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rising long-term interest rates




a close call
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In the Committee"s discussion of monetary policy for the intermeeeting period,
most members judged that policy should be eased by 25 basis points at this meeting.
Although prospects for economic activity had not deteriorated significantly since
the March meeting, the outlook for growth and employment remained weak and slack
in resource utilization was likely to increase. An additional easing in policy would
help to foster moderate growth over time without impeding a moderation in inflation.
Moreover, although the likelihood that economic activity would be severely
disrupted by a sharp deterioration in financial markets had apparently receded,
most members thought that the risks to economic growth were still skewed to the
downside. A reduction in interest rates would help to mitigate those risks. However,

most members viewed the decision to reduce interest rates at this meeting as a close

call. The substantial easing of monetary policy since last September, the ongoing
steps taken by the Federal Reserve to provide liquidity and support market
functioning, and the imminent fiscal stimulus would help to support economic
activity. Moreover, although downside risks to growth remained, members were also
concerned about the upside risks to the inflation outlook, given the continued
increases in oil and commodity prices and the fact that some indicators suggested
that inflation expectations had risen in recent months. Nonetheless, most members
agreed that a further, modest easing in the stance of policy was appropriate to

balance better the risks to achieving the Committee®s dual objectives of maximum



employment and price stability over the medium run.

The Committee agreed that that the statement to be released after the meeting

should take note of the substantial policy easing to date and the ongoing measures

to foster market liquidity. In light of these significant policy actions, the risks

to growth were now thought to be more closely balanced by the risks to inflation.

Accordingly, the Committee felt that it was no longer appropriate for the statement

to emphasize the downside risks to growth. Given these circumstances, future policy

adjustments would depend on the extent to which economic and financial developments

affected the medium-term outlook for growth and inflation. In that regard, several

members noted that it was unlikely to be appropriate to ease policy in response

to information suggesting that the economy was slowing further or even contracting

slightly in the near term, unless economic and financial developments indicated

a significant weakening of the economic outlook.
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weak yen ahead ?
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