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Revisions to the Staff Projection since the Previous SEP

The FOMC last published its Summary of Economic Projections (SEP) following
the March FOMC meeting. The table below summarizes revisions to the staff
economic projection since the March Tealbook.

The staff projection for real GDP growth is essentially the same as in the March
Tealbook. However, the projection for the unemployment rate is revised down
significantly, primarily the result of the revisions we made in this Tealbook to our
estimates of the natural rate of unemployment. Taking into account those
revisions to the natural rate, the projection for the unemployment gap is about
unrevised over the medium term, with the gap narrowing to about % percentage
point by the end of 2015.
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The staff projection for inflation has revised down this year relative to the March
projection, reflecting the surprisingly low incoming data. However, as we view
this surprise as mostly reflecting transitory factors, our projection for inflation in
2014 and 2015, at 1% percent, is also essentially unrevised from March.

With the revised unemployment projection, the unemployment rate now crosses
the FOMC’s 6% percent threshold in early 2015, and the policy rule that governs
our assumption for the federal funds rate calls for the rate to lift off from the
effective lower bound in the second quarter of 2015, two quarters earlier than in
the March Tealbook. The federal funds rate therefore ends 2015 about 75 basis
points higher than in March.

Staff Economic Projections Compar ed with the March Tealbook

2013
Variable 2012 2013 2014 2015 Longer run
H1 H2

Real GDP! 17 20 29 25 34 3.6 | 2.3
March Tealbook 17 2.3 2.8 25 3.2 3.6 | 2.3

|
Unemployment rate? 7.8 75 7.3 7.3 6.6 58 I 5.2
March Tealbook 7.8 7.7 75 75 7.1 6.3 I 52

|
PCE inflation! 1.6 A4 1.3 9 1.4 16 I 2.0
March Tealbook 16 11 15 13 15 16 I 20

|
Core PCE inflation® 15 1.0 14 12 16 18 | na
March Tealbook 15 15 17 16 1.7 17 I na

|
Federal funds rate? .16 12 A3 A3 13 1.04 I 4.00
March Tealbook .16 13 13 13 A3 .30 : 4,00

Memo: !

Federal funds rate, !
end of period 13 13 13 13 13 1.25 ' 400
March Tealbook 13 A3 A3 A3 13 .50 : 4.00

1. Percent change from final quarter of preceding period to final quarter of period indicated.
2. Percent, final quarter of period indicated.
n.a. Not available.
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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)
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£ 2013:Q1 2013:Q2 2013:Q3
2 Measure Previous | Current Previous | Current Previous | Current
S Tealbook | Tealbook | Tealbook | Tealbook | Tealbook | Tealbook
c
s Real GDP 31 22 15 18 24 25
= Private domestic final purchases 2.8 31 31 2.6 37 3.7
.E Personal consumption expenditures 2.8 31 2.3 21 2.6 31
4 Residentia investment 16.4 13.3 22.0 18.6 15.8 139
= Business fixed investment -3 9 41 24 8.2 5.7
8 Government purchases -2.3 -4.8 -4.5 -34 -4.9 -3.8
Contributionsto change in real GDP
Inventory investment?! 14 4 -5 .0 5 A
Net exportst -1 -2 3 2 -2 .0
Unemployment Rate2 7.7 7.7 7.6 75 75 7.4
PCE Chain Price Index 9 1.0 -2 -1 16 12
Ex. food and energy 12 13 14 8 17 13
1. Percentage points.
2. Percent.
Recent Nonfinancial Developments (1)
Real GDP and GDI Manufacturing IP ex. Motor Vehicles and Parts
_ 4-quarter percent chanﬁ s 3-month percent change, annual rate 15

—— Gross domestic product

| —— Gross domestic income -6 — — 10
AP A1

— — 4
A A 0

Al Al '
| 4 | v \’ Apr. | 5
Q1

0 = — -10

— — -15
— — -2
— — -20
B 14 — - -25
| | | | | | | | | | 6 | | | | | | | | | | .30
2003 2005 2007 2009 2011 2013 2003 2005 2007 2009 2011 2013
Source: Federal Reserve Board, G.17 Statistical Release,
Source: U.S. Dept. of Commerce, Bureau of Economic Analysis. "Industrial Production and Capacity Utilization."
Sales and Production of Light Motor
Vehicles Real PCE Goods ex. Motor Vehicles
Millions of units, annual rate Billions of chained (2005) dollars
— — 22 — — 3200
— 3100
B 118 — 3000
May
Sales Y -1 2900
— — 14
— 2800
Apr.
— 2700
— — 10
Production -1 2600
- d6 — 2500
— 2400
[ O S R N B 2 I Y EO SO I NN B 2300
2003 2005 2007 2009 2011 2013 2003 2005 2007 2009 2011 2013
Source: Ward's Auto Infobank. Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
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Components of Final Demand
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Personal Consumption Expenditures Residential Investment
4-quarter percent change 5 4-quarter percent change 20
—— Current
—---- Previous Tealbook = __—=== -4 B / i I
— -1 3 — — 10
- - 2 B .
- -1
\ - 3
0
- - -10
B 11 - - -15
| 42 | — 20
— - -3 = - -25
| | | | | | | Ly | | | | | | | L 50
2008 2009 2010 2011 2012 2013 2014 2015 2008 2009 2010 2011 2012 2013 2014 2015
Equipment and Software Nonresidential Structures
4-quarter percent change 20 4-quarter percent change 25
| 4 15 — 20
15
— 10 A 10
- 5 - 5
N\ 0 0
— -5
B -5 - - 10
— — -10 — —-15
— — -15 B - -20
— - 25
— — 20 | i
| | | | | | | L o5 | | | | | | | L a5
2008 2009 2010 2011 2012 2013 2014 2015 2008 2009 2010 2011 2012 2013 2014 2015
Government Consumption & Investment Exports and Imports
4-quarter percent change 5 4-quarter percent change 20
14 - 15
- 3
10
-2 Exports
- 1 — 5
0 0
-1 — Imports - -5
- -2
— - -10
-3
- -4 — — -15
| | | | | | | L 5 | | | | | | | L 5

2008 2009 2010 2011 2012 2013 2014 2015 2008 2009 2010 2011 2012 2013 2014 2015

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Aspects of the Medium-Term Projection

Personal Saving Rate Wealth-to-Income Ratio
P t
_ ercent o
—— Current
— - - - - Previous Tealbook —7
— 6
-5
-4
—3
-2
—1
\\\\\\\\\\\\\\\\\\\\\O \\\\\\\\\\\\\\\\\\\\\44
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015
Note: Household net worth as a ratio to disposable personal
Source: U.S. Dept. of Commerce, Bureau of Economic Analysis. Income.
Source: For net worth, Federal Reserve Board, flow of funds
data; for income, U.S. Dept. of Commerce, Bureau of Economic
Analysis.
Single-Family Housing Starts Equipment and Software Spending
_ Millions of units 200 _ Share of nomlnalGIE 10.0
—1.75 95
— 1.50 - 9.0
— 125 -85
— 1.00 - 80
—0.75 75
— 0.50 70
- — 0.25 65
I Y I %o I I (PP
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015
Source: U.S. Census Bureau. Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
Federal Surplus/Deficit Current Account Surplus/Deficit
Share of nominal GDP 6 Share of nominal GDP 1
4-quarter moving average
- - 4 0
- - 2 4.
0
- -2
—/ — -2
: -3
- /- — 4
- -4
- — -6
- i - 5
- - -10 — -6
\\\\\\\\\\\\\\\\\\\\\_12 -7
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015
Source: Monthly Treasury Statement. Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.

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 | 2015
Potential real GDP 3.0 34 21 16 19 2.0 21 21
Previous Tea book 3.0 3.4 2.1 15 1.8 1.9 2.1 2.1
Selected contributionst
Structural labor productivity 14 2.6 21 13 14 15 17 17
Previous Tea book 14 2.6 2.1 13 14 15 1.7 1.8
Capital deepening 4 15 4 2 A4 5 .6 7
Previous Tea book 7 15 7 3 A4 5 .6 .8
Multifactor productivity 5 .8 12 9 9 9 9 9
Previous Tea book 5 .8 1.2 .9 .9 .9 .9 .9
Structural hours 15 1.0 .6 .6 7 7 .6 .6
Previous Tea book 15 1.0 .6 5 .6 .6 .6 .6
Labor force participation A4 .0 -3 -4 -3 -4 -3 -3
Previous Tea book A4 .0 -3 -4 -3 -3 -3 -3
Memo:
GDP gap? -24 19 -4.0 -3.6 -39 -34 -2.2 -8
Previous Tea book -24 1.9 -4.0 -35 -3.7 -3.1 -1.9 -6

Note: 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.

2. 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.

Structural and Actual Labor Productivity

(Nonfarm business sector)
Chained (2005) dollars per hour

Structural
| | | | | | | | | | | | | | |
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Source: U.S. Department of Labor, Bureau of Labor Statistics; Bureau of Economic Analysis; staff assumptions.
GDP Gap Manufacturing Capacity Utilization Rate
Percent 6 Percent
— - 4
— -1 2 Average rate from
- 1972to 2012 /
0 -
v--/./ 4. B \/\/ ]
- — -4
- — -6
e — _8 — —
e e A S ) Y I e e e I
1995 2000 2005 2010 2015 1995 2000 2005 2010 2015
Note: The GDP gap is the percent difference between actual Source: Federal Reserve Board, G.17 Statistical Release,
and potential GDP; a negative number indicates that the “Industrial Production and Capacity Utilization."

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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The Oytlook for the Labor_ Mark_et gS)

(Percent change from final quarter of preceding period at annual rate) 5

@)

2013 f

Measure 2012 2013 2014 2015 4

H1 H2 o

(m)]

c

Output per hour, nonfarm business .6 9 3 15 1.6 1.6 5

Previous Tea book 7 9 7 1.2 1.6 1.6 t

Nonfarm private employment? 189 183 190 175 218 265 >

Previous Tealbook 189 170 166 175 220 265 “E-’

=)

L abor force participation rate? 63.7 63.4 63.4 63.4 63.3 63.3 (=)
Previous Tea book 63.7 63.5 63.5 63.5 63.4 63.4
Civilian unemployment rate? 7.8 7.3 75 7.3 6.6 5.8
Previous Tea book 7.8 7.4 7.6 7.4 6.9 6.2

1. Thousands, average monthly changes.
2. Percent, average for the final quarter in the period.
Source: U.S. Department of Labor, Bureau of Labor Statistics; staff assumptions.

Inflation Projections
(Percent change at annual rate from final quarter of preceding period)

2013

Measure 2012 2013 2014 2015

H1 H2
PCE chain-weighted price index 16 9 4 13 14 16
Previous Tealbook 16 1.0 3 16 15 16
Food and beverages 11 12 12 11 9 14
Previous Tealbook 11 11 11 11 1.0 15
Energy 32 -5.0 9.1 -8 -9 -9
Previous Tealbook 3.2 -6.6 -14.2 1.6 -3 -7
Excluding food and energy 15 12 1.0 14 16 1.8
Previous Tealbook 15 15 1.3 1.6 1.7 1.8
Prices of core goods importst A -1 -4 2 14 15
Previous Tealbook A 5 3 .6 1.6 1.6

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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Labor Market Developments and Outlook

Measures of Labor Underutilization

Percent Percent
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— — 12 — — 85
— U-5* 1 - ~ _  September 2012 Tealbook
[~ —— Unemployment rate N - T TG - 80
— —— Parttime for economic — 10 S~
reasons 4 L L S 45
s —— Unemployment rate .. A
—- - - - Previous Tealbook Tel S. —70
Mav] 7 — Natural rate of unemployment . S e
Y 6 — with EEB adjustment T - 65
-5 | - o Pr(?yious Tealbook il P
- 4 i . o
— — 55
-3 —
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 2 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 50
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015

* U-5 measures total unemployed plus all marginally attached to the labor force, as a percent of the labor force plus persons marginally attached
to the labor force.

** Percent of Current Population Survey employment.

EEB Extended and emergency unemployment benefits.

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

Level of Payroll Employment*

120 Mlllons M|II|0E 140 _ MI||IOE 144
— Total (right axis) —— Total
— Private (left axis) — - - - - Previous Tealbook 142
May — = September 2012 Tealbook
115 — 135 — 140
— 138
110 — 130 — 136
\_A
— 134
105 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 125 1 1 132
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015
* 3-month moving averages in history; average levels in each quarter during the forecast period.
Source: U.S. Department of Labor, Bureau of Labor Statistics.
Change in Payroll Employment*
Thousands Thousands
— — 400 — — 300
200 250
0
200
-200
150
-400
\, 100
-600 N —— Total
—— Total | ===+ Previous Tealbook 50
[~ —— Private - -800 — — September 2012 Tealbook
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII _1000 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 O
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015

* 3-month moving averages in history; average monthly changes in each quarter during the forecast period.
Source: U.S. Department of Labor, Bureau of Labor Statistics.

Note: In September 2012, judgmental projections were prepared through 2015 for the Summary of Economic Projections variables, including the

unemployment rate, while projections for other variables, including the labor force participation rate and payroll employment, were prepared only
through 2014. This exhibit therefore reports a 2015 projection from the September 2012 Tealbook only for the unemployment rate.
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Labor Market Developments and Outlook (2)

Labor Force Participation Rate*

Percent Percent
— — 675 — —_

—— Labor force participation rate — Labor force participation rate
—— Estimated trend** —67.0 - - -+ Previous Tealbook
— 66.5 — — September 2012 Tealbook

.. —— Estimated trend**
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— 64.5
— 64.0

— 63.5

IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 630 1

1
2003 2005 2007 2009 2011 2013 2012

* Published data adjusted by staff to account for changes in population weights.
** Includes staff estimate of the effect of extended and emergency unemployment benefits.
Source: U.S. Department of Labor, Bureau of Labor Statistics; staff assumptions.

Initial Unemployment Insurance Claims*

Thousands Thousands

700 —
- 650 n _
- 600
- 550
- 500
- 450
— 400 June 1|
- 350

June 1
— — 300 — =

'ERARTR1 FERE FRRE FRNA AEN1 FEY FETE FENE ARl T P 250 NEREEENE NN EEE RN NN NN N NN N

2003 2005 2007 2009 2011 2013 2011 2012 2013

* 4-week moving average.
Source: U.S. Department of Labor, Employment and Training Administration.

Private Hires, Quits, and Job Openings

Percent Percent
— 5.0

—— Hires*

T Quist 14 _/V/_\/—\/M
Openings** _

4.0

35
3.0
25
2.0

— — 15 Apr.

v bbb bovs beabeaa by s by bvaa bana b 1.0 TN T RN R RN NN NN EEE NN N

2003 2005 2007 2009 2011 2013 2011 2012 2013

* Percent of private nonfarm payroll employment, 3-month moving average.
** Percent of private nonfarm payroll employment plus unfilled jobs, 3-month moving average.
Source: Job Openings and Labor Turnover Survey.
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Labor Market Data and Projections =
=
Au Projection for 2013:Q4 in the Tealbook dated: @)
, g.
Indicator 20121 ]
Sept. 2012 | Dec. 2012 | Mar. 20132 | June2013? |
>
Unemployment rate (percent) 8.1 8.0 7.8 75 7.3 8
Labor force participation rate =
(percent) 63.5 63.7 63.7 63.6 63.4 S
kel
Monthly change in payroll employment K3
(thousands, three-month averages) =
Total %4 188 168 173 170 g
Private 109 189 169 179 180 S
Leve of total payroll employment =
(millions) 133.3 135.5 135.7 136.6 136.6
Total hours worked (percent change)3 1.0 21 18 2.0 2.2
Total hours worked (billions)3 184.6 187.8 188.5 190.5 190.3

1. Thefigures for August 2012 refer to data as originally published in the September employment situation release along
with the staff’ s real-time trand ation of those data into hours worked. These were the latest available data at the time of
the September FOMC mesting.

2. Projections of payrolls and hours worked include the effects of the benchmark revision to the payroll survey.

3. Total hours worked are aggregate hours in the nonfarm business sector. Because that seriesis available only on a
quarterly basis, the August 2012 figures refer to the quarterly percent change and level in 2012:Q3. The percent changes
and levelsin hours are at annual rates.

Source: U.S. Dept. of Labor, Bureau of Labor Statistics; staff projections.
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Inflation Developments and Outlook
(Percent change from year-earlier period)

Headline Consumer Price Inflation

Percelt 6 . Percen_t
—— PCE - Current
-5 ---- PCE - Previous Tealbook
- 4 — =
-~ 3
- 2 B T
—H 1
Apr. 0 =
- — -1 —
— — -2
| | | | | 1 | | | | | | 3 | | | 1
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015

Source: For CPI, U.S. Dept. of Labor, Bureau of Labor Statistics; for PCE, U.S. Dept. of Commerce, Bureau of Economic Analysis.

Measures of Underlying PCE Price Inflation

Percent Percent
— 4.0 —

—— Trimmed mean PCE —— Core PCE - Current
— —— Market-based PCE excluding food and energy — 35 | ---- Core PCE - Previous Tealbook —
—— PCE excluding food and energy 30
— 25
— 2.0
— 15
- 10 n
Apr.
— — 0.5 B .
| | 11 | | 1| 11 | | 0.0 | | | 1
2003 2005 2007 2009 2011 2013 ’ 2012 2013 2014 2015

Source: For trimmed mean PCE, Federal Reserve Bank of Dallas; otherwise, U.S. Dept. of Commerce, Bureau of Economic Analysis.

Labor Cost Growth (Private Industry)

Percent 6 Percent
—— Employment cost index —— Compensation per hour - Current
—— Average hourly earnings 5 - --- Compensation per hour - Previous Tealbook
Compensation per hour
-4 -]
-3 -]
May
-2 -]
Q1
. -1 -]
| | 11 | | || 11 | | 0 | ——— —— |
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015

Note: Compensation per hour value for 2013:Q1 is a staff estimate.
Source: U.S. Dept. of Labor, Bureau of Labor Statistics.
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-

The Long-Term Outlook S

(Percent change, Q4 to Q4, except as noted) E

o

Measure 2012 2013 2014 2015 2016 2017 Longer run B4

[<P]

a

Real GDP 1.7 25 34 3.6 2.8 2.1 2.3 S

Previous Tealbook 1.7 2.6 32 35 29 2.0 2.3 e

(@]

Civilian unemployment rate! 7.8 7.3 6.6 5.8 53 5.3 5.2 =

Previous Tealbook 7.8 7.4 6.9 6.2 55 5.3 5.2 g

S

PCE prices, total 16 9 14 16 1.8 2.0 2.0 ()
Previous Tealbook 16 1.0 15 16 1.8 2.0 2.0
Core PCE prices 15 1.2 16 18 1.9 2.0 2.0
Previous Tealbook 15 15 1.7 18 1.9 2.0 2.0
Federal funds rate! 2 1 1 1.0 2.2 3.0 4.0
Previous Tealbook 2 A A 5 20 29 4.0
10-year Treasury yield! 1.7 2.7 33 3.9 4.0 4.0 4.8
Previous Teal book 1.7 24 32 3.8 4.0 4.0 4.8

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

Real GDP Unemployment Rate
4-quarter percent change Percent
— —5 — — 10
B -4 Unemployment rate
L 43 — 9
- - 2 | A 8
— Potential GDP -1 Natural rate
0 — with EEB -17
L -1 adjustment
- - - B -16
- — _3 | A 5
B Real GDP 14
P R S S R SR P S R S T S S R S S
2004 2008 2012 2016 2020 2004 2008 2012 2016 2020
PCE Prices Interest Rates
4-quarter percent change Percent
— —5 — — 10
Total PCE prices | 9
= -3 B BBB corporate 17
- -6
- -2 — 10-year Treasury—| 5
PCE prices = -4
—  excluding —H1 | 43
food and 5
— energy -0 Federal
B funds rate 4 11
PR S S S S S N ST S S S ST S S S S S S M T A
2004 2008 2012 2016 2020 2004 2008 2012 2016 2020

Note: In each panel, shading represents the projection period, and dashed lines are the previous Tealbook.

Page 31 of 110



Authorized for Public Release
Class I FOMC - Restricted (FR) June 12,2013

Evolution of the Staff Forecast

Change in Real GDP
Percent, Q4/Q4

— s, 2013 2014 2015 I

1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

4/20 6/15 8/3 9/14 10/26  12/7 1/18 3/7 4/18 6/13 7125 9/5 10/17 12/5 1/23 3/13 4124 6/12
2011 o 2012 2013
Tealbook publication date

Unemployment Rate
Percent, fourth quarter

N =t T it ., _
. ~
Peie
| . . —
-
1 ] | ] 1 1 ] ] ] 1 | ] 1 1 | ] I 1
4/20 6/15 8/3 9/14 10/26  12/7 1/18 37 4/18 6/13 7125 9/5 10/17 12/5 1/23 3/13 4124 6/12

2011 o 2012 2013
Tealbook publication date

Change in PCE Prices excluding Food and Energy
Percent, Q4/Q4

2015
-~ - sansssans
'—"‘ il L "-...:=.,_..,.._ ...... '—_”"————J‘_-_‘~~_
- _‘——-—-—-—-—-—-—-—-—-—-—' i — s —

-

2014
2012 2013
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

4/20 6/15 8/3 9/14 10/26  12/7 1/18 37 4/18 6/13 7125 9/5 10/17 12/5 1/23 3/13 4124 6/12
2012 2013

2011 o
Tealbook publication date
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Recent Foreign Indicators

Nominal Exports
Jan. 2008 = 100

[ = Foreign ]
— AFE
— — EME* —
X
l l l l l
2008 2009 2010 2011 2012 2013
* Excludes Venezuela.
Retail Sales
12-month percent change
[ = Foreign ]
— AFE*
_ EME**
VN\-N.\N\/\VAVA
l l l l l
2008 2009 2010 2011 2012 2013

* Excludes Australia and Switzerland. ) )
** Includes Brazil, China, Indonesia, Korea, Singapore, and Taiwan.

Consumer Prices: Advanced Foreign Economies
12-month percent change

[ —— Headline
— Core*

MW

2008 2009 2010 2011 2012
Note: Excludes Australia, Sweden, and Switzerland.
* Excludes all food and energy; staff calculation.

2013

Source: Haver Analytics and CEIC.
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Employment
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Consumer Prices: Emerging Market Economies
12-month percent change
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The Foreign Outlook

(Percent change, annual rate)

2012 2013
H1 | Q3 Q4 Q1 | Q2 | H2 2014 2015
Real GDP

Total foreign 25 1.7 2.3 2.0 2.3 3.0 33 35
Previous Tea book 2.6 1.7 21 2.3 2.7 3.0 3.3 35
Advanced foreign economies 7 3 -2 15 13 17 20 2.3
Previous Tea book 9 3 -4 .8 1.2 1.6 1.9 2.3
Emerging market economies 4.3 3.2 4.8 2.4 33 4.3 4.7 4.8
Previous Tea book 4.2 3.2 4.8 3.8 4.2 45 47 4.8

Consumer Prices
Total foreign 2.3 2.2 2.3 2.3 19 2.2 2.6 2.7
Previous Tea book 2.3 2.3 2.3 2.4 2.0 2.2 2.6 2.7
Advanced foreign economies 1.4 .8 1.6 .8 .6 1.2 1.7 1.9
Previous Tea book 14 .8 1.6 9 11 1.2 1.7 1.9
Emerging market economies 31 34 2.8 35 29 29 33 33
Previous Tea book 3.1 34 2.8 3.6 2.7 3.0 33 3.3

Note: Annualized percent change from final quarter of preceding period to final quarter of period indicated.

Percent change, annual rate

—— Current
---- Previous Tealbook

Real GDP

10

— Total foreign —

2008 2009 2010 2011 2012 2013 2014 2015

Percent change, annual rate

Emerging market economies

Advanced foreign economies

2008 2009 2010 2011 2012 2013 2014 2015

Consumer Prices

Percent change, annual rate

Total foreign

U

2008 2009 2010 2011 2012 2013 2014 2015

Percent change, annual rate

Emerging market economies

V/
Advanced foreign economies N
l l l l l I I
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Simulations using the Board staff’s open-economy model, SIGMA, suggest that for the same
cumulative amount of fiscal restraint, front-loaded consolidation depresses the path of
output by more than gradual, back-loaded consolidation (see lower-left figure on this page).
This is because, with sticky prices and wages, private demand cannot adjust fast enough to
offset the effects of abrupt budget cuts in the front-loaded consolidation, producing a very
sharp contraction in the short run. Moreover, in the present situation, the effect of the
front-loaded consolidation is aggravated because the ECB is constrained by the zero lower
bound; conversely, most of the budget cuts under back-loaded consolidation occur once
interest rates have risen off their floor, so that the ECB can partially offset the fiscal drag
through monetary easing.

Indeed, the drop in output in the front-loaded consolidation is so severe that the debt-to-
GDP ratio does not improve at all in the near term relative to the more gradual consolidation
(see lower-right figure). Beyond the near term, the debt-to-GDP ratio in the front-loaded
consolidation rises above the back-loaded consolidation because spending cuts taper off at
longer horizons in the front-loaded consolidation, whereas they increase in the gradual
consolidation.

Consequently, these findings support the notion that too much austerity too soon can be
counterproductive, especially if the purpose is to put public debt on a more sustainable path.

Fiscal Deficits in Peripheral Europe Euro-Area Fiscal Impulse
Percent of GDP 4 Percent of GDP 4
e 48
- 47
- Actual deficit 46
- 15
L 44
Structural deficit
o 43
L 42 i BB Dec. 2012 Tealbook |
’ B June 2013 Tealbook
| 1 1 I | 0 I 1 1 D5
2007 2008 2008 2010 2011 2012 2012 2013 2014 2015
Mote: GDP-weighted average of Greece, Ireland, Naote: Direct effect on real GDP growth from fiscal
Italy, Portugal, and Spain. consolidation, calculated as (-1) x change in structural
Source: For actual deficit, Eurostat; for structural balance.
defidil, staff estimates. Source: Staff forecasts.
Output under Alternative Austerity Paths Public Debt under Alternative Austerity Paths
Percent Percent of GDP
— — 1.0 — — 120
L 405 — Front-loaded
/ —— Gradual 4110
0.0
_ \_/)& P |
- 4 -1.0
| —— Front-loaded 145 1%
—_G al g
- 4-20 - 480
- 1 -25
L 4 70
- +4-3.0
A T T (e T T N T e s
2010 2015 2020 2025 2030 2010 20158 2020 2025 2030
Note: Projected average output of Spain and Italy, Mote: Projected average debt to GDP of Spain and
expressed as a percent deviation from a baseline ealibrated Italy, weighted by nominal GDP.
to the staff's forecast. Source: Staff simulations using SIGMA model.

Source: Staff simulations using SIGMA model.
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Evolution of Staff's International Forecast

Total Foreign GDP

Percent change, Q4/Q4

1
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 1/23 3/13  4/24
2011 2012 2013

Tealbook publication date

Total Foreign CPI

2012 2013 2014

6/12

Percent change, Q4/Q4

1
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 1/23 3/13  4/24
2011 2012 2013

Tealbook publication date

U.S. Current Account Balance

6/12

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 1/23 3/13  4/24
2011 2012 2013

Tealbook publication date
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Policy Expectations and Treasury Yields

Selected Interest Rates

Percent Percent
— Consumer =
May Employment Confidence Employment
FOMC report Chairman’s Index report
testimony 7
= 10-year Treasury
yield (left scale)
June 2015
Eurodollar (right scale)
\o\!\l“‘wv -
Yoabhy,
[ I I [ NN (NN [N [N NN N (NN [N [N N SN NN (NN N 1 AN T N (N Y N | 11 1
Mayl May3 May7 May?9 May 14 May 17 May 22 May 27 May 30 June 4 June 7

Note: 5-minute intervals. 8:00 a.m. to 4:00 p.m. No adjustments for term premiums.
Source: Bloomberg.

Implied Federal Funds Rate

Percent from the Desk’s Dealer Survey Percent
— — 20 — ) —
Mean: June 11 2013  Recent: 21 respondents g
———  Mean: April 301' 2013 . May FOMC: 21 respondents
| —— Mode: June 11, 2013 i s L
———————— Mode: April 30, 2013 : |
- - 10 L
- -4 05 | i
. 0.0 C .
Q2 Q03 Q4 Q1 Q20Q3Q4Q10Q20Q30Q4Q1 Q2Q3 Q4
2013 2014 2015 2016
Note: Mean is estimated using overnight index swap quotes. Source: Desk’s dealer survey from June 10, 2013.

Mode is estimated from the distribution of federal funds rate implied
by interest rate caps. Both include a term premium of zero basis
points per month.

Source: Bloomberg and CME Group.

Treasury Yield Curve Inflation Compensation
Percent Percent
— — 4.0 — -
Most recent: June 11, 2013 35 Daily 5 10 10 head May
- Last FOMC: April 30, 2013 1= to 10 years ahea FOMC
- 4 30 - =
- 4 25
= 4 20 - N
B 115 June
- 4 10 - 11
Next 5 years*
» -1 05
A 1 1 1 11 g0 [T R NS S
1 3 5 7 10 20 2010 2011 2012 2013
Years ahead Note: Estimates based on smoothed nominal and inflation-
Note: Smoothed yield curve estimated from off-the-run indexed Treasury yield curves.
Treasury coupon securities. Yields shown are those on * Adjusted for lagged indexation of Treasury inflation-
notional par Treasury securities with semiannual coupons. protected securities (carry effect).
Source: Federal Reserve Board. Source: Barclays PLC and staff estimates.
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

2013
Messure and scenario 2014 | 2015 | 291
H1 | H2
Real GDP
Extended Tealbook baseline 20 29 34 36 24
Housing-led recovery 22 34 4.3 4.3 20
Boom-bust 32 4.8 48 -12 18
Headwinds 2.0 2.0 22 23 2.6
Low inflation 20 30 2.7 26 30
Prolonged European recession 20 24 26 35 24
Stronger dollar 20 25 2.6 3.6 26
Unemployment rate!
Extended Tealbook baseline 75 7.3 6.6 5.8 53
Housing-led recovery 75 7.2 6.1 4.9 4.8
Boom-bust 74 6.8 5.4 6.1 74
Headwinds 75 74 7.3 7.1 6.4
Low inflation 75 7.3 6.8 6.5 5.6
Prolonged European recession 75 7.4 7.0 6.3 5.8
Stronger dollar 75 7.3 7.0 6.3 5.6
Total PCE prices
Extended Tealbook baseline 4 13 14 16 19
Housing-led recovery 4 13 15 1.7 22
Boom-bust 4 14 16 19 16
Headwinds 4 13 13 13 13
Low inflation .6 1.0 4 5 .6
Prolonged European recession 4 .8 1.0 13 1.8
Stronger dollar 2 3 9 14 1.8
Core PCE prices
Extended Tealbook baseline 1.0 14 16 18 19
Housing-led recovery 1.0 14 1.7 1.9 22
Boom-bust 1.0 15 18 21 16
Headwinds 1.0 14 15 15 13
Low inflation 12 11 9 4 .6
Prolonged European recession 1.0 12 13 16 1.7
Stronger dollar 1.0 1.0 11 16 1.8
Federal funds rate
Extended Tealbook baseline 1 1 A 1.0 30
Housing-led recovery 1 1 4 2.3 4.3
Boom-bust 1 1 14 20 5
Headwinds 1 1 A A 2
Low inflation 1 1 A A 9
Prolonged European recession 1 1 A 4 24
Stronger dollar 1 1 A .6 25

1. Percent, average for the final quarter of the period.
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Forecast Confidence Intervals and Alternative Scenarios
Confidence Intervals Based on FRB/US Stochastic Simulations

Hm Extended Tealbook baseline
W Housing—led recovery
[ Boom-bust

Real GDP

4-quarter percent change

70 percent
interval

90 percent
interval

2008 2010 2012 2014 2016

PCE Prices excluding Food and Energy
4-quarter percent change

2008 2010 2012 2014 2016

4.0

3.5

3.0

2.5

2.0

15

1.0

0.5

0.0

B Headwinds
[ Low inflation
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I Stronger dollar

Unemployment Rate
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Selected Tealbook Projections and 70 Per cent Confidence Intervals Derived
from Historical Tealbook Forecast Errorsand FRB/US Simulations

Measure 2013 2014 2015 2016 2017
Real GDP
(percent change, Q4 to Q4)
Projection 25 34 3.6 2.8 21
Confidence interval
Tealbook forecast errors 1.2-3.7 1453 - - -
FRB/US stochastic simulations 1.5-3.6 1.6-5.5 1.4-5.7 452 -549

Civilian unemployment rate

(percent, Q4)
Projection 7.3 6.6 5.8 5.3 5.3
Confidenceinterval
Tealbook forecast errors 6.8-7.8 5.8-74 e . .
FRB/US stochastic simulations 7.0-7.7 55-7.6 43-7.2 3.7-7.0 3.7-6.9

PCE prices, total
(percent change, Q4 to Q4)

Projection .9 14 16 18 20
Confidenceinterval
Tealbook forecast errors 1-1.6 2-2.7 . . .
FRB/US stochastic simulations 2-16 525 .5-2.8 .6-3.0 .8-3.3

PCE prices excluding
food and energy
(percent change, Q4 to Q4)

Projection 1.2 16 18 19 2.0
Confidenceinterval
Tealbook forecast errors .8-1.7 .9-2.3 . . .
FRB/US stochastic simulations .8-1.7 925 9-2.7 .9-3.0 1.0-3.1

Federal fundsrate

(percent, Q4)
Projection A A 1.0 2.2 3.0
Confidence interval

FRB/US stochastic simulations d-1 1-1.0 1-2.9 145 .8-5.3

Note: Shocks underlying FRB/US stochastic simulations are randomly drawn from the 19692012 set of
model equation residuals.

Intervals derived from Tealbook forecast errors are based on projections made from 1979-2012, except
for PCE prices excluding food and energy, where the sample is 1981-2012.

... 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 1.7 1.7 2.6 25 32 34
FRB/US 1.7 1.7 1.9 21 2.4 3.3
EDO 1.7 1.7 33 25 3.0 29
Blue Chip 1.7 1.7 2.4 2.3 29 2.8
Unemployment rate*
Staff 7.8 7.8 7.4 7.3 6.9 6.6
FRB/US 7.8 7.8 7.8 75 7.7 7.3
EDO 7.8 7.8 7.4 75 7.2 7.3
Blue Chip 7.8 7.8 75 7.4 7.0 6.9
Total PCE prices
Staff 1.6 1.6 1.0 9 15 14
FRB/US 1.6 1.6 7 8 1.0 11
EDO 1.6 1.6 11 8 14 14
Blue Chip? 1.9 1.9 20 15 2.2 2.2
Core PCE prices
Staff 15 15 15 1.2 1.7 1.6
FRB/US 15 15 1.3 1.2 1.2 1.3
EDO 15 15 1.2 11 14 14
Blue Chip . . .. ..
Federal fundsrate!
Staff 2 2 1 1 1 1
FRB/US 2 2 1 1 1 1
EDO 2 2 9 7 1.8 1.6
Blue Chip? 1 1 1 1 3 2

Note: Blue Chip forecast completed on June 10, 2013.

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 June 10, 2013)

Real GDP Real PCE
Percent change, annual rate s Percent change, annual rate 5
— - 6 — 4
— — 3
— — 4
- - 2
_A - 2 | — 1
/ 0 \ 0
A - -2 - -1
= —— Blue Chip consensus - 2 -2
— Staff forecast 5 — -3
B 1 - a
L — -8 5
| | | | | | 10 | | | | | | "
2008 2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014
Note: The shaded area represents the area between the
Blue Chip top 10 and bottom 10 averages.
Unemployment Rate Consumer Price Index
Percent 11 Percent change, annual rate s
— - 6
— - 4
VAN .
NV V 0
— - -2
— — -4
— — -6
— — -8
| | | | | | 4 | | | | | | 10
2008 2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014
Treasury Bill Rate 10-Year Treasury Yield
Percent Percent
— — 4 — — 55
— — 5.0
— -3 - - 45
— — 4.0 >
- 2 -
— — 35 £
— — 3.0 -S
n 41 o
- — 25 (3}
[
0 — — 20 -)
— - 15 [~
R PR R ERRN R RPRURN B R R R R AR ERT T P i
2008 2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014 [22)
==

Note: The yield is for on-the-run Treasury securities. Over
the forecast period, the staff's projected yield is assumed
to be 15 basis points below the off-the-run yield.
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Assessment of Key Macroeconomic Risks (1)

Probability of Inflation Events
(4 quarters ahead—2014:Q2)

Probability that the 4-quarter change in total

PCE prices will be ... Staff FRB/US EDO BVAR
Greater than 3 percent
Current Tealbook .05 .04 .09 01
Previous Tealbook .03 01 .10 .06
Less than 1 percent
Current Tealbook 31 40 .36 43
Previous Tealbook A2 57 .32 .18

Probability of Unemployment Events
(4 quarters ahead—2014:Q2)

Probability that the unemployment rate will...

Staff FRB/US EDO BVAR
Increase by 1percentage point
Current Tealbook .01 .05 19 .01
Previous Tealbook .02 .06 19 .01
Decrease by 1 percentage point
Current Tealbook 24 .06 24 .22
Previous Tealbook 17 .04 24 .20

Probability of Near-Term Recession

Probability that real GDP declines in Factor

each of 2013:Q3 and 2013:Q4 Staff  FRB/US ~ EDO  BVAR ) el
Current Tealbook .02 .03 .04 .04 A1
Previous Tealbook .03 .06 .04 .03 .16

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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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,"
Journal of Money and Banking, vol. 39 (October), pp. 1533-61.
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Class I FOMC — Restricted Controlled (FR)

Policy Rules and the Staff Projection

Near-Term Prescriptions of Selected Policy Rules

June 13, 2013

Memo: Equilibrium and Actual Real Federal Funds Rate

Current Previous
Tealbook Tealbook

Tealbook-consistent FRB/US r* estimate -1.38 -1.54
Actual real federal funds rate -1.15 -1.12

Constrained Policy Unconstrained Policy
2013Q3 201304 201303 201304
Taylor (1993) rule 0.76 111 0.76 111
Previous Tealbook 1.28 1.65 1.28 1.65
Taylor (1999) rule 0.13 0.13 -1.11 -0.61
Previous Tealbook 0.13 0.13 -0.40 -0.13
Inertial Taylor (1999) rule 0.13 0.13 -0.06 -0.14
Previous Tealbook outlook 0.13 0.13 0.05 0.06
Outcome-based rule 0.13 0.13 -0.05 -0.06
Previous Tealbook outlook 0.13 0.25 0.09 0.25
First-difference rule 0.38 0.78 0.38 0.78
Previous Tealbook outlook 0.40 0.78 0.40 0.78
Nominal income targeting rule 0.13 0.13 -0.75 -1.32
Previous Tealbook outlook 0.13 0.13 -0.53 -0.93

Key Elements of the Staff Projection

GDP Gap PCE Prices ex. Food and Energy

Percent

—— Current Tealbook
- — - Previous Tealbook

Four-quarter percent change

2012 2013 2014 2015 2016 2017 2018 2019 2020

2012 2013 2014 2015 2016 2017 2018 2019 2020

Note: For rules that 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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June 13, 2013

Policy Rule Simulations without Thresholds

Nominal Federal Funds Rate

Percent
— — 5
- = - Taylor (1993) rule
----- Taylor (1999) rule
Inertial Taylor (1999) rule
L Outcome-based rule A a
Nominal income targeting rule
—— First-difference rule e
— Tealbook baseline St
- 3
-2
-1
- o0
PO N T I O T T N T U T W O O O O I O A O | 1
2013 2014 2015 2016 2017 2018 2019 2020
Unemployment Rate
Percent

2013 2014 2015 2016 2017 2018 2019 2020

Real Federal Funds Rate

Percent

PCE Inflation
Four-quarter average

2013 2014 2015 2016 2017 2018 2019 2020

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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June 13, 2013

Policy Rule Simulations with Thresholds

Nominal Federal Funds Rate

Percent
— — 5
= =« Taylor (1993) rule
----- Taylor (1999) rule
Outcome-based rule
L Nominal income targeting rule 4
— First-difference rule
—— Tealbook baseline el
-
- 3
- 2
-1
— o0
PO N T I O T T N T U T W O O O O I O A O | 1
2013 2014 2015 2016 2017 2018 2019 2020
Unemployment Rate
Percent

PN I N T T T I N T I A O A O O A Y
2013 2014 2015 2016 2017 2018 2019 2020

Real Federal Funds Rate

Percent

PCE Inflation

Four-quarter average Percent

PN I [ T T T I I T I N N O A O
2013 2014 2015 2016 2017 2018 2019 2020

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

Nominal Federal Funds Rate Real Federal Funds Rate
Percent

— - 5 —
—— Current Tealbook: Constrained
««+++ Previous Tealbook: Constrained
- — - Current Tealbook: Unconstrained
-— Tealbook baseline

wn
2
oD
(]
]
©
S
=
w

\
PO I I T O O A AN |

June 13, 2013

Percent

PCE Inflation
Percent Four-quarter average

— — '8

2013 2014 2015 2016 2017 2018 2019 2020

3

Percent

T ek
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Outcomes under Alternative Policies without Thresholds
(Percent change, annual rate, from end of preceding period except as noted)

2012

Measure and scenario H2 2013 | 2014 | 2015 | 2016 | 2017
Real GDP
Extended Tealbook baseline! 17 25 34 3.6 2.8 21
Taylor (1993) 17 21 25 31 29 2.6
Taylor (1999) 17 23 29 33 27 24
Inertial Taylor (1999) 17 24 33 35 2.8 22
Outcome based 17 23 3.0 33 2.7 24
First difference 17 22 2.8 32 28 25
Nominal income targeting 17 26 39 4.0 29 20
Constrained optimal control 17 2.7 39 4.0 29 19
Unemployment rate?
Extended Tealbook baseline! 7.8 7.3 6.6 5.8 54 5.3
Taylor (1993) 7.8 74 7.1 6.6 6.1 5.8
Taylor (1999) 7.8 74 6.8 6.2 5.8 5.7
Inertial Taylor (1999) 7.8 74 6.7 5.9 55 54
Outcome based 7.8 74 6.8 6.2 5.8 5.6
First difference 7.8 74 6.9 6.4 6.0 5.7
Nominal income targeting 7.8 7.3 6.3 53 4.8 49
Constrained optimal control 7.8 7.3 6.3 5.3 4.8 4.8
Total PCE prices
Extended Tealbook baseline! 1.6 0.9 14 1.6 18 20
Taylor (1993) 16 0.6 0.9 10 12 14
Taylor (1999) 16 0.6 11 12 13 15
Inertial Taylor (1999) 16 0.8 14 16 17 19
Outcome based 16 0.7 1.2 13 15 17
First difference 1.6 0.7 1.2 13 15 17
Nominal income targeting 16 11 18 20 22 24
Constrained optimal control 16 1.0 18 1.9 21 2.3
Core PCE prices
Extended Tealbook baseline! 11 12 16 18 1.9 20
Taylor (1993) 11 0.9 11 12 13 14
Taylor (1999) 11 10 12 13 14 15
Inertial Taylor (1999) 11 12 16 17 18 19
Outcome based 11 11 14 15 16 17
First difference 11 11 14 15 16 18
Nominal income targeting 11 15 20 22 23 24
Constrained optimal control 11 14 19 21 22 2.3
Federal funds rate?
Extended Tealbook baseline! 0.2 0.1 0.1 10 22 3.0
Taylor (1993) 0.2 0.6 12 18 24 2.8
Taylor (1999) 0.2 0.1 0.2 15 24 238
Inertial Taylor (1999) 0.2 0.1 0.4 12 22 29
Outcome based 0.2 0.1 0.6 18 2.7 3.0
First difference 0.2 0.1 0.7 20 25 29
Nominal income targeting 0.2 0.1 0.1 0.9 22 3.0
Constrained optimal control 0.2 0.1 0.1 0.7 19 2.8

1. Policy in the Tealbook baseline keeps the federal funds rate at its effective lower bound of 12.5 basis points as
long as the unemployment rate is above 6.5 percent and projected one-year-ahead inflation isless than 2.5 percent.
Once either threshold is crossed, the federal funds rate follows the prescription of the inertial Taylor (1999) rule.
2. Percent, average for the final quarter of the period.
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Outcomes under Alternative Policieswith Thresholds
(Percent change, annual rate, from end of preceding period except as noted)

2012 E
Measure and scenario H2 2013 | 2014 | 2015 | 2016 | 2017 %”
o
Real GDP bt
Extended Tealbook baseline! 17 25 34 3.6 2.8 21
Taylor (1993) 17 23 29 33 26 23
Taylor (1999) 17 23 3.0 34 26 23
Outcome based 17 24 32 34 2.6 22
First difference 17 25 34 3.6 28 22
Nominal income targeting 17 2.6 39 4.0 29 20
Constrained optimal control 17 2.7 39 40 29 19
Unemployment rate?
Extended Tealbook baseline! 7.8 7.3 6.6 5.8 5.4 5.3
Taylor (1993) 7.8 74 6.9 6.2 5.9 5.8
Taylor (1999) 7.8 74 6.8 6.2 5.8 5.7
Outcome based 7.8 74 6.7 6.0 5.6 5.6
First difference 7.8 7.3 6.6 5.8 54 53
Nominal income targeting 7.8 7.3 6.3 53 4.8 49
Constrained optimal control 7.8 7.3 6.3 5.3 4.8 4.8
Total PCE prices
Extended Tealbook baseline! 16 0.9 14 16 18 20
Taylor (1993) 16 0.6 10 11 12 14
Taylor (1999) 16 0.6 11 12 13 16
Outcome based 1.6 0.7 13 14 1.6 18
First difference 16 0.9 15 17 19 21
Nominal income targeting 16 11 18 20 22 24
Constrained optimal control 16 1.0 18 19 21 2.3
Core PCE prices
Extended Tealbook baseline! 11 12 1.6 18 1.9 20
Taylor (1993) 11 0.9 12 12 13 14
Taylor (1999) 11 10 13 14 15 16
Outcome based 11 11 15 16 17 18
First difference 11 13 17 19 20 21
Nominal income targeting 11 15 20 22 2.3 24
Constrained optimal control 11 14 19 21 22 2.3
Federal funds rate?
Extended Tealbook baseline! 0.2 0.1 0.1 10 22 3.0
Taylor (1993) 0.2 0.1 0.1 20 26 2.8
Taylor (1999) 0.2 0.1 0.1 17 24 2.8
Outcome based 0.2 0.1 0.1 14 29 31
First difference 0.2 0.1 0.1 17 24 29
Nominal income targeting 0.2 0.1 0.1 0.9 22 3.0
Constrained optimal control 0.2 0.1 0.1 0.7 19 2.8

1. With the exception of constrained optimal control, monetary policy is specified to keep the federal funds rate
at its effective lower bound of 12.5 basis points as long as the unemployment rate is above 6.5 percent and
projected one-year-ahead inflation is less than 2.5 percent. Once either of these thresholds is crossed, the federal
funds rate follows the prescriptions of the specified rule. Policy in the Tealbook baseline also uses these threshold
conditions and switches to the inertial Taylor (1999) rule once either of these thresholds is crossed.

2. Percent, average for the final quarter of the period.
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M2 Monetary Aggregate Projections
(Percent change, annual rate; seasonally adjusted)1
Monthly
2013:  June 4.6
July 3.9
Aug. 3.9
Sept. 3.9
Oct. 15
Nov. 15
Dec. 15
2014:  Jan. 2.8
Feb. 2.8
Mar. 2.8
Apr. 2.3
May 2.3
Quarterly
2013: Q2 4.3
Q3 4.0
Q4 2.3
2014: Q1 2.3
Q2 2.5
Q3 2.6
Q4 2.7
2015: Q1 -0.4
Q2 -2.1
Q3 -1.3
Q4 -0.3
Annual
2013 3.9
2014 2.5
2015 -1.0

Note: This forecast is consistent with nominal GDP and interest
rates in the Tealbook forecast. Actual data through June 3, 2013;
projections thereafter.

1. Growth rates are computed from period averages with the
exception of annual growth rates which are the change fromfourth
quarter of previous year to fourth quarter of year indicated.
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Alternative B without Agency MBS Sales

The balance sheet projection for Alternative B assumes agency MBS are sold over
five years, consistent with the June 2011 exit strategy principles. In this box, we
present a projection for the balance sheet under Alternative B that compares the
staff’s standard exit strategy assumptions with the assumption that agency MBS
holdings decline only through passive redemptions.’

With no sales of agency MBS, payments of principal on both agency and Treasury
securities are projected to reduce SOMA holdings by approximately $300 billion per
year from 2015 to 2020. This passive decline in securities holdings is a bit slower
than in Alternative B, implying that the size of the balance sheet normalizes in mid-
2020, a year later than in the baseline scenario, as shown in the chart below.
Without sales of agency MBS, SOMA holdings of agency MBS are projected to
decline to about $500 billion by the end of the projection period in 2025, but might
not fall to zero until 30 years after purchases end depending on the pace of
principal payments.

Total Assets Billions of dollaﬁ, us
End of year )

— AltB
- Alt B No Sales

- 35

= 3.0

-1 25

- 20

— - 05

vl bbb b been b b b b b b b s b bbbl 0.0

2009 2011 2013 2015 2017 2019 2021 2023 2025

! See the memo titled “Update on Balance Sheet and Income Projections under Alternative
Normalization Strategies” by Kunal Gooriah, Jeff Huther, Jane lhrig, Beth Klee, Deborah
Leonard, and Zeynep Senyuz (sent to the Committee on June 7, 2013) for additional balance
sheet and income projections associated with a no agency MBS sales scenario.
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By not selling agency MBS, realized capital losses are eliminated, but the less rapid
normalization of the balance sheet implies that interest expense on reserve
balances is higher in many years than in Alternative B. On net, Federal Reserve net
income is higher than under Alternative B because the elimination of realized losses
more than offsets the increase in interest expense. Under the no MBS sales
scenario, annual remittances to the Treasury trough at $18 billion in 2018,
noticeably higher than the near zero trough for remittances projected in Alternative
B, shown in the figure below. On net, not selling agency MBS generates about $45
billion more in cumulative remittances between 2009 and 2025 than if agency MBS
were sold over five years.

Remittances Billions of dollars
ot — 100

End of year

— -1 90
— AltB

- ---- Alt B No Sales - 80

- 60
— o 50
- 40
- 30

-1 20

Lo bn i bbb b b b g Lo b b b b b bl 0

2011 2013 2015 2017 2019 2021 2023 2025
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Income Projections
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Alternative Projections for the Monetary Base

Percent change, annual rate; not seasonally adjusted

Date Alternative A | Alternative B | Alternative C Ap”.l
Alternative B
Monthly
2012: Dec 13.7 13.7 13.7 13.7
2013: Jan 21.5 21.5 21.5 21.5
Feb 37.1 37.1 37.1 37.1
Mar 42.6 42.6 42.6 42.6
Apr 35.8 35.8 35.8 29.2
May 9.3 9.3 9.3 48.7
Jun 6.2 6.2 6.2 51.7
Jul 39.7 39.2 37.0 23.1
Aug 46.5 46.0 41.5 33.8
Quarterly
2012: Q4 -0.5 -0.5 -0.5 -0.5
2013: Q1 25.1 25.1 25.1 25.1
Q2 28.7 28.7 28.7 41.3
Q3 29.5 29.3 26.0 35.7
Q4 29.8 25.1 9.4 15.3
2014: Q1 27.5 8.6 -1.9 4.4
Q2 21.9 -1.1 -2.5 0.7
Q3 15.0 5.8 4.7 2.4
Annual *
2012 0.3 0.3 0.3 0.3
2013 314 29.9 24.2 32.6
2014 16.3 24 -1.7 1.3
2015 -1.6 -2.7 -5.3 -1.2
2016 -8.7 -15.5 -16.5 -13.0
2017 -10.6 -17.9 -19.2 -16.6
2018 -16.1 -26.8 -28.8 -24.0
2019 -18.8 -16.8 -14 -15.8
2020 -18.2 51 5.2 4.5
2021 -11.7 5.2 5.2 4.6
2022 5.0 51 5.2 4.6
2023 5.0 51 51 4.5
2024 5.0 5.0 5.0 4.4
2025 5.0 5.0 5.0 4.4

1. Percent change from fourth quarter of previous year to fourth quarter of

period indicated.
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Alternative Projections for the 10-Year Treasury Term Premium Effect

Date Alternative A | Alternative B | Alternative C April
Alternative B
Basis Points
Quarterly Averages

2013: Q2 135 ~102 90 114
Q3 -133 -100 -87 ~101

Q4 -130 —94 ) 9]

2014: Q1 -125 -89 -76 86
Q2 ~120 83 71 80

Q3 115 78 66 75

Q4 -109 -72 61 _70

2015: Q1 —104 —67 -56 _65
Q2 -98 —62 -51 60

Q3 -93 -57 —47 ~56

Q4 —88 -52 43 51

2016: Q4 =70 -36 -29 ~36
2017: Q4 -55 24 -20 24
2018: Q4 43 17 15 17
2019: Q4 34 14 13 13
2020: Q4 27 ~13 12 12
2021: Q4 22 12 11 11
2022: Q4 —-18 —-10 -9 -9
2023: Q4 -14 -8 -7 7
2024: Q4 —-11 -6 -6 -5
2025: Q4 -8 —4 -4 -4
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Federal Reserve Balance Sheet
End-of-Y ear Projections -- Alternative B
Billions of dollars

May 31,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,390 3,927 3,750 2,707 1,894 2,093 2,322 2,586
Selected assets
Liquidity programs for financial firms 2 8 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 2 8 0 0 0 0 0 0
Term Asset-Backed Securities Loan Facility (TALF) 1 0 0 0 0 0 0 0
Net portfolio holdings of Maiden Lane LLC, 1 1 0 0 0 0 0 0
Maiden Lanell LLC, and Maiden Lanelll LLC
Securities held outright 3,124 3,642 3,507 2517 1,750 1,973 2,212 2,484
U.S. Treasury securities 1,888 2,122 2,118 1,718 1514 1,973 2,212 2,484
Agency debt securities 71 57 33 4 2 0 0 0
Agency mortgage-backed securities 1,165 1,462 1356 795 234 0 0 0
Net portfolio holdings of TALFLLC 0 0 0 0 0 0 0 0
Unamortized premiums 201 216 182 128 83 58 48 40
Unamortized discounts -2 -4 -3 -2 -2 -2 -1 -1
Total other assets 62 64 64 64 64 64 64 64
Total liabilities 3,335 3,864 3,667 2,597 1,749 1,901 2,068 2,249
Selected lighilities
Federal Reserve notesin circulation 1,148 1,189 1,340 1,465 1,600 1,753 1,920 2,101
Reverse repurchase agreements 94 100 100 100 100 100 100 100
Deposits with Federal Reserve Banks 2,084 2566 2,219 1,024 41 41 41 41
Reserve balances held by depository institutions 2,016 2,465 2,203 1,008 25 25 25 25
U.S. Treasury, General Account 35 90 5 5 5 5 5 5
Other Deposits 33 11 11 11 11 11 11 11
Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0
to U.S. Treasury
Total capital 55 63 83 110 146 192 255 337

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-Y ear Projections -- Alternative A
Billions of dollars

May 31,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,390 4,025 4,377 3591 2,594 2,093 2,319 2,580
Selected assets
Liquidity programs for financial firms 2 8 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 2 8 0 0 0 0 0 0
Term Asset-Backed Securities Loan Facility (TALF) 1 0 0 0 0 0 0 0
Net portfolio holdings of Maiden Lane LLC, 1 1 0 0 0 0 0 0
Maiden Lanell LLC, and Maiden Lanelll LLC
Securities held outright 3,124 3,734 4,114 3,373 2,412 1,938 2,181 2,457
U.S. Treasury securities 1,888 2,197 2,390 1,989 1,294 1,034 1,454 1,876
Agency debt securities 71 57 33 4 2 2 2 2
Agency mortgage-backed securities 1,165 1,480 1,691 1,379 1,116 901 725 579
Net portfolio holdings of TALFLLC 0 0 0 0 0 0 0 0
Unamortized premiums 2010 220 204 158 121 95 7 61
Unamortized discounts -2 -3 -4 -4 -3 -3 -2 -2
Total other assets 62 64 64 64 64 64 64 64
Total liabilities 3,335 3,962 4,294 3481 2,448 1,901 2,064 2,244
Selected lighilities
Federal Reserve notesin circulation 1,148 1,189 1,340 1,471 1,604 1,752 1,916 2,095
Reverse repurchase agreements 94 100 100 100 100 100 100 100
Deposits with Federal Reserve Banks 2,084 2665 2844 1900 736 41 41 41
Reserve balances held by depository institutions 2,016 2,564 2828 1,834 720 25 25 25
U.S. Treasury, General Account 35 90 5 5 5 5 5 5
Other Deposits 33 11 11 11 11 11 11 11
Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0
to U.S. Treasury
Total capital 55 63 83 110 146 192 255 337

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-Y ear Projections -- Alternative C
Billions of dollars

May 31,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,390 3,709 3,389 2,397 1,894 2,095 2,325 2,589
Selected assets
Liquidity programs for financial firms 2 8 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 2 8 0 0 0 0 0 0
Term Asset-Backed Securities Loan Facility (TALF) 1 0 0 0 0 0 0 0
Net portfolio holdings of Maiden Lane LLC, 1 1 0 0 0 0 0 0
Maiden Lanell LLC, and Maiden Lanelll LLC
Securities held outright 3,124 3432 3,160 2,218 1,756 1,976 2,215 2,487
U.S. Treasury securities 1,888 1,997 1,993 1,593 1,647 1,976 2,215 2,487
Agency debt securities 71 57 33 4 2 0 0 0
Agency mortgage-backed securities 1,165 1,378 1,134 621 107 0 0 0
Net portfolio holdings of TALFLLC 0 0 0 0 0 0 0 0
Unamortized premiums 2010 206 167 117 75 56 47 38
Unamortized discounts -2 -3 -2 -1 -1 -1 -1 -1
Total other assets 62 64 64 64 64 64 64 64
Total liabilities 3,335 3,646 3,306 2,287 1,749 1,903 2,070 2,252
Selected lighilities
Federal Reserve notesin circulation 1,148 1,189 1,340 1,465 1,601 1,755 1,923 2,105
Reverse repurchase agreements 94 100 100 100 100 100 100 100
Deposits with Federal Reserve Banks 2,084 2,349 1859 716 41 41 41 41
Reserve balances held by depository institutions 2,016 2,248 1843 700 25 25 25 25
U.S. Treasury, General Account 35 90 5 5 5 5 5 5
Other Deposits 33 11 11 11 11 11 11 11
Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0
to U.S. Treasury
Total capital 55 63 83 110 146 192 255 337

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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