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dollar is gaining strength
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The Federal Open Market Committee decided today to raise its target for the federal
funds rate by 25 basis points to 3-3/4 percent.

Output appeared poised to continue growing at a good pace before the tragic toll
of Hurricane Katrina. The widespread devastation in the Gulf region, the associated
dislocation of economic activity, and the boost to energy prices imply that spending,
production, and employment will be set back in the near term. In addition to
elevating premiums for some energy products, the disruption to the production and

refining infrastructure may add to energy price volatility.

While these unfortunate developments have increased uncertainty about near-term

economic performance, it is the Committee"s view that they do not pose a more

persistent threat . Rather, monetary policy accommodation, coupled with robust

underlying growth in productivity, is providing ongoing support to economic

activity. Higher energy and other costs have the potential to add to inflation

pressures. However, core inflation has been relatively low in recent months and

longer-term inflation expectations remain contained

The Committee perceives that, with appropriate monetary policy action, the upside
and downside risks to the attainment of both sustainable growth and price stability
should be kept roughly equal. With underlying inflation expected to be contained,

the Committee believes that policy accommodation can be removed at a pace that is

likely to be measured . Nonetheless, the Committee will respond to changes in

economic prospects as needed to fulfill its obligation to maintain price stability.

Voting for the FOMC monetary policy action were: Alan Greenspan, Chairman; Timothy
F. Geithner, Vice Chairman; Susan S. Bies; Roger W. Ferguson, Jr.; Richard W. Fisher;
Donald L. Kohn; Michael H. Moskow; Anthony M. Santomero; and Gary H. Stern. Voting

against was Mark W. Olson, who preferred no change in the federal funds rate target

at this meeting




In a related action, the Board of Governors unanimously approved a 25-basis-point
increase in the discount rate to 4-3/4 percent. In taking this action, the Board
approved the requests submitted by the Boards of Directors of the Federal Reserve

Banks of Boston, New York, Philadelphia, Richmond, Chicago, Minneapolis, and Kansas

City.
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trying to contain oil price rises
7

We reaffirm that exchange rates should reflect economic fundamentals. Excess
volatility and disorderly movements in exchange rates are undesirable for economic
growth. We continue to monitor exchange markets closely and cooperate as

appropriate. We welcome the recent decision by the Chinese authorities to pursue

greater flexibility in their exchange rate regime. We expect the development of this

more market-oriented system to improve the functioning and stability of the global

economy and the international monetary system.
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higher energy prices, growing global imbalances, and
rising protectionist pressures

First, we welcome the action by members of the International Energy Agency
and by oil-producing countries to make available additional oil and oil
products to the market and we call for a sustained increase in supply by
those with spare capacity.

Second, significant investment is needed in exploration, production,

energy infrastructure, and refinery capacity.



Third, oil producing countries should ensure a favorable investment climate,
open markets with transparent business practices, and stable regulatory
frameworks. We stress the importance of improving the timeliness, quality,
and transparency of oil market data and increasing medium-term energy

supplies and efficiency.

Fourth, we will enhance and expand our dialogue with oil producers.

Fifth, we affirm that subsidies and artificial price caps which constrain
the priceofoil and oil products have an adverse effect on the global market
and should be avoided.

Sixth, we are committed to fostering and deploying technology and innovation.

Seventh, we support energy conservation, renewable and alternative sources
of energy as long-term solutions, and encourage the World Bank to promote
investment in alternative energy sources and energy efficiency in developing
countries.

Finally, we commit ourselves to implementing policies and practices to

improve the global energy outlook.
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have a nice week

E-mail ycaster@gol.com



