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Summary of the Near-Term Outlook
(Percent change at annual rate except as noted)

Measure
2002:Q4 2003:Q1

Oct.
GB

Dec.
GB

Oct.
GB

Dec.
GB

Real GDP 1.0 1.0 2.2 2.3
Private domestic final purchases .1 .2 2.3 2.8

Personal consumption expenditures .3 .0 2.2 2.6
Residential investment 2.9 6.1 -2.1 -1.0
Business fixed investment -2.5 -.7 4.6 5.5

Government outlays for consumption
and investment 3.3 2.2 2.5 3.3

Contribution to growth
(percentage points)

Inventory investment .4 .6 .2 -.4
Net exports -.1 -.2       -.3 -.3

nonresidential structures are expected to post further declines this quarter and
next, reflecting plunging outlays on office and industrial buildings, sectors in
which vacancy rates currently are very high.  

The massive inventory runoff that began in early 2001 appears to have ended in
mid-2002.  Excluding motor vehicles, inventory-sales ratios appear comfortable
by historical standards in most sectors, and we believe that non-auto firms will
build stocks at a moderate rate in the fourth quarter of this year and the first
quarter of next.  Despite the cutbacks in auto assemblies, automakers’
production apparently is outstripping sales, and we expect days’ supply of light
vehicles in the fourth quarter to move up to 71 days, well above the industry’s
65-day target level.  Improving sales and restrained production in this sector
should result in a better inventory picture over the first half of next year.    

Federal spending should grow a bit more slowly on average in the current
quarter and the first quarter of next year relative to earlier this year, as increases
in spending associated with homeland security and the war on terrorism begin to
moderate.   Our near-term forecast is boosted slightly by the costs of the
ongoing overseas deployment of troops and military equipment.  Real spending
by state and local governments is likely to rise at a relatively subdued pace in
the near term, reflecting pressures arising from deteriorating budget balances. 

In September, exports were stronger and imports weaker than we had
anticipated.  We believe that both categories posted small gains for the third
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Projections of Real GDP
(Percent change at annual rate from end of 

preceding period except as noted)

Measure
2003

2004
H1 H2

Real GDP 2.6 4.1 4.3
Previous 2.4 3.6 3.9

Final sales 2.7 3.8 4.2
Previous 2.1 3.5 3.9

PCE 2.8 3.3 3.7
Previous 2.2 2.8 3.2

Residential investment -.2 2.4 5.8
Previous -1.1 2.9 5.1

BFI 5.9 10.0 12.1
Previous 5.0 9.2 11.1

Government purchases 2.8 2.6 2.7
Previous 2.5 2.8 2.8

Exports 4.9 8.3 7.7
Previous 5.6 8.5 7.9

Imports 6.6 7.2 8.4
Previous 6.9 6.6 7.8

Contribution to growth,
percentage points

Inventory change -.1 .3 .1
Previous .3 .1 .0

Net exports -.4 -.2 -.4
Previous -.4 -.1 -.3

the second half of this year.  Spending growth should pick up to 3-1/4 percent in
the second half of 2003 and to 3-3/4 percent in 2004.  Several factors feed this
projected acceleration:  The diminishing drag from previous declines in wealth,
the projected increases in stock prices, and improving labor market conditions
that are expected to bolster personal income.  In 2004, household income should
receive a further boost when the next phase of the previously enacted reduction
in income tax rates and the additional $25 billion of tax cuts we have assumed
in this forecast take effect.
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3 percent in 2003 and 1-1/2 percent in 2004, down from an anticipated
6-1/2 percent advance in 2002.  Growth in nondefense spending is also expected
to slow—albeit less dramatically—from a projected pace of 3-1/2 percent in
2002 to around 2-1/2 percent in 2003 and 2004.  In contrast, state and local
spending will increase just 1.7 percent over the four quarters of 2002 and should
accelerate gradually over the next couple of years as the expanding economy
reduces strains on these governments’ budgets.

Net exports.  We expect that net exports will make arithmetic deductions from
real GDP growth of roughly 1/3 percentage point in both 2003 and 2004.  This
damping effect is slightly larger than we had projected in the October
Greenbook owing primarily to the smaller assumed rate of depreciation of the
dollar and the upward-revised growth rate of U.S. real GDP.  We expect that
real exports will expand at an average annual rate of 7-1/4 percent over the next
two years, slightly faster than in 2002; exports should be supported by the
pickup in economic activity abroad and the depreciation of the dollar.  Real
import growth is forecast to average 7-3/4 percent in 2003 and 2004—well
below this year’s pace of 9-1/2 percent.  (The International Developments
section provides more detail on the outlook for the external sector.)

Aggregate Supply, the Labor Market, and Prospects for Inflation
We project that actual growth of real GDP will grow more slowly than our
estimate of potential GDP through the middle of next year, causing the current 

Decomposition of Structural Labor Productivity
(Percent change, Q4 to Q4, except as noted)

Measure 1973-
95

1996-
99 2000 2001 2002 2003 2004

Structural labor productivity 1.4 2.5 2.6 1.9 1.9 2.0 2.3
Previous 1.4 2.5 2.6 1.9 1.7 2.0 2.3

Contributions1 
Capital deepening .6 1.3 1.2 .4 .2 .4 .6

Previous .6 1.3 1.2 .4 .2 .4 .6
Multifactor productivity .6 1.0 1.2 1.3 1.4 1.4 1.4

Previous .6 1.0 1.2 1.3 1.2 1.4 1.4
Labor composition .3 .3 .3 .3 .3 .3 .3

MEMO
Potential GDP 2.9 3.5 3.6 2.9 2.9 3.0 3.3

Previous 2.9 3.5 3.6 2.9 2.7 3.0 3.3
NOTE. Components may not sum to totals because of rounding.
1. Percentage points.
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slack in resource utilization to increase a little more.  The pickup in output
growth that we forecast for the second half of next year and for 2004 is
sufficient to significantly narrow, but not eliminate, the output gap by the end of
that period.  As a result, the degree of slack in our forecast generates a small
deceleration in core consumer price inflation over the next couple of years.  

Productivity and the labor market.  We estimate that output per hour in the
nonfarm business sector rose 5.7 percent over the four quarters ending in
2002:Q3.  In our view, this extraordinary performance reflects mainly the
cautious response of businesses to the growth in aggregate demand over the past
year in light of the heightened economic uncertainties.  Rather than boosting
their hiring, firms have opted to employ their labor and capital more intensively. 
Some of the resulting efficiency gains are likely to dissipate as business
confidence returns and hiring increases.  However, given the further upside
surprise in productivity last quarter, we now project that a greater portion of the
productivity enhancements over the past year were permanent and, accordingly,
have boosted the level of structural productivity about 1/4 percent by the end of
2002.  Structural productivity then is projected to rise 2 percent in 2003 and
2.3 percent in 2004, unchanged from the October Greenbook.

As the recovery takes hold, we anticipate that private payroll employment will
increase roughly 100,000 per month in the first half of next year and gradually
rise further to 250,000 per month in 2004.  The unemployment rate is projected 

The Outlook for the Labor Market
(Percent change, Q4 to Q4, except as noted)

Measure 2001 2002 2003 2004

Output per hour, nonfarm business 1.9 3.9 1.2 1.7
Previous 1.9 3.3 1.5 1.7

Nonfarm private payroll employment -1.4 -.4 1.7 2.7
Previous -1.4 -.4 1.5 2.2

Household employment survey -1.0 .5 1.2 1.9
Previous -1.0 .4 1.0 1.6

Labor force participation rate1 66.9 66.7 66.9 67.0
Previous 66.9 66.7 66.8 66.9

Civilian unemployment rate1 5.6 5.8 5.9 5.4
Previous 5.6 5.9 6.1 5.8

1. Percent, average for the fourth quarter.
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5. Once again, we assume that the availability of extended unemployment benefits boosts
the projected unemployment rate 0.2 percentage point throughout the forecast period by
encouraging unemployed individuals to be more selective about taking a job offer and by
drawing some individuals into the labor force to become eligible for these benefits. 

Inflation Projections
(Percent change, Q4 to Q4, except as noted)

Measure 2001 2002 2003 2004

PCE chain-weighted price index 1.5 1.9 1.3 1.3
Previous 1.5 1.9 1.2 1.3

Food and beverages 3.1 1.4 2.0 1.9
Previous 3.1 1.5 2.0 1.8

Energy -10.3 6.9 -3.4 -.2
Previous -10.3 8.2 -4.9 -.0

Excluding food and energy 1.9 1.7 1.4 1.3
Previous 1.9 1.6 1.3 1.2

Consumer price index 1.9 2.2 1.7 1.8
Previous 1.9 2.3 1.6 1.7

Excluding food and energy 2.7 2.1 2.0 1.9
Previous 2.7 2.1 2.0 1.8

GDP chain-weighted price index 2.0 1.4 1.4 1.4
Previous 2.0 1.4 1.3 1.3

ECI for compensation of private
industry workers1 4.2 3.5 3.4 3.5

Previous 4.2 3.8 3.4 3.3

NFB compensation per hour 1.4 3.9 3.4 3.3
Previous 1.4 3.8 3.2 3.1

Prices of core non-oil
merchandise imports -2.9 .6 2.4 1.8

Previous -2.9 1.2 2.3 1.9

1. December to December.

to average 6 percent next year and then to slip below 5-1/2 percent by the end of
2004.5  This path for the unemployment rate is about 1/4 percentage point below
that in the October Greenbook.

Prices and wages.  We anticipate that inflation as measured by the core PCE
price index will be 1.7 percent in 2002, decline to 1.4 percent in 2003, and then
edge down further to 1.3 percent in 2004.  The deceleration stems mainly from



I-14 Part 1: Summary and Outlook, December 4, 2002

Alternative Scenarios
(Percent change, annual rate, from end of preceding period, except as noted)

Measure
2002 2003

2004
H1 H2 H1 H2

Real GDP
Greenbook Baseline 3.1 2.5 2.6 4.1 4.3
Fiscal stimulus 3.1 2.5 4.0 4.1 4.3
Recession 3.1 1.9 .2 3.3 3.9
Faster productivity growth 3.1 2.5 3.2 4.9 5.1
Deflation 3.1 2.2 1.2 3.4 4.2
Market-based funds rate 3.1 2.5 2.6 4.0 3.4

Civilian unemployment rate1

Greenbook Baseline 5.9 5.8 6.0 5.9 5.4
Fiscal stimulus 5.9 5.8 5.8 5.5 5.0
Recession 5.9 5.9 6.6 6.8 6.5
Faster productivity growth 5.9 5.8 6.1 5.9 5.3
Deflation 5.9 5.8 6.3 6.5 6.1
Market-based funds rate 5.9 5.8 6.0 5.9 5.8

PCE prices excluding food and energy
Greenbook Baseline 1.7 1.8 1.5 1.4 1.3
Fiscal stimulus 1.7 1.8 1.4 1.3 1.4
Recession 1.7 1.8 1.5 1.2 .9
Faster productivity growth 1.7 1.8 1.4 1.2 .9
Deflation 1.7 1.7 1.2 .9 .4
Market-based funds rate 1.7 1.8 1.5 1.4 1.1

1. Average for the final quarter of the period.   

fiscal 2004.  Under these circumstances, real GDP grows 4 percent next year. 
The unemployment rate soon begins to turn down and falls to 5 percent by the
end of 2004.  Because competition spurs firms to pass a bit of their lower
payroll costs through to prices, the rate of inflation in 2003 is 1/10 percentage
point lower than baseline.  In 2004, however, the higher level of resource
utilization pushes inflation 1/10 percentage point above baseline.

Recession.  Consumer and business confidence about economic prospects seems
to be fragile at present and might be significantly deflated by only a modest
amount of bad news.  This scenario explores the possibility that the economy is
on the cusp of a more substantial weakening than projected in the baseline.  In
particular, the current weakness in consumer durables spreads to consumer
outlays more broadly, with the result that real PCE edges down this quarter and
next.  Firms are also more cautious:  E&S investment levels off through the
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(Percent, annual rate)

  GDP chain-weighted   Consumer  Unemployment
  Nominal GDP   Real GDP   price index   price index 1  rate 2

Interval 10/30/02 12/4/02 10/30/02 12/4/02 10/30/02 12/4/02 10/30/02 12/4/02 10/30/02 12/4/02

ANNUAL
______

2000 5.9 5.9 3.8 3.8 2.1 2.1 3.4 3.4 4.0 4.0
2001 2.6 2.6 0.3 0.3 2.4 2.4 2.8 2.8 4.8 4.8
2002 3.5 3.6 2.3 2.4 1.1 1.1 1.6 1.6 5.8 5.8
2003 3.8 4.2 2.4 2.6 1.4 1.5 1.9 1.9 6.2 6.0
2004 5.2 5.6 3.8 4.2 1.3 1.4 1.7 1.7 5.9 5.6

QUARTERLY
_________

2001      Q1 3.0 3.0 -0.6 -0.6 3.7 3.7 4.0 4.0 4.2 4.2
          Q2 0.9 0.9 -1.6 -1.6 2.5 2.5 3.2 3.2 4.5 4.5
          Q3 1.9 1.9 -0.3 -0.3 2.2 2.2 0.7 0.7 4.8 4.8
          Q4 2.2 2.2 2.7 2.7 -0.5 -0.5 -0.2 -0.2 5.6 5.6

2002      Q1 6.5 6.5 5.0 5.0 1.3 1.3 1.4 1.4 5.6 5.6
          Q2 2.5 2.5 1.3 1.3 1.2 1.2 3.4 3.4 5.9 5.9
          Q3 4.2 5.1 3.1 4.0 1.0 1.0 1.8 1.8 5.7 5.7
          Q4 2.9 3.1 1.0 1.0 1.8 2.1 2.7 2.3 5.9 5.8

2003      Q1 3.9 4.0 2.2 2.3 1.6 1.7 1.4 1.7 6.2 6.0
          Q2 3.9 4.2 2.6 2.9 1.2 1.2 1.5 1.7 6.2 6.0
          Q3 4.6 5.2 3.3 3.9 1.3 1.3 1.6 1.6 6.1 6.0
          Q4 5.2 5.6 3.8 4.2 1.3 1.3 1.7 1.7 6.1 5.9

2004      Q1 5.7 6.1 3.9 4.4 1.7 1.6 1.7 1.8 6.0 5.8
          Q2 5.3 5.6 4.0 4.3 1.2 1.3 1.7 1.8 5.9 5.7
          Q3 5.3 5.6 4.0 4.3 1.2 1.3 1.7 1.8 5.9 5.6
          Q4 4.9 5.4 3.6 4.1 1.2 1.3 1.8 1.8 5.8 5.4

TWO-QUARTER3

___________

2001      Q2 1.9 1.9 -1.1 -1.1 3.1 3.1 3.5 3.5 0.5 0.5
          Q4 2.1 2.1 1.2 1.2 0.8 0.8 0.2 0.2 1.1 1.1

2002      Q2 4.5 4.5 3.1 3.1 1.3 1.3 2.4 2.4 0.3 0.3
          Q4 3.5 4.1 2.1 2.5 1.4 1.5 2.3 2.1 0.0 -0.1

2003      Q2 3.9 4.1 2.4 2.6 1.4 1.5 1.5 1.7 0.3 0.2
          Q4 4.9 5.4 3.6 4.1 1.3 1.3 1.7 1.7 -0.1 -0.1

2004      Q2 5.5 5.9 4.0 4.4 1.4 1.5 1.7 1.8 -0.2 -0.2
          Q4 5.1 5.5 3.8 4.2 1.2 1.3 1.7 1.8 -0.1 -0.3

FOUR-QUARTER4

____________

2000      Q4 4.6 4.6 2.3 2.3 2.3 2.3 3.4 3.4 -0.1 -0.1
2001      Q4 2.0 2.0 0.1 0.1 2.0 2.0 1.9 1.9 1.6 1.6
2002      Q4 4.0 4.3 2.6 2.8 1.4 1.4 2.3 2.2 0.3 0.2
2003      Q4 4.4 4.7 3.0 3.3 1.3 1.4 1.6 1.7 0.2 0.1
2004      Q4 5.3 5.7 3.9 4.3 1.3 1.4 1.7 1.8 -0.4 -0.6

  1. For all urban consumers.
  2. Level, except as noted.
  3. Percent change from two quarters earlier; for unemployment rate, change in percentage points.
  4. Percent change from four quarters earlier; for unemployment rate, change in percentage points.
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(Seasonally adjusted annual rate)

 - - - Projected - - - 

Item Units 1 1996 1997 1998 1999 2000 2001 2002 2003 2004

EXPENDITURES
____________

Nominal GDP  Bill. $    7813.2 8318.4 8781.5 9274.3 9824.6 10082.2 10446.0 10879.7 11487.7
Real GDP  Bill. Ch. $ 7813.2 8159.5 8508.9 8859.0 9191.4 9214.5 9437.3 9684.6 10088.1

Real GDP  % change   4.1 4.3 4.8 4.3 2.3 0.1 2.8 3.3 4.3
Gross domestic purchases  4.3 5.0 5.8 5.2 2.9 0.1 3.3 3.5 4.5
Final sales  3.9 3.9 4.7 4.2 2.6 1.6 1.5 3.2 4.2
Priv. dom. final purchases  4.4 5.1 6.3 5.2 3.7 0.9 1.8 3.6 4.9

Personal cons. expenditures  3.1 4.1 5.0 5.0 3.5 2.8 2.2 3.1 3.7
  Durables  5.0 8.8 12.7 10.0 3.8 13.2 0.4 5.6 6.8
  Nondurables  3.2 2.5 5.0 4.9 3.0 1.7 2.7 2.7 3.3
  Services  2.7 3.9 3.6 4.0 3.8 1.3 2.4 2.8 3.3

Business fixed investment  12.1 11.8 12.3 6.6 6.2 -9.3 -2.4 7.9 12.1
  Equipment & Software  11.8 13.7 14.9 9.7 5.2 -8.8 2.2 10.8 14.2
  Nonres. structures  12.8 6.5 4.9 -2.5 9.3 -10.6 -15.2 -1.6 4.6
Residential structures  5.6 3.5 10.0 4.0 -1.2 1.0 6.0 1.1 5.8

Exports  9.8 8.5 2.3 4.9 7.3 -11.4 6.6 6.6 7.7
Imports  11.2 14.3 10.8 11.9 11.1 -8.0 9.4 6.9 8.4

Gov’t. cons. & investment  2.7 2.4 2.7 4.5 1.3 5.1 3.0 2.7 2.7
  Federal  2.0 0.1 0.6 4.0 -1.2 7.5 5.4 2.8 1.8
    Defense  0.8 -1.4 -0.8 4.4 -2.5 7.4 6.5 2.9 1.6
  State & local  3.0 3.7 3.8 4.8 2.6 3.9 1.7 2.6 3.1

Change in bus. inventories  Bill. Ch. $ 30.0 63.8 76.7 62.8 65.0 -61.4 6.6 34.4 51.3
  Nonfarm  21.2 60.6 75.0 64.1 67.2 -63.2 5.5 33.4 50.1
Net exports  -89.0 -113.3 -221.1 -320.5 -398.8 -415.9 -478.6 -520.9 -570.3

Nominal GDP  % change   6.0 6.2 6.0 5.9 4.6 2.0 4.3 4.7 5.7

EMPLOYMENT AND PRODUCTION
_________________________

Nonfarm payroll employment  Millions   119.6 122.7 125.9 128.9 131.7 131.9 130.8 132.1 135.0
Unemployment rate  %          5.4 4.9 4.5 4.2 4.0 4.8 5.8 6.0 5.6

Industrial prod. index  % change   5.8 7.4 3.5 4.3 2.6 -5.9 1.6 3.6 5.4
Capacity util. rate - mfg.  %          81.6 82.7 81.4 80.6 80.7 75.1 73.8 74.2 77.4

Housing starts  Millions   1.48 1.47 1.62 1.64 1.57 1.60 1.69 1.71 1.79
Light motor vehicle sales  15.05 15.07 15.41 16.78 17.24 17.02 16.54 16.76 17.40
  North Amer. produced  13.34 13.14 13.39 14.30 14.38 13.94 13.27 13.44 13.98
  Other  1.70 1.93 2.02 2.48 2.86 3.08 3.28 3.32 3.42

INCOME AND SAVING
_________________

Nominal GNP  Bill. $    7831.2 8325.4 8778.1 9297.1 9848.0 10104.1 10435.0 10877.1 11479.6
Nominal GNP  % change   5.9 6.0 5.8 6.4 4.6 2.1 3.8 4.8 5.6
Nominal personal income  5.9 6.3 6.7 5.1 7.7 1.4 4.3 4.6 5.2
Real disposable income  2.6 3.8 5.0 2.4 4.8 0.3 5.7 2.2 4.1
Personal saving rate  %          4.8 4.2 4.7 2.6 2.8 2.3 3.9 3.7 4.0

Corp. profits, IVA & CCAdj.  % change   11.4 9.9 -9.6 7.0 -9.1 8.2 -4.1 4.4 7.2
  Profit share of GNP  %          9.6 10.0 8.9 8.7 8.0 7.2 7.5 7.2 7.4
    Excluding FR Banks             9.4 9.7 8.6 8.4 7.7 7.0 7.3 7.0 7.2

Federal surpl./deficit  Bill. $    -136.8 -53.3 43.8 111.9 206.9 72.0 -190.3 -164.8 -159.7
State & local surpl./def.  21.4 31.0 40.7 38.3 18.0 -31.3 -51.5 -44.3 -16.5
  Ex. social ins. funds  18.7 29.9 40.0 37.4 17.8 -31.2 -51.4 -44.2 -16.4

Gross natl. saving rate  %          17.2 18.0 18.8 18.3 18.4 16.5 15.3 15.5 16.1
Net natl. saving rate  5.7 6.7 7.5 6.8 6.7 3.8 2.3 2.3 3.0

PRICES AND COSTS
________________

GDP chn.-wt. price index  % change   1.9 1.8 1.1 1.6 2.3 2.0 1.4 1.4 1.4
Gross Domestic Purchases
    chn.-wt. price index  1.9 1.4 0.8 1.9 2.5 1.3 1.6 1.4 1.3

PCE chn.-wt. price index  2.3 1.5 1.1 2.0 2.5 1.5 1.9 1.3 1.3
  Ex. food and energy  1.8 1.7 1.6 1.5 1.8 1.9 1.7 1.4 1.3

CPI  3.2 1.9 1.5 2.6 3.4 1.9 2.2 1.7 1.8
  Ex. food and energy  2.6 2.2 2.3 2.1 2.5 2.7 2.1 2.0 1.9

ECI, hourly compensation 2  3.1 3.4 3.5 3.4 4.4 4.2 3.5 3.4 3.5

Nonfarm business sector
  Output per hour  2.3 2.2 2.9 2.9 2.1 1.9 3.9 1.2 1.7
  Compensation per Hour  3.2 3.4 5.3 4.3 7.2 1.4 3.9 3.4 3.3
  Unit labor cost  0.9 1.1 2.3 1.4 4.9 -0.5 0.0 2.2 1.6

  1. Changes are from fourth quarter to fourth quarter.
  2. Private-industry workers.
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2000 2000 2000 2000 2001 2001 2001 2001 2002 2002
Item Units Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 

EXPENDITURES
____________

Nominal GDP  Bill. $    9649.5 9820.7 9874.8 9953.6 10028.1 10049.9 10097.7 10152.9 10313.1 10376.9
Real GDP  Bill. Ch. $ 9097.4 9205.7 9218.7 9243.8 9229.9 9193.1 9186.4 9248.8 9363.2 9392.4

Real GDP  % change   2.6 4.8 0.6 1.1 -0.6 -1.6 -0.3 2.7 5.0 1.3
Gross domestic purchases  3.6 5.7 1.2 1.3 -1.1 -1.1 -0.1 2.9 5.6 2.6
Final sales  4.4 3.1 1.7 1.3 2.8 -0.4 -0.2 4.2 2.4 -0.1
Priv. dom. final purchases  6.9 3.8 3.1 1.1 1.5 -1.2 0.3 3.0 2.5 1.3

Personal cons. expenditures  5.3 3.0 3.8 2.1 2.4 1.4 1.5 6.0 3.1 1.8
  Durables  17.8 -3.7 8.1 -5.3 11.5 5.3 4.6 33.6 -6.3 2.0
  Nondurables  2.2 4.9 2.0 2.7 2.3 -0.3 1.3 3.6 7.9 -0.1
  Services  4.4 3.6 3.9 3.3 0.6 1.5 0.9 2.1 2.9 2.7

Business fixed investment  15.0 10.2 3.5 -3.2 -5.4 -14.5 -6.0 -10.9 -5.8 -2.4
  Equipment & Software  15.5 10.9 0.9 -5.4 -6.3 -16.7 -9.2 -2.5 -2.7 3.3
  Nonres. structures  13.8 8.2 12.1 3.6 -3.1 -8.4 2.9 -30.1 -14.2 -17.6
Residential structures  8.3 -3.0 -9.3 0.0 8.2 -0.5 0.4 -3.5 14.2 2.7

Exports  7.7 14.6 11.6 -4.0 -6.0 -12.4 -17.3 -9.6 3.5 14.3
Imports  14.7 18.6 13.8 -1.6 -7.9 -6.8 -11.8 -5.3 8.5 22.2

Gov’t. cons. & investment  -1.2 4.6 -1.0 2.9 5.7 5.6 -1.1 10.5 5.6 1.4
  Federal  -13.2 16.0 -7.2 2.0 9.5 6.0 1.2 13.5 7.4 7.5
    Defense  -19.9 15.0 -6.1 4.7 8.3 2.7 4.6 14.3 11.6 7.8
  State & local  5.6 -0.8 2.4 3.3 3.8 5.4 -2.3 8.9 4.6 -1.7

Change in bus. inventories  Bill. Ch. $ 45.3 91.5 63.1 59.9 -26.9 -58.3 -61.8 -98.4 -28.9 4.9
  Nonfarm  58.9 88.6 64.6 56.8 -32.6 -54.9 -63.6 -101.5 -35.1 4.2
Net exports  -368.8 -394.6 -413.1 -418.5 -404.5 -414.8 -419.0 -425.3 -446.6 -487.4

Nominal GDP  % change   5.7 7.3 2.2 3.2 3.0 0.9 1.9 2.2 6.5 2.5

EMPLOYMENT AND PRODUCTION
_________________________

Nonfarm payroll employment  Millions   131.0 131.8 131.9 132.2 132.4 132.2 131.9 131.1 130.8 130.7
Unemployment rate  %          4.0 4.0 4.1 4.0 4.2 4.5 4.8 5.6 5.6 5.9

Industrial prod. index  % change   5.8 7.0 0.6 -2.6 -6.1 -5.9 -4.7 -6.7 2.6 4.2
Capacity util. rate - mfg.  %          81.2 81.6 80.7 79.1 77.2 75.6 74.5 73.1 73.5 74.0

Housing starts  Millions   1.66 1.59 1.50 1.54 1.61 1.62 1.60 1.57 1.73 1.67
Light motor vehicle sales  18.15 17.14 17.42 16.26 16.95 16.54 16.23 18.37 16.34 16.35
  North Amer. produced  15.29 14.27 14.56 13.41 14.04 13.51 13.23 15.00 13.04 13.10
  Other  2.86 2.87 2.86 2.85 2.90 3.04 3.00 3.37 3.31 3.25

INCOME AND SAVING
_________________

Nominal GNP  Bill. $    9670.5 9846.4 9892.5 9982.8 10038.0 10081.0 10109.3 10188.1 10314.9 10356.8
Nominal GNP  % change   5.3 7.5 1.9 3.7 2.2 1.7 1.1 3.2 5.1 1.6
Nominal personal income  13.2 6.9 6.8 4.2 3.9 0.8 1.4 -0.2 4.8 5.1
Real disposable income  8.4 4.8 4.3 1.8 -0.1 -0.6 10.5 -7.6 14.5 3.6
Personal saving rate  %          2.6 2.9 2.9 2.9 2.4 1.9 4.0 0.8 3.5 4.0

Corp. profits, IVA & CCAdj.  % change   -8.0 -0.1 -9.4 -17.9 -21.1 8.7 -17.7 94.4 -6.6 -6.2
  Profit share of GNP  %          8.4 8.2 8.0 7.5 7.0 7.2 6.8 8.0 7.7 7.6
    Excluding FR Banks             8.0 7.9 7.7 7.2 6.7 6.9 6.5 7.7 7.5 7.3

Federal surpl./deficit  Bill. $    223.2 197.2 213.2 193.8 173.8 144.4 -51.7 21.3 -145.8 -190.3
State & local surpl./def.  32.7 20.2 19.2 -0.2 -16.5 -32.3 -46.2 -30.2 -55.8 -45.1
  Ex. social ins. funds  32.2 20.0 19.2 -0.1 -16.4 -32.2 -46.1 -30.0 -55.6 -45.0

Gross natl. saving rate  %          18.8 18.4 18.5 17.8 16.9 16.6 16.5 15.8 15.5 15.5
Net natl. saving rate  7.3 6.9 6.8 5.9 4.8 4.1 3.3 3.1 2.7 2.4

PRICES AND COSTS
________________

GDP chn.-wt. price index  % change   3.1 2.3 1.6 2.1 3.7 2.5 2.2 -0.5 1.3 1.2
Gross Domestic Purchases
    chn.-wt. price index  3.7 2.2 2.2 2.1 3.3 1.7 -0.2 0.4 1.2 2.3

PCE chn.-wt. price index  3.4 2.3 2.1 2.2 3.3 1.8 -0.1 0.8 1.1 2.7
  Ex. food and energy  2.2 1.8 1.3 1.8 2.8 1.2 0.7 2.7 1.4 1.9

CPI  3.9 3.3 3.5 2.8 4.0 3.2 0.7 -0.2 1.4 3.4
  Ex. food and energy  2.3 2.7 2.7 2.4 3.1 2.4 2.6 2.6 2.4 2.1

ECI, hourly compensation 1  5.6 4.7 4.1 3.5 4.6 4.0 3.7 4.2 3.6 4.4

Nonfarm business sector
  Output per hour  0.2 6.0 0.6 1.7 -1.5 -0.1 2.1 7.3 8.6 1.7
  Compensation per hour  15.2 2.2 8.7 3.1 2.8 0.1 1.0 1.5 2.9 3.9
  Unit labor cost  14.9 -3.6 8.0 1.4 4.3 0.3 -1.1 -5.4 -5.3 2.2

  1. Private-industry workers.
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Strictly Confidential <FR> REAL GROSS DOMESTIC PRODUCT AND RELATED ITEMS, QUARTERLY VALUES December 4, 2002
Class II FOMC (Seasonally adjusted, annual rate except as noted)

                   - - - - - - - - - - - - - - - - - - Projected - - - - - - - - - - - - - - - - - - - - - -

2002 2002 2003 2003 2003 2003 2004 2004 2004 2004
Item Units Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 

EXPENDITURES
____________

Nominal GDP  Bill. $    10506.8 10587.1 10691.3 10800.7 10939.0 11087.7 11253.7 11409.3 11567.1 11720.8
Real GDP  Bill. Ch. $ 9485.3 9508.4 9561.8 9630.2 9723.0 9823.3 9929.8 10035.3 10142.1 10245.0

Real GDP  % change   4.0 1.0 2.3 2.9 3.9 4.2 4.4 4.3 4.3 4.1
Gross domestic purchases  3.8 1.1 2.5 3.3 4.2 4.0 4.8 4.7 4.6 4.0
Final sales  3.4 0.4 2.7 2.7 3.3 4.2 4.3 4.2 4.2 4.2
Priv. dom. final purchases  3.4 0.2 2.8 3.3 3.9 4.3 5.1 5.0 4.9 4.4

Personal cons. expenditures  4.1 0.0 2.6 3.0 3.4 3.3 3.8 3.7 3.5 3.6
  Durables  23.1 -13.7 4.1 4.9 7.5 5.9 7.3 7.4 5.6 6.8
  Nondurables  0.9 2.0 2.3 2.7 2.8 2.9 3.3 3.2 3.3 3.2
  Services  2.2 2.0 2.5 2.9 2.9 3.0 3.4 3.3 3.2 3.2

Business fixed investment  -0.6 -0.7 5.5 6.3 8.4 11.7 13.4 13.0 13.3 8.8
  Equipment & Software  6.6 1.7 8.7 9.3 11.0 14.5 16.2 15.7 15.7 9.5
  Nonres. structures  -20.3 -8.3 -4.8 -3.5 -0.4 2.4 3.9 3.3 5.0 6.4
Residential structures  1.3 6.1 -1.0 0.6 1.2 3.5 5.8 6.3 6.7 4.5

Exports  3.3 5.9 3.2 6.7 7.2 9.5 5.6 7.8 7.8 9.6
Imports  2.3 5.6 4.6 8.7 8.2 6.3 8.2 9.7 8.9 6.8

Gov’t. cons. & investment  2.9 2.2 3.3 2.3 2.5 2.6 2.8 2.6 2.7 2.6
  Federal  4.3 2.7 5.2 1.7 2.0 2.1 2.2 1.7 1.8 1.5
    Defense  7.1 -0.2 6.2 1.6 1.9 1.9 2.2 1.2 1.8 1.1
  State & local  2.1 1.9 2.3 2.6 2.7 2.9 3.1 3.1 3.2 3.2

Change in bus. inventories  Bill. Ch. $ 17.9 32.6 22.8 28.3 43.5 42.9 46.5 51.4 54.5 52.8
  Nonfarm  19.9 33.2 22.1 27.2 42.6 41.7 45.3 50.2 53.4 51.4
Net exports  -487.3 -493.2 -502.5 -518.5 -531.4 -531.1 -548.7 -566.9 -582.0 -583.4

Nominal GDP  % change   5.1 3.1 4.0 4.2 5.2 5.6 6.1 5.6 5.6 5.4

EMPLOYMENT AND PRODUCTION
_________________________

Nonfarm payroll employment  Millions   130.9 130.9 131.2 131.7 132.3 133.1 133.8 134.6 135.4 136.3
Unemployment rate  %          5.7 5.8 6.0 6.0 6.0 5.9 5.8 5.7 5.6 5.4

Industrial prod. index  % change   3.5 -3.9 -0.3 4.8 4.7 5.3 5.7 5.3 5.2 5.3
Capacity util. rate - mfg.  %          74.4 73.4 73.1 73.9 74.6 75.4 76.2 77.0 77.8 78.6

Housing starts  Millions   1.70 1.66 1.70 1.70 1.71 1.73 1.76 1.78 1.81 1.81
Light motor vehicle sales  17.63 15.86 16.40 16.60 16.89 17.14 17.27 17.42 17.42 17.47
  North Amer. produced  14.27 12.66 13.10 13.30 13.55 13.80 13.85 14.00 14.00 14.05
  Other  3.35 3.20 3.30 3.30 3.34 3.34 3.42 3.42 3.42 3.42

INCOME AND SAVING
_________________

Nominal GNP  Bill. $    10489.1 10579.2 10687.2 10799.1 10937.1 11084.8 11249.7 11404.5 11558.2 11705.9
Nominal GNP  % change   5.2 3.5 4.2 4.3 5.2 5.5 6.1 5.6 5.5 5.2
Nominal personal income  3.7 3.5 5.3 4.1 4.2 4.7 5.8 4.9 5.0 4.9
Real disposable income  2.9 2.3 1.3 2.2 2.4 2.8 6.6 3.2 3.4 3.2
Personal saving rate  %          3.8 4.3 4.0 3.8 3.6 3.5 4.1 4.1 4.0 4.0

Corp. profits, IVA & CCAdj.  % change   -4.4 0.8 -6.9 3.6 10.4 11.3 6.9 5.6 8.7 7.8
  Profit share of GNP  %          7.4 7.4 7.2 7.1 7.2 7.3 7.3 7.3 7.4 7.4
    Excluding FR Banks             7.2 7.1 6.9 6.9 7.0 7.1 7.1 7.1 7.2 7.2

Federal surpl./deficit  Bill. $    -187.6 -237.6 -191.9 -175.8 -148.1 -143.4 -190.2 -173.1 -154.5 -121.1
State & local surpl./def.  -52.1 -53.0 -52.5 -49.4 -42.4 -32.7 -25.0 -18.1 -14.8 -8.0
  Ex. social ins. funds  -52.0 -52.9 -52.4 -49.3 -42.3 -32.6 -24.9 -18.0 -14.7 -7.9

Gross natl. saving rate  %          15.1 15.2 15.3 15.4 15.6 15.7 15.8 16.0 16.2 16.3
Net natl. saving rate  2.0 2.0 2.1 2.2 2.3 2.5 2.7 2.9 3.1 3.3

PRICES AND COSTS
________________

GDP chn.-wt. price index  % change   1.0 2.1 1.7 1.2 1.3 1.3 1.6 1.3 1.3 1.3
Gross Domestic Purchases
    chn.-wt. price index  1.2 2.0 1.7 1.2 1.2 1.3 1.6 1.3 1.3 1.2

PCE chn.-wt. price index  1.7 2.0 1.4 1.3 1.2 1.3 1.3 1.4 1.3 1.3
  Ex. food and energy  1.8 1.8 1.6 1.5 1.4 1.4 1.4 1.3 1.3 1.3

CPI  1.8 2.3 1.7 1.7 1.6 1.7 1.8 1.8 1.8 1.8
  Ex. food and energy  2.1 2.0 2.1 2.0 2.0 2.0 1.9 1.9 1.9 1.9

ECI, hourly compensation 1  2.5 3.5 3.4 3.4 3.4 3.4 3.5 3.5 3.5 3.5

Nonfarm business sector
  Output per hour  5.1 0.3 0.1 0.7 2.1 1.9 1.8 1.7 1.6 1.6
  Compensation per hour  4.9 3.9 3.5 3.4 3.3 3.3 3.4 3.3 3.2 3.2
  Unit labor cost  -0.2 3.6 3.4 2.6 1.3 1.4 1.6 1.5 1.6 1.7

  1. Private-industry workers.
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International Developments

The information received from the foreign economies since our October forecast
has not materially changed our outlook for activity abroad.  Third-quarter GDP
releases and other economic indicators that have come in since the October
Greenbook have been stronger than we had expected for Japan and Latin
America, but this development was partially offset by softer-than-expected data
from the euro area and some countries in emerging  Asia.  On net, we now
estimate that average foreign growth in the third quarter was about 3 percent at
an annual rate, somewhat higher than projected in the October Greenbook. 
Looking forward, we project average foreign growth over the forecast period to
be about the same as in the previous Greenbook, with small downward revisions
to the euro area offset by small upward revisions to Mexico and emerging Asia
resulting from an improved U.S. outlook.  

Summary of Staff Projections
(Percent change from end of previous period, s.a.a.r.)

Indicator

2002 Projection

H1 Q3 2002:
Q4

2003
2004

Q1 Q2 H2

Foreign output 3.3 2.9 2.0 2.5 2.8 3.1     3.4
October GB 3.2 2.4 2.2 2.7 2.9 3.1 3.4

Foreign CPI  2.6 2.7 1.7 1.7 1.9 2.0     2.0
October GB  2.6 2.7 1.5 1.9 2.0 2.0 1.9

NOTE.  Changes for years are measured as Q4/Q4; for half-years, Q2/Q4 or Q4/Q2.

In the euro area, further deterioration in business confidence and labor market
conditions, along with a greater likelihood of fiscal tightening in Germany, has
led us to mark down the outlook for growth.  However, we are still expecting a
recovery over the forecast period, albeit a slower one, aided by a projected cut in
ECB interest rates and falling oil prices.  In Japan, declining real incomes and
consumer confidence are likely to restrain domestic demand, and the bank
reform measures announced so far do not appear to be substantial enough to have
any significant impact on the outlook.    

In emerging Asia, growth has slowed to a moderate pace.  However, we project it
to pick up next year and more in 2004, largely driven by the outlook for U.S.
demand and the expected recovery in the global high-tech sector.  Mexico
exhibited fairly strong growth in 2002:Q3 for the second consecutive quarter. 
Activity appears to be decelerating in the current quarter, in line with
developments in the U.S. economy.  Over the next two years, the robust growth
we project for the United States should translate into a strong recovery for
Mexico.  In South America, however, conditions remain unsettled despite some
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Selected Trade Prices
(Percent change from end of previous period except as noted; s.a.a.r.)

Trade category

2002 Projection

H1 Q3
2002:

Q4
2003

2004
Q1 Q2 H2

Exports
Core goods 1.2 4.5 1.6 .8 .6 .9 1.2

Imports
Non-oil core goods -.1 1.3 1.3 2.7 2.9 2.1 1.8
Oil (dollars per barrel)  24.04 25.50 25.22 24.53 23.60 21.90 20.77

NOTE.  Prices for core exports and non-oil core imports, which exclude computers and
semiconductors, are on a NIPA chain-weighted basis.  

The price of imported oil for multiquarter periods is the price for the final quarter of
the period.

Trade in Goods and Services
Real exports of goods and services rose 3¼ percent at an annual rate in the third
quarter, down from a pace of 14 percent in the second quarter.  The slowdown in
export growth occurred in services, semiconductors, and core goods; exports of
computers were little changed.  Within core goods, exports decelerated in most
major categories, with particularly large swings in automotive products,
machinery, and industrial supplies.  The only exception was exports of aircraft,
which increased sharply in the third quarter.  Despite this deceleration, exported
core goods have advanced at a more rapid rate than would have been indicated
solely by relative prices and foreign GDP over the past two quarters.  We
believe that much of the recent rise in exports of core goods--particularly during
the second quarter--reflects the relatively high sensitivity of merchandise trade
to fluctuations in overall economic activity.  Just as exports fell more rapidly
than foreign economic activity during last year’s economic downturn, exports
now appear to be recovering more rapidly than foreign economic activity.  As it
appears that the cyclical recovery in exports will continue, we project a modest
acceleration in exports of core goods in the near term over and above what is
implied by our projections for foreign economic activity and relative prices.  As
this cyclical boost wanes over the course of next year, growth in exports of core
goods more closely tracks the movements in these fundamental determinants.

In 2003 and 2004, exports of core goods are projected to increase about 5
percent, on average.  Exports of services are also expected to increase around 5
percent per year, boosted by stronger foreign economic growth and small
declines in the real exchange value of the dollar.  In addition, exports of
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Summary of Staff Projections
 for Trade in Goods and Services

(Percent change from end of previous period, s.a.a.r.)

Measure

2002 Projection

H1 Q3 2002:
 Q4

2003
2004

Q1 Q2 H2

Real exports 8.7 3.3 5.9 3.2 6.7 8.3     7.7
October GB 8.7 2.5 6.7 4.3 6.9 8.5 7.9

Real imports 15.2 2.3 5.6 4.6 8.7 7.2     8.4
October GB 15.2 2.5 5.3 5.5 8.4 6.6 7.8

NOTE.  Changes for years are measured as Q4/Q4; for half-years, Q2/Q4 or
Q4/Q2.

Alternative Simulations 
Although the dollar depreciated briefly after the FOMC decision to cut the
federal funds target rate last month, it has since rebounded.  With economic
prospects in Germany and Japan continuing to disappoint financial markets,
renewed dollar strength is a risk to our forecast.  We used the FRB/Global
model to consider a fall in the risk premium on dollar-denominated assets.  The
shock was phased in over four quarters beginning in 2003:Q1 and scaled so that
the real value of the dollar would rise about 10 percent against most foreign
currencies relative to baseline in the absence of endogenous adjustments in
long-term interest rates.  This appreciation of the dollar depresses net exports,
lowering U.S. GDP growth about 0.2 percentage point in 2003 relative to
baseline and 0.5 percentage point in 2004.  Core PCE inflation falls about 0.3
percentage point below baseline in the second half of 2003 and about 0.4
percentage point in 2004, mainly because of declining import prices.
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Alternative Simulation:
Ten Percent Dollar Appreciation1

(Percent change from previous period, annual rate)

Indicator and simulation
2003 2004

H1 H2 H1 H2

U.S. real GDP
    Baseline 2.6 4.1 4.4 4.2
    Dollar appreciation 2.5 3.8 4.0 3.6 

U.S. PCE prices excl. food and energy
    Baseline 1.5 1.4 1.4 1.3
    Dollar appreciation 1.5 1.1 0.9 1.0

NOTE.  H1 is Q2/Q4; H2 is Q4/Q2.

1.  In these simulations, the nominal federal funds rate remains unchanged from baseline, and the
monetary authorities in major foreign economies adjust their policy rates according to a Taylor
rule.
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might reduce fourth-quarter IP growth by a similar amount. After allowing for 
associated changes outside the industrial sector such as sales and transportation 
costs, and allowing for differences in seasonal adjustment, the scheduled 
reduction in motor vehicle production would reduce fourth-quarter GDP growth 
by nearly 1-1/4 percentage points.3 

Production of Domestic Autos and Trucks 
(Millions of units at an annual rate except as noted; FRB seasonal basis) 

Item 
2002 2002 

Q2 Q3 Q41 Sept. Oct. Nov. 1 Dec.1 

U.S. production 12.4 13.0 12.5 12.8 12.1 13.0 12.3 
Autos  5.2  5.1  5.0  4.9  4.8  5.2  5.0 
Trucks  7.2  7.8  7.5  7.9  7.3  7.8  7.3 

Total days’ supply2  61.1  56.1  n.a.  62.5  69.2  n.a  n.a. 

Inventories3  2.61  2.61  n.a.  2.61  2.79  n.a.  n.a. 

Note. Components may not sum to totals because of rounding. 
1. Production rates reflect Ward’s Communications’ latest estimates for Q4, November, and 

December. 
2. Quarterly average calculated using end-of-period stocks and average reported sales. 
3. End-of-period stocks; excludes medium and heavy trucks (classes 3-8). 
n.a. Not available. 

Even this reduced level of assemblies has been running well ahead of sales. 
Accordingly, inventories of light vehicles have moved up sharply in the last 
three months. Stocks increased more than 300,000 units in September and 
October (not at an annual rate), while days’ supply jumped to 69 days, somewhat 
above the target level of about 65 days. Assuming that sales remain near their 
November pace, the automakers’ production schedules imply that inventories 
will rise further through year-end. As a result, the automakers are faced with the 
choice of cutting production, lowering prices, or both. When faced with excess 
inventories at this time of the year, manufacturers have often reduced assemblies 
by extending the duration of regularly scheduled holiday shutdowns. Reports 
from industry contacts suggest that similar plans are under discussion this year. 
If such plans are implemented, the assembly rate would drop further in early 
2003. 

3. The BEA’s seasonal factors for motor vehicle production do not appear to account for an 
additional holiday in this year’s UAW contract. As a result, the fourth-quarter national income 
and product accounts are likely to overstate the extent of the slowdown in motor vehicle 
assemblies. 
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