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The Federal Open Market Committee decided today to lower its target for the federal
funds rate by 25 basis points to 1 percent. In a related action, the Board of Governors

approved a 25 basis point reduction in the discount rate to 2 percent.

The Committee continues to believe that an accommodative stance of monetary policy,
coupled with still robust underlying growth in productivity, is providing important
ongoing support to economic activity. Recent signs point to a firming in spending,
markedly improved financial conditions, and labor and product markets that are

stabilizing. The economy, nonetheless, has yet to exhibit sustainable growth. With

inflationary expectations subdued, the Committee judged that a slightly more

expansive monetary policy would add further support for an economy which it expects

to improve over time.

The Committee perceives that the upside and downside risks to the attainment of

sustainable growth for the next few quarters are roughly equal. In contrast, the

probability, though minor, of an unwelcome substantial fall in inflation exceeds that

of apickup in inflation from its already low level. On balance, the Committee believes

that the latter concern is likely to predominate for the foreseeable future.

Voting for the FOMC monetary policy action were Alan Greenspan, Chairman; Ben S.
Bernanke; Susan S. Bies; J. Alfred Broaddus, Jr.; Roger W. Ferguson, Jr.; Edward M.
Gramlich; Jack Guynn; Donald L. Kohn; Michael H. Moskow; Mark W. Olson; and Jamie
B. Stewart, Jr.

Voting against the action was Robert T. Parry. President Parry preferred a 50 basis

point reduction in the target for the federal funds rate.

In taking the discount rate action, the Federal Reserve Board approved the requests
submitted by the Boards of Directors of the Federal Reserve Banks of Boston, New York,

St. Louis, Kansas City, and San Francisco.
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Recent readings on production and employment, though mostly reflecting decisions
made before the conclusion of hostilities, have proven disappointing. However, the
ebbing of geopolitical tensions has rolled back oil prices, bolstered consumer
confidence, and strengthened debt and equity markets. These developments, along with
the accommodative stance of monetary policy and ongoing growth in productivity, should

foster an improving economic climate over time.

Although the timing and extent of that improvement remain uncertain, the Committee
perceives that over the next few quarters the upside and downside risks to the
attainment of sustainable growth are roughly equal. In contrast, over the same period,
the probability of an unwelcome substantial fall in inflation, though minor, exceeds
that of a pickup in inflation from its already low level. The Committee believes that,
taken together, the balance of risks to achieving its goals is weighted toward weakness

over the foreseeable future.
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a slightly more expansive monetary policy would add further

support for an economy
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The Fed"s Next Act

THE FEDERAL RESERVE"S LATEST RATE CUT means the central bank is running low on
ammunition for its primary means of stimulating the economy and staving off deflation.
After 13 cuts since the start of 2001, the central bank"s target for the federal-funds

rate, charged between banks for overnight loans, is at a 45-year low of 1%.

Most Fed watchers agree that, if necessary, the central bank will put its benchmark

for short-term interest rates only as low as 0.5% -- but not all the way to zero
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The Fed has been studying additional options for boosting the economy, and Fed
Chairman Alan Greenspan has offered reassurance that the central bank won*t "run out

of monetary ammunition.”™ But the central bank doesn"t have a slew of realistic

alternatives. On the following panels see some of the other tricks the Fed may have

up its sleeve.
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have a nice week

E-mail ycaster@gol.com



