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Appendix A – Company Tear Sheets 
 
 

Exhibit 55: Tear Sheet Highlights and Illustration 

?: Period specific relative ranking of selected company; 
If placed above white line or within/above red checkered
box the seen stock's multiple is higher than group 

Gray Shade: Long-term Industry average one quartile above median

White Line: Long-Term Industry Median

Gray Shade: Long-term Industry average one quartile below median
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American Electric Power (AEP)
CS EPS  Estimates Street EP S Estimates AEP  Company Stats AEP Target Price

2009 3.13$      2009 3.19$        2009 Shares Outstanding 406$            Credit Suisse 40.00$          
2010 3.48$      2010 3.40$        2009 Market Cap ($ MM) 10,081$      Street Mean 36.36$         
2011 3.57$      2011 3.53$        Enterprise Value ($ MM) 25,033$       Street High 41.00$          

Street Low 27.00$          
3/4/09 Close 24.81$          

 P/E Histori cal Stati stics
L-T  AEP Avg / M ed: 12.9x / 13.2x

L-T  Ind  Avg  / M ed: 13.1x / 12.8x
L-T  vs In d Avg /  Med:  -0.2 x / -0 .2x

Current  vs Indus try:  -1.1 x

EV / EBITDA His tor ical Sta tistic s

L-T  AEP Avg / M ed: 7.5x / 7 .5x
L-T  Ind  Avg  / M ed: 7.2x / 7 .3x

L-T  vs In d Avg /  Med:  0.3x  / 0.1x
Current  vs Indus try:  -0.7 x

P/BV Historica l Statist ics

L-T  AEP Avg / M ed: 1.4x / 1 .4x

L-T  Ind  Avg  / M ed: 1.4x / 1 .4x
L-T  vs In d Avg /  Med:  0x / 0x
Current  vs Indus try:  0.1x
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Exhibit 56: AEP Tear Sheet 

American Electric Power (AEP)
CS EPS Estimates Street EPS Estimates AEP Company Stats AEP Target Price

2009 3.13$      2009 3.19$        2009 Shares Outstanding 406$            Credit Suisse 40.00$         
2010 3.48$      2010 3.40$        2009 Market Cap ($ MM) 9,866$         Street Mean 36.36$          
2011 3.57$      2011 3.53$        Enterprise Value ($ MM) 24,817$      Street High 41.00$         

Street Low 27.00$          
3/4/09 Close 24.28$          

 P/E Historical Statistics

L-T AEP Avg / Med: 12.9x / 13.2x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -0.2x / -0.2x

Current vs Industry: -1.3x

EV / EBITDA Historical Statistics

L-T AEP Avg / Med: 7.5x / 7.5x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.3x / 0.1x

Current vs Industry: -0.8x

P/BV Historical Statistics

L-T AEP Avg / Med: 1.4x / 1.4x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0x / 0x

Current vs Industry: 0.1x
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Exhibit 57: CMS Tear Sheet 

CMS Energy Corp (CMS)
CS EPS Estimates Street EPS Estimates CMS Company Stats CMS Target Price

2009 1.24$      2009 1.26$        2009 Shares Outstanding 232$            Credit Suisse 13.50$         
2010 1.34$      2010 1.33$        2009 Market Cap ($ MM) 2,477$         Street Mean 14.00$          
2011 1.52$      2011 1.42$        Enterprise Value ($ MM) 9,436$        Street High 16.50$         

Street Low 12.00$          
3/4/09 Close 10.67$          

 P/E Historical Statistics

L-T CMS Avg / Med: 12.1x / 12x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -1x / -1.1x

Current vs Industry: -0.3x

EV / EBITDA Historical Statistics

L-T CMS Avg / Med: 8.1x / 7.6x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.9x / 0.3x

Current vs Industry: 0.8x

P/BV Historical Statistics

L-T CMS Avg / Med: 1.5x / 1.6x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.1x / 0.2x

Current vs Industry: 0x
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Exhibit 58: DTE Tear Sheet 

DTE Energy (DTE)
CS EPS Estimates Street EPS Estimates DTE Company Stats DTE Target Price

2009 2.80$      2009 2.92$        2009 Shares Outstanding 163$            Credit Suisse 30.00$         
2010 3.03$      2010 3.12$        2009 Market Cap ($ MM) 3,843$         Street Mean 32.07$          
2011 3.31$      2011 3.20$        Enterprise Value ($ MM) 11,996$      Street High 40.00$         

Street Low 27.00$          
3/4/09 Close 23.61$          

 P/E Historical Statistics

L-T DTE Avg / Med: 11.6x / 10.9x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -1.5x / -1.4x

Current vs Industry: -1.3x

EV / EBITDA Historical Statistics

L-T DTE Avg / Med: 7.4x / 6.5x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.2x / -0.2x

Current vs Industry: 0x

P/BV Historical Statistics

L-T DTE Avg / Med: 1.3x / 1.3x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.1x / -0.1x

Current vs Industry: -0.2x
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Exhibit 59: DUK Tear Sheet 

Duke Energy (DUK)
CS EPS Estimates Street EPS Estimates DUK Company Stats DUK Target Price

2009 1.20$      2009 1.22$        2009 Shares Outstanding 1,279$         Credit Suisse 16.00$         
2010 1.31$      2010 1.31$        2009 Market Cap ($ MM) 15,101$       Street Mean 16.71$          
2011 1.42$      2011 1.36$        Enterprise Value ($ MM) 31,406$      Street High 22.00$         

Street Low 15.00$          
3/4/09 Close 11.81$          

 P/E Historical Statistics

L-T DUK Avg / Med: 14.7x / 14.2x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 1.6x / 1x

Current vs Industry: 0.7x

EV / EBITDA Historical Statistics

L-T DUK Avg / Med: 7.5x / 6.9x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.3x / 0x

Current vs Industry: 0.1x

P/BV Historical Statistics

L-T DUK Avg / Med: 1x / 0.9x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.5x / -0.5x

Current vs Industry: -0.2x
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Exhibit 60: ED Tear Sheet 

Consolidated Edison (ED)
CS EPS Estimates Street EPS Estimates ED Company Stats ED Target Price

2009 3.21$      2009 3.20$        2009 Shares Outstanding 279$            Credit Suisse 42.00$         
2010 3.38$      2010 3.35$        2009 Market Cap ($ MM) 9,127$         Street Mean 38.94$          
2011 3.45$      2011 3.42$        Enterprise Value ($ MM) 18,902$      Street High 44.00$         

Street Low 33.00$          
3/4/09 Close 32.70$          

 P/E Historical Statistics

L-T ED Avg / Med: 12.8x / 13.1x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -0.3x / -0.2x

Current vs Industry: 1.2x

EV / EBITDA Historical Statistics

L-T ED Avg / Med: 7.4x / 7.3x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.1x / 0x

Current vs Industry: 0.4x

P/BV Historical Statistics

L-T ED Avg / Med: 1.3x / 1.4x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.1x / -0.1x

Current vs Industry: 0x
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Exhibit 61: GXP Tear Sheet 

Great Plains Energy (GXP)
CS EPS Estimates Street EPS Estimates GXP Company Stats GXP Target Price

2009 1.94$      2009 1.23$        2009 Shares Outstanding 102$            Credit Suisse -$            
2010 2.08$      2010 1.48$        2009 Market Cap ($ MM) 1,142$         Street Mean 17.67$          
2011 -- 2011 2.13$        Enterprise Value ($ MM) NM Street High 20.00$         

Street Low 14.00$          
3/4/09 Close 11.17$          

 P/E Historical Statistics

L-T GXP Avg / Med: 13.6x / 14x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0.5x / 0.6x

Current vs Industry: 0.1x

EV / EBITDA Historical Statistics

L-T GXP Avg / Med: 7.7x / 7.2x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.5x / 0.1x

Current vs Industry: 2x

P/BV Historical Statistics

L-T GXP Avg / Med: 1.6x / 1.6x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.2x / 0.2x

Current vs Industry: -0.2x
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Exhibit 62: PCG Tear Sheet 

PG&E Corp (PCG)
CS EPS Estimates Street EPS Estimates PCG Company Stats PCG Target Price

2009 3.18$      2009 3.18$        2009 Shares Outstanding 380$            Credit Suisse 42.00$         
2010 3.38$      2010 3.38$        2009 Market Cap ($ MM) 13,505$       Street Mean 40.46$          
2011 3.67$      2011 3.66$        Enterprise Value ($ MM) 24,267$      Street High 47.00$         

Street Low 32.50$          
3/4/09 Close 35.53$          

 P/E Historical Statistics

L-T PCG Avg / Med: 12.2x / 12.6x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -0.9x / -0.3x

Current vs Industry: 2.2x

EV / EBITDA Historical Statistics

L-T PCG Avg / Med: 5.2x / 5.6x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -2.1x / -1.8x

Current vs Industry: -0.4x

P/BV Historical Statistics

L-T PCG Avg / Med: 1.5x / 1.5x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.1x / 0x

Current vs Industry: 0.3x
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Exhibit 63: PGN Tear Sheet 

Progress Energy (PGN)
CS EPS Estimates Street EPS Estimates PGN Company Stats PGN Target Price

2009 3.00$      2009 3.02$        2009 Shares Outstanding 276$            Credit Suisse 35.00$         
2010 3.22$      2010 3.19$        2009 Market Cap ($ MM) 8,709$         Street Mean 40.60$          
2011 3.28$      2011 3.35$        Enterprise Value ($ MM) 20,158$      Street High 47.00$         

Street Low 35.00$          
3/4/09 Close 31.52$          

 P/E Historical Statistics

L-T PGN Avg / Med: 13.1x / 13x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0x / 0x

Current vs Industry: 1.4x

EV / EBITDA Historical Statistics

L-T PGN Avg / Med: 7.3x / 6.6x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.1x / -0.1x

Current vs Industry: 0.7x

P/BV Historical Statistics

L-T PGN Avg / Med: 1.5x / 1.5x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.1x / 0.1x

Current vs Industry: 0.1x
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Exhibit 64: PNW Tear Sheet 

Pinnacle West (PNW)
CS EPS Estimates Street EPS Estimates PNW Company Stats PNW Target Price

2009 2.47$      2009 2.40$        2009 Shares Outstanding 101$            Credit Suisse 34.00$         
2010 2.79$      2010 2.79$        2009 Market Cap ($ MM) 2,322$         Street Mean 29.50$          
2011 2.76$      2011 3.05$        Enterprise Value ($ MM) 6,479$        Street High 34.00$         

Street Low 24.00$          
3/4/09 Close 23.00$          

 P/E Historical Statistics

L-T PNW Avg / Med: 12.5x / 12.2x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -0.6x / -0.7x

Current vs Industry: 0.6x

EV / EBITDA Historical Statistics

L-T PNW Avg / Med: 5.9x / 6.2x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -1.3x / -1.3x

Current vs Industry: -0.1x

P/BV Historical Statistics

L-T PNW Avg / Med: 1.1x / 1.2x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.3x / -0.3x

Current vs Industry: -0.1x
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Exhibit 65: POM Tear Sheet 

Pepco Holdings (POM)
CS EPS Estimates Street EPS Estimates POM Company Stats POM Target Price

2009 1.43$      2009 1.69$        2009 Shares Outstanding 219$            Credit Suisse 15.00$         
2010 1.60$      2010 1.86$        2009 Market Cap ($ MM) 2,256$         Street Mean 17.17$          
2011 1.52$      2011 Enterprise Value ($ MM) 8,435$        Street High 20.00$         

Street Low 15.00$          
3/4/09 Close 10.32$          

 P/E Historical Statistics

L-T POM Avg / Med: 13.1x / 12.9x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0x / -0.1x

Current vs Industry: -2.9x

EV / EBITDA Historical Statistics

L-T POM Avg / Med: 8.5x / 9.2x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 1.3x / 1.5x

Current vs Industry: 0.4x

P/BV Historical Statistics

L-T POM Avg / Med: 1.3x / 1.3x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.1x / -0.1x

Current vs Industry: -0.2x
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Exhibit 66: SO Tear Sheet 

Southern Co. (SO)
CS EPS Estimates Street EPS Estimates SO Company Stats SO Target Price

2009 2.32$      2009 2.41$        2009 Shares Outstanding 785$            Credit Suisse 34.00$         
2010 2.51$      2010 2.53$        2009 Market Cap ($ MM) 21,066$       Street Mean 35.11$          
2011 2.90$      2011 2.70$        Enterprise Value ($ MM) 41,956$      Street High 43.00$         

Street Low 30.00$          
3/4/09 Close 26.82$          

 P/E Historical Statistics

L-T SO Avg / Med: 14x / 14.1x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0.9x / 0.6x

Current vs Industry: 2.5x

EV / EBITDA Historical Statistics

L-T SO Avg / Med: 7.8x / 7.8x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.5x / 0.4x

Current vs Industry: 1.5x

P/BV Historical Statistics

L-T SO Avg / Med: 1.4x / 1.1x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0x / -0.4x

Current vs Industry: 0.8x
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Exhibit 67: NVE Tear Sheet 

NV Energy Inc. (NVE)
CS EPS Estimates Street EPS Estimates NVE Company Stats NVE Target Price

2009 1.16$      2009 0.97$        2009 Shares Outstanding 257$            Credit Suisse 16.00$         
2010 1.17$      2010 1.18$        2009 Market Cap ($ MM) 2,057$         Street Mean 12.80$          
2011 1.36$      2011 1.33$        Enterprise Value ($ MM) 7,493$        Street High 16.00$         

Street Low 11.00$          
3/4/09 Close 8.00$            

 P/E Historical Statistics

L-T NVE Avg / Med: 14.3x / 12.8x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 1.2x / 0.6x

Current vs Industry: -2.1x

EV / EBITDA Historical Statistics

L-T NVE Avg / Med: 7.8x / 8.3x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.6x / 1.3x

Current vs Industry: 2.1x

P/BV Historical Statistics

L-T NVE Avg / Med: 1x / 1.1x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.5x / -0.4x

Current vs Industry: -0.3x
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Exhibit 68: TE Tear Sheet 

Teco Energy (TE)
CS EPS Estimates Street EPS Estimates TE Company Stats TE Target Price

2009 1.02$      2009 1.06$        2009 Shares Outstanding 213$            Credit Suisse 15.50$         
2010 1.17$      2010 1.22$        2009 Market Cap ($ MM) 1,938$         Street Mean 14.21$          
2011 1.31$      2011 1.33$        Enterprise Value ($ MM) 5,563$        Street High 19.00$         

Street Low 11.00$          
3/4/09 Close 9.09$            

 P/E Historical Statistics

L-T TE Avg / Med: 14.2x / 14.3x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 1.1x / 1.3x

Current vs Industry: -0.1x

EV / EBITDA Historical Statistics

L-T TE Avg / Med: 8.1x / 8x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.9x / 1x

Current vs Industry: 0x

P/BV Historical Statistics

L-T TE Avg / Med: 2x / 2x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.6x / 0.7x

Current vs Industry: 0.2x
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Exhibit 69: BKH Tear Sheet 

Black Hills Corp (BKH)
CS EPS Estimates Street EPS Estimates BKH Company Stats BKH Target Price

2009 -- 2009 1.89$        2009 Shares Outstanding 46$              Credit Suisse -$            
2010 -- 2010 2.06$        2009 Market Cap ($ MM) 673$            Street Mean 25.25$          
2011 -- 2011 1.73$        Enterprise Value ($ MM) 1,473$        Street High 29.00$         

Street Low 21.00$          
3/4/09 Close 14.59$          

 P/E Historical Statistics

L-T BKH Avg / Med: 13.3x / 13.6x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0.2x / 0.7x

Current vs Industry: -1.3x

EV / EBITDA Historical Statistics

L-T BKH Avg / Med: 7.9x / 8x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.7x / 0.4x

Current vs Industry: -2.2x

P/BV Historical Statistics

L-T BKH Avg / Med: 1.8x / 1.9x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.4x / 0.5x

Current vs Industry: -0.1x
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Exhibit 70: CNP Tear Sheet 

Centerpoint Energy (CNP)
CS EPS Estimates Street EPS Estimates CNP Company Stats CNP Target Price

2009 -- 2009 1.12$        2009 Shares Outstanding 346$            Credit Suisse -$            
2010 -- 2010 1.23$        2009 Market Cap ($ MM) 3,134$         Street Mean 13.67$          
2011 -- 2011 1.29$        Enterprise Value ($ MM) 13,199$      Street High 16.00$         

Street Low 12.00$          
3/4/09 Close 9.06$            

 P/E Historical Statistics

L-T CNP Avg / Med: 13.1x / 12.4x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0x / -0.1x

Current vs Industry: -0.9x

EV / EBITDA Historical Statistics

L-T CNP Avg / Med: 7.4x / 7.3x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.1x / 0.1x

Current vs Industry: 0x

P/BV Historical Statistics

L-T CNP Avg / Med: 0x / 0x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -1.4x / -1.4x

Current vs Industry: -1x
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Exhibit 71: LNT Tear Sheet 

Alliant Energy Corp. (LNT)
CS EPS Estimates Street EPS Estimates LNT Company Stats LNT Target Price

2009 -- 2009 2.34$        2009 Shares Outstanding 125$            Credit Suisse -$            
2010 -- 2010 2.65$        2009 Market Cap ($ MM) 2,561$         Street Mean 28.67$          
2011 -- 2011 3.00$        Enterprise Value ($ MM) 3,783$        Street High 34.00$         

Street Low 25.00$          
3/4/09 Close 20.46$          

 P/E Historical Statistics

L-T LNT Avg / Med: 13.5x / 12.9x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: 0.4x / 0.3x

Current vs Industry: -0.3x

EV / EBITDA Historical Statistics

L-T LNT Avg / Med: 6.6x / 6.6x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -0.6x / -0.6x

Current vs Industry: -1.5x

P/BV Historical Statistics

L-T LNT Avg / Med: 1.2x / 1.3x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.2x / -0.1x

Current vs Industry: -0.1x
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Exhibit 72: NST Tear Sheet 

Nstar (NST)
CS EPS Estimates Street EPS Estimates NST Company Stats NST Target Price

2009 -- 2009 2.35$        2009 Shares Outstanding 107$            Credit Suisse 24.00$         
2010 -- 2010 2.49$        2009 Market Cap ($ MM) 2,956$         Street Mean 32.93$          
2011 -- 2011 Enterprise Value ($ MM) 5,913$        Street High 39.00$         

Street Low 26.00$          
3/4/09 Close 27.62$          

 P/E Historical Statistics

L-T NST Avg / Med: 12.9x / 12.9x

L-T Ind Avg / Med: 13.1x / 12.8x

L-T vs Ind Avg / Med: -0.2x / 0x

Current vs Industry: 2.8x

EV / EBITDA Historical Statistics

L-T NST Avg / Med: 6.7x / 6.9x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -0.6x / -0.6x

Current vs Industry: -0.1x

P/BV Historical Statistics

L-T NST Avg / Med: 1.8x / 1.8x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.3x / 0.4x

Current vs Industry: 0.9x
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Exhibit 73: NU Tear Sheet 

Northeast Utilities (NU)
CS EPS Estimates Street EPS Estimates NU Company Stats NU Target Price

2009 -- 2009 1.87$        2009 Shares Outstanding 166$            Credit Suisse -$            
2010 -- 2010 2.07$        2009 Market Cap ($ MM) 3,233$         Street Mean 26.08$          
2011 -- 2011 2.28$        Enterprise Value ($ MM) 8,602$        Street High 29.00$         

Street Low 23.00$          
3/4/09 Close 19.45$          

 P/E Historical Statistics

N/A

L-T Ind Avg / Med: 13.1x / 12.8x

N/A

N/A

EV / EBITDA Historical Statistics

L-T NU Avg / Med: 6.1x / 6.2x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -1.1x / -0.4x

Current vs Industry: -0.2x

P/BV Historical Statistics

L-T NU Avg / Med: 1.1x / 1x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: -0.3x / -0.3x

Current vs Industry: 0x
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Exhibit 74: OGE Tear Sheet 

OGE Energy Corp (OGE)
CS EPS Estimates Street EPS Estimates OGE Company Stats OGE Target Price

2009 -- 2009 2.45$        2009 Shares Outstanding 109$            Credit Suisse -$            
2010 -- 2010 2.61$        2009 Market Cap ($ MM) 2,238$         Street Mean 28.00$          
2011 -- 2011 Enterprise Value ($ MM) 4,604$        Street High 30.00$         

Street Low 26.00$          
3/4/09 Close 20.59$          

 P/E Historical Statistics

N/A

L-T Ind Avg / Med: 13.1x / 12.8x

N/A

N/A

EV / EBITDA Historical Statistics

L-T OGE Avg / Med: 6.9x / 6.8x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: -0.3x / -0.3x

Current vs Industry: -0.4x

P/BV Historical Statistics

L-T OGE Avg / Med: 1.7x / 1.7x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.3x / 0.3x

Current vs Industry: 0x
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Exhibit 75: SCG Tear Sheet 

Scana (SCG)
CS EPS Estimates Street EPS Estimates SCG Company Stats SCG Target Price

2009 -- 2009 2.82$        2009 Shares Outstanding 124$            Credit Suisse -$            
2010 -- 2010 3.07$        2009 Market Cap ($ MM) 3,284$         Street Mean 36.67$          
2011 -- 2011 3.19$        Enterprise Value ($ MM) 7,484$        Street High 45.00$         

Street Low 32.00$          
3/4/09 Close 26.44$          

 P/E Historical Statistics

N/A

L-T Ind Avg / Med: 13.1x / 12.8x

N/A

N/A

EV / EBITDA Historical Statistics

L-T SCG Avg / Med: 7.5x / 7.6x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.3x / 0.3x

Current vs Industry: 0.4x

P/BV Historical Statistics

L-T SCG Avg / Med: 1.5x / 1.4x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.1x / 0.1x

Current vs Industry: 0.1x
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Exhibit 76: WEC Tear Sheet 

Wisconsin Energy (WEC)
CS EPS Estimates Street EPS Estimates WEC Company Stats WEC Target Price

2009 -- 2009 3.09$        2009 Shares Outstanding 124$            Credit Suisse 24.00$         
2010 -- 2010 3.74$        2009 Market Cap ($ MM) 4,537$         Street Mean 48.35$          
2011 -- 2011 4.13$        Enterprise Value ($ MM) 9,673$        Street High 55.00$         

Street Low 42.00$          
3/4/09 Close 36.55$          

 P/E Historical Statistics

N/A

L-T Ind Avg / Med: 13.1x / 12.8x

N/A

N/A

EV / EBITDA Historical Statistics

L-T WEC Avg / Med: 7.6x / 7.5x

L-T Ind Avg / Med: 7.2x / 7.3x

L-T vs Ind Avg / Med: 0.4x / 0.3x

Current vs Industry: 1.9x

P/BV Historical Statistics

L-T WEC Avg / Med: 1.5x / 1.5x

L-T Ind Avg / Med: 1.4x / 1.4x

L-T vs Ind Avg / Med: 0.1x / 0.1x

Current vs Industry: 0.3x
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Appendix B – Company 
Performance 
 
Exhibit 77: Regulated Utilities Total Return vs S&P Since 2/1/2009 

Total Return vs S&P Since 2/1/2009
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Exhibit 78: Regulated Utilities Total Return vs S&P Since 1/1/2009 

YTD Total Return vs S&P
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Exhibit 79: Total Return vs S&P (Since 12/1/2007) 

Since 12/1/2007 Total Return vs S&P
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Exhibit 80: Regulated Comps 
Dan Eggers: (212) 538-8430 Regulated Utilities
dan.eggers@credit-suisse.com (Dollars in millions, except per share amounts)

Price Forward Total Return
as of Target Upside / CS Estimated EPS Price-to-Earnings PE Relative CS Estimated EBITDA Adj EV-to-EBITDA

Companies Ticker Rating 9-Mar-09 Price Downside 2008A 2009E 2010E 2008A 2009E 2010E Group 2009 2008A 2009E 2010E 2008A 2009E 2010E
American Electric Power AEP O 24.28 40.00 72% 3.25 3.13 3.48 7.5x 7.7x 7.0x 83% 4,171 4,354 4,646 6.1x 5.8x 5.5x
CMS Energy Corp CMS O 10.67 13.50 31% 1.25 1.24 1.34 8.5x 8.6x 8.0x 92% 1,231 1,293 1,371 7.1x 6.8x 6.4x
DTE Energy DTE N 23.61 30.00 36% 2.88 2.80 3.03 8.2x 8.4x 7.8x 90% 1,830 1,855 2,001 6.4x 6.3x 5.8x
Duke Energy DUK O 11.81 16.00 44% 1.21 1.20 1.31 9.7x 9.8x 9.0x 105% 4,593 4,778 5,187 6.1x 5.8x 5.4x
Consolidated Edison ED O 32.70 40.00 30% 3.00 3.21 3.38 10.9x 10.2x 9.7x 109% 2,614 2,767 2,965 6.8x 6.5x 6.0x
Great Plains Energy GXP NM NM NM NM NM NM NM NM NM NM NM NM NM NM NM NM NM
ITC Holdings Corp. ITC O 32.60 63.00 97% 2.11 2.28 2.66 15.5x 14.3x 12.3x 153% 379 417 464 9.9x 9.0x 8.1x
PG&E Corp PCG N 35.53 42.00 23% 2.95 3.18 3.38 12.1x 11.2x 10.5x 120% 3,461 3,973 4,276 6.5x 5.7x 5.3x
Progress Energy PGN N 31.52 35.00 20% 2.98 3.00 3.22 10.6x 10.5x 9.8x 112% 2,586 2,815 3,041 7.7x 7.0x 6.5x
Pinnacle West PNW N 23.00 32.00 48% 2.42 2.47 2.79 9.5x 9.3x 8.2x 100% 963 1,025 1,104 6.3x 5.9x 5.5x
Pepco Holdings POM N 10.32 15.00 56% 1.91 1.43 1.60 5.4x 7.2x 6.4x 77% 1,272 1,226 1,354 5.7x 5.9x 5.3x
Southern Co. SO N 26.82 34.00 33% 2.37 2.32 2.51 11.3x 11.5x 10.7x 123% 4,943 5,233 5,668 7.9x 7.4x 6.9x
NV Energy Inc. NVE N 8.00 16.00 104% 1.00 1.16 1.17 8.0x 6.9x 6.9x 74% 892 995 1,079 7.2x 6.4x 5.9x
Teco Energy TE O 9.09 15.50 80% 0.86 1.02 1.17 10.5x 8.9x 7.7x 95% 751 854 927 6.7x 5.9x 5.5x
Unisource Energy UNS N 25.15 32.00 31% 1.37 2.58 2.67 18.4x 9.8x 9.4x 104% 377 435 445 7.3x 6.4x 6.2x
Allete Inc* ALE NR 23.80 NR NR 2.82 2.19 2.19 8.4x 10.9x 10.9x 116% 186 202 249 7.7x 7.0x 5.7x
Black Hills Corp* BKH NR 14.59 NR NR 2.05 1.89 2.06 7.1x 7.7x 7.1x 83% 320 354 384 5.8x 5.2x 4.8x
Centerpoint Energy* CNP NR 9.06 NR NR 1.25 1.12 1.23 7.3x 8.1x 7.3x 87% 2,061 2,165 2,189 6.9x 6.6x 6.5x
Central Vermont* CV NR 18.37 NR NR 1.56 1.64 1.72 11.7x 11.2x 10.7x 120% 48 50 51 8.1x 8.0x 7.8x
Alliant Energy Corp.* LNT NR 20.46 NR NR 2.59 2.34 2.65 7.9x 8.7x 7.7x 94% 804 936 1,137 5.7x 4.9x 4.0x
Nstar* NST NR 27.62 NR NR 2.23 2.35 2.49 12.4x 11.8x 11.1x 126% 987 970 nm 6.1x 6.2x nm
Northeast Utilities* NU NR 19.45 NR NR 1.85 1.87 2.07 10.5x 10.4x 9.4x 111% 1,166 1,306 1,399 7.4x 6.6x 6.2x
OGE Energy Corp* OGE NR 20.59 NR NR 2.51 2.45 2.57 8.2x 8.4x 8.0x 90% 690 797 931 6.6x 5.7x 4.9x
Scana* SCG NR 26.44 NR NR 2.90 2.82 3.07 9.1x 9.4x 8.6x 100% 1,179 1,334 1,443 6.8x 6.0x 5.5x
Wisconsin Energy* WEC NR 36.55 NR NR 2.90 3.09 3.74 12.6x 11.8x 9.8x 126% 1,175 1,171 1,217 7.9x 7.9x 7.6x
Integrys* TEG NR 20.70 NR NR 3.41 2.77 3.18 6.1x 7.5x 6.5x 80% 939 1,690 1,886 5.9x 3.3x 2.9x
Xcel Energy* XEL NR 16.19 NR NR 1.47 1.52 1.62 11.0x 10.7x 10.0x 114% 2,474 2,623 2,791 6.6x 6.2x 5.9x
Utes Median (ex ITC, CV, UNS) 40% 9.3x 9.4x 8.4x 6.7x 6.2x 5.7x
Utes Median CS Universe (ex. ITC, UNS) 9.5x 9.3x 8.2x 6.5x 6.3x 5.8x
Utex Large Cap ex. AEP 11.0x 10.6x 9.9x 134% 6.7x 6.4x 5.9x

2009E 2009E
52 Week Total Return Shares Market Net Enterprise Net Debt/ FFO / Int. FFO/DEBT ROE P/BV Price to Book Dividend Dividend

Companies Ticker High Low LTM YTD Out Cap Debt Value Cap 2009E 2009E 2009E 2009E YE 2009E Peak Trough Yield Payout
American Electric Power AEP 45.95 24.07 -36% -26% 404 9,800 15,537 25,337 56% 4.1x 19% 11.0% 0.9x 1.8x 0.5x 7.3% 55%
CMS Energy Corp CMS 15.89 8.33 -20% 6% 227 2,422 6,366 8,788 69% 3.7x 15% 10.8% 1.0x 2.1x 0.1x 4.7% 40%
DTE Energy DTE 44.97 23.32 -35% -33% 162 3,825 7,829 11,654 58% 3.1x 17% 8.8% 0.6x 1.6x 0.4x 9.4% 77%
Duke Energy DUK 19.20 11.72 -26% -20% 1,260 14,883 13,043 27,926 42% 5.7x 20% 7.4% 0.7x 1.4x 0.7x 8.1% 79%
Consolidated Edison ED 46.39 32.56 -14% -15% 274 8,970 8,880 17,851 48% 4.0x 17% 8.5% 0.9x 1.7x 0.3x 7.3% 80%
Great Plains Energy GXP NM NM NM NM 86 NM 1,164 NM NM NM NM NM NM NM NM NM NM
ITC Holdings Corp. ITC 60.00 32.26 -35% -25% 50 1,638 2,127 3,765 70% 3.0x 11% 11.5% 1.8x 3.6x 2.1x 3.9% 60%
PG&E Corp PCG 42.98 26.67 -2% -7% 366 13,013 9,500 22,513 49% 4.7x 28% 11.0% 2.1x 2.5x 0.5x 4.4% 53%
Progress Energy PGN 45.60 31.35 -18% -20% 262 8,258 11,529 19,787 53% 2.8x 17% 8.8% 0.9x 2.1x 0.4x 8.8% 93%
Pinnacle West PNW 37.88 22.32 -28% -27% 101 2,319 3,774 6,094 54% 3.1x 18% 6.7% 0.7x 1.6x 0.6x 9.1% 87%
Pepco Holdings POM 27.39 10.07 -53% -41% 202 2,079 5,111 7,190 56% 2.6x 13% 8.3% 0.5x 1.7x 0.9x 10.9% 59%
Southern Co. SO 40.00 26.71 -17% -27% 777 20,833 18,006 38,840 57% 4.1x 18% 12.7% 1.5x 2.4x 0.3x 6.4% 72%
NV Energy Inc. NVE 14.26 6.90 -32% -18% 235 1,876 4,501 6,377 59% 3.3x 12% 7.8% 0.6x 1.3x 0.4x 4.4% 35%
Teco Energy TE 21.99 8.41 -34% -25% 213 1,933 3,134 5,067 64% 3.6x 17% 10.6% 1.0x 2.5x 0.7x 9.0% 95%
Unisource Energy UNS 34.49 20.91 21% -14% 40 1,007 1,760 2,767 74% 2.4x 10% 8.1% 1.4x 3.9x 1.1x 4.0% 73%
Allete Inc* ALE 49.00 23.51 -27% -25% 30 719 707 1,425 35% 5.1x 24% 7.6% 0.7x 2.0x 0.5x 6.9% 58%
Black Hills Corp* BKH 39.66 14.54 -55% -45% 38 559 1,295 1,855 40% 5.1x 23% 7.8% 0.5x 2.6x 1.3x 10.0% 71%
Centerpoint Energy* CNP 17.26 8.48 -31% -27% 347 3,142 11,052 14,194 84% 2.6x 10% 18.7% 1.6x 3.5x 0.9x 8.9% 64%
Central Vermont* CV 26.32 15.16 -17% -22% 10 191 203 394 36% 4.9x 23% 7.1% 0.8x 1.4x 0.6x 5.0% 59%
Alliant Energy Corp.* LNT 38.88 20.31 -37% -29% 110 2,257 2,318 4,574 24% 5.1x 31% 8.5% 0.7x 3.4x 0.9x 7.7% 61%
Nstar* NST 40.00 25.67 -3% -24% 107 2,956 3,056 6,013 63% 4.7x 21% 13.9% 1.7x 2.2x 1.3x 5.9% 73%
Northeast Utilities* NU 28.33 17.16 -18% -19% 156 3,040 5,631 8,671 60% 4.1x 16% 9.0% 0.9x 1.6x 0.4x 5.2% 54%
OGE Energy Corp* OGE 34.74 19.56 -30% -19% 93 1,923 2,634 4,557 49% 5.0x 22% 11.3% 0.9x 2.1x 1.4x 6.6% 54%
Scana* SCG 44.06 26.25 -24% -25% 118 3,109 4,857 7,966 54% 4.0x 17% 10.2% 0.9x 1.9x 1.2x 8.4% 76%
Wisconsin Energy* WEC 48.75 34.89 -13% -12% 118 4,309 4,985 9,295 58% 4.9x 15% 10.2% 1.2x 1.8x 1.2x 4.3% 54%
Integrys* TEG 53.92 19.44 -48% -51% 77 1,594 3,906 5,500 60% 4.1x 25% 25.7% 2.0x 7.2x 2.2x 13.0% 79%
Xcel Energy* XEL 22.39 15.32 -13% -12% 455 7,369 8,995 16,364 56% 3.7x 17% 9.5% 1.0x 1.6x 0.6x 6.4% 71%
Median (ex ITC, CV, UNS) -26% -24% 2,998 8,319 55.6% 4.1x 18% 9.2% 0.9x 2.1x 0.6x 7.3% 71%

*A Non-Credit Suisse covered company; Data sourced from FactSet

Source: Company data, Credit Suisse estimates 
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Companies Mentioned  (Price as of 06 Mar 09) 
Alliant Energy Corp. (LNT, $20.94) 
Ameren Corp. (AEE, $20.97) 
American Electric Power Co., Inc. (AEP, $24.81, OUTPERFORM, TP $40.00) 
Black Hills Corporation (BKH, $15.11) 
CenterPoint Energy, Inc. (CNP, $8.88) 
Central Vermont Pub Serv (CV, $18.73) 
CMS Energy (CMS, $10.87, OUTPERFORM [V], TP $13.50) 
Con Edison (ED, $33.94, OUTPERFORM, TP $40.00) 
DTE Energy (DTE, $24.05, NEUTRAL, TP $30.00) 
Duke Energy (DUK, $12.15, OUTPERFORM, TP $16.00) 
Great Plains Energy (GXP, $11.61) 
Integrys (TEG, $20.70) 
ITC Holdings Corp (ITC, $33.28, OUTPERFORM, TP $63.00) 
Minnesota Power Inc. (ALE, $24.11) 
Northeast Util (NU, $20.00) 
NSTAR (NST, $28.75) 
NV Energy Inc (NVE, $8.20, NEUTRAL, TP $16.00) 
OGE (OGE, $20.44) 
Pepco Holdings Inc. (POM, $10.36, NEUTRAL, TP $15.00) 
PG&E Corporation (PCG, $36.69, NEUTRAL, TP $42.00) 
Pinnacle West Capital Corp. (PNW, $23.51, NEUTRAL, TP $32.00) 
Progress Energy (PGN, $32.56, NEUTRAL, TP $35.00) 
SCANA Corporation (SCG, $27.35) 
Southern Company (SO, $28.05, NEUTRAL, TP $34.00) 
TECO Energy (TE, $9.27, OUTPERFORM, TP $15.50) 
Unisource Energy Corp (UNS, $24.97, NEUTRAL, TP $32.00) 
Wisconsin Energy (WEC, $37.57) 
Xcel Energy (XEL, $16.57) 
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The analyst(s) responsible for preparing this research report received compensation that is based upon various factors including Credit Suisse's total 
revenues, a portion of which are generated by Credit Suisse's investment banking activities. 
Analysts’ stock ratings are defined as follows***: 
Outperform (O): The stock’s total return is expected to exceed the industry average* by at least 10-15% (or more, depending on perceived risk) 
over the next 12 months. 
Neutral (N): The stock’s total return is expected to be in line with the industry average* (range of ±10%) over the next 12 months. 
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ratings are relative to the analyst’s industry coverage universe). 
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including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Volatility Indicator [V]: A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 
 

Analysts’ coverage universe weightings are distinct from analysts’ stock ratings and are based on the expected 
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**The broad market benchmark is based on the expected return of the local market index (e.g., the S&P 500 in the U.S.) over the next 12 months. 
 
Credit Suisse’s distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 
Outperform/Buy*  38% (58% banking clients) 
Neutral/Hold*  44% (56% banking clients) 
Underperform/Sell*  17% (48% banking clients) 
Restricted  2% 

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely correspond to Buy, 
Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to definitions above.) An investor's 
decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail please refer to Credit 
Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research:  
http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 
Important Regional Disclosures 
Restrictions on certain Canadian securities are indicated by the following abbreviations:  NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at anytime after that. 

CS may have issued a Trade Alert regarding this security. Trade Alerts are short term trading opportunities identified by an analyst on the basis of 
market events and catalysts, while stock ratings reflect an analyst's investment recommendations based on expected total return over a 12-month 
period relative to the relevant coverage universe. Because Trade Alerts and stock ratings reflect different assumptions and analytical methods, Trade 
Alerts may differ directionally from the analyst's stock rating.  
The author(s) of this report maintains a CS Model Portfolio that he/she regularly adjusts. The security or securities discussed in this report may be a 
component of the CS Model Portfolio and subject to such adjustments (which, given the composition of the CS Model Portfolio as a whole, may differ 
from the recommendation in this report, as well as opportunities or strategies identified in Trading Alerts concerning the same security). The CS 
Model Portfolio and important disclosures about it are available at www.credit-suisse.com/ti. 

To the extent this is a report  authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors:  
The non-U.S. research analysts listed below (if any) are not registered/qualified as research analysts with FINRA. The non-U.S. research analysts 
listed below may not be associated persons of CSSU and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 
For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at www.credit-
suisse.com/researchdisclosures or call +1 (877) 291-2683. 
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The Herd Instinct Takes Over 
Component Stocks' Correlation to S&P 500 at Highest Level Since '87 Crash 

World U.S. New York Business Markets Tech Personal Finance Life & Culture

Opinion Careers Real Estate Small Business

By E.S. BROWNING 

Stocks are trading in lock-step more than at any time since the 1987 crash, and the trend has some analysts 
concerned.

In recent weeks, stocks in the Standard & 
Poor's 500-stock index have shown an 
increasing tendency to move in the same 
direction at the same time. Last week, those 
stocks' tendency to move in the same 
direction as the index hit an extreme not seen 
since October 1987, according to research by 
investment group Birinyi Associates in 
Westport, Conn.

The market's flock-like behavior is one more 
reflection of the growing influence of 
investors using broad-based strategies to buy 
and sell large blocks of stocks. Instead of 
picking individual stocks to hold over a 

period of time, they trade in and out of the market using broad indexes. Often, these investors use exchange-
traded funds, which trade as easily as a single stock but contain many different stocks that may belong to the S&P 
500, the Nasdaq 100 or another index.

Heavy trading in exchange-traded funds means more stocks are likely to move in the same direction on any given 
day. Analysts call that correlation, a mathematical term meaning similarity of behavior. Correlation is on the rise, 
to the frustration of investors who are trying to analyze stocks based on their underlying strengths and 
weaknesses.

"It is an indexing market and not a market for stocks. On good 
days everything goes up, and on bad days everything goes down. 
Everyone talks about baskets or sectors," says Jeffrey Yale 
Rubin, research director at Birinyi Associates. "It is harder for 
individual investors and even for mutual-fund managers to 
distinguish themselves by doing individual stock picks. They 

Page 1 of 3Correlation Soars on S&P 500 Shares - WSJ.com#printMode
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might get the product right and the earnings right, but the 
market goes down and the stock is going to go down as well."

Every day, Birinyi measures the 50-day average correlation 
between the direction of the S&P 500 and that of its member 
stocks. In this case, correlation is a measure of the degree to 
which one stock tracks the movement of the index. A correlation 
of 50% means half the index's component stocks are moving in 
the same direction as the index. A perfect correlation would be 
100%, with all stocks tracking the index. The average correlation 
since 1980 has been 44%. This particular methodology doesn't 
allow for a negative correlation or a correlation of zero, since at 
least some component stocks must move in the same direction 
as the index. Some stocks almost always move in a different 
direction than the index. The average of their moves, usually 

weighted for each stock's total market value, equals the index's return.

Earlier this year, when stocks were on the mend and investors were less anxious, the correlation between the S&P 
500 and its stocks fell below 50%, suggesting investors were looking for individual stocks to own rather than just 
buying large indexes.

But by mid-June, the correlation had jumped back above 70%, as investors stopped looking for winners and just 
sold broadly. Last week it surpassed its 2008 high of 79% and hit 81%, the highest level since the 1987 crash, 
when it touched 83% for one day. That means that on most days recently, the great majority of stocks in the S&P 
500 were moving in the same direction, up or down.

Correlation typically goes up during volatile periods, reflecting investors' tendency to dump stocks wholesale 
rather than try to pick out stocks that once were viewed as refuges, such as those that pay dividends.

Many money managers have been moving to 
entirely different asset classes, such as bonds 
or cash, says Jack Ablin, chief investment 
officer at Harris Private Bank, which oversees 
$57 billion in Chicago. Early last month, his 
firm shifted hundreds of millions of dollars 
out of stocks and other risky assets, such as 
commodities, and into Treasurys and high-
grade corporate bonds. "We have cut back on 
stocks altogether," Mr. Ablin says. In a typical 
customer account that might normally have 
55% of its money in risky assets such as 
stocks and 45% in bonds, Mr. Ablin has 
flipped the ratio. Stocks have gone to 45%, 
the lowest allowed under Harris's guidelines, 
and bonds have risen to 55%. "The easiest 
thing for us to do is lower our risk" rather 
than try to pick and choose among stocks, 
Mr. Ablin explains. "I think we are going to 
stay with a higher bond allocation than usual 
for a while. We just think that the market 
warrants a higher degree of vigilance."

The tendency of stocks to rise and fall together may help explain why some conservative, dividend-paying stocks 
have been turning in disappointing results lately, while some riskier stocks, such as computer-chip makers, are 
holding up better than expected.

AFP/Getty Images

The market's flock-like behavior is one more reflection 
of the growing influence of investors using broad-
based strategies to buy and sell large blocks of 
stocks.

View Full Image
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"One of the strategies we run is very defensive and it has not done well in May and June of this year," says Janna 
Sampson, co-chief investment officer at OakBrook Investments, which oversees $2.1 billion in Lisle, Ill.

Dividend payers in the S&P 500 are down about 11% since that index's April 23 peak—about the same decline as 
stocks that don't pay dividends, according to research done for The Wall Street Journal by Birinyi Associates. 
None of the S&P 500's 10 sectors, even the most defensive, shows a gain since the April peak.

Among the few investments showing gains since April 23 are Treasury bonds, investment-grade corporate bonds 
and gold.

"Stocks aren't moving because of the sector they are in, but because the overall market is down" since late April, 
Mr. Rubin says.

Exchange-traded funds, high-tech trading strategies and quick shifts to cash permit investors to react quickly to 
market moves without analyzing individual stocks, but they also mean professional investors have less need to 
use traditional defensive stocks as havens.

Ms. Sampson of OakBrook has been especially surprised at the weak performance of stocks like Microsoft, which 
hasn't been behaving as the big, solid, dividend-paying blue-chip to which many investors normally would turn. 
Since April, Microsoft has fallen harder than the overall market. Its stock price, as a multiple of its earnings, has 
been below that of the broad market, something that has rarely been the case in Microsoft's history. Microsoft, of 
course, has suffered recently from adverse comparisons with Apple, and its status as a blue-chip hasn't offset that.

Another problem for dividend payers is that the group includes some of the market's most volatile stocks, such as 
financial and industrial shares. Dividend payers in more stable groups, including telecommunications and utility 
stocks, have held up better, but those groups still are down.

Some analysts believe stock prices could remain sluggish for some time. In that case, they say, investors should 
buy dividend-paying stocks in hopes that dividends will enhance weak price performance. So far, however, 
investors don't seem to be heeding that advice much. 
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The market turmoil has battered many investors over the past few years. But for stock pickers like Neuberger 
Berman LLC's David Pedowitz, it has made their entire investing approach feel like an exercise in futility.

Mr. Pedowitz buys and sells stocks based on research and analysis of individual companies. His investment 
strategy, he says, has been upended by a tidal wave of "macro" forces—big-picture market movers like the 
economy, politics and regulation. 

More and more investors aren't bothering to pore through 
corporate reports searching for gems and duds, but are trading 
big buckets of stocks, bonds and commodities based mainly on 
macro concerns. As a result, all kinds of stocks—good as well as 
bad—are moving more in lock step.

"It's unbelievably frustrating," says Mr. Pedowitz, who helps 
manage $4.5 billion for wealthy clients and has 25 years of 
investing experience. "It's enough to make you crazy."

That kind of talk has become widespread on Wall Street as 
stock pickers discover that long-held investment strategies are 
no longer working very well. 

Some data suggest that stock pickers are having a harder time 
outperforming the market. Each year between 1995 and 2007, 
for example, on average, 50% of mutual funds focusing on 
large, fast-growth companies beat the Russell 1000 Growth 
Index, a benchmark for that category, according to Morningstar 
Inc. Over the past year, only about 24% of those funds beat that 
index.

The stock portfolio Mr. Pedowitz helps run at Neuberger 
Berman has managed to stay ahead of the Standard & Poor's 
500-stock index so far this year, he says, but its value has been 
whipped back and forth far more than usual.

Lately, stocks have been moving up and down each day 
largely at the mercy of forces beyond a company's 
control. And that's wreaking havoc for traditional stock 
pickers. WSJ's Jason Bellini reports on the macro 
factors that are dominating the market.
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"Stock picking is a dead art form. Macro 
themes dominate the market now more than 
ever." -- Jim Bianco 

"The lesson that I have learned is that it isn't 
reasonable to be agnostic about the big 
picture." -- David Einhorn 

Journal Community  

Stock pickers say macro forces began moving stocks in a big 
way during the 2008 financial crisis, and that has continued 
this year following the European debt crisis. Traders also are 

focusing on the potential for a double-dip recession to hit corporate profits; on government deficits; and 
especially on what central banks will do about stimulus programs that pumped cash into the economy.

A host of other factors is contributing to the macro trend. The 
rise of exchange-traded funds, which typically track broad 
market indexes or benchmarks, has made it easier for investors 
to make broad bets on commodities, bonds and currencies. 
Such funds now account for 30% of daily stock-trading volume. 
Individual investors and pension funds have been pulling 
money out of stocks, leaving shares more vulnerable to trading 
by hedge funds with short time horizons.

Whether such forces will alter the stock-investing landscape 
permanently is anyone's guess.

"Stock picking is a dead art form," contends James Bianco of 
Bianco Research. "Macro themes dominate the market now 
more than ever."

Some stock pickers say the current macro focus is only 
temporary, and will generate great investment opportunities 
simply because companies with different outlooks shouldn't be 
moving in lock step long-term. Eventually, they say, stocks will 
move in line with their fundamental values. 

"When you have securities that are all moving in the same 
direction, that by its nature opens up opportunities," says Cindy 
Sweeting, one of the managers on the $17.3 billion Templeton 
Growth Fund.

In recent months, stocks have been moving in lock step to an 
almost unheard of degree. A widely followed statistic called 
correlation measures the tendency of investments to move 
together in a consistent way. Between 2000 and 2006, on 
average, the correlation of stocks in the S&P 500 was 27%, 
according to Barclays Capital. That meant that most stocks 
were moving independently of the index, driven more by 
company fundamentals, says Barclays stock-market strategist 
Barry Knapp.

In the run-up to the Iraq war in 2003, correlations approached 
60%, suggesting that the looming war was driving stock prices, 
says Mr. Knapp.

Between October 2008 and February 2009, at the height of the 
financial crisis, correlation hit 80%, meaning lots of stocks were moving in lock step. When stocks rallied last 
year, the figure fell to 40%, then it spiked back over 80% during the European debt crisis, according to Barclays. 
What has caught many investors off guard is that correlation stayed high over the summer. In mid-August, 
correlation was 74%. In recent weeks, it has drifted down to 66%.

Reuters

Jim Bianco

View Full Image

Associated Press

David Einhorn

View Full Image
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Prior to the financial crisis, such high correlation levels were seen previously only during the Great Depression, 
according to data compiled by market-strategy firm Empirical Research Partners.

"We had hoped 2010 would be back to stock picking," says Robert Doll, chief equity strategist at money manager 
BlackRock Inc.

Templeton's Ms. Sweeting says high correlations have made it especially difficult for funds to distinguish 
themselves through stock picking. Over the years, the Templeton Growth Fund often has posted returns much 
different from the overall market. During the bear market of 2001, for example, the fund gained 0.5%. But in 
2009, its 30.8% gain was almost exactly the same as the MSCI World Index, against which the fund is measured.

"All stocks are moving in the same direction," says Ms. Sweeting. "I've 
spent three decades in this market, and it's the most macro-obsessed 
I've seen in a long time."

Among stock funds focusing on large, undervalued stocks, about 18 
percentage points separated the best and worst performers between 
1995 and 2007, according to Morningstar. (To eliminate outliers, the 
data excludes the top and bottom 5%.) Over the past year, the gap 
between the top and bottom performers has narrowed to 10.5 
percentage points.

Stock pickers say the market's macro focus has meant that company 
earnings no longer drive stock prices as they once did. Over the past 
year, stocks that topped quarterly earnings expectations outperformed 
the market by just 0.3 percentage point during the week after the 
earnings were reported, according to Birinyi Associates, a research and 
money-management firm. By contrast, from May 2002 through August 
2009, stocks beat the market by 1.5 percentage points following 
earnings reports that beat expectations.

Another frustration for stock pickers is the tendency of investors to pile in and out of stocks based on macro 
considerations of overall market risk. 

On a "risk on" day, the mood of investors is confident and they flood into stocks and other investments perceived 
as risky, such as junk bonds, emerging markets and commodities. But when it's "risk off," money comes sloshing 
out of those investments and into so-called safe-haven investments such as U.S. Treasurys, the U.S. dollar or 
Japanese yen. Shortly before the May 6 "flash crash," for example, a macro concern—the yen's sudden rise 
against the euro—triggered a wave of stock selling.

Some stock pickers are trying to adjust by folding more macro analysis into their thinking.

"For years I had believed that I didn't need to take a view on the market or the economy because I considered 
myself a 'bottom-up investor,'" said hedge-fund manager David Einhorn of Greenlight Capital last year. "The 
lesson that I have learned is that it isn't reasonable to be agnostic about the big picture."

Mr. Einhorn, known for his high-profile bet against Lehman Brothers right before it collapsed, has placed a big 
macro bet that gold prices will rise because of concerns about the U.S. budget deficit and its damaging effect on 
the U.S. dollar.

In April, veteran hedge-fund manager Lou Gerken became so 
downbeat about stock picking that he decided to shut down his 
two stock funds, which held about $80 million in client money 
and were down about 10% for the year. He says he now is 
focusing on a global bond fund and spends his days reading 
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macro-oriented publications and research from gloomy 
economist Nouriel Roubini. Many of his clients shifted their 
money to the bond fund, he says. 

Referring to legendary stock pickers Benjamin Graham and 
David Dodd, he says: "I'm a Graham and Dodd value investor, 
and geopolitical issues didn't matter 10 years ago. But they sure 
matter now."

As investors grow frustrated with stock picking, they're flocking 
to mutual funds that specialize in macro investing. This year, 

through August, investors have pulled $42 billion out of U.S. stock funds and have plowed $13.3 billion into 
three macro-oriented funds alone: BlackRock Global Allocation Fund, Eaton Vance Global Macro Absolute 
Return Fund and the Ivy Asset Strategy Fund.

Goldman Sachs Asset Management, Dreyfus Corp., Pioneer Investments and the Hartford Mutual Funds are 
among those that have launched macro-driven mutual funds this year.

Hedge funds are moving in the same direction. Last year, 184 new macro hedge funds were launched, compared 
with 203 funds started by traditional stock investors. By contrast, in 2005 there were 894 new stock funds and 
244 new macro funds. 

Hedge funds are also doing more trading of government bonds, which are tied to central-bank moves and 
inflation predictions. In 2009, hedge funds generated about 3% of trading volume in U.S. government bonds. 
This year, that share jumped to roughly 20%, according to consulting firm Greenwich Associates.

Macro strategies, however, are no magic bullet for making money in today's markets. Last year, macro funds 
rose 4.3%, compared with a gain of nearly 20% for the average hedge fund and 26.5% for the S&P 500, including 
reinvested dividends, according to Hedge Fund Research. Macro hedge funds are up 1% this year through 
August, trailing the 1.7% gain on the average hedge fund but better than the 0.4% loss in the S&P 500.

Last month hedge-fund manager Stanley Druckenmiller, best known for engineering George Soros's profitable 
$1 billion bet against the British pound in 1992, shut down his fund after losing money this year.

Dylan Grice, a strategist at Société Générale, says, "Most of us are rubbish at seeing macro events coming, let 
alone timing them." 

Most stock pickers have portfolios with dozens or hundreds of investments, so getting a few calls wrong 
generally doesn't make a big dent in returns. But macro funds tend to have a lot riding on a handful of bets.

John Burbank, founder of Passport Capital LLC, a San Francisco-based macro-hedge-fund manager, thinks the 
macro-driven environment will persist for some time. The reason, he says, is the difficulty of solving some of the 
issues that have led to the macro-dominated markets, such as the U.S. budget deficit and economic overcapacity 
that has resulted in persistent high unemployment rates.

Mr. Burbank says he is building a network of sources in Washington in an effort to get a better read on political 
and regulatory issues. He compares investing in the U.S. to investing in emerging markets, where he started his 
career.

"What is happening with the country, with the government, and what are their policies? These are the questions 
as an emerging-market investor that you ask before you do any bottom-up work on stocks," he says.

Many stock pickers, bound by rules that require their funds to keep investing in stocks, can only tweak their 
strategies and hope that the current environment doesn't last much longer.

View Full Image
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At Neuberger Berman, Mr. Pedowitz says a little uncertainty is good for stock pickers, but there can be too much 
of a good thing.

"In normal levels of uncertainty, we're wallowing in it like happy pigs, because you need that uncertainty to find 
bargains," he says. However, for now there's so much uncertainty, he says, "it's overwhelming."

Write to Tom Lauricella at tom.lauricella@wsj.com and Gregory Zuckerman at gregory.zuckerman@wsj.com 
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Minutes of the Federal Open Market Committee 
June 22-23, 2010

 
A joint meeting of the Federal Open Market Commit-
tee and the Board of Governors of the Federal Reserve 
System was held in the offices of the Board of Gover-
nors in Washington, D.C., on Tuesday, June 22, 2010, 
at 2:00 p.m. and continued on Wednesday, June 23, 
2010, at 9:00 a.m. 
 
PRESENT:  

Ben Bernanke, Chairman 
William C. Dudley, Vice Chairman 
James Bullard 
Elizabeth Duke 
Thomas M. Hoenig 
Donald L. Kohn 
Sandra Pianalto 
Eric Rosengren 
Daniel K. Tarullo  
Kevin Warsh 
 
Charles L. Evans, Richard W. Fisher, Narayana 

Kocherlakota, and Charles I. Plosser, Alternate 
Members of the Federal Open Market Com-
mittee 

 
Jeffrey M. Lacker, Dennis P. Lockhart, and Janet L. 

Yellen, Presidents of the Federal Reserve 
Banks of Richmond, Atlanta, and San Francis-
co, respectively 

 
Brian F. Madigan, Secretary and Economist 
Matthew M. Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Thomas Baxter, Deputy General Counsel 
Richard M. Ashton, Assistant General Counsel 
Nathan Sheets, Economist  
David J. Stockton, Economist 
 
Thomas A. Connors, William B. English, Jeff 

Fuhrer, Steven B. Kamin, Simon Potter, Law-
rence Slifman, Christopher J. Waller, and Da-
vid W. Wilcox, Associate Economists 

 
Brian Sack, Manager, System Open Market Ac-

count 
 

Jennifer J. Johnson, Secretary of the Board, Office 
of the Secretary, Board of Governors 

Patrick M. Parkinson, Director, Division of Bank 
Supervision and Regulation, Board of Gover-
nors 

 
Robert deV. Frierson,¹ Deputy Secretary, Office of 

the Secretary, Board of Governors 
 

Charles S. Struckmeyer,  Deputy Staff Director, 
Office of the Staff Director for Management, 
Board of Governors 

 
James A. Clouse, Deputy Director, Division of 

Monetary Affairs, Board of Governors  
 
Linda Robertson,² Assistant to the Board, Office 

of Board Members, Board of Governors 
 
Nellie Liang, David Reifschneider, and William 

Wascher, Senior Associate Directors, Division 
of Research and Statistics, Board of Gover-
nors; William Nelson, Senior Associate Direc-
tor, Division of Monetary Affairs, Board of 
Governors 

 
Seth B. Carpenter, Associate Director, Division of 

Monetary Affairs, Board of Governors 
 
Christopher J. Erceg, Deputy Associate Director, 

Division of International Finance, Board of 
Governors; Michael G. Palumbo and Joyce K. 
Zickler, Deputy Associate Directors, Division 
of Research and Statistics, Board of Governors 

 
Brian J. Gross, Special Assistant to the Board, Of-

fice of Board Members, Board of Governors 
 
Fabio M. Natalucci, Assistant Director, Division of 

Monetary Affairs, Board of Governors 
 

David H. Small, Project Manager, Division of 
Monetary Affairs, Board of Governors 

 
Beth Anne Wilson, Section Chief, Division of In-

ternational Finance, Board of Governors 
 
 

¹ Attended Tuesday’s session only. 
² Attended Wednesday’s session only. 
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John C. Driscoll and Jennifer E. Roush, Senior 
Economists, Division of Monetary Affairs, 
Board of Governors; Andrea L. Kusko, Senior 
Economist, Division of Research and Statis-
tics, Board of Governors; John W. Schindler, 
Senior Economist, Division of International 
Finance, Board of Governors 

 
Penelope A. Beattie, Assistant to the Secretary, Of-

fice of the Secretary, Board of Governors 
 
Valerie Hinojosa and Randall A. Williams, Records 

Management Analysts, Division of Monetary 
Affairs, Board of Governors 

 
Patrick K. Barron and John F. Moore, First Vice 

Presidents, Federal Reserve Banks of Atlanta 
and San Francisco, respectively 

 
Loretta J. Mester, Harvey Rosenblum, and John C. 

Williams, Executive Vice Presidents, Federal 
Reserve Banks of Philadelphia, Dallas, and San 
Francisco, respectively 

 
David Altig, Richard P. Dzina, Arthur Rolnick, and 

Mark E. Schweitzer, Senior Vice Presidents, 
Federal Reserve Banks of Atlanta, New York, 
Minneapolis, and Cleveland, respectively 

 
Daniel Aaronson, Todd E. Clark, and Andreas L. 

Hornstein, Vice Presidents, Federal Reserve 
Banks of Chicago, Kansas City, and Rich-
mond, respectively 

 
Joshua L. Frost, Assistant Vice President, Federal 

Reserve Bank of New York 
 
 

 
Developments in Financial Markets and the Fed-
eral Reserve’s Balance Sheet 
The Manager of the System Open Market Account 
(SOMA) reported on developments in domestic and 
foreign financial markets during the period since the 
Committee met on April 27–28, 2010.  He also briefed 
the Committee on the System’s progress in developing 
tools for managing the supply of reserves, including 
reverse repurchase agreements and the Term Deposit 
Facility.  In preparation for possible future reserve 
draining operations, in June the Federal Reserve con-
ducted the first of several small-value auctions to test 
the Term Deposit Facility.  In addition, the Manager 

reported on System open market operations during the 
intermeeting period.  By unanimous vote, the Commit-
tee ratified those transactions.  There were no open 
market operations in foreign currencies for the Sys-
tem’s account over the intermeeting period. 

In his presentation to the Committee, the Manager 
noted that “fails to deliver” in the mortgage-backed 
securities (MBS) market had reached very high levels in 
recent months.  Under these conditions, dealers had 
experienced difficulty in arranging delivery of a small 
amount—including about $9 billion of securities with 
5.5 percent coupons issued by Fannie Mae—of the 
$1.25 trillion of MBS that the Desk at the Federal Re-
serve Bank of New York had purchased between Janu-
ary 2009 and March 2010.  The Desk had postponed 
settlement of some of these transactions through the 
use of dollar rolls.  The Manager discussed alternative 
methods of settling the outstanding transactions and 
recommended that the Committee authorize the Desk 
to engage in coupon swap transactions to facilitate the 
settlement of these purchases.  The Manager noted that 
a coupon swap is a common transaction in the market 
for MBS in which the two counterparties exchange se-
curities at market prices.  By engaging in a coupon 
swap, the Federal Reserve would effectively sell the 
scarce securities that it had not yet received and pur-
chase instead securities that are more readily available 
in the market.  After discussing various approaches, 
meeting participants agreed that coupon swaps were an 
appropriate method to achieve settlement of outstand-
ing transactions. 

As background for the Committee’s continuing consid-
eration of its portfolio management policies, the Man-
ager gave a presentation on alternative strategies for 
reinvesting the proceeds from maturing Treasury secur-
ities.  Under current practice, the Desk reinvests the 
proceeds of maturing Treasury coupon securities in 
new Treasury securities that are issued on the date the 
older securities mature, allocating the investments 
across the new securities in proportion to the issuance 
amounts.  The Manager presented two alternatives to 
the status quo.  First, the Committee could consider 
halting all reinvestment of the proceeds of maturing 
securities.  Such a strategy would shrink the size of the 
Federal Reserve’s balance sheet and reduce the quantity 
of reserve balances in the banking system gradually 
over time.  Second, the Committee could reinvest the 
proceeds of maturing securities only in new issues of 
Treasury securities with relatively short maturities—
bills only, or bills as well as coupon issues with terms of 
three years or less.  This strategy would maintain the 
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size of the Federal Reserve’s balance sheet but would 
reduce somewhat the average maturity of the portfolio 
and increase its liquidity.  One participant favored halt-
ing all reinvestment, and many saw benefits to even-
tually adopting an approach of reinvesting in bills and 
shorter-term coupon issues to shift the maturity com-
position of the portfolio toward the structure that had 
prevailed prior to the financial crisis.  However, the 
Committee made no change to its reinvestment policy 
at this meeting. 

Continuing a discussion from previous meetings, par-
ticipants again addressed issues regarding asset sales.  
Participants continued to agree that gradual sales of 
MBS should be undertaken, at some point, to speed the 
return to a Treasury-securities-only portfolio.  A few 
participants supported beginning such sales fairly soon; 
they noted that, given the evident demand in the mar-
ket for safe, longer-term assets, modest sales of MBS 
might not put much, if any, upward pressure on long-
term interest rates or be disruptive to the functioning 
of financial markets.  However, many participants still 
saw asset sales as potentially tightening financial condi-
tions to some extent.  Most participants continued to 
judge it appropriate to defer asset sales for some time; 
several noted the modest weakening in the economic 
outlook since the Committee’s last meeting as an addi-
tional reason to do so.  A majority of participants con-
tinued to anticipate that asset sales would start after the 
Committee had begun to firm policy by increasing 
short-term interest rates; such an approach would 
postpone asset sales until the economic recovery was 
well established and maintain short-term interest rates 
as the Committee’s key monetary policy tool.  A few 
participants suggested selling MBS and using the 
proceeds to purchase Treasury securities of comparable 
duration, arguing that doing so would hasten the move 
toward a Treasury-securities-only portfolio without 
tightening financial conditions.  Participants agreed that 
it would be important to maintain flexibility regarding 
the appropriate timing and pace of asset sales, given the 
uncertainties associated with the unprecedented size 
and composition of the Federal Reserve’s balance sheet 
and its effects on financial conditions.  Overall, partici-
pants emphasized that any decision to engage in asset 
sales would need to be communicated well in advance 
of the initiation of such transactions, and that sales 
should be conducted at a gradual pace and potentially 
be adjusted in response to developments in economic 
and financial conditions. 

Staff Review of the Economic Situation 
The information reviewed at the June 22–23 meeting 
suggested that the economic recovery was proceeding 
at a moderate pace in the second quarter.  Businesses 
continued to increase employment and lengthen work-
weeks in April and May, but the unemployment rate 
remained elevated.  Industrial production registered 
strong and widespread gains, and business investment 
in equipment and software rose rapidly.  Consumer 
spending appeared to have moved up further in April 
and May.  However, housing starts dropped in May, 
and nonresidential construction remained depressed.  
Falling energy prices held down headline consumer 
prices in April and May while core consumer prices 
edged up. 

Labor demand continued to firm in recent months.  
While the change in total nonfarm payroll employment 
in May was boosted significantly by the hiring of tem-
porary workers for the decennial census, private em-
ployment posted only a small increase.  This increase, 
however, followed sizable gains in March and April, 
and the average workweek of all private-sector em-
ployees increased over the March-to-May period.  As a 
result, aggregate hours worked by employees on private 
nonfarm payrolls rose substantially through May.  The 
unemployment rate moved up in April but dropped 
back in May to 9.7 percent, its first-quarter average.  
The labor force participation rate was, on average, 
higher in recent months than in the first quarter, as 
rising employment was accompanied by an increasing 
number of jobseekers.  Although the number of work-
ers who were employed part time for economic reasons 
leveled off in recent months, the proportion of unem-
ployed workers who were jobless for more than 26 
weeks continued to move up.  Initial claims for unem-
ployment insurance were little changed over the inter-
meeting period, remaining at a still-elevated level. 

Industrial production rose at a robust rate in April and 
May, with production increases broadly based across 
industries.  Firming domestic demand, rising exports, 
and business inventory restocking appeared to have 
provided upward impetus to factory production.  In 
April and May, production in high-technology indus-
tries again rose strongly, with substantial gains in the 
output of semiconductors and further solid increases in 
the production of computers and communications 
equipment.  The production of other types of business 
equipment continued to rebound, and the output of 
construction supplies advanced further.  Production of 
light motor vehicles turned up in May; nonetheless, 
dealers’ inventories remained lean.  Capacity utilization 
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in manufacturing rose in May to a rate noticeably above 
the low reached in mid-2009, but it was still substantial-
ly below its longer-run average. 

The rise in consumer spending slowed in recent 
months after a brisk increase in the first quarter.  Al-
though sales of light motor vehicles continued to trend 
higher, nominal sales of non-auto consumer goods and 
food services were little changed in April and May.  
The moderation in spending appeared, on balance, to 
be aligning the pace of consumption with recent trends 
in income, wealth, and consumer sentiment.  Real dis-
posable personal income moved up at a solid rate in 
March and April, reflecting increases in employment 
and hours worked as well as slightly higher real wages, 
but home values declined in recent months and equity 
prices moved down since the April meeting.  Measures 
of consumer sentiment improved in May and early June 
but were still at relatively low levels. 

The anticipated expiration of the homebuyer tax credit 
appeared to have pulled home sales forward, boosting 
their level in recent months.  Sales of existing single-
family homes rose strongly in April, and, although they 
moved down in May, these sales were still above their 
level earlier in the year.  Purchases of new single-family 
homes also jumped in April, but then fell steeply in 
May.  On net, the upswing in the volume of real estate 
transactions in recent months was likely to boost the 
brokers’ commissions component of residential in-
vestment in the second quarter.  However, starts of 
new single-family homes, which had trended higher in 
the first four months of the year, declined sharply in 
May.  In addition, the number of permits for new 
homes, which tends to lead starts, fell for a second 
month in May.  House prices declined somewhat in 
recent months, reversing some of the modest increases 
that occurred in the spring and summer of 2009.  After 
changing little on net during the preceding year, interest 
rates for 30-year fixed-rate conforming mortgages 
moved lower in May and June. 

Real spending on equipment and software increased 
further early in the second quarter.  Business outlays 
for computing equipment and software continued to 
rise at a brisk pace through April, and shipments of 
aircraft to domestic carriers rebounded.  Orders and 
shipments of nondefense capital goods excluding 
transportation and high-tech equipment stayed on a 
noticeable uptrend, on net, in March and April, with 
the increases broadly based by type of equipment.  The 
recovery in equipment and software spending was con-
sistent with the relatively strong gains in production in 

recent months, improved financial conditions over the 
first part of the year, and the positive readings from 
surveys on business conditions and earnings reports for 
producers of capital goods.  Business outlays for non-
residential construction appeared to be contracting fur-
ther, on balance, in March and April, although the rate 
of decline seemed to be moderating.  Outlays for new 
power plants and for manufacturing facilities firmed, 
and investment in drilling and mining structures con-
tinued to rise strongly.  However, spending on office 
and commercial structures was still falling steeply 
through April, with the weakness likely related to high 
vacancy rates, falling property prices, and the light vo-
lume of sales. 

Businesses appeared to have begun to restock their 
inventories.  Real nonfarm inventory investment turned 
positive in the first quarter, and data for April pointed 
to further modest accumulation.  Ratios of inventories 
to sales for most industries looked to be within com-
fortable ranges. 

Consumer price inflation remained low in April and 
May.  The core consumer price index rose only slightly 
over the period, and the year-over-year change in the 
index was lower than earlier this year.  Core goods 
prices continued to decline, on net, and prices of non-
energy services remained soft.  The headline consumer 
price index edged down in both months, as the drop in 
the price of crude oil since April led consumer energy 
prices to retrace a portion of the run-up that occurred 
during the nine months ending in January.  At earlier 
stages of processing, producer prices of core interme-
diate materials rose moderately in May after five 
months of large increases.  Inflation compensation 
based on Treasury inflation-protected securities de-
creased recently in response to low readings on infla-
tion and falling oil prices.  Survey measures of both 
short- and long-term inflation expectations remained 
relatively stable. 

Unit labor costs continued to be restrained by weak-
ness in hourly compensation and further gains in prod-
uctivity.  Revised estimates of labor compensation indi-
cated that hourly compensation in the nonfarm busi-
ness sector was about flat, on net, during the fourth 
quarter of 2009 and the first quarter of 2010.  The em-
ployment cost index showed a moderate rise over the 
period, boosted by a sizable increase in benefit costs in 
the first quarter.  The year-over-year increase in average 
hourly earnings of all employees was also moderate 
through May.  Output per hour in the nonfarm busi-
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ness sector, which rose rapidly in 2009, posted a more 
moderate but still-solid gain in the first quarter of 2010. 

The U.S. international trade deficit widened slightly in 
April, as nominal exports fell a bit more than nominal 
imports.  The April declines in both exports and im-
ports followed robust increases in March.  The April 
fall in exports reflected declines in exports of consumer 
goods, primarily due to a drop in pharmaceuticals, and 
in agricultural goods.  Exports of industrial supplies 
moved up while exports of capital goods were flat after 
increasing strongly in March.  Imports in April were 
pulled down by lower imports of consumer goods, 
which more than offset sharply higher imports of capi-
tal goods, particularly computing equipment.  Imports 
of automotive products and non-oil industrial supplies 
declined slightly, and imports of petroleum products 
were flat following a large increase in March. 

Incoming data suggested that economic activity abroad 
continued to expand at a strong pace in the first half of 
the year.  Among the advanced foreign economies, 
growth of real gross domestic product (GDP) in the 
first quarter was particularly strong in Canada and Ja-
pan, and recent indicators for those countries pointed 
to continued solid increases in the second quarter.  In 
contrast, the rise in economic activity in the euro area 
was subdued, as favorable readings for the manufactur-
ing sector were counterbalanced by weakness in do-
mestic demand.  Since the time of the April meeting of 
the Federal Open Market Committee (FOMC), con-
cerns about the fiscal situation of several euro-area 
countries intensified sharply.  In response, European 
authorities announced a number of policy measures, 
including acceleration of fiscal consolidation plans in 
some countries, finalization of an International Mone-
tary Fund (IMF) and European Union (EU) assistance 
package for Greece, and the introduction of a broader 
€500 billion financial assistance program that could be 
complemented by bilateral IMF lending.  The Euro-
pean Central Bank (ECB) also announced further 
measures to improve liquidity conditions in impaired 
markets, including a program to purchase sovereign 
and private debt. 

Economic activity in emerging market economies con-
tinued to expand briskly in the first half of this year.  
Growth of economic activity was particularly robust in 
emerging Asia, driven in part by strong increases in 
industrial production and exports associated with solid 
gains in final demand as well as the turn in the invento-
ry cycle.  The rise of real GDP in Latin America ap-
peared to have stalled in the first quarter, but this de-

velopment reflected a contraction in Mexico that more-
favorable monthly indicators suggested should prove 
temporary.  In contrast, the increase in Brazilian real 
GDP was very strong.  Consumer price inflation in the 
foreign economies in aggregate was buoyed by higher 
food and energy prices in the first quarter, while core 
inflation generally remained subdued.  More recent in-
formation suggested some moderation in foreign infla-
tion in the second quarter. 

Staff Review of the Financial Situation 
The FOMC’s decision at its April meeting to maintain 
the 0 to ¼ percent target range for the federal funds 
rate and the wording of the accompanying statement 
were largely in line with expectations and prompted 
little market reaction.  Economic data releases were 
mixed, on balance, over the intermeeting period, but 
market participants were especially attentive to incom-
ing information on the labor market—most notably, 
the private payroll figures in the employment report for 
May, which were considerably weaker than investors 
expected.  Those data, combined with heightened con-
cerns about the global economic outlook stemming in 
part from Europe’s sovereign debt problems, contri-
buted to a downward revision in the expected path of 
policy implied by money market futures rates. 

In the market for Treasury coupon securities, 2- and 
10-year nominal yields fell considerably over the inter-
meeting period.  Market participants pointed to flight-
to-quality flows and greater concern about the econom-
ic outlook as factors boosting the demand for Treasury 
securities.  The drop in Treasury yields was accompa-
nied by a small widening of swap spreads. 

Conditions in short-term funding markets deteriorated 
somewhat, particularly for European financial institu-
tions.  Spreads of the term London interbank offered 
rate, or Libor, over rates on overnight index swaps wid-
ened noticeably, with the availability of funding at ma-
turities longer than one week reportedly quite limited.  
Market participants also reduced holdings of commer-
cial paper sponsored by entities thought to have expo-
sures to peripheral European financial institutions and 
governments.  Even so, spreads of high-grade unse-
cured financial commercial paper to nonfinancial 
commercial paper widened only modestly over the in-
termeeting period.  In secured funding markets, spreads 
on asset-backed commercial paper also widened mod-
estly, while rates on repurchase agreements involving 
Treasury and agency collateral changed little.  In the 
inaugural Senior Credit Officer Opinion Survey on 
Dealer Financing Terms, which was conducted by the 
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Federal Reserve between May 24 and June 4, dealers 
generally reported that the terms on which they pro-
vided credit remained tight relative to those at the end 
of 2006.  However, they noted some loosening of 
terms for both securities financing and over-the-
counter derivatives transactions, on net, over the pre-
vious three months for certain classes of clients—
including hedge funds, institutional investors, and non-
financial corporations—and intensified efforts by those 
clients to negotiate more-favorable terms.  At the same 
time, they reported a pickup in demand for financing 
across several collateral types over the past three 
months. 

Broad U.S. stock price indexes fell over the intermeet-
ing period, in part reflecting deepening concerns about 
the European fiscal situation and its potential for ad-
verse spillovers to global economic growth.  Option-
implied volatility on the S&P 500 index spiked in mid-
May, to more than double its value at the time of the 
April FOMC meeting, but largely reversed its run-up by 
the time of the June meeting.  The spread between the 
staff’s estimate of the expected real return on equities 
over the next 10 years and an estimate of the expected 
real return on a 10-year Treasury note—a measure of 
the equity risk premium—increased from its already 
elevated level. 

Investors’ attitudes toward financial institutions deteri-
orated somewhat, as the equity of financial firms un-
derperformed the broader market amid uncertainty 
about the implications of developments in Europe and 
the potential effects of financial regulatory reform.  
Yields on investment- and speculative-grade corporate 
bonds moved higher over the intermeeting period, and 
high-yield bond mutual funds recorded substantial net 
outflows.  Spreads on corporate bonds widened, al-
though they remained within the range prevailing since 
last summer.  Secondary-market bid prices on syndi-
cated leveraged loans fell, while bid-asked spreads in 
that market widened. 

Net debt financing by nonfinancial corporations in-
creased in April and May relative to its pace in the first 
quarter.  Gross bond issuance by investment-grade 
nonfinancial corporations in the United States re-
mained solid, on average, over those two months; non-
financial commercial paper outstanding increased as 
well.  High-yield corporate bond issuance in the United 
States briefly paused in May, reflecting the market’s 
pullback from risky assets, although speculative-grade 
U.S. firms continued to issue bonds abroad and a few 
placed issues domestically in the first half of June.  

Gross equity issuance fell a bit, on net, in April and 
May, likely due in part to recent declines in equity pric-
es and elevated market volatility.  Measures of the cred-
it quality of nonfinancial firms generally continued to 
improve, and first-quarter profits for firms in the S&P 
500 jumped substantially, primarily reflecting an upturn 
in financial sector profits from quite depressed levels.  
The outlook in commercial real estate markets stayed 
weak; prices of commercial properties fell a bit further 
in the first quarter, and the volume of commercial 
property sales remained light.  The delinquency rate for 
securitized commercial mortgages continued to climb 
in May, and indexes of prices of credit default swaps on 
commercial mortgages declined, on net, over the in-
termeeting period. 

Consumer credit contracted again in recent months, as 
revolving credit continued on a steep downtrend.  Is-
suance of consumer credit asset-backed securities 
(ABS) increased in May, although the pace was still well 
below that observed before the onset of the financial 
crisis.  Credit card ABS issuance remained subdued, 
partly reflecting regulatory changes that made financing 
credit card receivables via securitization less desirable.  
In primary markets, spreads of credit card interest rates 
over those on Treasury securities remained extremely 
high in April, while interest rate spreads on auto loans 
stayed near their average level of the past decade.  Con-
sumer credit quality improved further, with delinquency 
rates on credit cards and auto loans moving down a bit 
in April. 

Bank credit declined, on average, in April and May at 
about the same pace as in the first quarter.  Commer-
cial and industrial loans, after dropping rapidly in April, 
decreased at a slower pace in May.  While commercial 
real estate and home equity loans fell at a slightly faster 
rate than in recent quarters, the contraction in closed-
end residential loans abated, partly because of a re-
duced pace of sales to Fannie Mae and Freddie Mac.  
Consumer loans declined again, on average, in April 
and May.  The amount of Treasury and agency securi-
ties held by large domestic banks and foreign-related 
institutions declined in May, contributing to a sizable 
drop in banks’ securities holdings. 

On a seasonally adjusted basis, M2 contracted in April 
but surged in May, with much of the month-to-month 
variation apparently associated with the effects of fed-
eral tax payments and refunds.  Averaging across the 
two months, M2 expanded moderately after having 
been about unchanged in the first quarter; liquid depos-
its accounted for most of the net change. 
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The threat to global economic growth and financial 
stability posed by the fiscal situation in some European 
nations sparked widespread flight-to-quality flows over 
most of the intermeeting period.  This retreat led to a 
broad appreciation of the dollar as well as declines in 
equity prices abroad and in yields on benchmark sover-
eign bonds.  However, investor sentiment improved 
near the end of the period, leading to a partial reversal 
in some of these movements, despite Moody’s down-
grade of Greece to below-investment-grade status in 
mid-June.  On net, the dollar ended the intermeeting 
period up, most headline equity indexes fell, and 
benchmark government bond yields declined.  Strains 
in euro-area bank funding markets reemerged during 
the period.  In response, the ECB announced some 
changes to its liquidity operations that would provide 
greater market access to term funding in euros.3  Diffi-
culties also appeared in corporate debt markets as both 
nonfinancial and financial corporate debt issuance 
dropped substantially in May.  In addition, pressures in 
dollar funding markets reappeared for foreign financial 
institutions, especially those thought to have significant 
exposure to Greece and other peripheral euro-area 
countries.  To help contain these pressures and to pre-
vent their spread to other institutions and regions, the 
Federal Reserve reestablished dollar liquidity swap ar-
rangements with the ECB, the Bank of England, the 
Bank of Japan, the Bank of Canada, and the Swiss Na-
tional Bank. 

Yields on the sovereign obligations of peripheral Euro-
pean countries declined noticeably following a May 10 
announcement of a framework established by the EU 
for providing financial aid to euro-area governments 
and of the ECB’s intention to purchase euro-area sov-
ereign debt.  However, yields remained high even after 
these announcements and moved up subsequently, 
notwithstanding the ECB’s purchases of government 
debt.  Amid a weakening outlook for economic growth 
in Europe, central banks in several emerging European 
economies began to decrease policy rates.  By contrast, 
brighter economic prospects in Canada and China 
prompted the Bank of Canada to raise its target for the 
overnight rate to 50 basis points at its June meeting and 
Chinese authorities to raise banks’ reserve requirement 
further in May.  In addition, the People’s Bank of Chi-
na announced late in the period that it would allow the 
renminbi to move more flexibly, and the currency ap-
                                                 
3 The ECB reinstituted a six-month lending operation and 
switched its three-month lending operations from fixed-
quantity auctions to full-allotment offerings at a fixed rate of 
1 percent. 

preciated slightly immediately following the announce-
ment. 

Staff Economic Outlook 
In the economic forecast prepared for the June FOMC 
meeting, the staff continued to anticipate a moderate 
recovery in economic activity through 2011, supported 
by accommodative monetary policy, an attenuation of 
financial stress, and strengthening consumer and busi-
ness confidence.  While the recent data on production 
and spending were broadly in line with the staff’s ex-
pectations, the pace of the expansion over the next year 
and a half was expected to be somewhat slower than 
previously predicted.  The intensifying concerns among 
investors about the implications of the fiscal difficulties 
faced by some European countries contributed to an 
increase in the foreign exchange value of the dollar and 
a drop in equity prices, which seemed likely to damp 
somewhat the expansion of domestic demand.  The 
implications of these less-favorable factors for U.S. 
economic activity appeared likely to be only partly off-
set by lower interest rates on Treasury securities, other 
highly rated securities, and mortgages, as well as by a 
lower price for crude oil.  The staff still expected that 
the pace of economic activity through 2011 would be 
sufficient to reduce the existing margins of economic 
slack, although the anticipated decline in the unem-
ployment rate was somewhat slower than in the pre-
vious projection. 

The staff’s forecasts for headline and core inflation 
were also reduced slightly.  The changes were a re-
sponse to the lower prices of oil and other commodi-
ties, the appreciation of the dollar, and the greater 
amount of economic slack in the forecast.  Despite 
these developments, inflation expectations had re-
mained stable, likely limiting movements in inflation.  
On balance, core inflation was expected to continue at 
a subdued rate over the projection period.  As in earlier 
forecasts, headline inflation was projected to move into 
line with the core rate by 2011. 

Participants’ Views of Current Conditions and the 
Economic Outlook 
In conjunction with this FOMC meeting, all meeting 
participants—the five members of the Board of Gov-
ernors and the presidents of the 12 Federal Reserve 
Banks—provided projections of economic growth, the 
unemployment rate, and consumer price inflation for 
each year from 2010 through 2012 and over a longer 
horizon.  Longer-run projections represent each partic-
ipant’s assessment of the rate to which each variable 
would be expected to converge over time under appro-
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priate monetary policy and in the absence of further 
shocks.  Participants’ forecasts through 2012 and over 
the longer run are described in the Summary of Eco-
nomic Projections, which is attached as an addendum 
to these minutes. 

In their discussion of the economic situation and out-
look, meeting participants generally saw the incoming 
data and information received from business contacts 
as consistent with a continued, moderate recovery in 
economic activity.  Participants noted that the labor 
market was improving gradually, household spending 
was increasing, and business spending on equipment 
and software had risen significantly.  With private final 
demand having strengthened, inventory adjustments 
and fiscal stimulus were no longer the main factors 
supporting economic expansion.  In light of stable in-
flation expectations and incoming data indicating low 
rates of inflation, policymakers continued to anticipate 
that both overall and core inflation would remain sub-
dued through 2012.  However, financial markets were 
generally seen as recently having become less suppor-
tive of economic growth, largely reflecting international 
spillovers from European fiscal strains.  In part as a 
result of the change in financial conditions, most par-
ticipants revised down slightly their outlook for eco-
nomic growth, and about one-half of the participants 
judged the balance of risks to growth as having moved 
to the downside.  Most participants continued to see 
the risks to inflation as balanced.  A number of partici-
pants expressed the view that, over the next several 
years, both employment and inflation would likely be 
below levels they consider to be consistent with their 
dual mandate, but they anticipated that, with appropri-
ate monetary policy, both would rise over time to levels 
consistent with the Federal Reserve’s objectives. 

Financial markets had become somewhat less suppor-
tive of economic growth since the April meeting, with 
the developments in Europe cited as a leading cause of 
greater global financial market tensions.  Risk spreads 
for many corporate borrowers had widened noticeably, 
equity prices had fallen appreciably, and the dollar had 
risen in value against a broad basket of other curren-
cies.  Participants saw these changes as likely to weigh 
to some degree on household and business spending 
over coming quarters.  Participants also noted ongoing 
difficulties in financing commercial real estate.  None-
theless, reports suggested that more-creditworthy busi-
ness borrowers were still able to obtain funding in the 
open markets on fairly attractive terms, and a couple of 
participants noted that credit from the banking sector, 
which had been contracting for some time, was show-

ing some tentative signs of stabilizing.  Moreover, sev-
eral participants observed that the decline in yields on 
Treasury securities resulting from the global flight to 
quality was positive for the domestic economy; in par-
ticular, the associated decline in mortgage rates was 
seen as potentially helpful in supporting the housing 
sector. 

Supporting the view of a continued recovery, incoming 
data and anecdotal reports pointed to strength in a 
number of business sectors, particularly manufacturing 
and transportation.  Policymakers noted that firms’ 
investment in equipment and software had advanced 
rapidly of late, and they anticipated that such spending 
would continue to rise, though perhaps at a somewhat 
slower pace.  Business contacts suggested that invest-
ment spending had been supported by the replacement 
and upgrading of existing capital, making up for some 
spending that had been postponed in the downturn, 
and this component of investment demand was seen as 
unlikely to remain robust.  In addition, inventory ac-
cumulation, which had been a significant contributor to 
recent gains in production, appeared likely to provide 
less impetus to growth in coming quarters.  Participants 
also noted that several uncertainties, including those 
related to legislative changes and to developments in 
global financial markets, were generating a heightened 
level of caution that could lead some firms to delay 
hiring and planned investment outlays. 

Participants commented that household spending con-
tinued to advance, with notable increases in auto sales 
and expenditures on other durable goods.  Going for-
ward, consumption spending was expected to continue 
to post moderate gains, with the effects of income 
growth and improved confidence as the economy re-
covers more than offsetting the effects of lower stock 
prices and housing wealth.  However, continued labor 
market weakness could weigh on consumer sentiment, 
and households were still repairing their balance sheets; 
both factors could restrain consumer spending going 
forward.  Although readings from the housing sector 
had been strong through mid-spring, participants noted 
that the strength likely reflected the effects of the tem-
porary tax credits for homebuyers.  Indeed, data for the 
most recent month suggested that, with the expiration 
of those provisions, home sales and starts had stepped 
down noticeably and could remain weak in the near 
term; with lower demand and a continuing supply of 
foreclosed houses coming to market, participants 
judged that house prices were likely to remain flat or 
decline somewhat further in the near term. 
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Meeting participants interpreted the data on the labor 
market as consistent with their outlook for gradual re-
covery.  Employers were adding hours to the workweek 
and hiring temporary workers, suggesting a pickup in 
labor demand; however, the most recent data on em-
ployment had been disappointing, and new claims for 
unemployment insurance remained elevated.  Report-
edly, employers were still cautious about adding to pay-
rolls, given uncertainties about the outlook for the 
economy and government policies.  Participants ex-
pected the pace of hiring to remain low for some time.  
Indeed, the unemployment rate was generally expected 
to remain noticeably above its long-run sustainable lev-
el for several years, and participants expressed concern 
about the extended duration of unemployment spells 
for a large number of workers.  Participants also noted 
a risk that continued rapid growth in productivity, 
though clearly beneficial in the longer term, could in 
the near term act to moderate growth in the demand 
for labor and thus slow the pace at which the unem-
ployment rate normalizes. 

A broad set of indicators suggested that underlying in-
flation remained subdued and was, on net, trending 
lower.  The latest readings on core inflation—which 
excludes the relatively volatile prices of food and ener-
gy—had slowed, and other measures of the underlying 
trajectory of inflation, such as median and trimmed-
mean measures, also had moved down this year.  Crude 
oil prices declined somewhat over the intermeeting pe-
riod, a factor that was likely to damp headline inflation 
at the consumer level in coming months.  Other com-
modity prices were moderating, and nominal wages 
appeared to be rising only slowly.  Some participants 
indicated that they viewed the substantial slack in labor 
and resource markets as likely to reduce inflation.  The 
financial strains in Europe had led to an increase in the 
foreign exchange value of the dollar, and the resulting 
downward pressure on import prices also was expected 
to weigh on consumer prices for a time.  However, 
inflation expectations were seen by most participants as 
well anchored, which would tend to curb any tendency 
for actual inflation to decline.  On balance, meeting 
participants revised down modestly their outlook for 
inflation over the next couple of years; they generally 
expected inflation to be quite low in the near term and 
to trend slightly higher over time. 

Some participants judged the risks to the outlook for 
inflation as tilted to the downside, particularly in the 
near term, in light of the large amount of resource slack 
already prevailing in the economy, the significant 
downside risks to the outlook for real activity, and the 

possibility that inflation expectations could begin to 
decline in response to low actual inflation.  A few par-
ticipants cited some risk of deflation.  Other partici-
pants, however, thought that inflation was unlikely to 
fall appreciably further given the stability of inflation 
expectations in recent years and very accommodative 
monetary policy.  Over the medium term, participants 
saw both upside and downside risks to inflation.  Sev-
eral participants noted that a continuation of lower-
than-expected inflation and high unemployment could 
eventually lead to a downward movement in inflation 
expectations that would reinforce disinflationary pres-
sures.  By contrast, a few participants noted the possi-
bility that a potentially unsustainable fiscal position and 
the size of the Federal Reserve’s balance sheet could 
boost inflation expectations and actual inflation over 
time. 

Committee Policy Action 
In their discussion of monetary policy for the period 
ahead, members agreed that it would be appropriate to 
maintain the target range of 0 to ¼ percent for the fed-
eral funds rate.  The economic outlook had softened 
somewhat and a number of members saw the risks to 
the outlook as having shifted to the downside.  None-
theless, all saw the economic expansion as likely to be 
strong enough to continue raising resource utilization, 
albeit more slowly than they had previously anticipated.  
In addition, they saw inflation as likely to stabilize near 
recent low readings in coming quarters and then gradu-
ally rise toward more desirable levels.  In sum, the 
changes to the outlook were viewed as relatively mod-
est and as not warranting policy accommodation 
beyond that already in place.  However, members 
noted that in addition to continuing to develop and test 
instruments to exit from the period of unusually ac-
commodative monetary policy, the Committee would 
need to consider whether further policy stimulus might 
become appropriate if the outlook were to worsen ap-
preciably.  Given the slightly softer cast of recent data 
and the shift to less accommodative financial condi-
tions, members agreed that some changes to the state-
ment’s characterization of the economic and financial 
situation were necessary.  Nearly all members judged 
that it was appropriate to reiterate the expectation that 
economic conditions—including low levels of resource 
utilization, subdued inflation trends, and stable inflation 
expectations—were likely to warrant exceptionally low 
levels of the federal funds rate for an extended period.  
One member, however, believed that continuing to 
communicate an expectation in the Committee’s state-
ment that the federal funds rate would remain at an 
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exceptionally low level for an extended period would 
create conditions that could lead to macroeconomic 
and financial imbalances. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of New York, until it was instructed otherwise, to ex-
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

“The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output.  To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from 0 to ¼ percent.  
The Committee directs the Desk to engage 
in dollar roll and coupon swap transactions 
as necessary to facilitate settlement of the 
Federal Reserve’s agency MBS transactions.  
The System Open Market Account Manager 
and the Secretary will keep the Committee 
informed of ongoing developments regard-
ing the System’s balance sheet that could af-
fect the attainment over time of the Commit-
tee’s objectives of maximum employment 
and price stability.” 

The vote encompassed approval of the statement be-
low to be released at 2:15 p.m.: 

“Information received since the Federal 
Open Market Committee met in April sug-
gests that the economic recovery is proceed-
ing and that the labor market is improving 
gradually.  Household spending is increasing 
but remains constrained by high unemploy-
ment, modest income growth, lower housing 
wealth, and tight credit.  Business spending 
on equipment and software has risen signifi-
cantly; however, investment in nonresidential 
structures continues to be weak and employ-
ers remain reluctant to add to payrolls.  
Housing starts remain at a depressed level.  
Financial conditions have become less sup-
portive of economic growth on balance, 
largely reflecting developments abroad.  
Bank lending has continued to contract in 
recent months.  Nonetheless, the Committee 
anticipates a gradual return to higher levels 
of resource utilization in a context of price 
stability, although the pace of economic re-
covery is likely to be moderate for a time. 

Prices of energy and other commodities have 
declined somewhat in recent months, and 
underlying inflation has trended lower.  With 
substantial resource slack continuing to re-
strain cost pressures and longer-term infla-
tion expectations stable, inflation is likely to 
be subdued for some time. 

The Committee will maintain the target 
range for the federal funds rate at 0 to ¼ 
percent and continues to anticipate that eco-
nomic conditions, including low rates of re-
source utilization, subdued inflation trends, 
and stable inflation expectations, are likely to 
warrant exceptionally low levels of the feder-
al funds rate for an extended period. 

The Committee will continue to monitor the 
economic outlook and financial develop-
ments and will employ its policy tools as ne-
cessary to promote economic recovery and 
price stability.” 

Voting for this action:  Ben Bernanke, William C. 
Dudley, James Bullard, Elizabeth Duke, Donald L. 
Kohn, Sandra Pianalto, Eric Rosengren, Daniel K. Ta-
rullo, and Kevin Warsh. 

Voting against this action:  Thomas M. Hoenig. 

Mr. Hoenig dissented because he believed that, as the 
economy completed its first year of modest recovery, it 
was no longer advisable to indicate that economic and 
financial conditions were likely to warrant “exceptional-
ly low levels of the federal funds rate for an extended 
period.”  Although risks to the forecast remained, Mr. 
Hoenig was concerned that communicating such an 
expectation would limit the Committee’s flexibility to 
begin raising rates modestly in a timely fashion and 
could result in a buildup of future financial imbalances 
and increase the risks to longer-run macroeconomic 
and financial stability. 

By unanimous vote, the Committee selected William B. 
English to serve as Secretary and Economist, and 
James A. Clouse to serve as Associate Economist, ef-
fective July 23, 2010, until the selection of their succes-
sors at the first regularly scheduled meeting of the 
Committee in 2011. 

It was agreed that the next meeting of the Committee 
would be held on Tuesday, August 10, 2010.  The 
meeting adjourned at 12:10 p.m. on June 23, 2010. 
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Conference Call 
On May 9, 2010, the Committee met by conference call 
to discuss developments in global financial markets and 
possible policy responses.  Over the previous several 
months, market concerns about the ability of Greece 
and some other euro-area countries to contain their 
sizable budget deficits and finance their debt had in-
creased.  By early May, financial strains had intensified, 
reflecting investors’ uncertainty about whether fiscally 
stronger euro-area governments would provide finan-
cial support to the weakest members, the extent of the 
drag on euro-area economies that could result from 
efforts at fiscal consolidation, and the degree of expo-
sure of major European banks and financial institutions 
to vulnerable countries.  Conditions in short-term 
funding markets in Europe had also deteriorated, and 
global financial markets more generally had been vola-
tile and less supportive of economic growth.    

The Chairman indicated that European authorities were 
considering a number of measures to promote fiscal 
sustainability and to provide increased liquidity and 
support to money markets and markets for European 
sovereign debt.  In connection with the possible im-
plementation of these measures, some major central 
banks had requested that dollar liquidity swap lines 
with the Federal Reserve be reestablished.  These swap 
lines would enhance the ability of these central banks 
to provide support for dollar funding markets in their 
jurisdictions.  The terms and conditions of the swap 
lines would generally be similar to those in place prior 
to their expiration earlier in the year. 

The Committee discussed considerations surrounding 
the possible reestablishment of dollar liquidity swap 
lines.  Participants agreed that such arrangements could 
be helpful in limiting the strains in dollar funding mar-
kets and the adverse implications of recent develop-
ments for the U.S. economy.  Participants observed 
that, in current circumstances, the dollar swap lines 
should be made available to a smaller number of major 
foreign central banks than previously.  In order to 
promote the transparency of these arrangements, par-
ticipants agreed that it would be appropriate for the 
Federal Reserve to publish the swap contracts and to 
release on a weekly basis the amounts of draws under 
the swap lines by central bank counterparty.  It was 
recognized that the Committee would need to consider 
the implications of swap lines for bank reserves and 
overall management of the Federal Reserve’s balance 
sheet.  Participants noted the importance of appropri-
ate consultation with U.S. government officials and 

emphasized that a reestablishment of the lines should 
be contingent on strong and effective actions by au-
thorities in Europe to address fiscal sustainability and 
support financial markets. 

At the conclusion of the discussion, the Committee 
voted unanimously to approve the following resolution: 

“The Committee authorizes the Chairman to 
agree to establish swap lines with the Euro-
pean Central Bank, the Bank of England, the 
Swiss National Bank, the Bank of Japan, and 
the Bank of Canada, as discussed by the 
Committee today.” 

Secretary’s note:  Later on May 9, 2010, the 
Federal Reserve, in coordination with the 
Bank of Canada, the Bank of England, the 
European Central Bank (ECB), and the 
Swiss National Bank, announced that U.S. 
dollar liquidity swap facilities had been rees-
tablished with those central banks.  The ar-
rangements with the Bank of England, the 
ECB, and the Swiss National Bank provide 
these central banks with the capacity to con-
duct tenders of U.S. dollars in their local 
markets at fixed rates for full allotment, simi-
lar to arrangements that had been in place 
previously.  The arrangement with the Bank 
of Canada would support drawings of up to 
$30 billion, as was the case previously.  On 
May 10, the Federal Reserve and the Bank of 
Japan (BOJ) announced that a temporary 
U.S. dollar liquidity swap arrangement had 
been established that would provide the BOJ 
with the capacity to conduct tenders of U.S. 
dollars at fixed rates for full allotment. 

Notation Vote 

By notation vote completed on May 17, 2010, the 
Committee unanimously approved the minutes of the 
FOMC meeting held on April 27–28, 2010. 

 

 

 

 

_____________________________ 
Brian F. Madigan 

Secretary 
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Summary of Economic Projections
 

In conjunction with the June 22–23, 2010, FOMC 
meeting, the members of the Board of Governors and 
the presidents of the Federal Reserve Banks, all of 
whom participate in deliberations of the FOMC, sub-
mitted projections for output growth, unemployment, 
and inflation for the years 2010 to 2012 and over the 
longer run.  The projections were based on information 
available through the end of the meeting and on each 
participant’s assumptions about factors likely to affect 
economic outcomes, including his or her assessment of 
appropriate monetary policy.  “Appropriate monetary 
policy” is defined as the future path of policy that the 
participant deems most likely to foster outcomes for 
economic activity and inflation that best satisfy his or 
her interpretation of the Federal Reserve’s dual objec-
tives of maximum employment and stable prices.  
Longer-run projections represent each participant’s 
assessment of the rate to which each variable would be 
expected to converge over time under appropriate 
monetary policy and in the absence of further shocks. 

FOMC participants’ forecasts for economic activity and 
inflation suggested that they expected the recovery to 
continue and inflation to remain subdued, but with, on 
balance, slightly weaker real activity and a bit lower in-
flation than in the projections they made in conjunction 
with the April 2010 FOMC meeting.  As depicted in 
figure 1, the economic recovery was anticipated to be 
gradual, with real gross domestic product (GDP) ex-
panding at a pace only moderately above the partici-

pants’ assessment of its longer-run sustainable growth 
rate and the unemployment rate slowly trending lower 
over the next few years.  Most participants also antic-
ipated that inflation would remain relatively low over 
the forecast period.  As indicated in table 1, participants 
generally made modest downward revisions to their 
projections for real GDP growth for the years 2010 to 
2012, as well as modest upward revisions to their pro-
jections for the unemployment rate for the same pe-
riod.  Participants also revised down a little their pro-
jections for inflation over the forecast period.  Several 
participants noted that these revisions were largely the 
result of the incoming economic data and the antic-
ipated effects of developments abroad on U.S. financial 
markets and the economy.  Overall, participants con-
tinued to expect the pace of the economic recovery to 
be held back by a number of factors, including house-
hold and business uncertainty, persistent weakness in 
real estate markets, only gradual improvement in labor 
market conditions, waning fiscal stimulus, and slow 
easing of credit conditions in the banking sector.  Par-
ticipants generally anticipated that, in light of the se-
verity of the economic downturn, it would take some 
time for the economy to converge fully to its longer-
run path as characterized by sustainable rates of output 
growth, unemployment, and inflation consistent with 
participants’ interpretation of the Federal Reserve’s 
dual objectives; most expected the convergence process 
to take no more than five to six years.  About one-half 

Table 1.   Economic projections of Federal Reserve Governors and Reserve Bank presidents, June 2010 

Percent    

Variable 
Central tendency1 Range2 

2010 2011 2012 Longer run 2010 2011 2012 Longer run 

Change in real GDP. . . . . . 3.0 to 3.5 3.5 to 4.2 3.5 to 4.5 2.5 to 2.8 2.9 to 3.8 2.9 to 4.5 2.8 to 5.0 2.4 to 3.0 
April projection. . . . . . 3.2 to 3.7 3.4 to 4.5 3.5 to 4.5 2.5 to 2.8 2.7 to 4.0 3.0 to 4.6 2.8 to 5.0 2.4 to 3.0 

Unemployment rate. . . . . . 9.2 to 9.5 8.3 to 8.7 7.1 to 7.5 5.0 to 5.3 9.0 to 9.9 7.6 to 8.9 6.8 to 7.9 5.0 to 6.3 
April projection. . . . . .  9.1 to 9.5 8.1 to 8.5 6.6 to 7.5 5.0 to 5.3 8.6 to 9.7 7.2 to 8.7 6.4 to 7.7 5.0 to 6.3 

PCE inflation. . . . . . . . . . .  1.0 to 1.1 1.1 to 1.6 1.0 to 1.7 1.7 to 2.0 0.9 to 1.8 0.8 to 2.4 0.5 to 2.2 1.5 to 2.0 
April projection. . . . . . 1.2 to 1.5 1.1 to 1.9 1.2 to 2.0 1.7 to 2.0 1.1 to 2.0 0.9 to 2.4 0.7 to 2.2 1.5 to 2.0 

Core PCE inflation3. . . . . . 0.8 to 1.0 0.9 to 1.3 1.0 to 1.5 0.7 to 1.5 0.6 to 2.4 0.4 to 2.2 
April projection. . . . . . 0.9 to 1.2 1.0 to 1.5 1.2 to 1.6 0.7 to 1.6 0.6 to 2.4 0.6 to 2.2 

   NOTE:  Projections of change in real gross domestic product (GDP) and in inflation are from the fourth quarter of the previous year to the fourth quarter of 
the year indicated.  PCE inflation and core PCE inflation are the percentage rates of change in, respectively, the price index for personal consumption expendi-
tures (PCE) and the price index for PCE excluding food and energy.  Projections for the unemployment rate are for the average civilian unemployment rate in 
the fourth quarter of the year indicated.  Each participant’s projections are based on his or her assessment of appropriate monetary policy.  Longer-run projec-
tions represent each participant’s assessment of the rate to which each variable would be expected to converge under appropriate monetary policy and in the 
absence of further shocks to the economy.  The April projections were made in conjunction with the meeting of the Federal Open Market Committee on April 
27–28, 2010. 

   1.  The central tendency excludes the three highest and three lowest projections for each variable in each year.
   2.  The range for a variable in a given year consists of all participants’ projections, from lowest to highest, for that variable in that year. 
   3.  Longer-run projections for core PCE inflation are not collected. 
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Figure 1. Central tendencies and ranges of economic projections, 2010–12 and over the longer run  
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of the participants now judged the risks to the growth 
outlook to be tilted to the downside, while most con-
tinued to see balanced risks surrounding their inflation 
projections.  Participants generally continued to judge 
the uncertainty surrounding their projections for both 
economic activity and inflation to be unusually high 
relative to historical norms. 

The Outlook 
Participants’ projections for real GDP growth in 2010 
had a central tendency of 3.0 to 3.5 percent, slightly 
lower than in April.  Participants noted that the eco-
nomic recovery was proceeding.  Consumer spending 
was increasing, supported by rising disposable income 
as labor markets gradually improved.  Business outlays 
on equipment and software were also rising, driven by 
replacement spending, the low cost of capital, and in-
creased production.  Participants pointed to a number 
of factors that would provide ongoing support to eco-
nomic activity, including accommodative monetary 
policy and still generally supportive conditions in finan-
cial markets.  Fiscal policy was also seen as currently 
contributing to economic growth, although participants 
expected that the effects of fiscal stimulus would di-
minish going forward and also anticipated that budget-
ary pressures would continue to weigh on spending at 
the state and local levels.  Participants noted that finan-
cial conditions had tightened somewhat because of de-
velopments abroad.  The effects of a stronger dollar, a 
lower stock market, and wider corporate credit spreads 
were expected to be offset only partially by lower oil 
and commodity prices and a decline in Treasury yields.  
Many participants anticipated that the economic expan-
sion would be held back by firms’ caution in hiring and 
spending in light of the considerable uncertainty re-
garding the economic outlook, by households’ focus on 
repairing balance sheets weakened by equity and house 
price declines, and by tight credit conditions for small 
businesses and households. 

Looking further ahead, the central tendencies of partic-
ipants’ projections for real GDP growth were 3.5 to 4.2 
percent in 2011 and 3.5 to 4.5 percent in 2012.  Partici-
pants generally expected a rebound in spending on 
housing, consumer durables, and business capital 
equipment as household income and balance sheets 
strengthen, credit becomes more widely available, and 
the recovery is seen by households and firms as more 
firmly established.  Nevertheless, participants cited sev-
eral factors that could restrain the pace of expansion 
over the next two years, including a rising household 
saving rate as households seek to make further progress 
in repairing balance sheets, persistent uncertainty on 

the part of households and businesses about the 
strength of the recovery, spillovers from fiscal strains 
abroad to U.S. financial markets and the U.S. economy, 
and continued weakness in residential construction.  
Moreover, despite improvements in the condition of 
banking institutions, strains in the commercial real es-
tate sector were seen as posing risks to the balance 
sheets of such institutions for some time.  Terms and 
standards on bank loans continued to be restrictive, 
and participants anticipated only a gradual loosening of 
credit conditions for many households and smaller 
firms.  In the absence of further shocks, participants 
generally expected that real GDP growth would even-
tually settle down at an annual rate of 2.5 to 2.8 per-
cent, a pace that appeared to be sustainable in view of 
expected long-run trends in the labor force and labor 
productivity. 

Participants anticipated that labor market conditions 
would improve slowly over the next several years.  The 
central tendency of their projections for the average 
unemployment rate in the fourth quarter of 2010 was 
9.2 to 9.5 percent.  Consistent with their expectations 
of a gradual economic recovery, participants generally 
anticipated that the unemployment rate would decline 
to 7.1 to 7.5 percent by the end of 2012, remaining well 
above their assessments of its longer-run sustainable 
rate.  Although a few participants were concerned 
about a possible decrease in the sustainable level of 
employment resulting from ongoing structural adjust-
ments in product and labor markets, participants’ long-
er-term unemployment projections had a central ten-
dency of 5.0 to 5.3 percent, the same as in April. 

Participants noted that prices of energy and other 
commodities declined somewhat in recent months, and 
underlying inflation trended lower.  They generally ex-
pected inflation to remain subdued over the next sever-
al years.  Indeed, most of the participants marked down 
a bit their projections for inflation over the forecast 
period:  The central tendency of their projections for 
personal consumption expenditures (PCE) inflation 
was 1.0 to 1.1 percent for 2010, 1.1 to 1.6 percent for 
2011, and 1.0 to 1.7 percent for 2012, generally about 
¼ percentage point lower than in April.  The central 
tendencies of participants’ projections for core PCE 
inflation followed a broadly similar path, although 
headline PCE inflation was expected to run slightly 
above core PCE inflation over the forecast period, re-
flecting somewhat more rapid increases in food and 
energy prices.  Most participants anticipated that, with 
appropriate monetary policy, inflation would rise grad-
ually toward the inflation rate that they individually 
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consider most consistent with the Federal Reserve’s 
dual mandate for maximum employment and stable 
prices.  The central tendency of participants’ projec-
tions of the longer-run, mandate-consistent inflation 
rate was 1.7 to 2.0 percent, unchanged from April.  A 
majority of participants anticipated that inflation in 
2011 and 2012 would continue to be below their as-
sessments of the mandate-consistent inflation rate. 

Uncertainty and Risks 
Most participants judged that their projections of fu-
ture economic activity and unemployment continued to 
be subject to greater-than-average uncertainty, while a 
few viewed the uncertainty surrounding their outlook 
for growth and unemployment as in line with typical 
levels.1  About one-half of the participants saw the risks 
to their growth outlook as tilted to the downside; in 
contrast, in April a large majority of participants saw 
the risks to growth as balanced.  In the current survey, 
a substantial number of participants also viewed the 
risks to unemployment as tilted to the upside.  The re-
maining participants saw the risks to the projections for 
economic growth and unemployment as roughly bal-
anced.  Participants pointed to developments abroad 
and their possible ramifications for U.S. financial mar-
kets and the U.S. economy as suggesting somewhat 
greater uncertainty about the path of economic growth.  
In addition, some participants cited the unusual rise in 
the unemployment rate last year, which was associated 
with rapid growth in labor productivity, as contributing 
to increased uncertainty regarding the outlook for em-
ployment and economic activity.  Participants who 
judged that the risks to their growth outlook were tilted 
to the downside pointed to recent developments 
abroad and the risk of further contagion, together with 
the potential for an increase in risk aversion among 
investors, as important factors contributing to their 
assessment.  Participants noted that problems in the 
commercial real estate market and the effects of finan-
cial regulatory reform could lead to greater constraints 
on credit availability, thereby restraining growth of out-
put and employment.  However, some participants 
viewed the downside risks to the growth outlook as 
roughly balanced by upside risks; they saw the possibili-
ty that monetary policy might remain accommodative 

                                                 
1 Table 2 provides estimates of forecast uncertainty for the 
change in real GDP, the unemployment rate, and total con-
sumer price inflation over the period from 1990 to 2009.  At 
the end of this summary, the box “Forecast Uncertainty” 
discusses the sources and interpretation of uncertainty in 
economic forecasts and explains the approach used to assess 
the uncertainty and risk attending participants’ projections. 

for too long as one reason that growth could prove 
stronger than expected. 

As in April, most participants continued to see the un-
certainty surrounding their inflation projections as 
above average.  Still, a few judged that uncertainty in 
the outlook for inflation was about in line with or lower 
than typical levels.  Most participants judged the risks 
to the inflation outlook as roughly balanced.  As factors 
accounting for elevated uncertainty regarding the out-
look for inflation, participants pointed to the extraordi-
nary degree of monetary policy accommodation, the 
uncertain timing of the exit from accommodation, and 
the unusually large gap between expected inflation, as 
measured by surveys of households and businesses, and 
current inflation.  Participants noted that, despite the 
downward trend in underlying inflation in recent 
months, inflation expectations continued to be well 
anchored.  Nonetheless, the possibility that inflation 
expectations might start to decline in response to per-
sistently low levels of actual inflation and the potential 
effects of continued weakness of the economy on price 
trends were seen by a few participants as posing some 
downside risks to the inflation outlook. 

Diversity of Views 
Figures 2.A and 2.B provide further details on the di-
versity of participants’ views regarding the likely out-
comes for real GDP growth and the unemployment 
rate.  The distribution of participants’ projections for 
real GDP growth this year was slightly narrower than 
the distribution in April, but the distributions for real 
GDP growth in 2011 and 2012 were about unchanged.  
As in earlier projections, the dispersion in forecasts for 

Table 2.   Average historical projection error ranges  
Percentage points 

Variable 2010 2011 2012 

Change in real GDP1 . . . . . .  ±1.0 ±1.6 ±1.8 

Unemployment rate1 . . . . . . .  ±0.4 ±1.2 ±1.5 

Total consumer prices2 . . . . .  ±0.9 ±1.0 ±1.1 

NOTE:  Error ranges shown are measured as plus or minus the root 
mean squared error of projections for 1990 through 2009 that were 
released in the summer by various private and government forecasters.  
As described in the box “Forecast Uncertainty,” under certain assump-
tions, there is about a 70 percent probability that actual outcomes for 
real GDP, unemployment, and consumer prices will be in ranges implied 
by the average size of projection errors made in the past. Further infor-
mation is in David Reifschneider and Peter Tulip (2007), “Gauging the 
Uncertainty of the Economic Outlook from Historical Forecasting 
Errors,” Finance and Economics Discussion Series 2007-60 (Washing-
ton: Board of Governors of the Federal Reserve System, November).  

1.  For definitions, refer to general note in table 1. 
2. Measure is the overall consumer price index, the price measure 

that has been most widely used in government and private economic 
forecasts.  Projection is percent change, fourth quarter of the previous 
year to the fourth quarter of the year indicated. 
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output growth appeared to reflect the diversity of their 
assessments regarding the current degree of underlying 
momentum in economic activity, the evolution of con-
sumer and business sentiment, the degree of support to 
economic growth provided by financial markets, the 
effects of monetary policy accommodation, and other 
factors.  Regarding participants’ projections for the un-
employment rate, the distributions shifted somewhat 
higher for the years 2010 to 2012.  The distributions of 
their estimates of the longer-run sustainable rates of 
output growth and unemployment were little changed 
from April. 

Corresponding information about the diversity of par-
ticipants’ views regarding the inflation outlook is pro-
vided in figures 2.C and 2.D.  The distributions of pro-
jections for overall and core PCE inflation for 2010 

shifted lower relative to the distributions in April, and 
the distributions were noticeably more tightly concen-
trated.  The distributions of overall and core inflation 
for 2011 and 2012, however, were generally little 
changed and remained fairly wide.  The dispersion in 
participants’ projections over the next few years was 
mainly due to differences in their judgments regarding 
the determinants of inflation, including their estimates 
of prevailing resource slack and their assessments of 
the extent to which such slack affects actual and ex-
pected inflation.  In contrast, the relatively tight distri-
bution of participants’ projections for longer-run infla-
tion illustrates their substantial agreement about the 
measured rate of inflation that is most consistent with 
the Federal Reserve’s dual objectives of maximum em-
ployment and stable prices. 
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Figure 2.A. Distribution of participants’ projections for the change in real GDP, 2010–12 and over the longer run  
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Figure 2.B. Distribution of participants’ projections for the unemployment rate, 2010–12 and over the longer run  
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7.1 
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7.6-
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9.0-
9.1 

9.2-
9.3 

9.4-
9.5 

9.6-
9.7 

9.8-
9.9 

Percent range

NOTE: Definitions of variables are in the general note to table 1. 
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Figure 2.C. Distribution of participants’ projections for PCE inflation, 2010–12 and over the longer run  
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Figure 2.D. Distribution of participants’ projections for core PCE inflation, 2010–12  
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NOTE: Definitions of variables are in the general note to table 1. 
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Forecast Uncertainty 

  

 

The economic projections provided by 
the members of the Board of Governors and 
the presidents of the Federal Reserve Banks 
inform discussions of monetary policy among 
policymakers and can aid public understand-
ing of the basis for policy actions.  Consider-
able uncertainty attends these projections, 
however.  The economic and statistical models 
and relationships used to help produce eco-
nomic forecasts are necessarily imperfect de-
scriptions of the real world.  And the future 
path of the economy can be affected by myr-
iad unforeseen developments and events.  
Thus, in setting the stance of monetary policy, 
participants consider not only what appears to 
be the most likely economic outcome as em-
bodied in their projections, but also the range 
of alternative possibilities, the likelihood of 
their occurring, and the potential costs to the 
economy should they occur. 

Table 2 summarizes the average historical 
accuracy of a range of forecasts, including 
those reported in past Monetary Policy Reports 
and those prepared by Federal Reserve Board 
staff in advance of meetings of the Federal 
Open Market Committee.  The projection 
error ranges shown in the table illustrate the 
considerable uncertainty associated with eco-
nomic forecasts.  For example, suppose a par-
ticipant projects that real gross domestic 
product (GDP) and total consumer prices will 
rise steadily at annual rates of, respectively,     
3 percent and 2 percent.  If the uncertainty   
attending those  projections  is  similar to  that 
 

experienced in the past and the risks around 
the projections are broadly balanced, the num-
bers reported in table 2 would imply a proba-
bility of about 70 percent that actual GDP 
would expand within a range of 2.0 to 4.0 per-
cent in the current year, 1.4 to 4.6 percent in 
the second year, and 1.2 to 4.8 percent in the 
third year.  The corresponding 70 percent con-
fidence intervals for overall inflation would be 
1.1 to 2.9 percent in the current year, 1.0 to 3.0 
percent in the second year, and 0.9 to 3.1 per-
cent in the third year. 

Because current conditions may differ 
from those that prevailed, on average, over his-
tory, participants provide judgments as to 
whether the uncertainty attached to their pro-
jections of each variable is greater than, smaller 
than, or broadly similar to typical levels of 
forecast uncertainty in the past as shown in 
table 2.  Participants also provide judgments as 
to whether the risks to their projections are 
weighted to the upside, are weighted to the 
downside, or are broadly balanced.  That is, 
participants judge whether each variable is 
more likely to be above or below their projec-
tions of the most likely outcome.  These judg-
ments about the uncertainty and the risks at-
tending each participant’s projections are dis-
tinct from the diversity of participants’ views 
about the most likely outcomes.  Forecast un-
certainty is concerned with the risks associated 
with a particular projection rather than with 
divergences across a number of different pro-
jections. 
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Minutes of the Federal Open Market Committee 
December 14, 2010

 
A meeting of the Federal Open Market Committee was 
held in the offices of the Board of Governors in Wash-
ington, D.C., on Tuesday, December 14, 2010, at    
8:30 a.m. 
 
PRESENT:  

Ben Bernanke, Chairman 
William C. Dudley, Vice Chairman 
James Bullard 
Elizabeth Duke 
Thomas M. Hoenig 
Sandra Pianalto 
Sarah Bloom Raskin 
Eric Rosengren 
Daniel K. Tarullo  
Kevin Warsh 
Janet L. Yellen 
 
Christine Cumming, Charles L. Evans, Richard W. 

Fisher, Narayana Kocherlakota, and Charles I. 
Plosser, Alternate Members of the Federal 
Open Market Committee 

 
Jeffrey M. Lacker and Dennis P. Lockhart, Presi-

dents of the Federal Reserve Banks of Rich-
mond and Atlanta, respectively 

 
John F. Moore, First Vice President, Federal Re-

serve Bank of San Francisco 
 

William B. English, Secretary and Economist 
Deborah J. Danker, Deputy Secretary 
Matthew M. Luecke, Assistant Secretary 
David W. Skidmore, Assistant Secretary 
Michelle A. Smith, Assistant Secretary 
Scott G. Alvarez, General Counsel 
Nathan Sheets, Economist  
David J. Stockton, Economist 
 
Alan D. Barkema, James A. Clouse, Thomas A. 

Connors, Jeff Fuhrer, Steven B. Kamin, Law-
rence Slifman, Christopher J. Waller, and Da-
vid W. Wilcox, Associate Economists 

 
Brian Sack, Manager, System Open Market Ac-

count 
 

Patrick M. Parkinson, Director, Division of Bank 
Supervision and Regulation, Board of Gover-
nors 

 
Nellie Liang, Director, Office of Financial Stability 

Policy and Research, Board of Governors 
 
William Nelson, Deputy Director, Division of 

Monetary Affairs, Board of Governors 
 
Linda Robertson, Assistant to the Board, Office of 

Board Members, Board of Governors 
 
Charles S. Struckmeyer,  Deputy Staff Director, 

Office of the Staff Director, Board of Gover-
nors 

 
David Reifschneider and William Wascher, Senior 

Associate Directors, Division of Research and 
Statistics, Board of Governors 

 
Andrew T. Levin, Senior Adviser, Office of Board 

Members, Board of Governors 
 
Michael G. Palumbo and Joyce K. Zickler, Deputy 

Associate Directors, Division of Research and 
Statistics, Board of Governors; Gretchen C. 
Weinbach, Deputy Associate Director, Divi-
sion of Monetary Affairs, Board of Governors 

 
Fabio M. Natalucci, Assistant Director, Division of 

Monetary Affairs, Board of Governors 
 
Randall A. Williams, Records Management Analyst, 

Division of Monetary Affairs, Board of Gov-
ernors 

 
Dale Roskom, First Vice President, Federal Re-

serve Bank of Cleveland 
 
Harvey Rosenblum, Daniel G. Sullivan, and John 

C. Williams, Executive Vice Presidents, Federal 
Reserve Banks of Dallas, Chicago, and San 
Francisco, respectively 

 
David Altig, Richard P. Dzina, Mark E. Schweitzer, 

and Kei-Mu Yi, Senior Vice Presidents, Feder-

Page 1_____________________________________________________________________________________________

WPD-6 
Cited Documents 
Page 463 of 2681



 
 

al Reserve Banks of Atlanta, New York, Cleve-
land, and Minneapolis, respectively 

 
Tobias Adrian, Vice President, Federal Reserve 

Bank of New York 
 
Satyajit Chatterjee, Senior Economic Adviser, Fed-

eral Reserve Bank of Philadelphia 
 
Alexander L. Wolman, Senior Economist, Federal 

Reserve Bank of Richmond 
 
 

 
Developments in Financial Markets and the Fed-
eral Reserve’s Balance Sheet 
The manager of the System Open Market Account 
(SOMA) reported on developments in domestic and 
foreign financial markets since the Federal Open Mar-
ket Committee (FOMC) met on November 2–3, 2010.  
He also reported on System open market operations, 
including the continuing reinvestment into longer-term 
Treasury securities of principal payments received on 
the SOMA’s holdings of agency debt and agency-
guaranteed mortgage-backed securities (MBS) as well as 
the ongoing purchases of additional Treasury securities 
authorized at the November 2–3 FOMC meeting.  
Since the last meeting, the Open Market Desk at the 
Federal Reserve Bank of New York purchased a total 
of about $105 billion of Treasury securities, reflecting 
about $30 billion of purchases with the proceeds of 
principal payments and about $75 billion as part of the 
authorized expansion of the Federal Reserve’s securi-
ties holdings.  Purchases were concentrated in nominal 
Treasury securities with maturities of 2 to 10 years, 
though some longer-term securities were purchased 
along with some Treasury inflation-protected securities 
(TIPS).  The Manager also discussed the Desk’s inten-
tion to place additional limits on its purchases  of indi-
vidual securities, as the Federal Reserve’s holdings of 
such securities increased beyond 35 percent of the total 
outstanding; these limits were intended to help ensure 
that Federal Reserve purchases do not impair the li-
quidity in Treasury markets.  In addition, the Manager 
updated the Committee on the SOMA’s holdings of 
foreign-currency instruments.  There were no open 
market operations in foreign currencies for the Sys-
tem’s account over the intermeeting period.  By unan-
imous vote, the Committee ratified the Desk’s transac-
tions over the intermeeting period. 

In light of ongoing strains in some foreign financial 
markets, the Committee considered a proposal to ex-
tend its dollar liquidity swap arrangements with foreign 
central banks past January 31, 2011.  After discussing 
possible alternative periods for such an extension, the 
Committee unanimously approved the following reso-
lution: 

The Federal Open Market Committee directs 
the Federal Reserve Bank of New York to 
extend the existing temporary reciprocal cur-
rency arrangements (“swap arrangements”) 
for the System Open Market Account with 
the Bank of Canada, the Bank of England, 
the Bank of Japan, the European Central 
Bank, and the Swiss National Bank.  The 
swap arrangements shall now terminate on 
August 1, 2011, unless further extended by 
the Committee. 

Staff Review of the Economic Situation 
The information reviewed at the December 14 meeting 
indicated that economic activity was increasing at a 
moderate rate, but that the unemployment rate re-
mained elevated.  The pace of consumer spending 
picked up in October and November, exports rose ra-
pidly in October, and the recovery in business spending 
on equipment and software (E&S) appeared to be con-
tinuing.  In contrast, residential and nonresidential con-
struction activity was still depressed.  Manufacturing 
production registered a solid gain in October.  Non-
farm businesses continued to add workers in October 
and November, and the average workweek moved up.  
Longer-run inflation expectations were stable, but core 
inflation continued to trend lower. 

Labor demand rose further in recent months, but un-
employment stayed at a high level.  The average in-
crease in private nonfarm payroll employment in Octo-
ber and November was close to the pace over the pre-
ceding six months, while the average workweek for all 
employees edged higher.  The bulk of the private-sector 
job gains continued to be in the services industries; 
employment in manufacturing, construction, and retail 
trade declined, on average, in October and November.  
Employment at state and local governments rose 
slightly over the two-month period.  A number of indi-
cators of job openings and hiring plans improved in 
October and November, and initial claims for unem-
ployment insurance trended steadily lower through 
November and early December.  However, the unem-
ployment rate, which remained at 9.6 percent during 
the preceding three months, increased to 9.8 percent in 
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November, while the labor force participation rate and 
the employment-population ratio remained depressed.   

Industrial production in the manufacturing sector in-
creased at a solid pace in October, with advances wide-
spread across industries; total industrial production was 
unchanged due to an offsetting weather-related drop in 
the output of utilities.  The manufacturing capacity util-
ization rate continued to move up in October, although 
it remained significantly below its 1972–2009 average.  
Most indicators of near-term industrial activity, such as 
the new orders diffusion indexes in the national and 
regional manufacturing surveys, were at levels consis-
tent with moderate gains in industrial production in the 
near term.  Motor vehicle assemblies, which rose in 
October, fell back in November but were scheduled to 
move up again in coming months. 

The pace of consumer spending picked up in recent 
months from the modest rate that prevailed earlier in 
the year.  Nominal retail sales, excluding purchases at 
motor vehicles and parts outlets, posted a strong gain 
in November, and revised estimates showed larger in-
creases in September and October than previously re-
ported.  In addition, sales of new light motor vehicles 
stepped up in October and remained at that higher lev-
el in November.  A number of factors supporting con-
sumer spending also improved.  Revised data on per-
sonal income indicated that it was stronger last spring 
and summer than previously reported.  Household net 
worth rose further in the third quarter, as an increase in 
equity values more than offset the effect of a drop in 
house prices.  Consumer sentiment turned more posi-
tive in November and early December, retracing most 
of the decline that occurred during the summer.  How-
ever, while consumer credit outstanding showed signs 
of stabilizing after two years of runoffs, credit terms 
were still noticeably less favorable than in the past, and 
demand for credit appeared to remain weak.   

Activity in the housing market was still quite depressed.  
In October, starts of new single-family homes re-
mained at the very low level that had prevailed since 
August.  Moreover, the level of permit issuance, which 
is typically a near-term indicator of new homebuilding, 
continued to run below starts.  The persistence of a 
large excess supply of existing homes on the market 
and tight credit conditions for construction appeared to 
constitute a significant restraint on new homebuilding.  
Demand for housing also remained very weak:  Sales of 
new homes in October were at the lowest level in the 
48-year history of the series.  Purchases of existing 
homes edged lower in October; in part, the still-low 

level of sales likely reflected the payback from the earli-
er surge in sales associated with the homebuyer tax cre-
dit and also the moratoriums on sales of bank-owned 
properties.  Measures of house prices declined recently, 
and households’ concerns that home values might con-
tinue to fall, their pessimism about the outlook for em-
ployment and income, and the tight standards faced by 
many mortgage borrowers appeared to be weighing on 
demand.  

Real business investment in equipment and software 
appeared to be increasing, although the pace of spend-
ing seemed to have moderated from the rapid rate of 
the first half of the year.  The rise in E&S spending 
during the third quarter, while somewhat slower than 
earlier in the year, remained solid and broad based, but 
the available data for the fourth quarter were mixed.  
Nominal orders and shipments of nondefense capital 
goods excluding aircraft declined in October, and busi-
ness purchases of new vehicles in October and No-
vember were down a bit from their third-quarter level.  
In contrast, sales of software still appeared to be on a 
solid uptrend, and deliveries of completed aircraft 
picked up in November.  Surveys of purchasing man-
agers reported plans to step up capital spending in 
2011; however, reports from small businesses on their 
planned expenditures remained downbeat.  Business 
outlays on nonresidential structures appeared to be de-
clining further, with a drop in spending on building 
construction offset only slightly by increased invest-
ment in drilling and mining structures.  Overall bor-
rowing by nonfinancial corporations was robust again 
in November, indicators of credit quality continued to 
improve, and small businesses noted some easing in 
credit availability.  However, financing conditions for 
commercial real estate remained tight.   

Real inventory investment rose sharply in the third 
quarter, but book-value data for October suggested 
that the pace of accumulation was slowing.  Although 
inventory-sales ratios rose during the third quarter, sur-
vey data implied that few businesses perceived invento-
ry stocks as being too high. 

Consumer price inflation trended lower in October.  
The 12-month change in the total personal consump-
tion expenditures (PCE) price index reached its lowest 
level of the past year; the 12-month change in the PCE 
price index for core goods and services also moved 
down.  In October, core PCE prices were unchanged 
for a second month, as goods prices declined and pric-
es of non-energy services posted a small increase.  The 
broad-based deceleration in underlying inflation was 
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also apparent in other measures, such as the trimmed-
mean PCE price index and a diffusion index of PCE 
price changes.  Despite the rise in agricultural commod-
ity prices, the increase in retail food prices was modest.  
In contrast, consumer energy prices continued to rise 
rapidly in October, and spot prices of imported crude 
oil moved higher, on net, during November and early 
December.  The rise in prices of nonfuel industrial 
commodities moderated over the intermeeting period 
as spot prices of metals declined, but the producer 
price index for domestically manufactured intermediate 
goods accelerated in October and November.  In No-
vember and early December, survey measures of 
households’ short- and long-term inflation expectations 
remained in the ranges that have prevailed since the 
spring of 2009.   

Available measures of labor compensation showed that 
labor cost pressures were still restrained.  The 12-
month change in average hourly earnings for all em-
ployees remained low in November.  In the third quar-
ter, the modest rise in hourly compensation in the non-
farm business sector was matched by a similar increase 
in productivity. 

The U.S. international trade deficit narrowed consider-
ably in October, shrinking to its lowest level since the 
beginning of the year, as exports surged and imports 
edged down.  The strength in exports was relatively 
broad based.  Exports of industrial supplies and agri-
cultural goods registered the largest increases, although 
rising prices accounted for some of those gains.  Ex-
ports of machinery and automotive products also rose 
strongly.  The decrease in imports was concentrated in 
petroleum products, reflecting lower volumes, and in 
computers.  In contrast, imports of consumer goods 
posted a noticeable increase. 

Recent data releases confirmed that, in the aggregate, 
the rise in foreign real gross domestic product (GDP) 
slowed sharply in the third quarter from the very rapid 
pace earlier in the year.  The slowdown was most pro-
nounced in the emerging market economies (EMEs), 
where economic activity was restrained by the abate-
ment of inventory rebuilding and the associated waning 
of the rebound in global trade, the unwinding of fiscal 
stimulus measures, and a continued tightening of mon-
etary policies in several countries.  More recent indica-
tors for the EMEs, including purchasing managers in-
dexes (PMIs), pointed to a rebound in economic activi-
ty in the fourth quarter.  The advanced foreign econo-
mies (AFEs) also saw a slower rise in real economic 
activity in the third quarter than occurred earlier in the 

year.  In the euro area, economic performance contin-
ued to diverge across countries.  The increase in Ger-
man economic activity in the third quarter was nearly 
twice the euro-area average rate, and recent indicators, 
including PMIs and consumer and business sentiment, 
showed further solid performance.  In contrast, Span-
ish economic activity stagnated in the third quarter, 
Greek GDP extended its decline, and more-recent in-
dicators point to continued weakness in peripheral Eu-
ropean economies.  Headline inflation rates generally 
picked up in the foreign economies, driven largely by 
food and energy prices; measures of inflation excluding 
food and energy prices were relatively steady.   

Staff Review of the Financial Situation 
The decision by the FOMC at its November meeting to 
maintain the 0 to ¼ percent target range for the federal 
funds rate was widely anticipated.  The decision to ex-
pand its holdings of longer-term securities by $600 bil-
lion by the end of the second quarter of 2011 was also 
roughly in line with market expectations, although 
market participants appeared to expect the purchase 
program would be increased over time.  In the weeks 
following the November meeting, yields on nominal 
Treasury securities increased significantly, as investors 
reportedly revised down their estimates of the ultimate 
size of the FOMC’s new asset-purchase  program.  In-
coming economic data that were viewed, on balance, as 
favorable to the outlook and news of a tentative 
agreement between the Administration and some 
members of the Congress regarding a package of fiscal 
measures also reportedly contributed to the backup in 
yields.  Market participants pointed to abrupt changes 
in investor positions, the effects of the approaching 
year-end on market liquidity, and hedging flows asso-
ciated with investors’ holdings of MBS as factors that 
may have amplified the rise in yields.  Futures quotes 
suggested that the path for the federal funds rate ex-
pected by market participants rose over the intermeet-
ing period.   

The increase in yields on nominal Treasury coupon 
securities was accompanied by increases in yields on 
TIPS.  TIPS-based inflation compensation moved up at 
the 5-year horizon amid rising energy prices, but for-
ward inflation compensation 5 to 10 years ahead was 
about unchanged.  Yields on investment-grade corpo-
rate bonds rose about in line with those on compara-
ble-maturity Treasury securities, leaving risk spreads 
about unchanged; spreads on speculative-grade corpo-
rate bonds moved down somewhat.  Secondary-market 
prices for leveraged loans rose slightly over the inter-
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meeting period, while bid-asked spreads in that market 
continued to drift down. 

Some signs of modest stress emerged in certain short-
term funding markets over the intermeeting period as 
investors focused increasingly on the evolving situation 
in Europe.  The spread of the three-month London 
interbank offered rate (or Libor) forward rate agree-
ment over the three-month forward overnight index 
swap (OIS) rate moved a bit higher, on balance, per-
haps pointing to heightened concerns about future 
funding conditions.  In the commercial paper market, 
spreads increased on paper issued by financial institu-
tions with parents in peripheral European countries, 
and the amount outstanding of such paper declined.  
Spreads on asset-backed commercial paper were 
somewhat volatile over the intermeeting period.  None-
theless, spreads on nonfinancial commercial paper re-
mained at low levels, as did the spreads of dollar Libor 
over OIS rates at one- and three-month maturities. 

Broad U.S. equity price indexes increased moderately, 
on net, over the intermeeting period, in part reflecting 
incoming economic data that were read by investors as 
suggesting that the recovery could be gaining traction, 
at least outside the housing sector.  Stock prices for 
domestic commercial banks were volatile but outper-
formed broad indexes on balance.  Option-implied vol-
atility on the S&P 500 index fell modestly, and the 
spread between the staff’s estimate of the expected real 
return on equity for S&P 500 firms and the real 10-year 
Treasury yield—a rough measure of the equity risk 
premium—narrowed a bit, although it remained ele-
vated relative to longer-run norms.   

In the December 2010 Senior Credit Officer Opinion 
Survey on Dealer Financing Terms, dealers reported an 
easing of credit terms over the preceding three months 
with respect to securities financing transactions and 
across a range of counterparties.  Dealers also noted 
that demand for funding of all types of securities in-
creased over the same reference period. 

Net debt financing by U.S. nonfinancial corporations 
continued to be robust in November.  Gross issuance 
of corporate bonds was very heavy, particularly for 
speculative-grade firms.  Investor demand for syndi-
cated leveraged loans also appeared to have remained 
high.  Nonfinancial commercial paper outstanding de-
clined noticeably during October and November, in 
part because some firms reportedly shifted to bond 
financing.  Gross public equity issuance by nonfinancial 
firms through seasoned and initial public offerings was 
particularly strong in November.  Measures of the cre-

dit quality of nonfinancial corporations continued to 
improve.   

Conditions in the commercial real estate market re-
mained tight.  Commercial mortgage debt was esti-
mated to have declined in the third quarter, and the 
delinquency rates for securitized commercial mortgages 
and those for existing properties at commercial banks 
increased further.  However, some modest signs of 
improvement continued to surface.  Prices of commer-
cial real estate changed little, on balance, over Septem-
ber and October, holding in the relatively narrow range 
that had prevailed since the spring when the steep de-
cline in these prices ended.  Issuance of commercial 
mortgage-backed securities increased in November but 
was still far below pre-crisis levels. 

Residential mortgage rates rose considerably over the 
intermeeting period, though not by as much as rates on 
longer-term Treasury securities.  The spread between 
mortgage rates and MBS yields dropped back, reversing 
the widening of the spread that occurred over the pre-
ceding several months.  Refinancing activity declined in 
response to the higher mortgage rates.  Outstanding 
residential mortgage debt was estimated to have con-
tracted in the third quarter at about the average rate of 
decline seen over the preceding year.  Delinquency 
rates on prime and subprime mortgages ticked down 
but remained extremely elevated. 

In contrast, the consumer credit market exhibited con-
tinued signs of stabilization.  Although consumer credit 
contracted in the third quarter, the decline was the 
smallest since late 2008, and consumer credit edged 
higher in October.  The pace of issuance of consumer 
asset-backed securities in November was slightly above 
the average for the year to date, and the delinquency 
rate on consumer loans at banks declined further in the 
third quarter.  

Commercial bank credit was about flat, on average, 
during October and November.  Banks continued to 
increase their holdings of securities, while core loans—
the sum of commercial and industrial (C&I), real estate, 
and consumer loans—decreased moderately.  The de-
clines were attributable to a drop in consumer loans as 
well as to continued runoffs in commercial real estate 
and home equity loans.  In contrast, C&I loans edged 
up, ending a nearly two-year string of monthly declines.  
In addition, the Survey of Terms of Business Lending 
conducted in the first week of November showed that 
interest rates on C&I loans were generally little changed 
while spreads remained extremely wide.   
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According to the latest Call Report data, bank profita-
bility was little changed in the third quarter, remaining 
positive but well below pre-crisis levels.  As in the 
second quarter, banks’ net incomes were supported by 
declines in loan loss provisioning, while revenues de-
clined.  Banks continued to boost regulatory capital 
ratios, likely, at least in part, in anticipation of the need 
to eventually meet stricter Basel III standards. 

M2 expanded at a moderate rate in November.  Inter-
est rates available on all M2 assets remained very low, 
and households continued to shift their holdings of M2 
assets toward liquid deposits, which continued to rise 
rapidly, and away from small time deposits and retail 
money market mutual funds.  Currency increased 
strongly, with indicators suggesting robust demand 
from abroad.   

The foreign exchange value of the dollar, which depre-
ciated immediately following the FOMC’s November 
announcement of further asset purchases, subsequently 
appreciated amid intensifying concerns about stresses 
in the euro area and some apparent reassessment by 
investors of the monetary policy outlook in the United 
States.  On net, the dollar ended the intermeeting pe-
riod up against most currencies, with particularly large 
gains against the euro.  The announcement of the Eu-
ropean Union (EU)–International Monetary Fund 
(IMF) financial aid package for Ireland on November 
28 did little to reverse the depreciation of the euro, as 
investors reportedly became increasingly concerned 
about other euro-area economies and the adequacy of 
resources available to support them should they come 
under stress.  Spreads of sovereign yields in some peri-
pheral euro-area countries over those on German 
bunds rose to new highs, although they fell back near 
the end of the intermeeting period amid reports that 
the European Central Bank (ECB) had increased its 
purchases of Irish and Portuguese sovereign debt.  
Banks in the euro-area periphery continued to rely 
heavily on funding from the ECB, and some signs of 
increased dollar funding pressures emerged.  Implied 
short-term interest rates for the coming year shifted 
down in the euro area, as market participants apparent-
ly scaled back the pace at which they expected the ECB 
to normalize policy, but rose in some other AFEs.  
Ten-year sovereign yields increased significantly 
throughout the AFEs, although by less than yields in 
the United States.  Headline stock price indexes in the 
AFEs generally ended the period higher, whereas bank 
stocks in Europe declined. 

The People’s Bank of China raised the required reserve 
ratio for banks a cumulative 150 basis points over the 
intermeeting period, and other central banks in emerg-
ing Asia increased policy rates.  China’s Shanghai 
Composite Index fell in the wake of Chinese policy 
actions, while other emerging market stock indexes 
were mixed over the period.  In Latin America, Brazil’s 
central bank also raised reserve requirements late in the 
period.  The dollar appreciated slightly, on average, 
against the emerging market currencies, although it 
edged down against the Chinese renminbi.  

Staff Economic Outlook 
With the recent data on production and spending 
stronger, on balance, than the staff anticipated at the 
time of the November FOMC meeting, the staff re-
vised up its projected increase in real GDP in the near 
term.  However, the staff’s outlook for real economic 
activity over the medium term was little changed, on 
net, relative to the projection prepared for the Novem-
ber meeting.  The staff forecast incorporated the as-
sumption that new fiscal actions, some of which had 
not been anticipated in its previous forecast, were likely 
to boost the level of real GDP in 2011 and 2012.  But, 
compared with the November forecast, a number of 
other conditioning assumptions were less favorable:  
House prices and housing activity were likely to be 
lower, while interest rates, oil prices, and the foreign 
exchange value of the dollar were projected to be high-
er, on average, than previously assumed.  As a result, 
although the staff projection showed a higher level of 
real GDP, the average pace of growth over 2011 and 
2012 was little changed from the November forecast, 
and the unemployment rate was still projected to de-
cline slowly.  

The underlying rate of consumer price inflation in re-
cent months was lower than the staff expected at the 
time of the November meeting, and the staff forecast 
anticipated that core PCE prices would rise a bit more 
slowly in 2011 and 2012 than previously projected.  As 
in earlier forecasts, the persistent wide margin of eco-
nomic slack in the projection was expected to sustain 
downward pressure on inflation, but the ongoing stabil-
ity in inflation expectations was anticipated to stem 
further disinflation.  The staff anticipated that relatively 
rapid increases in energy prices would raise total con-
sumer price inflation above the core rate in the near 
term, but that this upward pressure would dissipate by 
2012.   
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Participants’ Views on Current Conditions and the 
Economic Outlook 
In their discussion of the economic situation and out-
look, meeting participants saw the information received 
during the intermeeting period as pointing to some 
improvement in the near-term outlook, and they ex-
pected that economic growth, which had been mod-
erate, would pick up somewhat going forward.  Indica-
tors of production and household spending had streng-
thened, and the tone of the labor market was a little 
better on balance.  The new fiscal package was general-
ly expected to support the pace of recovery next year.  
However, a number of factors were seen as likely to 
continue restraining growth, including the depressed 
housing market, employers’ continued reluctance to 
add to payrolls, and ongoing efforts by some house-
holds and businesses to delever.  Moreover, the recov-
ery remained subject to some downside risks, such as 
the possibility of a more extended period of weak activ-
ity and lower prices in the housing sector and potential 
financial and economic spillovers if the banking and 
sovereign debt problems in Europe were to worsen.  In 
light of recent readings on consumer inflation, partici-
pants noted that underlying inflation had continued 
trending downward, but several saw the risk of defla-
tion as having receded somewhat. 

In the household sector, incoming data on retail sales 
were somewhat stronger than expected, and there were 
some reasonably upbeat reports from business contacts 
regarding holiday spending.  Consumer confidence ap-
peared to be improving.  Financial obligations and debt 
service costs had been declining as a share of house-
hold income, and that process was seen as providing 
greater latitude for a pickup in discretionary purchases.  
Nonetheless, there were indications that retail spending 
by middle- and lower-income households had risen less 
than spending by high-income households, suggestive 
of ongoing financial pressures on those of more mod-
est means.  Furthermore, the housing sector, including 
residential construction and home sales, continued to 
be depressed.  Some participants noted that the ele-
vated supply of available homes and the overhang of 
foreclosed homes were contributing to a further decline 
in house prices.  The lower house prices, in turn, were 
seen as reducing household wealth and thus restraining 
growth in consumer spending. 

A number of participants noted that their business con-
tacts had become more optimistic about the outlook 
for sales and production.  Nonetheless, many contacts 
remained cautious about hiring and investment, with 
some reportedly concerned about the potential effects 

of government policies.  The manufacturing, agricul-
ture, and energy sectors showed particular signs of 
strength, and the high-tech sector appeared to be im-
proving.  However, nonresidential construction re-
mained very weak, apart from drilling and mining.  It 
was noted that credit conditions had eased further, al-
though nonfinancial corporations continued to hold 
very high levels of cash. 

Conditions in the labor market appeared to be improv-
ing on balance.  That improvement was reflected in a 
range of recent indicators, including a declining number 
of new jobless claims, an increase in job openings, and 
an uptick in the average workweek.  Nonetheless, par-
ticipants noted that the pace of hiring was still sluggish; 
indeed, the unemployment rate had edged higher in 
November, and the employment-population ratio re-
mained very low. 

Interest rates at intermediate and longer maturities rose 
substantially over the intermeeting period, while credit 
spreads were roughly unchanged and equity prices rose 
moderately.  Participants pointed to a number of fac-
tors that appeared to have contributed to the significant 
backup in yields, including an apparent downward reas-
sessment by investors of the likely ultimate size of the 
Federal Reserve’s asset-purchase program, economic 
data that were seen as suggesting an improved econom-
ic outlook, and the announcement of a package of fis-
cal measures that was expected to bolster economic 
growth and increase the deficit over coming quarters.  
It was noted that the backup in rates may have been 
amplified by year-end positioning, as well as by some 
reported mortgage-related hedging flows.  A number of 
participants indicated that, because the backup in rates 
appeared to importantly reflect changes in investors’ 
expectations about the size of Federal Reserve asset 
purchases, the backup was consistent with purchases 
helping to keep longer-term yields lower than would 
otherwise be the case.  Several meeting participants 
mentioned the communications challenges faced in 
conducting effective policy, including the need to clear-
ly convey the Committee’s views while appropriately 
airing individual perspectives.     

Measures of underlying inflation continued to trend 
downward over the intermeeting period, with the slow-
down in price increases evident across categories of 
goods and services and across different inflation meas-
ures.  Although the prices of some commodities and 
imported goods had risen appreciably, several partici-
pants noted that businesses seemed to have little ability 
to pass these increases on to their customers, given the 
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significant slack in the economy.  Also, the high level of 
unemployment was limiting gains in wages and thereby 
contributing to the low level of inflation.  TIPS-based 
measures of inflation compensation had risen modestly 
over the intermeeting period, while surveys of house-
holds and professional forecasters continued to suggest 
that longer-term inflation expectations remained stable. 

Regarding their overall outlook for economic activity, 
participants generally agreed that, even with the posi-
tive news received over the intermeeting period, the 
most likely outcome was a gradual pickup in growth 
with slow progress toward maximum employment.  
However, they held a range of views about the risks to 
that outlook.  A few mentioned the possibility that 
growth could pick up more rapidly than expected, par-
ticularly in light of the very accommodative stance of 
monetary policy currently in place.  It was noted that 
such an acceleration would likely be accompanied by 
significantly more rapid growth in bank lending and in 
the monetary aggregates, suggesting that such indica-
tors might prove to be useful sources of information.  
Others pointed to downside risks to growth.  One 
common concern was that the housing sector could 
weaken further in light of the considerable supply of 
houses either on the market or likely to come to mar-
ket.  Another concern was the ongoing deterioration in 
the fiscal position of U.S. states and localities, which 
could lead to sharp cuts in spending and increases in 
taxes.  In addition, participants expressed concerns 
about a possible worsening of the banking and financial 
strains in Europe, which could spill over to U.S. finan-
cial markets and institutions, and so to the broader U.S. 
economy.  They observed that market stresses in Eu-
rope intensified during the intermeeting period, requir-
ing an assistance package for Ireland from the EU and 
the IMF, and that after that package was announced, 
market attention appeared to shift to other European 
countries.  Participants noted, however, that the Euro-
pean authorities were taking steps to stabilize condi-
tions in the euro area.   

Regarding the outlook for inflation, participants gener-
ally anticipated that inflation would remain for some 
time below levels judged to be most consistent, over 
the longer run, with maximum employment and price 
stability.  In particular, most participants expected that 
underlying measures of inflation would bottom out 
around current levels and then move gradually higher 
as the recovery progresses.  A few participants pointed 
to the risk that the ongoing expansion of the Federal 
Reserve’s balance sheet and the sustained low level of 
short-term interest rates could trigger undesirable in-

creases in inflation expectations and so in actual infla-
tion.  To minimize such risks, it was noted that the 
Committee should continue its planning for the even-
tual exit from the current exceptionally accommodative 
stance of policy.  Other participants noted that, with 
substantial resource slack persisting, underlying infla-
tion might fall further below the levels that the Com-
mittee sees as consistent with its mandate.  Nonethe-
less, several participants saw the risk of deflation as 
having receded somewhat over recent months.   

Committee Policy Action  
Members noted that, while incoming information over 
the intermeeting period had increased their confidence 
in the economic recovery, progress toward the Com-
mittee’s dual objectives of maximum employment and 
price stability was disappointingly slow.  In addition, 
members generally expected that progress was likely to 
remain modest, with unemployment and inflation de-
viating from the Committee’s objectives for some time.  
Accordingly, in their discussion of monetary policy for 
the period immediately ahead, nearly all Committee 
members agreed to continue expanding the Federal 
Reserve’s holdings of longer-term securities as an-
nounced in November in order to promote a stronger 
pace of economic recovery and to help ensure that in-
flation, over time, is at levels consistent with the Com-
mittee’s mandate.   The Committee decided to maintain 
its existing policy of reinvesting principal payments 
from its securities holdings into longer-term Treasury 
securities.  In addition, the Committee agreed to con-
tinue buying longer-term Treasury securities with the 
intention of purchasing $600 billion of such securities 
by the end of the second quarter of 2011, a pace of 
about $75 billion per month.  While the economic out-
look was seen as improving, members generally felt 
that the change in the outlook was not sufficient to 
warrant any adjustments to the asset-purchase program, 
and some noted that more time was needed to accumu-
late information on the economy before considering 
any adjustment.  Members emphasized that the pace 
and overall size of the purchase program would be con-
tingent on economic and financial developments; how-
ever, some indicated that they had a fairly high thre-
shold for making changes to the program.  The Com-
mittee also decided to maintain the target range for the 
federal funds rate at 0 to ¼ percent and to reiterate its 
expectation that economic conditions are likely to war-
rant exceptionally low levels for the federal funds rate 
for an extended period.  One member dissented from 
the Committee’s policy decision, judging that, in light 
of the improving economy, a continued high level of 
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monetary accommodation would increase the risks of 
future economic and financial imbalances.  Members 
agreed that the Committee should continue to regularly 
review the pace of its securities purchases and the 
overall size of the program in light of incoming infor-
mation—including information on the economic out-
look, the efficacy of the program, and any unintended 
consequences that might arise—and make adjustments 
as needed to best foster maximum employment and 
price stability. With respect to the statement to be re-
leased following the meeting, members agreed that only 
small changes were necessary to reflect the modest im-
provement in the near-term economic outlook. 

At the conclusion of the discussion, the Committee 
voted to authorize and direct the Federal Reserve Bank 
of New York, until it was instructed otherwise, to ex-
ecute transactions in the System Account in accordance 
with the following domestic policy directive: 

“The Federal Open Market Committee seeks 
monetary and financial conditions that will 
foster price stability and promote sustainable 
growth in output.  To further its long-run 
objectives, the Committee seeks conditions 
in reserve markets consistent with federal 
funds trading in a range from 0 to ¼ percent.  
The Committee directs the Desk to execute 
purchases of longer-term Treasury securities 
in order to increase the total face value of 
domestic securities held in the System Open 
Market Account to approximately $2.6 tril-
lion by the end of June 2011.  The Commit-
tee also directs the Desk to reinvest principal 
payments from agency debt and agency 
mortgage-backed securities in longer-term 
Treasury securities.  The System Open Mar-
ket Account Manager and the Secretary will 
keep the Committee informed of ongoing 
developments regarding the System’s balance 
sheet that could affect the attainment over 
time of the Committee’s objectives of maxi-
mum employment and price stability.” 

The vote encompassed approval of the statement be-
low to be released at 2:15 p.m.: 

“Information received since the Federal 
Open Market Committee met in November 
confirms that the economic recovery is con-
tinuing, though at a rate that has been insuf-
ficient to bring down unemployment.  
Household spending is increasing at a mod-
erate pace, but remains constrained by high 

unemployment, modest income growth, low-
er housing wealth, and tight credit.  Business 
spending on equipment and software is ris-
ing, though less rapidly than earlier in the 
year, while investment in nonresidential 
structures continues to be weak.  Employers 
remain reluctant to add to payrolls.  The 
housing sector continues to be depressed.  
Longer-term inflation expectations have re-
mained stable, but measures of underlying 
inflation have continued to trend downward.  

Consistent with its statutory mandate, the 
Committee seeks to foster maximum em-
ployment and price stability.  Currently, the 
unemployment rate is elevated, and measures 
of underlying inflation are somewhat low, 
relative to levels that the Committee judges 
to be consistent, over the longer run, with its 
dual mandate.  Although the Committee an-
ticipates a gradual return to higher levels of 
resource utilization in a context of price sta-
bility, progress toward its objectives has been 
disappointingly slow.  

To promote a stronger pace of economic re-
covery and to help ensure that inflation, over 
time, is at levels consistent with its mandate, 
the Committee decided today to continue 
expanding its holdings of securities as an-
nounced in November.  The Committee will 
maintain its existing policy of reinvesting 
principal payments from its securities hold-
ings.  In addition, the Committee intends to 
purchase $600 billion of longer-term Treas-
ury securities by the end of the second quar-
ter of 2011, a pace of about $75 billion per 
month.  The Committee will regularly review 
the pace of its securities purchases and the 
overall size of the asset-purchase program in 
light of incoming information and will adjust 
the program as needed to best foster maxi-
mum employment and price stability.  

The Committee will maintain the target 
range for the federal funds rate at 0 to         
¼ percent and continues to anticipate that 
economic conditions, including low rates of 
resource utilization, subdued inflation trends, 
and stable inflation expectations, are likely to 
warrant exceptionally low levels for the fed-
eral funds rate for an extended period.  
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The Committee will continue to monitor the 
economic outlook and financial develop-
ments and will employ its policy tools as ne-
cessary to support the economic recovery 
and to help ensure that inflation, over time, 
is at levels consistent with its mandate.” 

Voting for this action:  Ben Bernanke, William C. 
Dudley, James Bullard, Elizabeth Duke, Sandra Pianal-
to, Sarah Bloom Raskin, Eric Rosengren, Daniel K. 
Tarullo, Kevin Warsh, and Janet L. Yellen. 

Voting against this action:  Thomas M. Hoenig. 

Mr. Hoenig dissented because he judged that economic 
conditions were improving, and that the current highly 
accommodative stance of monetary policy was incon-
sistent with the Committee’s long-run mandate.  Mr. 
Hoenig noted that the economic recovery was shifting 
from transitory to more sustainable sources of growth 
and was picking up momentum.  In his assessment, 
maintaining highly accommodative monetary policy in 
the current economic environment would increase the 
risk of future imbalances and, over time, cause an in-
crease in longer-term inflation expectations.  Mr. Hoen-
ig also was concerned that the eventual orderly reduc-

tion of policy accommodation would become more 
difficult the longer the first step in that process was 
delayed.  In Mr. Hoenig’s view, the Committee should 
begin preparing markets for a reduction in policy ac-
commodation.  Accordingly, he thought the press 
statement should indicate that sufficient monetary stim-
ulus was in place to support the recovery.  

It was agreed that the next meeting of the Committee 
would be held on Tuesday–Wednesday, January 25–26, 
2011.  The meeting adjourned at 12:55 p.m. on De-
cember 14, 2010. 

Notation Vote 
By notation vote completed on November 22, 2010, 
the Committee unanimously approved the minutes of 
the FOMC meeting held on November 2–3, 2010. 

 

 

 

_____________________________ 
William B. English 

Secretary 
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