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economic expansion remains on track

FRB

However, the most recent evidence--including indicators of production, the
flow of new orders to businesses, weekly data on initial claims for unemployment
insurance, and the payroll employment and retail sales figures for

January--suggests that the economic expansion remains on track
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In the announcement following the January 31 meeting, the Federal Reserve
pointed to risks that could add to inflation pressures. Among those risks is the
possibility that, to an extent greater than we now anticipate, higher energy

prices may pass through into the prices of non-energy goods and services or have

a persistent effect on inflation expectations. Another factor bearing on the

inflation outlook is that the economy now appears to be operating at a relatively

high level of resource utilization. Gauging the economy®s sustainable potential

is difficult, and the Federal Reserve will keep a close eye on all the relevant
evidence and be flexible in making those judgments. Nevertheless, the risk exists
that, with aggregate demand exhibiting considerable momentum, output could
overshoot its sustainable path, leading ultimately--in the absence of
countervailing monetary policy action--to further upward pressure on inflation.

In these circumstances, the FOMC judged that some further firming of monetary

policy may be necessary, an assessment with which | concur.

Fed will raise its rate next month
FRB FOMC

overshoot
further upward pressure on inflation

Although the outlook contains significant uncertainties, it is clear that
substantial progress has been made in removing monetary policy accommodation.
As a consequence, in coming quarters the FOMC will have to make ongoing,
provisional judgments about the risks to both inflation and growth, and monetary

policy actions will be increasingly dependent on incoming data.
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Outside the United States, economic activity strengthened last year, and at

present global growth seems to be on a good track. The economies of our North

American neighbors, Canada and Mexico, appear to be expanding at a solid pace.
Especially significant have been signs that Japan could be emerging from its
protracted slump and its battle with deflation. In the euro area, expansion has
been somewhat modest by global standards, but recent indicators suggest that
growth could be strengthening there as well. Economies in emerging Asia generally
continue to expand strongly. In particular, growth in China remained vigorous
in 2005.
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Rather, the Federal Reserve, together with all modern central banks, has

found that the successful conduct of monetary policy requires painstaking

examination of a broad range of economic and financial data, careful

consideration of the implications of those data for the likely path of the

economy and inflation, and prudent judgment regarding the effects of




alternative courses of policy action on prospects for achieving our

macroeconomic objectives. In that process, economic models can provide valuable

guidance to policymakers, and over the years substantial progress has been made

in developing formal models and forecasting techniques. But any model is by

necessity a simplification of the real world, and sufficient data are seldom

available to measure even the basic relationships with precision. Monetary

policymakers must therefore strike a difficult balance--conducting rigorous
analysis informed by sound economic theory and empirical methods while keeping
an open mind about the many factors, including myriad global influences, at
play in a dynamic modern economy like that of the United States. Amid significant

uncertainty, we must formulate a view of the most likely course of the economy

under a given policy approach while giving due weight to the potential risks

and associated costs to the economy should those judgments turn out to be wrong.

by necessity a simplification of the real world
therefore strike a
difficult balance--conducting rigorous analysis informed by sound economic theory
and empirical methods while keeping an open mind about the many factors, including
myriad global influences, at play in a dynamic modern economy like that of the United
States.
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have a nice week
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