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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 September FOMC meeting. The table below summarizes revisions to the
staff economic projection since the September Tealbook.

The staff projection for real GDP growth is about the same as in the September
Tealbook on net. The unemployment rate has come in lower than we expected
in September. We have taken this lower level on board in the near term, but we
still project the unemployment rate to end 2016 at 54 percent, in line with the
essentially unrevised GDP outlook.

The staff projection for both overall and core PCE inflation has revised a little
lower this year relative to the September projection. Beyond this year, however,
the projection for both core and headline inflation is about unrevised, with
inflation edging gradually higher.

The unemployment rate is still projected to cross the Committee’s 6.5 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, the same as in September. The trajectory of the
federal funds rate after liftoff is also the same.

Staff Economic Projections Compared with the September Tealbook

2013
Variable 2013 2014 2015 2016 Longer run
H1 H2
Real GDP1 1.8 2.6 2.2 31 35 34 2.3
September Tealbook 2.0 2.5 2.3 3.1 3.4 3.2 2.3
Unemployment rate2 7.5 7.1 7.1 6.5 5.9 5.3 5.2
September Tealbook 7.5 7.2 7.2 6.6 5.8 5.3 5.2
PCE inflationl 5 13 9 14 14 1.6 2.0
September Tealbook .6 1.6 11 1.2 14 1.6 2.0
Core PCE inflationl 1.0 13 11 14 1.6 1.7 n.a.
September Tealbook 11 14 12 15 1.6 1.7 n.a.
Federal funds rate2 12 13 13 13 .82 1.92 4.00
September Tealbook 12 13 13 13 .85 1.90 4.00
Memo:
Federal funds rate,
end of period 13 13 13 13 1.00 2.00 4.00
September Tealbook 13 13 13 13 1.00 2.00 4.00

1. Percent change from final quarter of preceding period to final quarter ofperiod 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:Q3 2013:Q4 2014:Q1

2 Measure Previous | Current Previous | Current Previous | Current

S Tealbook | Tealbook | Tealbook | Tealbook | Tealbook | Tealbook

c

s Real GDP 2.2 35 21 1.7 32 2.8

= Private domestic final purchases 21 21 3.0 3.3 35 31

.E Personal consumption expenditures 15 14 2.6 3.2 29 2.8

4 Residential investment 7.8 13.0 11.0 -1.7 15.9 10.8

= Nonres. private fixed investment 4.0 35 3.6 5.0 3.8 3.0

8 Government purchases -1.7 4 -4.2 -5.3 -.6 9
Contributionsto change in real GDP
Inventory investment?! .8 15 .0 -1 3 -3
Net exportst .0 A A4 A .0 3

Unemployment rate 7.3 7.3 7.3 7.1 7.1 6.9
PCE chain price index 2.0 2.0 11 4 15 15

Ex. food and energy 15 15 14 11 16 14

1. Percentage points.

Recent Nonfinancial Developments (1)

Real GDP and GDI Manufacturing IP ex. Motor Vehicles and Parts
4-quarter percent change s 3-month percent change, annual rate 15
—— Gross domestic product
L —— Gross domestic income - 6 — -1 10
= IVWV'\'\ /\ Oct. 4 5
B -4 N \ W 'A va 0
/\QJWQS 1- c LA
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 (2009) dollars
— —_ 22 — Nov. "] 3500
ov.
— 3400
s — 3300
— 3200
— 3100
114 — 3000
— 2900
— 10 — 2800
Production - 2700
— 2600
- 6
— 2500
= — 2400
[ I N N S N B 2 I O EO S N N B 2300
2003 2005 2007 2009 2011 2013 2003 2005 2007 2009 2011 2013
Source: Ward's Communications. Note: Figures for September, October, and November 2013 are staff

estimates based on available source data. ) )
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)
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2013
Measure 2013 2014 2015 2016
H1 H2
Real GDP 22 18 2.6 31 35 34
Previous Tealbook 20 18 22 32 35 32
Final sales 15 11 19 33 37 35
Previous Teal book 15 11 18 33 37 33
Personal consumption expenditures 22 20 2.3 33 39 32
Previous Tealbook 20 20 21 34 38 31
Residential investment 9.3 134 54 155 14.7 8.3
Previous Tealbook 114 134 9.4 175 14.1 5.8
Nonresidential structures A -6.5 7.2 39 2.8 2.6
Previous Tealbook -1 -6.5 6.7 25 29 2.6
Equipment and intangibles 2.7 19 34 4.8 6.2 5.8
Previous Tealbook 24 19 30 5.6 6.1 55
Federal purchases -6.3 -51 -7.6 -2.0 -3.7 .0
Previous Tealbook -6.8 -51 -8.6 -4.3 -38 .0
State and local purchases 3 -4 11 5 11 15
Previous Tealbook 2 -4 9 3 11 15
Exports 4.2 32 53 4.7 6.0 6.7
Previous Tealbook 3.7 32 4.2 51 6.5 6.9
Imports 37 37 37 35 52 4.9
Previous Tealbook 30 3.7 2.3 38 51 4.7
Contributions to change in real GDP
(percentage points)
Inventory change 4 4 4 -2 -2 -1
Previous Tealbook 5 4 4 .0 -1 -1
Net exports .0 -2 A A .0 A
Previous Tealbook .0 -2 2 A .0 2
Real GDP
. 4-quarter percent chanﬁ 10
—— Current
— - Previous Tealbook — 8
— - 6
- 4
i /\/\/\//_‘ 1,
\/ 0
— — -2
— — -4
I S S I I Y N I N N N
1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

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

Personal Saving Rate

Percent
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- - - - Previous Tealbook —7
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Source: U.S. Dept. of Commerce, Bureau of Economic Analysis.
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Source: U.S. Census Bureau.
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Source: Monthly Treasury Statement.

Wealth-to-Income Ratio

\\\\\\\\\\\\\\\\\\\\\\4_4
1995 2000 2005 2010 2015

Note: Household net worth as a ratio to disposable personal
income.

Source: For net worth, Federal Reserve Board, Financial
Accounts of the United States; for income, U.S. Dept. of
Commerce, Bureau of Economic Analysis.

Equipment and Intangibles Spending
Sh f inal GDP
_ are of nominal GDP 13
— — 12
— 11
— 10
—9
— 8
— -7
O s

1995 2000 2005 2010 2015

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

Current Account Surplus/Deficit

Share of nominal GDP

— 1

e
-7
1995 2000 2005 2010 2015

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)

1996-
Measure 1974-95| 2000 |2001-11] 2012 | 2013 | 2014 | 2015 | 2016

Potential real GDP 31 34 2.2 1.9 21 2.2 2.2 21
Previous Tea book 3.1 34 2.2 1.9 2.1 2.2 2.2 2.1

Selected contributionst
Structural NFB labor productivity? 15 2.7 22 14 15 1.7 1.8 1.9
Previous Tea book 15 2.7 2.2 1.4 15 1.7 1.8 1.9
Structural hours 15 1.0 5 .6 .6 .6 .6 5
Previous Tea book 15 1.0 .6 7 7 .6 .6 5
Labor force participation 4 .0 -3 -4 -.6 -3 -3 -3
Previous Teal book 4 .0 -3 -3 -5 -3 -3 -3

Memo:

GDP gap3 -24 1.9 -3.6 -3.6 -34 -25 -1.3 -1
Previous Tealbook -2.4 1.9 -3.6 -3.6 -3.6 -2.6 -1.3 -3

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. Because of substantial revisions from the Bureau of Economic Analysis to productive investment as part of the latest
comprehensive revision, staff estimates of the components of structural productivity are not available for this Teal book.

3. Percent difference between actua 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 (2009) dollars per hour

— Structural —
| | | | | | | | | | | | | | | |
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Source: U.S. Department of Labor, Bureau of Labor Statistics; U.S. Department of Commerce, Bureau of Economic Analysis; staff assumptions.
GDP Gap Manufacturing Capacity Utilization Rate
Percent 6 Percent
— — 4
— -1 2 Average rate from
/_,./\,\,\ = 1972 to 2012 -]
0
l/j 1, i \/V 1
— — -4
— — -6
e — _8 — —
S e e A I Y O e s
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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S
5 The Outlook for the Labor Market
@)
0_3 2013
— Measure 2013 2014 2015 2016
3] H1 H2
Q
c
8 Output per hour, nonfarm businesst 7 .0 15 15 1.8 1.9
kL Previous Tealbook .8 .0 17 14 18 19
9]
@ Nonfarm private employment?2 190 201 179 210 245 220
g Previous Tealbook 173 201 145 199 245 195
<)
() L abor force participation rate3 62.9 63.4 62.9 63.0 62.9 62.8
Previous Tealbook 63.2 63.4 63.2 63.2 63.1 63.0
Civilian unemployment rate3 7.1 75 7.1 6.5 5.9 5.3
Previous Tealbook 7.3 75 7.3 6.6 5.9 54

1. Percent change from final quarter of preceding period at annual rate.

2. Thousands, average monthly changes.

3. 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 2013 2014 2015 2016

H1 H2
PCE chain-weighted price index 9 5 13 14 14 16
Previous Tealbook 1.0 5 16 14 15 16
Food and beverages 9 9 9 7 13 14
Previous Tealbook 11 9 12 .6 13 14
Energy -25 -7.8 31 11 -8 -5
Previous Tealbook -2.4 -7.8 3.2 -7 -11 -5
Excluding food and energy 11 1.0 13 14 16 17
Previous Tealbook 12 1.0 15 15 16 1.7
Prices of core goods importst -11 -1.0 -1.2 15 16 1.7
Previous Tealbook -11 -1.0 -11 1.7 1.6 1.6

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

Page 20 of 94



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

=4
o N
o Labor Market Data and Projections
wh—
=
o Projection for mid-20142 in the Tealbook dated:
) . Aug.
- Indi cator 20121 Sept. Dec. Sept. Dec.
3 2012 2012 20133 20133
2 Unemployment rate (percent) 8.1 7.8 7.6 6.8 6.7
5 Labor force participation rate
“: (percent) 63.5 63.7 63.7 63.3 63.0
E Monthly change in payroll employment
g (thousands, three-month averages)
S Total 9 212 197 197 203
() Private 109 210 195 205 207
Level of total payroll employment
(millions) 133.3 137.0 137.1 138.0 138.2
Total hours worked (percent change)4 1.0 2.3 20 25 20
Total hours worked (billions)4 184.6 190.3 190.8 193.0 193.3

1. Thefigures for August 2012 refer to data as originally published in the September employment situation rel ease along
with the staff’ s real-time translation of those data into hours worked. These were the latest available data at the time of
the September FOM C meseting.

2. Calculated as the mean of the 2014:Q2 and 2014:Q3 projections.

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

4. 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. Department of Labor, Bureau of Labor Statistics; staff projections.
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Labor Market Developments and Outlook

Measures of Labor Underutilization

Percent Percent

— 12 — —
— U-5* 1 |_=—— Unemployment rate _
[~ = Unemployment rate ] | --++ Previous Tealbook |
— —— Part time for economic — 10 | — — September 2012 Tealbook _
reasons** N
-9 | atural rate of unemployment _
s | _— — Natural rate of unemployment with EEB adjustment _|
-7 ]
Nov. _|g
5 -]
- 4 -]
-3 | ]
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 2 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015 2016

* 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 Millions MiIIioE 140 _ MiIIioE
= Total (right axis) = Total
—— Private (left axis) Nov. |-+ Previous Tealbook -
— — September 2012 Tealbook ,"‘
- 135 B
— 130
105 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 125 1 1 1 I
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015 2016
* 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 — —_
Nov.
— 200 -]
— 0
— -200
— -400
— 600 SO — Total ]
= Total | ==+ Previous Tealbook _
[~ —— Private - -800 — — September 2012 Tealbook
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII _1000 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015 2016

* 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.

The gray shaded bars indicate a period of business recession as defined by the National Bureau of Economic Research.
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Labor Market Developments and Outlook (2)

Labor Force Participation Rate*

Percent Percent
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— — 68.0 —
= Labor force participation rate 675 = Labor force participation rate
—— Estimated trend** ' ==+ Previous Tealbook
B Previous trend** —167.0 — — — September 2012 Tealbook =
— 66.5 - —— Estimated trend**
— 66.0 el ---- Previous trend**
— 65.5
— 65.0
—{ 645 n
— 64.0
— 63.5 ]
Nov.
— 63.0
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 625 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I 1 1 1 I
2003 2005 2007 2009 2011 2013 2012 2013 2014 2015 2016
* 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* Private Hires, Quits, and Job Openings
_ Thousanﬁ 200 _ Perce_nt
= Hires*
—{ 650 —  Quits* -]
—{ 600 Openings**
—{ 550
—{ 500
—{ 450
— 400 T
— 350 7
—{ 300 — -
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII 250 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
2003 2005 2007 2009 2011 2013 2003 2005 2007 2009 2011 2013
* 4-week moving average. * Percent of private nonfarm payroll employment, 3-month
Source: U.S. Department of Labor, Employment and moving average.
Training Administration. ** Percent of private nonfarm payroll employment plus
unfilled jobs, 3-month moving average.
Source: Job Openings and Labor Turnover Survey.
Indexes of Selected Labor Market Indicators
Index
= Labor market conditions index
—— Negative unemployment rate =
— Private payroll employment
Nov.
1 1 I 1 1 I 1 1 I 1 1 I 1 1 I 1 1 I 1 1

1 1 1 1 1
2009 2010 2011 2012 2013

1
2008

1
2007

Note: Labor market conditions index estimated by staff; indexes for unemployment rate and private payroll employment are deviation from
estimated trend normalized to have mean zero and unit standard deviation over the period July 1976 to September 2008, multiplied by 100.

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 Developments and Outlook
(Percent change from year-earlier period)

Headline Consumer Price Inflation

Percelt 6 . Percen_t
—— PCE - Current
-5 ---- PCE - Previous Tealbook

- 4 — 1
— 3

- 2 B T
Oct. — 1

. -

= — -1 -]
— — -2

1 1 1 1 1 1 1 1 1 1 1 1 1.3 | | | | 1

2003 2005 2007 2009 2011 2013 2015 2012 2013 2014 2015 2016

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

Measures of Underlying PCE Price Inflation

—— Trimmed mean RCE
Market-based PCE excluding food and energy —
= PCE excluding food and energy

2003 2005 2007 2009 2011 2013 2015

Percent
— 4.0

35

3.0

25

2.0

15

1.0

0.5

0.0

—— Core PCE - Current
| ---- Core PCE - Previous Tealbook

Percent

2012 2013 2014

2015 2016

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

Labor Cost Growth (Private Industry)

Percent

—— Employment cost index
—— Average hourly earnings
- == Compensation per hour  _|

Q3
Nov.
Sept.

2003 2005 2007 2009 2011 2013

O B N W M OO O N ©

-1
2015

—— Compensation per hour - Current
| ---- Compensation per hour - Previous Tealbook

Percent

2012 2013 2014 2015

35

3.0

25

2.0

15

1.0

0.5

0.0

Note: The compensation per hour value for 2013:Q3 is a staff estimate.
Source: U.S. Department 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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Tealbook Forecast Errors over the Recovery So Far

In 2009 and 2010, staff forecasts of real GDP growth were too optimistic, while our

forecasts of the unemployment rate were relatively accurate. Starting in 2011,

circumstances have reversed: Our forecasts of real GDP have thus far proven quite

accurate, while we were not able to anticipate the extent of the decline in the

unemployment rate that has taken place. Responding to this constellation of forecast

errors, we have substantially downgraded our assessment of the supply side of the

economy. Meanwhile, inflation in 2011 and 2012 came in well above the staff’s

expectations; in 2013, by contrast, we have been surprised by how low inflation has been.

In this box we present and discuss these recent forecast errors.

Staff projections for the level of real GDP from the current and past four December
Tealbooks are plotted in the left panel of figure 1. The solid red and dashed orange lines
show the overly optimistic projections made by the staff in 2009 and 2010. In mid-2010 and
mid-2011, the BEA released revised estimates of real GDP that painted a considerably darker
picture of the severity of the recession and the immediate post-recession period, and the
staff substantially marked down its GDP forecast in 2011. Since then, revisions to the
projected level of real GDP have been relatively minor.

The right-hand panel presents the same information in growth-rate terms, and rather than

focusing on the year in which the forecast was made, it focuses instead on the year in

which the economic outcome took place. The gray bars in this panel show the currently
published Q4/Q4 percent changes in real GDP in 2010, 2011, and 2012, while the red dots,
blue squares, and green triangles over each bar show forecasts for growth that year from

December Tealbooks two years prior, one year prior, and the contemporaneous year,

respectively. The whisker bands around the dots, squares, and triangles demarcate

approximate 70 percent confidence bands using staff forecast errors over the past

Figure 1: Real GDP Forecasts
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20 years.' Unusually large forecast errors are represented by cases where the top of a gray
bar (the actual value) falls outside one of the whisker bands, as was true for the two-year-
ahead projections for growth in 2011 and 2012, both too high by an unusually large

2% percentage points (p.p.). Attempts to identify the cause of these forecast errors are
fraught with uncertainty, but the current GDP data show that PCE is the category that
contributed most to these two-year-ahead forecast misses (about 1 p.p. to the 2011 GDP
growth miss and 1% p.p. to the 2012 miss). Growth in real PCE may have been held down
by a surge in energy prices in 2011, which acted like a tax on consumers, contributing to
lower-than-expected real disposable personal income.’
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The left panel of figure 2 shows the staff’s forecasts of the unemployment rate from the
current and past four December Tealbooks. The overly pessimistic projections in
December 2011 and December 2012 are particularly striking; in each case, the
unemployment rate was % p.p. lower one year later than the staff had projected. These
larger-than-expected declines in the unemployment rate in the face of only modest
measured GDP growth led the staff to substantially mark down its estimates of potential
GDP, leading to a sizable narrowing of the estimated GDP gap despite only minor revisions
to real GDP since 2011 (see the right panel of figure 2). Even conditional on our revised
potential output path, the unemployment rate has declined somewhat more than we
would have expected based on GDP growth alone. In our current view, possible
explanations for that development might include excessive, panicked firing in 2009
followed by subsequent normalization in the labor market; measurement error in GDP

Figure 2: Unemployment Rate and GDP Gap Forecasts

Unemployment - Q4 Level GDP Gap - Q4 Level
Percent 1 Percent )
—— December 2009 projection —— December 2009 projection
| December 2010 projection _{ 19 — December 2010 projection -1
- December 2011 projection ---- December 2011 projection

— December 2012 projection
December 2013 projection —

—— December 2012 projection
December 2013 projection

-1
-2

—-3

-
—-6

-7

4
2007 2008 2009 2010 2011 2012 2013 2014 2007 2008 2009 2010 2011 2012 2013 2014

' These bands are plus or minus the root mean square error of the forecast for each horizon over the
past 20 years, so an implicit assumption has been made here that forecast errors follow a normal
distribution. Other procedures yield somewhat different error bands.

2 Among other expenditures categories, government purchases contributed about 1 p.p. to the
forecast miss for 2011, as defense spending and state and local purchases fell much more sharply than
expected. The contribution to the GDP forecast error from overall fiscal policy was smaller than that from
government purchases, as the federal government unexpectedly put in place a payroll tax cut in 2011 that
we think boosted aggregate demand somewhat.
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-
S The Long-Term Outlook
"_5 (Percent change, Q4 to Q4, except as noted)
@)
o
°>’ Measure 2013 2014 2015 2016 2017 2018 Longer run
7]
a
S Real GDP 2.2 31 35 34 2.7 2.3 2.3
) Previous Tealbook 2.0 3.2 35 3.2 2.7 24 2.3
o
b Civilian unemployment rate! 7.1 6.5 5.9 5.3 5.1 5.0 5.2
g Previous Tealbook 7.3 6.6 5.9 54 52 51 52
<
() PCE prices, total 9 14 14 16 18 19 2.0
Previous Tealbook 1.0 14 15 16 18 19 2.0
Core PCE prices 11 14 16 1.7 18 1.9 2.0
Previous Tealbook 1.2 15 16 1.7 18 1.9 2.0
Federal funds rate' 1 1 8 1.9 2.9 35 4.0
Previous Teal book A A 9 20 2.8 34 4.0
10-year Treasury yield 2.8 33 38 4.2 4.6 4.8 4.8
Previous Teal book 2.7 34 4.0 44 47 438 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
- -3 B 19
B 7 2 — -18
— Potential GDP -1 Natural rate
0 — with EEB -17
L -1 adjustment
L 4 — -6
B -1-3 n Natural rate ds
B Real GDP 14
P R N S R S R R P S R S S S S S
2004 2008 2012 2016 2020 2004 2008 2012 2016 2020
PCE Prices Interest Rates
4-quarter percent change Percent
— — 4 — — 10
Total PCE prices B -19
| 3 — 10-year Treasury - 8
B BBB corporate 7
- —2 - 6
PCE prices — 5
— excluding -11 — 4
food and — 3
energy do = 2
| Federal
funds rate 1
M NI 0
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.
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Evolution of the Staff Forecast

Change in Real GDP
Percent, Q4/Q4
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Real GDP* Percent change, annual rate
2013 2014 2015 2016
H1 Q3 Q4 Q1 Q2 H2
1. Total Foreign 2.1 3.0 3.1 3.2 2.9 3.3 3.4 3.4
Previous Tealbook 2.0 2.8 3.0 3.2 2.9 3.3 3.4 3.4
2. Advanced Foreign Economies 1.7 1.8 2.0 2.2 15 2.2 2.2 2.3
Previous Tealbook 1.6 1.8 1.9 2.1 1.5 2.1 2.2 2.3
3. Canada 2.0 2.7 2.2 2.4 2.5 2.6 2.7 2.7
4, Euro Area 0.2 0.3 0.8 1.0 1.2 1.3 1.9 2.0
5. Japan 4.0 1.1 3.6 4.4 -3.5 2.1 1.0 1.3
6. United Kingdom 2.1 3.2 3.0 2.8 2.8 2.7 2.6 2.4
7. Emerging Market Economies 2.6 4.1 4.3 4.3 4.4 4.5 4.6 4.6
Previous Tealbook 2.3 3.8 4.1 4.3 4.4 4.5 4.6 4.6
8. China 7.0 9.4 8.5 8.0 7.8 7.7 7.6 7.5
9. Emerging Asia ex. China 2.9 4.1 4.1 3.9 4.1 4.3 4.6 4.6
10. Mexico -0.7 3.4 3.5 3.4 3.6 3.6 3.6 3.5
11. Brazil 3.5 -1.9 1.3 2.6 3.0 3.2 3.4 3.4
* GDP aggregates weighted by shares of U.S. merchandise exports.
Total Foreign GDP Foreign GDP
Percent change, annual rate 8 Percent change, annual rate 10
—— Current —— Current

---- Previous Tealbook

— -8

R B I 10

2009 2010 2011 2012 2013 2014 2015 2016
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The Foreign Inflation Outlook
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Consumer Prices* Percent change, annual rate
2013 2014 2015 2016
H1 Q3 Q4 Q1 Q2 H2
1. Total Foreign 2.1 2.8 2.3 25 3.0 2.4 2.6 2.6
Previous Tealbook 2.0 2.8 2.6 25 31 25 2.7 2.6
2. Advanced Foreign Economies 0.7 2.0 0.6 1.2 2.7 1.4 1.8 1.7
Previous Tealbook 0.7 2.1 1.4 1.3 2.8 1.5 1.8 1.8
3. Canada 0.8 1.5 0.3 1.4 1.5 1.6 1.7 1.9
4, Euro Area 0.7 1.8 0.3 1.1 1.3 1.3 1.5 1.5
5. Japan 0.2 3.1 1.0 1.0 8.8 0.8 2.6 1.7
6. United Kingdom 1.9 3.0 1.6 1.7 1.7 2.0 1.9 1.8
7. Emerging Market Economies 3.1 3.3 3.7 35 3.3 3.3 3.3 3.3
Previous Tealbook 3.1 3.3 35 3.3 3.3 3.3 3.3 3.3
8. China 2.6 3.4 3.4 2.9 3.0 3.0 3.0 3.0
9. Emerging Asia ex. China 2.7 4.0 3.8 3.3 3.2 3.4 3.4 3.4
10. Mexico 4.2 2.0 3.9 4.7 3.7 3.4 3.4 3.4
11. Brazil 6.4 4.6 55 5.7 5.6 5.3 5.3 5.3
* CPI aggregates weighted by shares of U.S. non-oil imports.
Foreign Monetary Policy
AFE Policy Rates AFE Central Bank Balance Sheets EME Policy Rates
Percent Percent of GDP Percent
— — 30 — — 200 — —
— Japan — Japan —— Korea
—— Euro area —— Euro area —— Brazil
—— Canada 25 —— Canada —— Mexico -
[ — United Kingdom ’ — United Kingdom
150
-4 2.0
1.5 100
-4 1.0
50
-4 05
I I
1 T T T T T T 00 1 1 1 1 1 1 1 1 1 1 1 1
2009 2011 2013 2015 2008 2010 2012 2009 2011 2013 2015
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Evolution of Staff's International Forecast
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Policy Expectations and Asset Prices

S&P 500 Index and 10-year Treasury Yield

Percent

8:00 a.m. on Oct. 30, 2013 = 100

[ oct. Fomc October Oct. FOMC ADP  November
- statement employment minutes employment  employment _
report report report
§ S&P 500 -
» (right scale)
- 10-year Treasury
yield (left scale) -
- % -
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1
Oct. 30 Nov. 4 Nov. 7 Nov. 12 Nov. 15 Nov. 20 Nov. 25 Nov. 28 Dec. 3 Dec. 6
Note: 5-minute intervals. 8:00 a.m. to 4:00 p.m.
Source: Bloomberg.
Implied Federal Funds Rate Treasury Yield Curve
Percent Percent
— — 25 — —
—— Mean: December 10, 2013 | ——— Most recent: December 10, 2013 i
| ——— Mean: October 29, 2013 d 0 | T Last FOMC: October 29, 2013
—— Mode: December 10, 2013 ' - .
———————— Mode: October 29, 2013
= 4 15 § T
- 4 10 - =
- 4 o5 | |
= 4 00 i T
1 L L L 1 L L L 1 L L L 1 L L - 1 1 1 1 1
2014 2015 2016 2017 1 3 5 7 10 20
Note: Mean is estimated using overnight index swap quotes. ] Years ahead
Mode is estimated from the distribution of federal funds rate Note: Smoothed yield curve estimated from off-the-run
implied by interest rate caps. Both include a term premium of Treasury coupon securities. Yields shown are those on
zero basis points per month. notional par Treasury securities with semiannual coupons.
Source: Bloomberg; CME Group. Source: Federal Reserve Board.
. . - Corporate Bond Spreads
Option-Implied Interest Rate Volatility P P
Basis points Basis points Basis points Basis points
—Dail — 150 400 — Oct. =
haad Short-term rate oct. Daily 10-year high-yield FOMC
Long-term rate FOMC 1 139 350 - (right scale)
- 110
Dec. 300 |
10
- 90 —
250
17 "\ Dec
4 5 200} M, 10
10-year BBB (left scale)
L L 1 L L L 1 L L L 30 150 1 L L L 1 L L L 1 L L L 1
2011 2012 2013 2011 2012 2013

Note: Implied volatility of the long-term rate is based on

options on the 10-year swap rate that expire in 6 months, while

implied volatility of the short-term rate is based on options on tl
1-year swap rate that expire in 2 years.
Source: Staff calculations from Barclays data.
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Note: Spreads over 10-year Treasury yield.
Source: Staff estimates of smoothed corporate yield curves
based on Merrill Lynch data and smoothed Treasury yield curve.
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

_ 2013 2017-
Measure and scenario 2014 | 2015 | 2016
18
H2
Real GDP
Extended Tealbook baseline 26 31 35 34 25
Hysteresis 2.6 3.0 29 2.7 23
Weak housing market 26 26 3.0 34 2.7
Corporate credit boom and bust 4.2 51 23 -11 21
Faster recovery 33 41 38 33 23
Low inflation 25 31 34 33 25
EME financid crisis 26 19 34 39 28
Lower oil prices 26 3.3 39 3.7 25
Unemployment rate!
Extended Tealbook baseline 7.1 6.5 59 53 5.0
Hysteresis 7.1 6.2 5.6 53 53
Weak housing market 7.1 6.7 6.4 59 53
Corporate credit boom and bust 7.0 54 4.8 6.5 6.9
Faster recovery 7.0 6.0 51 4.6 4.7
Low inflation 7.1 6.5 6.0 5.4 51
EME financid crisis 7.1 6.9 6.5 5.8 52
Lower oil prices 7.1 6.5 5.7 5.0 4.7
Total PCE prices
Extended Tealbook baseline 13 14 14 16 19
Hysteresis 13 15 15 17 2.0
Weak housing market 13 14 14 15 1.8
Corporate credit boom and bust 13 14 14 16 1.9
Faster recovery 13 14 14 17 20
Low inflation 12 .6 3 2 4
EME financid crisis 12 -1 12 19 22
Lower oil prices 12 4 13 16 1.8
Core PCE prices
Extended Tealbook baseline 13 14 16 17 19
Hysteresis 13 15 1.7 1.8 20
Weak housing market 13 14 16 16 1.8
Corporate credit boom and bust 13 14 16 1.8 1.9
Faster recovery 13 14 16 18 20
Low inflation 12 .6 5 3 4
EME financid crisis 13 9 13 17 21
Lower oil prices 13 12 14 16 1.9
- Federal funds rate
c Extended Tealbook baseline 1 1 8 19 35
s Hysteresis 1 6 20 30 37
§ Weak housing market A A 4 14 2.8
c Corporate credit boom and bust A 11 24 1.9 1.2
- Faster recovery A .6 19 32 44
f Low inflation A A 3 .8 16
— EME financial crisis 1 1 1 12 33
[ Lower oil prices A A 7 1.9 3.7

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
[ Hysteresis
[ Weak housing market

Real GDP

4-quarter percent change

70 percent
interval

90 percent
interval

2008 2010 2012 2014 2016 2018

PCE Prices excluding Food and Energy
4-quarter percent change

2008 2010 2012 2014 2016 2018

4.0

35

3.0

2.5

2.0

15

1.0

0.5

0.0

I Corporate credit boom and bust
[ Faster recovery
I | ow inflation
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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 2018
Real GDP
(percent change, Q4 to Q4)
Projection 2.2 31 35 34 2.7 2.3
Confidence interval
Tealbook forecast errors 1.7-2.7 1.3-4.8 1555 - - -
FRB/US stochastic simulations 1.9-25 1.6-4.8 1.854 1553 .7-4.8 345

Civilian unemployment rate

(percent, Q4)
Projection 71 6.5 5.9 5.3 5.1 5.0
Confidenceinterval
Tealbook forecast errors 7.0-7.2 5.8-7.2 4969 . . e
FRB/US stochastic simulations 7.0-7.2 5.8-7.1 46-7.1 3.8-6.8 3.3-6.6 3.3-65

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

Projection .9 14 14 16 18 19
Confidenceinterval
Tealbook forecast errors 7-1.1 1-2.6 2-2.7 . . .
FRB/US stochastic simulations 7-1.1 522 425 527 .6-2.9 7-3.2

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

Projection 11 14 16 1.7 18 19
Confidenceinterval
Tealbook forecast errors 9-1.4 821 .8-2.4 . . .
FRB/US stochastic simulations 1.0-1.2 .8-2.0 .8-2.3 .8-2.6 .8-2.8 .9-3.0

Federal fundsrate

(percent, Q4)
Projection A A .8 19 29 35
Confidence interval

FRB/US stochastic simulations A-1 1-.6 A-2.1 .2-3.8 .8-5.2 1.3-5.9

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 to 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)

2013 2014 2015

Measure and projection | Previous | Current Previous | Current Previous | Current

Tealbook | Tealbook | Tealbook | Tealbook | Tealbook | Tealbook
Real GDP
Staff 20 2.2 32 31 35 35
FRB/US 15 2.2 2.2 21 2.6 2.6
EDO 21 2.2 31 3.0 3.0 29
Blue Chip 20 2.2 2.8 2.8 . .
Unemployment rate*
Staff 7.3 7.1 6.6 6.5 59 59
FRB/US 7.4 7.1 7.4 7.0 7.1 6.6
EDO 7.4 7.1 7.2 7.1 7.0 6.9
Blue Chip 7.3 7.2 6.8 6.7 . .
Total PCE prices
Staff 1.0 9 14 14 15 14
FRB/US 9 9 9 1.0 1.0 1.0
EDO 11 9 1.3 1.3 15 15
Blue Chip? 14 1.3 20 20
Core PCE prices
Staff 1.2 11 15 14 1.6 1.6
FRB/US 1.2 11 11 11 11 11
EDO 1.2 11 1.3 1.3 15 15
Blue Chip .. .
Federal fundsrate!
Staff 1 1 1 1 9 8
FRB/US 1 1 1 1 1 1
EDO 4 1 14 1.2 21 20
Blue Chip® 1 1 2 2

Note: Blue Chip forecast completed on December 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 December 10, 2013)

Real GDP Real PCE
Percent change, annual rate s Percent change, annual rate 5
- 4 6 — 4
— — 3
— — 4
M — -2
— — 2
/\ - -1
V ’ A °
= —— Blue Chip consensus - 2 — -2
— Staff forecast 5 — — -3
B 1 = - a
- — -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

Percent change, annual rate

| /\

| | | | | | 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

N RPN EURVI R ERI R R PRI AR RN SRR AR R R
-1 1.0
2008 2009 2010 2011 2012 2013 2014 2008 2009 2010 2011 2012 2013 2014
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:Q4)

Probability that the 4-quarter change in total

PCE prices will be ... Staff FRB/US EDO BVAR
Greater than 3 percent
Current Tealbook .03 .02 .09 .02
Previous Tealbook .03 01 .06 .05
Less than 1 percent
Current Tealbook 31 47 .35 27
Previous Tealbook .34 53 .36 .20

Probability of Unemployment Events
(4 quarters ahead—2014:Q4)

Probability that the unemployment rate will...

Staff FRB/US EDO BVAR
Increase by 1percentage point
Current Tealbook .01 .04 23 .01
Previous Tealbook .01 .08 19 .02
Decrease by 1percentage point
Current Tealbook 27 .08 14 .18
Previous Tealbook 21 .03 21 19

Probability of Near-Term Recession

Probability that real GDP declines in Factor

each of 2014:01 and 2014:02 Staff  FRB/US ~ EDO  BVAR ) idel
Current Tealbook .02 .05 .05 .04 .04
Previous Tealbook .02 .05 .05 .06 .09

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. Data for the current quarter are
taken from the staff estimate for the second Tealbook in each quarter; if the second Tealbook for the current quarter has not yet
been published, the preceding quarter is taken as the latest historical observation.
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Policy Rules and the Staff Projection

v
()]
% Near-Term Prescriptions of Selected Policy Rules
el
[
5‘ Constrained Policy Unconstrained Policy
201401 2014Q2 201401 2014Q2
Taylor (1993) rule 1.07 1.49 1.07 1.49
Previous Tealbook 1.23 1.68 1.23 1.68
Taylor (1999) rule 0.13 0.13 -0.57 -0.06
Previous Tealbook 0.13 0.13 -0.47 -0.08
Inertial Taylor (1999) rule 0.13 0.13 0.02 0.01
Previous Tealbook outlook 0.13 0.13 0.04 0.04
Outcome-based rule 0.13 0.14 0.08 0.14
Previous Tealbook outlook 0.16 0.27 0.16 0.27
First-difference rule 0.29 0.59 0.29 0.59
Previous Tealbook outlook 0.41 0.75 0.41 0.75
Nominal income targeting rule 0.13 0.13 -0.77 -1.37
Previous Tealbook outlook 0.13 0.13 -0.76 -1.35
Memo: Equilibrium and Actual Real Federal Funds Rates
Current Previous
Tealbook Tealbook
Tealbook-consistent FRB/US r* estimate -1.27 -1.44
Actual real federal funds rate -1.06 -1.07

Key Elements of the Staff Projection
GDP Gap PCE Prices ex. Food and Energy

Percent Four-quarter percent changfo

—— Current Tealbook

- — - Previous Tealbook 35
= - 1 — -1 °-

= — 3.0

— — 25

2.0

15

= — 10

— — 0.5

TN T T T T T T N T T N Y NI O N I PN N I T T T I I T O N I I A Y 0
2013 2014 2015 2016 2017 2018 2019 2020 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 current quarter.
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Policy Rule Simulations without Thresholds

Effective Nominal Federal Funds Rate

Percent
— — 6
- = - Taylor (1993) rule
----- Taylor (1999) rule
Inertial Taylor (1999) rule 5
B Outcome-based rule T
Nominal income targeting rule
—— First-difference rule —
. — Tealbook baseline -4
= 7 - 3
| -2
| -1
in o0
|I|||||||||||||||||||I|||I|||||_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

[
2020

PCE Inflation
Four-quarter average

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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Policy Rule Simulations with Thresholds

wn
9
I Effective Nominal Federal Funds Rate Real Federal Funds Rate
"r-é Percent Percent
i — — 6 — — 4
b - =« Taylor (1993) rule
----- Taylor (1999) rule
Outcome-based rule 5 3
B Nominal income targeting rule ] B n
—— First-difference rule
— Tealbook baseline
- - 4
— - 3
— -2
— -1
i -0 — — -2
|I|||||||||||||||||||I|||I|||||_1 |||||||||||||I|||I|||I|||||||||_3
2013 2014 2015 2016 2017 2018 2019 2020 2013 2014 2015 2016 2017 2018 2019 2020
Unemployment Rate PCE Inflation
Percent Four-quarter average Percent

— 4.0

TN T T N T T T N O Y I I I B T ) TN T T T T T T T Y N I Y I N T N T
2013 2014 2015 2016 2017 2018 2019 2020 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 versus Unconstrained Optimal Control Policy

Effective Nominal Federal Funds Rate

Percent
— — 6
—— Current Tealbook: Constrained
«++++ Previous Tealbook: Constrained
| - — - Current Tealbook: Unconstrained - 5

- Tealbook baseline

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
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PCE Inflation
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A Comparison of Optimal Control Policies and the Baseline Policy Rule
under Alternative Unemployment Rate Thresholds
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Outcomes under Alternative Policies without Thresholds
(Percent change, annual rate, from end of preceding period except as noted)

Measure and scenario 2013 | 2014 | 2015 | 2016 | 2017
H1 | H2

Real GDP
Extended Tealbook baseline! 18 26 31 35 34 2.7
Taylor (1993) 1.8 22 2.7 32 32 29
Taylor (1999) 18 22 3.0 33 31 2.8
Inertial Taylor (1999) 18 22 32 35 32 2.7
Outcome based 18 22 3.0 33 31 2.8
First difference 18 22 29 32 31 2.8
Nominal income targeting 18 22 36 4.0 36 2.8
Constrained optimal control 18 2.6 32 3.7 35 2.7
Unemployment rate?
Extended Tealbook baseline! 75 7.1 6.5 5.9 53 5.1
Taylor (1993) 75 7.3 6.8 6.3 5.8 54
Taylor (1999) 75 7.3 6.7 6.1 5.7 54
Inertial Taylor (1999) 75 7.3 6.6 5.9 5.4 5.2
Outcome based 75 7.3 6.7 6.1 5.7 5.4
First difference 75 7.3 6.7 6.2 5.8 55
Nominal income targeting 75 7.3 6.5 5.6 4.8 45
Constrained optimal control 75 7.1 6.5 5.8 51 4.8
Total PCE prices
Extended Tealbook baseline! 0.5 13 14 14 1.6 18
Taylor (1993) 0.5 15 13 13 14 1.6
Taylor (1999) 0.5 15 13 13 15 1.6
Inertial Taylor (1999) 0.5 1.6 14 15 1.6 18
Outcome based 0.5 15 13 13 14 1.6
First difference 0.5 15 13 14 15 17
Nominal income targeting 0.5 16 15 17 18 20
Constrained optimal control 0.5 13 14 15 16 18
Core PCE prices
Extended Tealbook baseline! 10 13 14 16 17 18
Taylor (1993) 10 15 15 15 16 17
Taylor (1999) 10 15 15 15 16 17
Inertial Taylor (1999) 10 15 15 16 17 18
Outcome based 10 15 15 15 16 17
First difference 10 15 15 15 16 17
Nominal income targeting 1.0 15 17 18 20 21
Constrained optimal control 1.0 13 15 16 18 19
Effective nominal federal funds rate?
Extended Tealbook baseline! 0.1 0.1 0.1 0.8 2.0 3.0
Taylor (1993) 0.1 11 17 23 3.0 35
Taylor (1999) 0.1 0.1 0.5 17 2.8 34
Inertial Taylor (1999) 0.1 0.1 0.3 1.0 20 29
Outcome based 0.1 0.1 0.5 17 2.8 34
First difference 0.1 0.1 0.8 21 31 38
Nominal income targeting 0.1 0.1 0.1 0.1 0.6 16
Constrained optimal control 0.1 0.1 0.1 0.2 11 22

1. Policy in the Tealbook baseline keeps the federal funds rate at an 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)

Measure and scenario 2013 | 2014 | 2015 | 2016 | 2017
H1 | H2

Real GDP
Extended Tealbook baseline! 18 26 31 35 34 2.7
Taylor (1993) 1.8 26 29 31 32 29
Taylor (1999) 18 26 29 32 32 2.8
Outcome based 18 26 3.0 33 32 2.7
First difference 18 26 3.0 34 32 2.8
Nominal income targeting 18 2.6 34 40 38 29
Constrained optimal control 18 2.6 32 3.7 35 2.7
Unemployment rate?
Extended Tealbook baseline! 75 71 6.5 5.9 53 5.1
Taylor (1993) 75 7.1 6.6 6.1 5.7 5.4
Taylor (1999) 75 71 6.6 6.1 5.6 5.3
Outcome based 75 71 6.5 6.0 5.6 5.3
First difference 75 71 6.5 6.0 55 5.2
Nominal income targeting 75 7.1 6.4 5.6 4.8 4.4
Constrained optimal control 75 7.1 6.5 5.8 51 4.8
Total PCE prices
Extended Tealbook baseline! 0.5 13 14 14 16 18
Taylor (1993) 0.5 13 13 13 15 16
Taylor (1999) 0.5 13 13 13 15 1.6
Outcome based 0.5 13 13 13 14 1.6
First difference 0.5 13 14 14 1.6 18
Nominal income targeting 0.5 13 15 16 18 20
Constrained optimal control 0.5 13 14 15 16 18
Core PCE prices
Extended Tealbook baseline! 10 13 14 1.6 17 18
Taylor (1993) 10 13 14 15 1.6 17
Taylor (1999) 10 13 14 15 1.6 17
Outcome based 10 13 14 15 1.6 17
First difference 10 13 14 16 17 1.9
Nominal income targeting 1.0 13 16 18 20 21
Constrained optimal control 1.0 13 15 16 18 19
Effective nominal federal funds rate?
Extended Tealbook baseline! 0.1 0.1 0.1 0.8 20 3.0
Taylor (1993) 0.1 0.1 0.1 24 32 3.6
Taylor (1999) 0.1 0.1 0.1 17 29 3.6
Outcome based 0.1 0.1 0.1 14 29 3.6
First difference 0.1 0.1 0.1 14 2.8 34
Nominal income targeting 0.1 0.1 0.1 0.1 0.6 16
Constrained optimal control 0.1 0.1 0.1 0.2 11 22

1. With the exception of constrained optimal control, monetary policy is specified to keep the federal funds rate
at an 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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Alternative Projections for the Monetary Base
Percent change, annual rate; not seasonally adjusted

Date Alternative B | Alternative C| Alternative A OCtOk?er
Alternative B
Quarterly
2013: Q4 33.2 33.2 33.2 47.0
2014: Q1 28.9 27.4 30.5 23.2
Q2 11.1 8.5 19.8 13.4
Q3 13.0 8.5 24.9 8.1
Q4 4.1 1.1 13.0 2.7
2015: Q1 1.6 0.1 59 -4.9
Q2 -5.6 -7.3 -4.7 -4.5
Q3 1.1 4.0 0.8 4.4
Q4 -1.4 -4.5 -1.6 -4.2
2016: Q1 -2.0 -6.8 -2.1 -6.6
Q2 -12.6 -13.0 -11.9 -12.7
Q3 -10.0 -10.2 -9.5 -9.9
Q4 -8.4 -8.5 -8.1 -8.2
Annual
2013 37.7 37.7 37.7 42.0
2014 14.9 11.8 23.9 12.3
2015 -1.1 -1.9 0.1 -2.3
2016 -8.0 -9.3 -1.7 -9.1
2017 -9.6 -9.8 -9.2 -9.6
2018 -14.6 -14.9 -13.8 -14.5
2019 -15.9 -16.1 -15.4 -15.9
2020 -15.2 -15.3 -14.9 -15.1
2021 -12.3 -6.6 -13.7 -8.1
2022 4.1 4.8 -5.4 4.4
2023 4.8 4.7 4.8 4.5
2024 4.8 4.7 4.8 4.5
2025 4.8 4.7 4.8 4.6

Note: For years, Q4 to Q4; for quarters, calculated from corresponding
average levels.
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MONEY

After advancing briskly in 2013, M2 is projected to increase at a rate roughly in

line with that of nominal GDP in the first quarter of next year. Thereafter, M2 is forecast

to expand more slowly than nominal GDP, in part because investors are assumed to

reallocate a portion of their elevated M2 balances to riskier investments as economic

conditions improve.? In 2015 and 2016, M2 growth is depressed as the projected rise in

short-term market rates increases the opportunity cost of holding M2 assets.

M2 Monetary Aggregate Projections
(Percent change, annual rate; seasonally adjusted)*
Quarterly
2013: Q4 7.1
2014: Q1 4.0
Q2 3.4
Q3 2.6
Q4 2.8
2015: Q1 0.9
Q2 -1.0
Q3 -1.7
Q4 -1.6
2016: Q1 -1.2
Q2 -0.9
Q3 -0.7
Annual
2013 6.1
2014 3.3
2015 -0.9
2016 -0.7

Note: This forecast is consistent with nominal GDP and interest rates
in the Tealbook forecast. Actual data through December 2, 2013;

projections thereafter.

* Quarterly growth rates are computed from quarter averages. Annual
growth rates are calculated using the change from fourth quarter of
previous year to fourth quarter of year indicated.

® The staff’s M2 forecast is constructed using the staff’s forecast of nominal income growth and
model-based estimates of interest rate effects with judgmental adjustments.

Page 53 of 66



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

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

Billions of dollars

Nov 29,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,926 4,014 4,329 3,574 2,627 2,065 2,276 2,513

Selected assets

Liquidity programs for financial firms 0 0 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 0 0 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 Lane II LLC, and Maiden Lane III LLC

Securities held outright 3,662 3,739 4,079 3,364 2,450 1,910 2,137 2,388
U.S. Treasury securities 2,164 2215 2,414 2,002 1,314 965 1,357 1,750
Agency debt securities 58 57 33 4 2 2 2 2
Agency mortgage-backed securities 1,440 1,467 1,632 1,357 1,133 943 778 636

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

Unamortized premiums 208 217 197 154 120 96 78 64

Unamortized discounts -10  -11 -14  -11 -9 -7 -6 -5

Total other assets 65 67 67 67 67 67 67 67

Total liabilities 3,871 3,959 4,268 3,498 2,531 1,944 2,122 27319
Selected liabilities

Federal Reserve notes in circulation 1,184 1,190 1,342 1,496 1,640 1,801 1,981 2,178

Reverse repurchase agreements 128 100 100 100 100 100 100 100

Deposits with Federal Reserve Banks 2,549 2,658 2,816 1,894 786 39 39 39
Reserve balances held by depository institutions 2,498 2,509 2,802 1,880 772 25 25 25
U.S. Treasury, General Account 33 140 5 5 5 5 5 5
Other Deposits 17 9 9 9 9 9 9 9

Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0

to U.S. Treasury

Total capital 55 55 61 76 9 122 154 195

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

Nov 29,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,926 4,013 4,131 3,397 2,485 2,078 2,289 2,525

Selected assets

Liquidity programs for financial firms 0 0 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 0 0 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 Lane II LLC, and Maiden Lane III LLC

Securities held outright 3,662 3,740 3,889 3,194 2,313 1,927 2,153 2,402
U.S. Treasury securities 2,164 2215 2332 1,921 1,248 1,040 1,418 1,800
Agency debt securities 58 57 33 4 2 2 2 2
Agency mortgage-backed securities 1,440 1,467 1,524 1,269 1,062 885 732 599

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

Unamortized premiums 208 217 188 146 114 90 74 60

Unamortized discounts -10  -11 -12 -10 -8 -6 -5 -5

Total other assets 65 67 67 67 67 67 67 67

Total liabilities 3,871 3,958 4,070 3,321 2,389 1,957 2,135 2,330
Selected liabilities

Federal Reserve notes in circulation 1,184 1,190 1,342 1,499 1,651 1,815 1,994 2,190

Reverse repurchase agreements 128 100 100 100 100 100 100 100

Deposits with Federal Reserve Banks 2,549 2,657 2,619 1,716 633 39 39 39
Reserve balances held by depository institutions 2,498 2,509 2,605 1,702 619 25 25 25
U.S. Treasury, General Account 33 140 5 5 5 5 5 5
Other Deposits 17 9 9 9 9 9 9 9

Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0

to U.S. Treasury

Total capital 55 55 61 76 9 122 154 195

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

Nov 29,2013 2013 2015 2017 2019 2021 2023 2025

Total assets 3,926 4,014 4,704 3,917 2,908 2,208 2,281 2,518

Selected assets

Liquidity programs for financial firms 0 0 0 0 0 0 0 0
Primary, secondary, and seasonal credit 0 0 0 0 0 0 0 0
Central bank liquidity swaps 0 0 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 Lane II LLC, and Maiden Lane III LLC

Securities held outright 3,662 3,739 4,450 3,705 2,729 2,052 2,141 2,393
U.S. Treasury securities 2,164 2215 2,609 2,197 1,473 1,007 1,278 1,687
Agency debt securities 58 57 33 4 2 2 2 2
Agency mortgage-backed securities 1,440 1,466 1,809 1,503 1,254 1,042 860 703

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

Unamortized premiums 208 218 205 161 125 99 81 66

Unamortized discounts -10  -11 -18 -15 -12 -10 -8 -7

Total other assets 65 67 67 67 67 67 67 67

Total liabilities 3,871 3,959 4,643 3,842 2,812 2,087 2,127 2,324
Selected liabilities

Federal Reserve notes in circulation 1,184 1,190 1,342 1,496 1,641 1,803 1,983 2,180

Reverse repurchase agreements 128 100 100 100 100 100 100 100

Deposits with Federal Reserve Banks 2,549 2,658 3,187 2,233 1,062 177 39 39
Reserve balances held by depository institutions 2,498 2,509 3,173 2,220 1,049 163 25 25
U.S. Treasury, General Account 33 140 5 5 5 5 5 5
Other Deposits 17 9 9 9 9 9 9 9

Interest on Federal Reserve Notes due 2 0 0 0 0 0 0 0

to U.S. Treasury

Total capital 55 55 61 76 9 122 154 195

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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Alternative Projections for the 10-Year Treasury Term Premium Effect

October

Date Alternative B| Alternative C | Alternative A i
Alternative B

Basis Points
Quarterly Averages
2013: Q4 -126 -120 -140 -119
2014: Q1 =122 -115 -136 -115
Q2 -117 -110 -132 -110
Q3 -112 -105 =127 -105
Q4 -107 -100 -121 -99
2015: Q1 -101 -95 -115 -94
Q2 -96 -90 -110 -89
Q3 -91 -85 -104 -84
Q4 -86 -80 -99 -80
2016: Q1 -82 —76 -93 75
Q2 =77 71 -88 -71
Q3 -73 —67 -84 —67
Q4 -69 -63 -79 —63
2017: Q4 54 -50 —63 -49
2018: Q4 42 -39 -49 -38
2019: Q4 =33 =30 -38 -30
2020: Q4 -25 -24 -30 -23
2021: Q4 -20 -19 -23 -18
2022: Q4 -16 -15 -18 -14
2023: Q4 -12 -12 -14 -11
2024: Q4 -9 -8 -10 -8
2025: Q4 -6 -6 -7 -6
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