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Publishing FOMC Economic Forecasts

Given the time lag between a monetary policy ac-
tion and its effect on the economy, the importance
of considering economic forecasts in the conduct
of policy has long been acknowledged. Still, it is only
over the past decade or so that the publication of
central bank economic forecasts has been widely
recognized as a potentially useful tool for monetary
policy communication. As a result, many central banks
have begun to express their views about the likely
future path of the economy more openly (in line
with a general trend toward greater central bank
transparency). Obvious examples include inflation-
targeting central banks, which highlight their public
inflation forecasts (Rudebusch and Svensson 1999),
but non-inflation-targeting central banks have also
followed suit. Notably, last November, the Federal
Open Market Committee (FOMC), which sets U.S.
monetary policy, announced new procedures for
publishing expanded and more frequent FOMC
economic forecasts. This Economic Letter describes
this new communications initiative.

Enhanced FOMC projections

In response to a Congressional requirement to report
on “prospects for the future,” the Federal Reserve
has published economic projections for almost 30
years. Specifically, it has published the ranges and

central tendencies of the output growth, unemploy-

ment, and inflation forecasts provided by the partici-
pants in FOMC discussions; the FOMC participants,
when fully staffed, comprise the seven Federal Reserve
Board Governors and the twelve Federal Reserve

Bank Presidents. Late last year, the FOMC intro-

duced six enhancements to the publication of these
economic projections. First, in order to ensure more
up-to-date information, the projections are now

issued four times a year rather than just twice a year

as in the past. Second, to provide a better indica-

tion of where policymakers think the economy is

heading over the long run, the forecast horizon now
extends to around three years—about a year longer
than before. Third, to provide a more complete pic-
ture of the inflation outlook, the forecast covers not

only core price inflation (which excludes food and
energy prices), but also overall inflation. Fourth, to

elucidate fully the factors underlying the forecast

numbers, a more detailed discussion of the key in-
fluences shaping the FOMC outlook is provided.
Fifth, that forecast discussion also includes the FOMC
participants’ qualitative assessments of the amount

of uncertainty and the balance of that uncertainty
in the economic outlook. Finally, the dispersion of
forecasts among the FOMC participants is described
in more detail.

The latest enhanced FOMC economic projections,
which were collected at the time of the October
30-31, 2007, FOMC meeting and were released with
the minutes of that meeting on November 20, are
illustrated in Figure 1.The four panels display the
Q4-to-Q4 percent changes in real output (measured
by real GDP), the Q4-to-Q4 percent changes in
overall and core prices (measured by the price index
for personal consumption expenditures), and the Q4
level of the unemployment rate. The bars represent
the projections’ central tendencies, which are defined
as the range of the participants’ projections in each
year, after trimming oft the three highest and three
lowest forecasts. The dashed lines connect the mid-
points of these central tendencies, while the solid
lines connect historical data. (These lines are included
as visual aids and do not represent quarterly data
points.) Although Figure 1 suggests that the four
years from 2007 to 2010 were being forecast, in
fact, much of 2007 was history at the time these
projections were made, so the effective forecast
horizon—from the third quarter of 2007 to fourth
quarter of 2010—was about 34 years.

The individual FOMC projections represent each
participant’s views about the most likely, or modal,
future outcome, conditioned on his or her assess-
ment of “appropriate monetary policy,” which is
defined as the future interest rate path that best sat-
isfies that participant’s interpretation of the Federal
Reserve’s dual objectives of maximum employment
and price stability. Of course, the future is highly
uncertain, and in setting monetary policy, a central
banker must also consider the likelihoods of a large
variety of alternative possible outcomes. To help
calibrate this predictive distribution, the shaded
regions give an illustrative measure of historical
forecast uncertainty around the central tendency
midpoints of the projections. Specifically, if forecast
accuracy going forward is similar to the accuracy of
forecasts made during the past 20 years, then there
is about a 70% chance that future outcomes would
fall in the shaded regions (see Reifschneider and
Tulip 2007). Of course, as noted above, FOMC
participants may view the uncertainty attached to
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October 2007 FOMC projections: Central tendencies with historical 70% confidence regions
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Note: The bars show the central tendencies of FOMC participants’ projections, which are defined as the range of projections
excluding the three highest and three lowest projections. The shaded 70% confidence regions, which are based on historical
forecast errors, are illustrative and do not necessarily match participants’ views of uncertainty. The lines and shaded regions
between the data points are included as visual aids and do not represent additional quarterly data points.

their current forecasts to be greater or less than this
historical uncertainty. In addition, although the fore-
cast errors historically have been fairly evenly split
between overprediction and underprediction—as
illustrated by the symmetry of the shaded regions—
the FOMC participants may view the uncertainty
attached to their current modal forecasts as poten-
tially skewed to the upside or downside, and such
asymmetric forecast probability assessments would
be conveyed in the accompanying written descrip-
tion. (These probability assessments are related to
the risk assessments that are included in post-FOMC
meeting statements, which are detailed in Rudebusch
and Williams 2006; however, the statement assess-
ments arguably may at times take into account the
potential economic costs associated with various
outcomes as well as their probabilities.)

The information conveyed by public projections
As noted by Chairman Bernanke (2007), publishing
the FOMC’s views about where the economy is
headed can provide a variety of benefits. At a general
level, public FOMC forecasts, like other types of
central bank transparency, can help the public and the
Congress evaluate monetary policymakers and hence
can foster greater accountability. The public also
can give useful feedback to the FOMC about the
economic assessments and judgments underlying the
projections. Moreover, communicating FOMC eco-
nomic projections may make monetary policy actions
more effective. This is because private agents’ decisions
about consumption, investment, labor supply, and
price-setting appear driven in part by their expec-
tations about the future evolution of the economy.
Accordingly, communicating the FOMC’s economic
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projections may inform the public and help guide
their economic decisions. In particular, long-run
inflation forecasts may help anchor long-run price
expectations. Also, if financial market participants
understand the FOMC’s expectations, long-term
interest rates and other asset prices may respond
more appropriately to incoming data in advance
of future scheduled policy meetings and hence speed
up the transmission of monetary policy actions to
the economy.

There are three general types of information that the
public may glean from FOMC projections. First, of
course, the projections convey the FOMC’s assess-
ment of the forces and influences determining the
near-term economic outlook. This information may
illuminate the current stance of policy and help guide
private individuals’ economic decisions. Using the
October 2007 projection as an example, the central
tendency for real output growth in 2008 ranged from
1.8% to 2.5%, which indicates a significant slowing
of the economy and, in the accompanying summary
description, was largely attributed to financial market
turmoil, a weak housing sector, and high crude oil
prices. Furthermore, most participants judged that
there was greater uncertainty around their growth
projections than suggested by the average historical
uncertainty and that the current uncertainty was
skewed to the downside. However, the slowdown
was also foreseen to be short-lived, with economic
growth picking up in 2009. Overall inflation, which
was boosted in 2007 by higher energy prices, was
expected to decline noticeably this year and edge
down further thereafter. Still, some participants saw
upside risks to their inflation projections coming from
higher energy, commodity, and import prices.

The FOMC projections also may convey a second
type of information about two important long-run
features of the economy: the growth rate of trend or
potential output and the equilibrium or natural rate
of unemployment. For example, for 2009 and 2010,
the participants anticipated that the economy would
settle down on a sustainable basis with output growth
of about 212% and an unemployment rate of about
434%. These long-range numbers represent very
uncertain estimates, but they can, at times, be useful
benchmarks for assessing whether the economy is
overheating or underperforming and for understand-
ing the appropriate stance of policy.

Third, the projections can help illuminate the FOMC'’s
monetary policy strategies and objectives. The October
2007 projections indicate that the participants did not
expect the dual policy objectives to be achieved in

the near term given economic conditions. Instead,
inflation was projected to edge down over the next
few years while output growth slowly returned to
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its potential. Furthermore, the forecasts for inflation
in 2009 and 2010 suggested that most participants

would like inflation to settle down somewhere in
the range of 112% to 2%, which is likely a reasonable
range for a price stability goal after taking into ac-
count measurement biases in the price data and the
costs and benefits of higher or lower inflation. Such
communication of the FOMC’s goals and strategies
by the projections should help anchor the public’s

expectations of future inflation.

Conclusion

The publication of enhanced FOMC projections is
not a new way to do policy; instead, it is an improved
means of communicating that policy. With such
forward-looking information available, households
and businesses may make better-informed economic
decisions if their expectations are in synch with the
FOMC’s views. Still, the latest enhanced projections
are likely just another way station along the path to
greater transparency—not the end of the line. For
example, one step that a few other central banks
have already taken is to publish the underlying interest
rate paths together with their economic projections
(see Rudebusch and Williams 2006). The pros and cons
of revealing these interest rate forecasts will be consid-
ered in next week’s Economic Letter (Rudebusch 2008).

Glenn D. Rudebusch
Senior Vice President and
Associate Director of Research

References

Bernanke, Ben S. 2007. “Federal Reserve Communica-
tions.” Speech at the Cato Institute 25th Annual
Monetary Conference, Washington, DC, November
14. http://www.federalreserve.gov/newsevents/
speech/bernanke20071114a.htm

Reifschneider, David, and Peter Tulip. 2007. “Gauging
the Uncertainty of the Economic Outlook from
Historical Forecasting Errors.” FEDS Working Paper
2007-60, Board of Governors of the Federal Reserve
System. http://www.federalreserve.gov/pubs/feds/
2007/200760/200760pap.pdf

Rudebusch, Glenn D. 2008. “Publishing Central Bank
Interest Rate Forecasts.” FRBSF Economic Letter
2008-02 (forthcoming January 25).

Rudebusch, Glenn D., and Lars E.O. Svensson. 1999.
“Policy Rules for Inflation Targeting.” In Monetary
Policy Rules, ed. John B.Taylor, pp. 203—246. Chicago:
Chicago University Press.

Rudebusch, Glenn D., and John C.Williams. 2006.
“Revealing the Secrets of the Temple: The Value of
Publishing Central Bank Interest Rate Projections.”
FRBSF Working Paper 2006-31, forthcoming in
Monetary Policy and Asset Prices, ed. John Campbell.
http://www.frbsf.org/publications/economics/
papers/2006/wp06-31bk.pdf



EcoNnomIC RESEARCH
FEDERAL RESERVE BANK
OF SAN FRANCISCO

P.O. Box 7702
San Francisco, CA 94120

Address Service Requested

Printed on recycled paper

with soybean inks

@

Index to Recent Issues of FRBSF Economic Letter

PRESORTED
STANDARD MAIL
U.S. POSTAGE
PAID
PERMIT NO. 752
San Francisco, Calif.

DATE NUMBER TITLE AUTHOR
6/22  07-16 Credit Unions, Conversions, and Capital Wilcox

6/29  07-17 The Narrowing of the Male-Female Wage Gap Doms/Lewis
7/6 07-18 The Costs and Value of New Medical Technologies: Symposium Summary — Valletta

7/13  07-19-20  The U.S. Economy and Monetary Policy Yellen

7/20  07-21 What We Do and Don’t Know about the Term Premium Swanson

7/27  07-22 Regional Economic Conditions and Community Bank Performance  Furlong/Krainer
8/3 07-23 Trends in Bay Area I'T Employment Hsueh

8/10  07-24 Are Global Prices Converging or Diverging? Glick

8/31  07-25 Changing Productivity Trends Trehan

9/14  07-26-27  Recent Financial Developments and the U.S. Economic Outlook Yellen

9/21  07-28 Changes in Income Inequality across the U.S. Regev/Wilson
9/28  07-29 Internal Risk Models and the Estimation of Default Probabilities Christensen
10/5  07-30 Relative Comparisons and Economics: Empirical Evidence Daly/Wilson
10719  07-31 Corporate Access to External Financing Lopez

10726 07-32 Asset Price Bubbles Lansing

1172 07-33 Labor Force Participation and the Prospects for U.S. Growth Daly/Regev
11/23  07-34 Financial Globalization and Monetary Policy Spiegel

11730 07-35 Fixing the New Keynesian Phillips Curve Dennis

12/7  07-36-37  The U.S. Economy and Monetary Policy Yellen

12/14 07-38 Sovereign Wealth Funds: Stumbling Blocks or Stepping Stones...? Aizenman/Glick

Opinions expressed in the Economic Letter do not necessarily reflect the views of the management of the Federal Reserve Bank
of San Francisco or of the Board of Governors of the Federal Reserve System. This publication is edited by Judith Goft, with
the assistance of Anita Todd. Permission to reprint portions of articles or whole articles must be obtained in writing. Permission
to photocopy is unrestricted. Please send editorial comments and requests for subscriptions, back copies, address changes, and
reprint permission to: Public Information Department, Federal Reserve Bank of San Francisco, PO. Box 7702, San Francisco, CA
94120, phone (415) 974-2163, fax (415) 974-3341, e-mail sf.pubs@sf.frb.org. The Economic Letter and other publications
and information are available on our website, http://www.frbsf.org.



