6 2.0 2.8 3.7 3.8 3.3
Constrained optimal control 1.6 2.2 3.0 3.8 4.0 3.2

Unemployment rate1

Extended Tealbook baseline 8.2 8.0 7.8 7.2 6.2 5.5
Taylor (1993) 8.2 8.0 8.1 7.9 7.2 6.3
Taylor (1999) 8.2 8.0 7.9 7.5 6.8 6.0
Inertial Taylor (1999) 8.2 8.0 7.8 7.3 6.4 5.7
First-difference 8.2 8.0 8.0 7.7 7.0 6.3
Nominal income targeting 8.2 8.0 7.7 7.0 6.0 5.2
Constrained optimal control 8.2 8.0 7.6 6.8 5.7 5.0

Total PCE prices
Extended Tealbook baseline 1.6 1.9 1.3 1.4 1.5 1.8
Taylor (1993) 1.6 1.7 0.9 1.0 1.0 1.3
Taylor (1999) 1.6 1.8 1.0 1.1 1.2 1.4
Inertial Taylor (1999) 1.6 1.9 1.3 1.4 1.5 1.8
First-difference 1.6 1.8 1.0 1.1 1.2 1.5
Nominal income targeting 1.6 2.1 1.6 1.7 1.8 2.1
Constrained optimal control 1.6 2.2 1.6 1.7 1.8 2.1

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

Federal funds rate1

Extended Tealbook baseline 0.2 0.1 0.1 0.1 0.7 2.6
Taylor (1993) 0.2 1.6 1.1 1.4 2.1 2.9
Taylor (1999) 0.2 0.1 0.1 0.6 1.8 3.0
Inertial Taylor (1999) 0.2 0.1 0.1 0.6 1.5 2.6
First-difference 0.2 0.1 0.2 0.9 2.2 3.2
Nominal income targeting 0.2 0.1 0.1 0.3 1.3 2.4
Constrained optimal control 0.2 0.1 0.1 0.1 0.4 2.0

   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 three scenarios for the Federal Reserve’s balance sheet that 
correspond to the policy alternatives A, B, and C.  Alternatives A and B include asset 
purchases that continue beyond the end of the maturity extension program (MEP) and 
assume that the Committee maintains an exceptionally low federal funds rate until 
August 2015.  In contrast, Alternative C ends purchases of MBS at the same time as the 
MEP, at the end of this year, and has the federal funds rate lift off from its lower bound in 
August 2014.  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 continue its current purchases of MBS through the end of the year, when the 
MEP concludes, and then both continue MBS purchases and make additional purchases 
of Treasury securities through June 2013.  These purchases from October 2012 through 
June 2013 expand the SOMA portfolio’s holdings of longer-term securities by about 
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Apr-12 -12.3 -12.3 -12.3 -12.2
May-12 -8.7 -8.7 -8.7 -8.7
Jun-12 -5.1 -5.1 -5.1 -5.1
Jul-12 7.7 7.7 7.7 7.7

Aug-12 7.7 7.7 7.7 18.7
Sep-12 -12.4 -12.4 -12.4 6.0
Oct-12 1.1 1.2 -0.1 -1.1
Nov-12 28.9 29.1 27.6 16.0
Dec-12 23.1 23.1 23.6 17.3

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 -3.9 -3.9 -3.9 -3.9
2012 Q3 0.8 0.8 0.8 5.3
2012 Q4 7.5 7.6 6.9 8.6
2013 Q1 28.3 28.3 15.9 22.8
2013 Q2 30.1 30.3 -4.8 25.3

2010 0.9 0.9 0.9 0.9
2011 32.9 32.9 32.9 32.9
2012 2.5 2.5 2.3 3.9
2013 25.1 37.4 4.9 23.6
2014 -0.6 4.9 -2.2 -0.7
2015 -2.4 -2.5 -7.7 -3.2
2016 -14.3 -13.5 -17.2 -14.5
2017 -16.9 -15.7 -18.9 -16.7
2018 -23.9 -22.6 -6.7 -23.9

Note: Not seasonally adjusted.

Percent, annual rate
Monthly

Quarterly

Annual - Q4 to Q4 

Growth Rates for the Monetary Base 

Date Alternative B Alternative A Alternative C
Memo: 

September Alt 
B'
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Monthly Growth Rates Tealbook Forecast*
Jan-12 16.2
Feb-12 3.7
Mar-12 4.2
Apr-12 5.5
May-12 3.9
Jun-12 5.1
Jul-12 9.0

Aug-12 4.5
Sep-12 10.1
Oct-12 6.6
Nov-12 4.0
Dec-12 3.6

Quarterly Growth Rates
2012 Q1 8.7
2012 Q2 4.6
2012 Q3 6.7
2012 Q4 6.3
2013 Q1 -0.4
2013 Q2 1.9
2013 Q3 2.2
2013 Q4 2.2
2014 Q1 2.6
2014 Q2 2.7
2014 Q3 2.7
2014 Q4 2.8

Annual Growth Rates
2012 6.7
2013 1.5
2014 2.7

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

* This forecast is consistent with nominal GDP and interest rates in the 
Tealbook A forecast.  Actual data through October 8, 2012; projections 
thereafter.
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Date Alternative B Alternative A Alternative C Memo: September 
Alt B'

2012 Q4 -93 -114 -66 -93
2013 Q1 -90 -111 -62 -89
2013 Q2 -86 -107 -58 -86
2013 Q3 -81 -103 -54 -81
2013 Q4 -76 -98 -50 -76
2014 Q1 -72 -93 -46 -71
2014 Q2 -67 -87 -42 -66
2014 Q3 -62 -81 -38 -61
2014 Q4 -57 -75 -35 -57
2015 Q1 -53 -70 -32 -52
2015 Q2 -49 -64 -29 -48
2015 Q3 -44 -59 -26 -43
2015 Q4 -40 -54 -23 -39
2016 Q1 -37 -49 -20 -35
2016 Q2 -33 -44 -18 -32
2016 Q3 -30 -40 -16 -29
2016 Q4 -27 -36 -14 -25
2017 Q1 -24 -32 -13 -23
2017 Q2 -21 -29 -11 -20
2017 Q3 -19 -25 -10 -17
2017 Q4 -17 -23 -9 -15
2018 Q1 -15 -20 -8 -13
2018 Q2 -13 -17 -7 -12
2018 Q3 -12 -15 -7 -10
2018 Q4 -10 -13 -6 -9
2019 Q1 -9 -12 -6 -8
2019 Q2 -8 -10 -6 -7
2019 Q3 -8 -9 -6 -6
2019 Q4 -7 -8 -5 -6
2020 Q1 -6 -7 -5 -5
2020 Q2 -6 -6 -5 -5
2020 Q3 -6 -6 -4 -5
2020 Q4 -5 -5 -4 -4

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

Sep 30, 2012 2012 2014 2016 2018 2020

Total assets 2,802 2,908 3,511 2,891 1,873 1,976

Selected assets

Liquidity programs for financial firms 13 13 0 0 0 0

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

Central bank liquidity swaps 13 13 0 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 2 2 0 0 0 0

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

2 1 0 0 0 0

Securities held outright 2,564 2,650 3,258 2,685 1,710 1,848

U.S. Treasury securities 1,645 1,657 1,927 1,707 1,218 1,828

Agency debt securities 83 77 39 16 2 0

Agency mortgage-backed securities 835 916 1,292 961 490 20

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

Total other assets 221 241 252 206 162 128

Total liabilities 2,747 2,846 3,430 2,783 1,730 1,787

Selected liabilities

Federal Reserve notes in circulation 1,086 1,108 1,249 1,402 1,530 1,671

Reverse repurchase agreements 70 70 70 70 70 70

Deposits with Federal Reserve Banks 1,578 1,658 2,099 1,300 127 36

Reserve balances held by depository institutions 1,464 1,607 2,048 1,290 116 25

U.S. Treasury, General Account 85 45 45 5 5 5

Other Deposits 29 6 6 6 6 6

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

2 0 0 0 -8 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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Class I FOMC - Restricted Controlled (FR) October 18, 2012 (Corrected) 

Federal Reserve Balance Sheet 
End-of-Year Projections -- Alternative A 

Billions of dollars 

Total assets 

Selected assets 

Liquidity programs for financial firms
	

Primary, secondary, and seasonal credit
	

Central bank liquidity swaps
	

Term Asset-Backed Securities Loan Facility (TALF) 

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

Securities held outright 

U.S. Treasury securities
	

Agency debt securities
	

Agency mortgage-backed securities
	

Net portfolio holdings of TALF LLC
	

Total other assets
	

Total liabilities 

Selected liabilities
	

Federal Reserve notes in circulation
	

Reverse repurchase agreements
	

Deposits with Federal Reserve Banks
	

Reserve balances held by depository institutions 

U.S. Treasury, General Account
	

Other Deposits
	

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

Total capital 

Sep 30, 2012 

2,802 

13 

0 

13 

2 

2 

2,564 

1,645 

83 

835 

1 

221 

2,747 

1,086 

70 

1,578 

1,464 

85 

29  

2 

55 

2012 

2,909 

13 

0 

13 

2 

1 

2,649 

1,657 

77 

915 

1 

243 

2,847 

1,108 

70 

1,658 

1,608 

45 

6 

0 

62 

2014 

4,043 

0 

0 

0 

0 

0 

3,765 

2,197 

39 

1,530 

1 

276 

3,961 

1,249 

70 

2,626 

2,575 

45 

6 

0 

82 

2016 

3,359 

0 

0 

0 

0 

0 

3,134 

1,977 

16 

1,141 

0 

224 

3,251 

1,402 

70 

1,764 

1,754 

5 

6 

0 

108 

2018 

2,213 

0 

0 

0 

0 

0 

2,038 

1,454 

2 

582 

0 

175 

2,070 

1,530 

70 

483 

473 

5 

6  

-31  

143 

2020 

1,943 

0 

0 

0 

0 

0 

1,808 

1,784 

0 

23 

0 

135 

1,754 

1,671 

70 

36 

25 

5 

6  

-34  

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

Sep 30, 2012 2012 2014 2016 2018 2020

Total assets 2,802 2,907 2,862 2,206 1,790 1,976

Selected assets

Liquidity programs for financial firms 13 13 0 0 0 0

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

Central bank liquidity swaps 13 13 0 0 0 0

Term Asset-Backed Securities Loan Facility (TALF) 2 2 0 0 0 0

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

2 1 0 0 0 0

Securities held outright 2,564 2,661 2,655 2,040 1,656 1,863

U.S. Treasury securities 1,645 1,657 1,657 1,437 1,448 1,863

Agency debt securities 83 77 39 16 2 0

Agency mortgage-backed securities 835 927 959 586 206 0

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

Total other assets 221 230 206 166 134 112

Total liabilities 2,747 2,845 2,780 2,098 1,647 1,786

Selected liabilities

Federal Reserve notes in circulation 1,086 1,108 1,249 1,402 1,530 1,671

Reverse repurchase agreements 70 70 70 70 70 70

Deposits with Federal Reserve Banks 1,578 1,655 1,449 615 36 36

Reserve balances held by depository institutions 1,464 1,604 1,438 605 25 25

U.S. Treasury, General Account 85 45 5 5 5 5

Other Deposits 29 6 6 6 6 6

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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