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Alternative Measures of Slack
The red line in each panel is the staff's measure of the unemployment rate gap (right axis).

Output Gaps* ing capacity gap*
Percentage points Percentage points Percentage points
3 288 6
4 4
2 2
0 0
2 2
-4 -4
- -
1997 2000 2003 2006 2009 2012 2015 1998 2001 2004 2007 2010 2013 2016

* PRISM uses a flex-price output gap. Source: Federal Reserve Board.

* EDO Is Estimated, Dynamic, Optimization-based model.

Source: Federal Reserve Board; PRISM: Federal Reserve
Board Bank of Phk?ade\phla PRISM Model Documentation
(June 2011); FRBNY: Federal Reserve Bank of New York Staff
Repora1s (May 2015, reviecd Apr 2013]

Jobs Hard to Fill Gap* Job Openings Gap*

Percentage points Percentage points .04 PETCENtage points Percentage points
—— Private job openings rate
136 Phspenng =4
068 EE
Feb.
0.00 -1 0
Feb
-0.68 -2
-1.36 -4
6 -2.04 -
1998 2001 2004 2007 2010 2013 201 1998 2001 2004 2007 2010 2013 201
Note: Percent of small businesses surveyed with at least one Note: Job oparings rata is the number ofob openings ivided
"hard to fil" job opening. Seasonally adjusted by Federal Reserve hé ‘employment plus job openin
Board Staff. ource: Job Openings pii s Tumnover Survey; U.S.
Source: National Federation of Inﬂependen( Business, Department of Labor, Bureau of Labor Statistics,
‘Small Business Economic Trends Surve Current Employment Statistics.

Job Avallablllty Gap* y Part-Time Emp Gap
Percentage points Percentage points 5.4 Percentage points Percentage points
- 4 36| 4

Feb.
- -2 18 = 2
Feb.
N""\.\._W ] o 00 % o
- -2 18 p=
- -4 3.6 |-
K3 54 3
1998 2001 2004 2007 2010 2013 201 1998 2001 2004 ZDB7 2010 2013 201
Mok Carrt ot bosbelds bekerog b e pler s Note: Percent of employm
the percent believing jobs are hard to Sourca, 0.5, Dapanimentof Labor, Bureau of Labor Satsics,
Source: Conference Board Current Population Survey.

* Plots the negative of the gap to have the same sign as the unemployment rate gap.
ded bars Indicate a period of business recession as defined by the National Bureau of Econormic Research. Output gaps are

multipiled by negative 0.54 to facilltate comparison with the unemployment rate gap. Manufacturing capacity utiization gap Is constructed by

subtracting its average rate from 1972 to 2013. Other gaps were constructed by subtracting each series’ average in 2004:Q4 and 2005:Q1
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Policy Expectations and Treasury Yields

Selected Interest Rates

Percent Percent
5 25
. 10-year Bank of Japan
Treasury yield negativerates  Monetary ., eoyic Feb. employment
13 (right scale) Polley ™ inutes report &)
Jan. FOMC Report 22
12 statement Jan. —
11 employment manufacturin 24
]
report o4
1.0
08 Dec. 2016 18
Eurodollar 18
08 (left scale) T
07 16
06 15
I TN TR TR TR N ST N P WETEETE P T

Dec.17  Dec.25  Jan. 4 Jan. 8 Jan.14  Jan.22
Note: 5-minute intervals, 8:00 a.m. to 4:00 p.m.
Source: Bloomberg.

Implied Probability Distribution of Timing of the
Next Rate Increase
Percent

= Most recent: March 8, 2016
= = Dec. FOMC: December 16, 2015

Mar. 16 Apr.27  June15  July-Dec. 2017 orlater
2016

Note: Implied by federal funds futures. Assumes that investors expect
the fedieral funds rate to trade at the expected rate implisd by futures
contracts until the next FOMC meeting

‘Source: CME Group; Federal Reserve Board staff estimates.

Treasury Yield Curve

Feb. 1 Feb. 5 Feb. 11 Feb.19  Feb.28 Mar. &

Survey Responses on Target Federal Funds
Rate by Year-End 2016
Percent

= Most recent: 22 respondents
- - Dec. FOMC: 22 respondents

o, 000- 026 051 101~ 151 20T segars
0% 025% 050% 1.00% 1.50% 200% 2.50% - 21%

Note: Unconditional distribution of the federal funds rate.
Source: Desk's primary dealer survey from March 8, 2016.

Inflation Compensation

Percent , Percent _
— Most recent: March 8, 2016 Daily Dec.
35
Dec. FOMC: December 16, 2015 510 10 years ahead Fomc -
30
s ~,_,u\ 25
25
“‘N.ﬂ'"'\ 20
20 Mar.
8
N Next 5 years* \‘V 15
10 1o
5

2 5 10 20 30
Maturity in years.

Note: Smoothed yleld curve estimated from off-the-run Treasury
coupon securities. Yields shown are those on notional par Treasury
securities vith semiannual coupons.

Source: Federal Reserve Bank of New York; Federal Reserve Board
staff estimates.

2014 2015 2016
Note: Estimates based on smoothed nominal and inflation-indexed
Treasury yield curves.
* Adjusted for lagged Indexation of Treasury Inflation-Protected
Secrities (carry
Source: Federal Reserve Bank of New York: Federal Reserve Board
staff estimates.

Page 58 of 106

https://www.federalreserve.gov/monetarypolicy/fomchistorical20 1 6.htm

o)



SED R

Authorized for Public Release

Class Il FOMC - Restricted (FR)

Tealbook Forecast Compared with Blue Chip
(Blue Chip survey released March 10, 2016)

Real GDP
Percent change, annual rate ¢
= Blue Chip consensus
—— Staff forecast ¢
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tobe 15 basis points below the off-the-run yield.
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Industrial Production

March 9. 2016

Percent change, annual rate
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The Long-Term Outlook
(Percent change, Q4 to Q4, except as noted)

Measure 2016 2017 2018 2019 2020 2021 Longer run
Real GDP 2.2 2.2 2.0 1.8 15 1.6 1.9
Previous Tealbook 24 2.0 1.8 1.7 1.6 1.6 1.9
Civilian unemployment rate’ 4.8 45 43 43 45 47 5.0
Previous Tealbook 47 4.6 4.6 4.6 4.7 48 5.1
PCE prices. total 1.0 1.6 1.8 2.0 20 2.0
Previous Tealbook 7 1k 2.0 20 2.1 2.1
Core PCE prices 1.6 1.8 1 2.0 20
Previous Tealbook 1.6 1.9 2.0 2.0 2.1 2.0
Federal funds rate! 3.96 3.95
Previous Tealbook 3.96 3
10-year Treasury yield! 3.6 4.0 4.1 42 42 4.1
Previous Tealbook 38 4.1 43 43 43 4.1
1. Percent, average for the final quarter of the period.
Real GDP Unemployment Rate
4-quarter percent change Percent
5 — 10
4 Unemployment rate
3 EEl
2 s
1 Natural rate
0 with EEB <7
N Potential GDP 5 ajlstrieht=
- 42 -6
k= 43 ds
Natural rate
r Real GDP -4
-5 4
2004 2007 2010 2013 2016 2019 2022 2004 2007 2010 2013 2016 2019 2022
PCE Prices Interest Rates
4-quarter percent change Percent
— — 10
Total PCE prices 9
- -3 10-year Treasury 8
Triple-B corporate 7
F 2 6
PCE prices 5
I excluding -1 4
food and 3
energy g 5
\ 1
0

2004 2007 2010 2013 2016 2019 2022

2004 2007 2010 2013 2016 2019 2022

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

Real GDP* Percent change, annual rate
2015 2016 2017 2018
H1 Q3 Q4 Q1 Q2 H2
1. Total Foreign 15 25 17 21 23 26 27 238
Previous Tealbook 1.5 25 20 23 26 28 28 29
2. Advanced Foreign Economies 0.7 19 09 13 15 1.9 18 19
Previous Tealbook 08 18 1.0 14 18 22 20 19
3. Canada -06 24 08 2 1.5 2.0 20 18
4. Euro Area 19 12 13 14 15 18 20 20
5 Japan 15 14 -1.1 0.8 0.9 0.9 -04 1.0
6. United Kingdom 21 17 1.9 1.9 1.9 22 23 22
& Emerging Market Economies 23 31 25 28 3.2 34 3.6 38
Previous Tealbook 22 3.1 29 3.1 34 35 36 38
8. China 6.5 72 7.0 6.0 6.3 6.4 6.1 6.0
9. Emerging Asia ex. China 27 36 29 36 39 4.0 4.1 41
10. Mexico 23 3.3 22 23 26 27 28 29
1 Brazil 57 6.7 5.7 -3.0 -1.0 -0.1 14 21

“GDP aggregates weighted by shares of U.S. merchandise exports.

Total Foreign GDP
Percent change, annual rate

— Current
= Previous Tealbook

1 1 1 1 1 1 1 1 1 1

Foreign GDP

— Current
---- Previous Tealbook

Emerging market economies

Advanced foreign economies

| 1 1

2010 2012 2014 2016 2018

2010 2012 2014 2016
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Prediction Intervals Derived from Historical Tealbook Forecast Errors
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2 Forecast Confidence Intervals and Alternative Scenarios Historical
] Confidence Intervals Based on FRB/US Stochastic Simulations Forecast Efror-Percentiles Distributions
Evolution of the Staff F 2 gitevel svos
volution of the Staff Forecast E M Extended Tealbook baseline BN Less effective foreign monetary policy [ Lower equilibrium funds rate with downturn e e S PCE Inflation "
e B Global recession B Lower equilibrium funds rate B Faster growth with higher infiation storicalevisions | Tealbook forecasts | Meaibook | |
3 I I I 1
Change in Real GDP =) - "‘f"‘ﬁ"i:( I I 1 I
Percent, Q4/Q4 £ ovow | ! | ! 3
4 = Real GDP Unemployment Rate ===+ datafforecast | | " |
e I I I
2 4-quarter percent change Percent s | | | 2
> — 5 — 8.0 | | |
= 2 | | % |
£ 475 ! ! !
S | I 1
2 70 percent 4 n 5 :
interval | i \ i
I I 1 0
1 3 I T 3 I '
| I | I
I I I 1
T [T 1 — I
A e e L L P e e o 2 2013 20142015 2016 2017 2018 1980 to 2015 2013 2014 2075 2016 2017 2018 4995152015
1
Tealbook publication date Gl adiad;
1 Real GDP Growth Percent Core PCE Inflation Percent
| | & | *
| I I
Unemployment Rate | | |
Percent, fourth quarter 0 ! | 6 | 3
I I I
80 | I | I
= e 90 percent 11 ‘L | N :
PN 2
7.0 interval - 25 | -
2
2013 65 sislaislealessless TagaPops o NEPY PETS P PR PR . A PN :
50 2014 2015 2016 2017 2018 2019 2020 2014 2015 2016 2017 2018 2019 2020 | o | !
I I
55 : 1
PCE Prices excluding Food and Energy Federal Funds Rate 1 “ : "
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45 — 40 — 8 1 i i
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Policy Rule Simulations

Nominal Federal Funds Rate Unemployment Rate

— Percent o Percent
- E;}g: ﬂggg; :::Z —— Staff's estimate of the natural rate

|” — First-difference rule 1°

—— Tealbook baseline

|- H o
2015 2016 2017 2018 2018 2020 2021

Real Federal Funds Rate
Percent

IS W WA N S |
2015 2016 2017 2018 2019 2020 2021

PCE Inflation
Four-quarter average Percent

1 1 1 1 1 .
2015 2016 2017 2018 2018 2020 2021

Real 10-year Treasury Yield

Percent

1 1 1 1 1 TN IVENE WA A WA
2015 2016 2017 2018 2013 2020 2021 2015 2016 2017 2018 2013 2020 2021

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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Nominal Income (NI) Targeting

January Baseline Recession Scenario

Nominal Federal Funds Rate Nominal Fed Funds Rate

—— Staff's estimate of the natural rate —— Staffs estimate of the natural rate

1 1 1 1 1 1 1 1 1 1
2015 2016 2017 2018 2018 2020 2021 2015 2016 2017 2018 2019 2020 2021

Note: In the right column, the recession scenario is the same one discussed in the FOMC memo titied "Unconventional
Policy Responses to a Recession" by Hess Chung and Edward Herbst, sent to the Committee on March 4, 2016.

9

Percent N Percent 5
= = 2011:Q4 NI targeting = = 2011:Q4 NI targeting
=== 2015:Q4 NI targeting == 2015:Q4 NI targeting
|- = January Tealbook baseline 4 - = Recession scenario -
- 3
-2
-1
C 1 1 1° 1 L
2015 2018 2017 2018 2019 2020 2021 2015 2016 2017 2018 2018 2020 2021
Unemployment Rate Unemployment Rate
Percent 5 Percent N

! 1 1 1 1 1 55 1 1 1 1 L 1 N
2015 2016 2017 2018 2019 2020 2021 2015 2016 2017 2018 2019 2020 2021
PCE Inflation PCE Inflation
Four-quarter average Percent 3 Four-quarter average Percent 5

Strategies
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MARCH 2016 ALTERNATIVE A

| 1B

Information received since the Federal Opcn Markct C ommmec met in Deecerber
January suggests that = ie
srowth-slowedlate last-year economic activity has been expanding at a moderate
pace. Household spending and-business-fixedinvestment-have has been increasing at
moederaterates a solid rate in recent months, and the housing sector has improved
further; however, business fixed investment and net exports have been soft and
Hrventeryivestinentslovwed. A range of recent dabersasket indicators, including
strong job gains, points to some additional deeline-inunderntilization-oflaber
resourees strengthening of the labor market. Inflation kas picked up in recent
months; however, it continued to run below the Committee’s 2 percent longer-run
objective, partly reflecting declines in energy prices and in prices of non-energy
imports. Market-based measures of inflation compensation deehnedfurther remain

Authorized for Public Release
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MARCH 2016 ALTERNATIVE C

1.

Information received since the Federal Open Market Committee met in Deeember

January suggests that labermarketconditionsimproved-furthereven-as-econemie
srewth-slowed-late last-vear economic activity has been expanding at a moderate

pace despite the global economic and financial developments of recent months.
Household spending and-businessfixedinvestment-have has been increasing at
moderateratesinrecentpenths a solid rate, and the housing sector has improved
further; however, business fixed investment and net exports have been soft and
inventory-investmentslowed. A range of recent laber-masket indicators, including
strong job gains, points to sesse additional declineinunderntitizationoflaber
resovrees strengthening of the labor market. Inflation has continued to run below
the Committee’s 2 percent longer-run objective, partly reflecting earlier declines in
energy prices and in prices of non-energy imports, but it has risen in recent months.
Market-based measures of inflation compensation deelined-forther: and survey-based

near historically low levels; some survey-based measures of longer-term inflation

expectations arelittle-chansed on-balanceinrecent-menths declined further.

Class I FOMC - Restricted Controlled (FR)
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MARCH 2016 ALTERNATIVE B

I

Information received since the Federal Open Market Committee met in Pecember

January suggests that labermarketecondittonsimprovedfurtherevenas-economie
srowth-slowedlatetastrear economic activity has been expanding at a moderate

pace despite the global economic and financial developments of recent months.
Household spending and-businessfixed-nvestnenthave has been increasing at
moderate rates-in-recent-months a solid rate, and the housing sector has improved
turther; however, business fixed investment and net exports have been soft and

nventery-nvestmentslowed. A range of recent abermarket indicators, including
strong job gains, points to sese additional deehnesnunderstilizationoflaber

resourees strengthening of the labor market. Inflation has picked up in recent
months; however, it continued to run below the Committee’s 2 percent longer-run
objective, partly reflecting declines in energy prices and in prices of non-energy
imports. Market-based measures of inflation compensation deelined-further remain
low; survey-based measures of longer-term inflation expectations are little changed,
on balance, in recent months.

measures of longer-term inflation expectations are little changed, on balance, in
recent months.
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