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Domestic Developments 1-3

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

2002:Q3 2002:Q4

Measure Aug. Sept. Aug. Sept.

GB GB GB GB
Real GDP 2.7 3.2 2.2 2.0
Private domestic final purchases 2.7 4.2 1.2 .5
Personal consumption expenditures 3.7 4.8 1.2 1.1
Residential investment -2.8 -1.5 -4.2 -3.6
Business fixed investment -9 2.6 33 -1.6

Government outlays for consumption
and investment 34 33 3.5 3.2

Contribution to growth
(percentage points)

Inventory investment .0 -6 3 9
Net exports -3 -4 2 .0

release. A larger accumulation of nonfarm inventories and greater strength in
net exports account for most of this expected revision. In the current quarter,
spending indicators have come in stronger than we anticipated in the August
Greenbook, most notably consumption spending and orders for durable goods.
But industrial production outside motor vehicles leveled off over the summer,
and firms still have not added any substantial number of workers, on net, to their
payrolls. Our projection for real GDP to rise at an annual rate of 3-1/4 percent
this quarter balances these considerations and implies that productivity will
increase at an annual rate of about 4-1/4 percent.

Personal consumption expenditures have been strong this quarter, especially for
motor vehicles. Consumers responded vigorously to the motor vehicle
industry’s zero percent financing incentives, and light vehicle sales averaged an
annual pace of more than 18-1/4 million units in July and August. The
manufacturers boosted production sharply to meet this demand, and that
increase has been sufficient in itself to contribute 1 percentage point (annual
rate) to GDP growth in the current quarter. Makers have now extended the
incentives to 2003 models, though at somewhat less generous levels; we expect
light vehicle sales to ease off in September but to remain at a very solid
pace—near 17 million units—through year-end. The motor vehicle companies
apparently expect a similar stepdown in sales, and they have scheduled lower
production in the fourth quarter; that reduction is expected to hold down GDP
growth 1 percentage point next quarter—a key factor explaining our projection
that real GDP growth will slow to about 2 percent in that period.
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Projections of Real GDP
(Percent change at annual rate from end of
preceding period except as noted)

2003
Measure 2004
H1 H2
Real GDP 3.0 35 3.8
Previous 33 3.7 -
Final sales 2.6 3.6 3.8
Previous 2.7 3.5 -
PCE 2.4 2.6 3.1
Previous 2.4 2.6 --
Residential investment 1.1 2.1 4.2
Previous -8 -1 -
BFI 7.3 10.4 10.5
Previous 8.4 10.8 --
Government purchases 2.8 2.9 2.9
Previous 3.0 2.8 -
Exports 6.3 8.8 8.1
Previous 7.0 9.6 -
Imports 7.6 6.2 7.6
Previous 7.6 7.0 -
Contribution to growth,
percentage points
Inventory change .5 .0 .0
Previous .6 2 -
Net exports -5 0 -3
Previous -4 -1 --

than this year’s increase. In 2004, with employment rising more rapidly and the
next phase of income-tax rate reductions coming into effect, we are looking for
PCE growth to step up to about 3 percent.

Low mortgage interest rates have sustained spending on residential investment
despite the reduction in economic growth and the decline in wealth, and we
expect this situation to continue over the forecast period. Indeed, we project
both the number of housing starts and the level of real expenditures on
residential construction to edge higher over the next two years.
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project that inventory investment will be a roughly neutral factor for the growth
of output in 2004.

Government spending. We expect federal government expenditures in the
second half of this year to increase at an annual rate of more than 5 percent,
reflecting greater spending in both the defense and nondefense areas, much of it
relating to security. But the step-up in security spending should be largely in
place by the end of this year, and we expect federal spending in 2003 and 2004
to rise 3 percent and 2-1/4 percent, respectively. By contrast, spending by state
and local governments should be restrained in the near term by current fiscal
pressures; this stringency should ease as the economy expands, and we expect
state and local spending to rise 2-3/4 percent in 2003 and 3-1/4 percent in 2004.

Net exports. Strengthening foreign GDP growth and the recent and projected
dollar depreciation should help real exports to continue expanding at a rate of
around 8 percent over the forecast period. Meanwhile, import growth is
expected to slow notably from this year’s elevated pace. On net, we expect the
arithmetic contribution of net exports to real GDP growth to be around

-1/4 percentage point in each of the next two years—a notably smaller drag than
we are expecting for 2002. This projection is essentially the same as that in the
August Greenbook. (The International Developments section provides more
detail on the outlook for net exports.)

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

Measure 1973- | 1996- 2000 | 2001 | 2002 | 2003 [2004
95 99
Structural labor productivity 14 2.5 2.6 1.9 1.7 21 23
Previous 1.4 2.5 2.6 1.9 1.7 2.1 -
Contributions'
Capital deepening .6 1.3 1.2 4 3 4 i
Previous .6 1.3 1.2 4 3 S -
Multifactor productivity .6 1.0 1.2 1.3 1.2 1.4 1.4
Previous .6 1.0 1.2 1.3 1.2 14 -
Labor composition 3 3 3 3 3 3 3
MEMO
Potential GDP 29 3.5 3.6 29 27 31 33
Previous 29 3.5 3.6 29 2.7 3.1 -

NoOTE. Components may not sum to totals because of rounding.
1. Percentage points.
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Aggregate Supply, the Labor Market, and the Outlook for Inflation

Our assumptions for structural productivity and potential GDP are unchanged
from the August Greenbook. Reflecting the pattern of capital spending,
structural labor productivity growth slows to 1-3/4 percent this year but moves
back to 2 percent in 2003 and 2-1/4 percent in 2004. Admittedly, productivity
gains this year have been well in excess of our structural estimates; we have
interpreted these increases as reflecting the reluctance of businesses to increase
hiring at present rather than as evidence that our assumptions about structural
productivity are not generous enough. However, one of our alternative
simulations assesses the implications for our projection of more rapid structural
productivity growth.

Productivity and the labor market. As the expansion gains traction next year,
we expect firms’ caution in hiring gradually to diminish and changes in private
payroll employment to trend upward, reaching about 200,000 per month by the
latter part of next year and remaining at that pace in 2004. Through the middle
of next year, we expect the unemployment rate to drift upward, peaking at

6.1 percent, and then to edge back down to 5.7 percent by the end of 2004. This
path for the unemployment rate is boosted about 0.2 percentage point
throughout the projection period by the federal temporary extended
unemployment compensation (TEUC) program, which we have now assumed
will be continued through the end of 2004. (In the August Greenbook, we
assumed that these benefits would expire in mid-2003.)

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 3.7 1.5 1.6
Previous 2.0 2.8 1.3 -

Nonfarm private payroll employment -1.4 -3 1.9 2.2
Previous -1.4 -1 1.9 -

Household employment survey -1.0 d 1.4 1.5
Previous -1.0 .0 1.6 -

Labor force participation rate' 66.9 66.6 66.7 66.8
Previous 66.9 66.6 66.7 -

Civilian unemployment rate' 5.6 6.0 6.0 5.7
Previous 5.6 6.0 5.7 -

1. Percent, average for the fourth quarter.
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Inflation Projections

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

Measure 2001 | 2002 | 2003 | 2004
PCE chain-weighted price index 1.5 1.7 1.4 1.3
Previous 1.5 1.6 1.4 -
Food and beverages 3.1 1.4 2.0 1.9
Previous 3.1 1.6 2.0 -
Energy -10.3 56 2.0 -4
Previous -10.3 42  -1.6 -
Excluding food and energy 1.9 1.6 1.4 1.3
Previous 1.9 1.4 1.4 -
Consumer price index 1.9 2.2 1.8 1.7
Previous 1.9 2.1 1.8 -
Excluding food and energy 2.7 2.2 2.1 1.9
Previous 2.7 2.1 2.1 -
GDP chain-weighted price index 2.0 1.2 1.5 1.4
Previous 2.0 1.2 1.5 -
ECI for compensation of private
industry workers' 4.2 3.8 34 34
Previous 4.2 3.8 34 -
NFB compensation per hour 1.4 3.7 33 3.2
Previous 1.4 33 3.2 -
Prices of core non-oil
merchandise imports -2.9 1.5 2.9 1.7
Previous -2.9 2.3 2.9 -

1. December to December.

increase of 4-3/4 percent this year to 5-1/2 percent in 2003 and 5-3/4 percent in

2004.

Financial Flows and Conditions

Domestic nonfinancial debt is projected to grow at a pace of around 6 percent

through mid-2003 and to slow a bit thereafter. This general contour has

changed little since the August Greenbook and reflects mostly the anticipated
slowing of federal borrowing from its elevated pace in 2002 and the first half of
2003. Growth in nonfederal debt is expected to be about flat as slower growth
in household and state and local debt is offset by an upturn in business

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

2002 2003
Measure 2004
H1 H2 H1 H2

Real GDP
Baseline 3.2 2.6 30 35 38
Weaker investment 32 25 24 25 29
Real estate slump 32 25 28 32 33
Stronger rebound 32 26 43 51 47
Faster productivity growth 32 29 3.8 43 45
Low NAIRU 32 27 31 3.6 3.7
Futures-based funds rate 32 26 32 36 34

Civilian unemployment rate'

Baseline 59 6.0 6.1 6.0 5.7
Weaker investment 59 6.0 62 63 64
Real estate slump 59 6.0 6.2 6.1 6.1
Stronger rebound 59 6.0 59 54 45
Faster productivity growth 59 6.1 62 59 55
Low NAIRU 59 6.0 6.1 59 56
Futures-based funds rate 59 6.0 6.1 59 58

PCE prices excluding food and energy

Baseline 1.5 1.7 1.5 14 13
Weaker investment 1.5 1.7 1.5 14 13
Real estate slump 1.5 1.7 1.5 14 12
Stronger rebound .5 1.7 1.5 15 1.6
Faster productivity growth 1.5 1.6 1.3 1.1 9
Low NAIRU 1.5 1.5 1.2 1.0 .8
Futures-based funds rate 1.5 1.7 1.5 15 13

1. Average for the final quarter of the period.

slowly. In effect, we have assumed that the equilibrium real funds rate will be
unusually low for at least the next two years. In this scenario, we assume that
the factors that have been holding down the equilibrium federal funds rate will
fade more quickly. Specifically, we assume that private spending (particularly
in the interest-sensitive sectors of the economy) increases more rapidly over the
next two years, by an amount consistent with an equilibrium real rate that is
close to its historical average. These spending surprises—which would not be
exceptionally large by historical standards—cause real GDP to increase about
4-3/4 percent in both 2003 and 2004. As a result, the unemployment rate falls
below the NAIRU in 2004, and inflation begins to edge up.
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Class Il FOMC STAFF PROJECTIONS OF CHANGES IN GDP, PRICES, AND UNEMPLOYMENT
(Percent, annual rate)
GDP chain-weighted Consumer Unemployment
Nominal GDP Real GDP price index index rate
Interval 08/07/02  09/18/02  08/07/02  09/18/02 09/18/02  08/07/02 18/02  08/07/02  09/18/D2
ANNUAL
2000 5.9 5.9 3.8 3.8 2.1 2.1 3.4 34 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 34 3.5 2.3 2.4 1.1 1.1 1.5 1.6 59 5.9
2003 4.4 4.3 29 2.8 1.4 1.4 1.9 2.0 5.8 6.1
2004 52 3.7 1.5 1.8 5.8
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 25 25 2 3.2 4.5 4.5
Q3 1.9 1.9 -0.3 -0.3 2.2 2.2 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 2.3 2.6 1.2 1.5 1.2 1.1 3.4 3.4 59 59
Q3 35 4.3 2.7 3.2 0.8 1.1 1.7 1.8 6.0 5.8
Q4 3.4 3.2 2.2 2.0 1.3 1.2 1.9 2.2 6.0 6.0
2003 Q1 5.0 4.8 3.3 2.9 1.7 1.9 1.8 2.0 6.0 6.1
Q2 4.8 4.6 34 3.1 1.4 1.5 1.8 1.8 59 6.1
Q3 5.0 4.8 3.6 34 1.4 1.4 1.9 1.8 5.7 6.0
Q4 53 51 3.8 3.7 1.4 1.4 1.9 1.8 5.7 6.0
2004 Q1 5.6 3.8 1.8 1.8 59
Q2 5.3 3.9 1.4 1.8 5.9
Q3 5.3 3.9 1.3 1.7 5.8
Q4 4.8 35 1.3 1.7 5.7
TWO-QUARTER
2001 Q2 1.9 1.9 -11 -1.1 3.1 3.1 35 0.5
Q4 2.1 1.2 1.2 0.8 0.2 1.1
2002 Q2 4.4 4.5 3.1 3.2 1.3 1.2 2.4 0.3
Q4 3.7 2.4 2.6 1.1 2.0 0.1
2003 Q2 4.9 4.7 3.3 3.0 1.6 1.7 1.9 0.1
Q4 5.0 3.7 35 1.4 1.8 -0.1
2004 Q2 55 3.8 1.6 1.8 -0.1
Q4 5.1 3.7 1.3 1.7 -0.2
FOUR-QUARTER
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 3.9 4.1 2.7 29 1.2 1.2 2.1 2.2 0.4 0.4
2003 Q4 5.0 4.9 35 3.3 1.5 1.5 1.8 1.8 0.3 -0.1
2004 Q4 53 3.8 1.4 1.7 -0.3

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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Item

Units 1 1996 1997 1998 1999 2000 2001

2002

- - Projected - -

2003 2004

EXPENDITURES

Nominal GDP
Real GDP

Real GDP
Gross domestic purchases
Final sales
Priv. dom. final purchases

Personal cons. expenditures
Durables
Nondurables
Services

Business fixed investment
Equipment & Software
Nonres. structures

Residential structures

Exports
Imports

Gov't. cons. & investment
Federal
Defense
State & local

Change in bus. inventories
Nonfarm
Net exports

Nominal GDP

Bill. Ch|

EMPLOYMENT AND PRODUCTION

Nonfarm payroll employment
Unemployment rate

Industrial prod. index
Capacity util. rate - mfg.

Housing starts

Light motor vehicle sales
North Amer. produced
Other

INCOME AND SAVING

Nominal GNP

Nominal GNP

Nominal personal income
Real disposable income
Personal saving rate

Corp. profits, IVA & CCAdj.
Profit share of GNP
Excluding FR Banks

Federal surpl./deficit
State & local surpl./def.
Ex. social ins. funds

Gross natl. saving rate
Net natl. saving rate

PRICES AND COSTS

GDP chn.-wt. price index
Gross Domestic Purchases
chn.-wt. price index

PCE chn.-wt. price index
Ex. food and energy

CPI
Ex. food and energy

ECI, hourly compensation

Nonfarm business sector
Output per hour
Compensation per Hour
Unit labor cost

%

Millio
%
% chan

Mill

%

% chang
%

Bill. $

%

% chal

2

Bill. $ 7813,

Bill.

% change

6 change

ns

je

ons

Bill. $ 7831,
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83184 87815 92743 98246 10082.2 10438.1
8159.5 8508.9 8859.0 9191.4 9214.5 9437.3
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30.0 63 76.7 62.8 65.0 -61.4 -2.1
21 60.6 75.0 64.1 67.2 -63.2
-89.0 -1133 -221.1 -320.5 -398.8 -415.9 -483.5
6.0

6.2 6.0 5.9 4.6 2.0

119.6 122.7 125.9 128.9 131.7 131.9 130.8
5.4 4.9 4.5 4.2 4.0 4.8 5.9

5.8 7.4 35 4.3 2.6 -5.9 2.8

81.6 82.7 81.4 80.6 80.7 75.1 74.1 75.
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1. Changes are from fourth quarter to fourth quarter.

2. Private-industry workers.
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Class Il FOMC (Seasonally adjusted, annual rate except as noted)
Projected
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 10379.0
Real GDP Bil. Ch.$ 9097.4 9205.7 9218.7 9243.8 9229.9 9193.1 9186.4 9248.8 9363.2 9397.2
Real GDP % change 2.6 4.8 0.6 1.1 -0.6 -1.6 -0.3 2.7 5.0 15
Gross domestic purchases B.6 5.7 1.2 1.3 -1.1 -11 -0.1 2.9 5.6 2.8
Final sales 4.4 3.1 1.7 1.3 2.8 -0.4 -0.2 4.2 24 -0.0
Priv. dom. final purchases 6.9 3.8 3.1 11 15 -1.2 0.3 3.0 25 13
Personal cons. expenditures 5.3 3.0 3.8 2.1 2.4 14 15 6.0 3.1 1.8
Durables 17.8 -3.7 8.1 -5.3 115 5.3 4.6 33.6 -6.3 19
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 15 0.9 21 29 2.7
Business fixed investment 15.0 10.2 35 -3.2 -5.4 -14.5 -6.0 -10.9 -5.8 -2.6
Equipment & Software 15.5 10.9 0.9 -5.4 -6.3 -16.7 -9.2 -2.5 -2.7 3.2
Nonres. structures 13,8 8.2 12.1 3.6 -3.1 -8.4 2.9 -30.1 -14.2 -18.2
Residential structures 8.3 -3.0 -9.3 0.0 8.2 -0.5 0.4 -3.5 14.2 2.9
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 8.5 225
Gov't. cons. & investment -1.2 4.6 -1.0 29 5.7 5.6 -1.1 10.5 5.6 1.6
Federal 13.2 16.0 7.2 2.0 9.5 6.0 1.2 135 7.4 7.7
Defense -19.9 15.0 -6.1 4.7 8.3 2.7 4.6 14.3 11.6 7.6
State & local 5.6 -0.8 24 3.3 3.8 5.4 -2.3 8.9 4.6 -1.4
Change in bus. inventories Bill. Ch,|$ 45.3 915 63.1 59.9 -26.9 -58.3 -61.8 -98.4 -28.9 8.6
Nonfarm 58.9 88.6 64.6 56.8 -32.6 -54.9 -63.6 -101.5 -35.1 7.9
Net exports -368.8 -394.6 -413.1 -4185 -404.5 -414.8 -419.0 -425.3 -446.6 -488.4
Nominal GDP 6 change 5.7 7.3 2.2 3.2 3.0 0.9 1.9 2.2 6.5 2.6

EMPLOYMENT AND PRODUCTION

Nonfarm payroll employment Millions 131.0 131.8 131.9 132.2 132.4 132.2 131.9 1311 130.8 130.7
Unemployment rate % 4.0 4.0 4.1 4.0 4.2 45 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 4.1
Capacity util. rate - mfg. % 81.2 81.6 80.7 79.1 77.2 75.6 745 73.1 735 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 98925 9982.8 10038.0 10081.0 10109.3 10188.1 10314.9 10362.7
Nominal GNP 6 change 5.3 . .9 7 2.2 1.7 1.1 3.2 5.1 1.
Nominal personal income 18.2 9 0.8 14 -0.2 5.1 5.0
Real disposable income B.4 1 -0.6 10.5 -7.6 14.6 3.7
Personal saving rate % 2.6 2.9 2.9 2.9 2.4 1.9 4.0 0.8 35 3.9

1

9

Corp. profits, IVA & CCAdj. % change -8.0 -0.1 -9. 94.4 -6.6 -3.6
Profit share of GNP % 8.4 8.2

8 8.0 7.7 .6
Excluding FR Banks 8.0 7.9 7.
2

7
7.7 7.5 7.4

Federal surpl./deficit Bill. $ 223.2 197.2 213. 193.8 173. 144.4 -51.7 21.3 -143.5 -185.4
State & local surpl./def. 32.7 20.2 19.2 -0.2 -16.5 -32.3 -46.2 -30.2 -51.7 -43.1
Ex. social ins. funds 32.2 20.0 19.2 -0.1 -16.4 -32.2 -46.1 -30.0 -51.6 -43.0

Gross natl. saving rate % 18.8 18.4 185 17.8 16.9 16.6 16.5 15.8 15.6 15.6
Net natl. saving rate 7.3 6.9 6.8 5.9 4.8 4.1 3.3 3.1 2.8 25

PRICES AND COSTS

GDP chn.-wt. price index % change 3.1 2.3 1.6 21 3.7 25 2.2 -0.5 1.3 1.1
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 2.2

PCE chn.-wt. price index 34 2.3 21 22 3.3 1.8 -0.1 0.8 1.1 25
Ex. food and energy 2\2 1.8 13 1.8 2.8 1.2 0.7 2.7 1.4 1.6

CPI 3.9 3.3 35 2.8 4.0 3.2 0.7 -0.2 14 34
Ex. food and energy 2\3 2.7 2.7 2.4 3.1 2.4 2.6 2.6 2.4 21

ECI, hourly compensation 1 5.6 4.7 4.1 35 4.6 4.0 3.7 4.2 3.6 4.4

Nonfarm business sector
Output per hour 0.2 6
Compensation per hour 15.2 2.
Unit labor cost 149 -3.6

B
W
oo o1

1. Private-industry workers.
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REAL GROSS DOMESTIC PRODUCT AND RELATED ITEMS, QUARTERLY VALUES

1-20
September 18, 2002
(Seasonally adjusted, annual rate except as noted)

Item

2002
Q3

2002
Q4

2003
Q1

2003
Q2

2003
Q3

2003
Q4

2004
Q1

2004
Q2

2004

Q3 Q4

EXPENDITURES

Nominal GDP
Real GDP

Real GDP
Gross domestic purchases
Final sales
Priv. dom. final purchases

Personal cons. expenditures
Durables
Nondurables
Services

Business fixed investment
Equipment & Software
Nonres. structures

Residential structures

Exports
Imports

Gov't. cons. & investment
Federal
Defense
State & local
Change in bus. inventories Bill. Ch,
Nonfarm
Net exports

Nominal GDP

EMPLOYMENT AND PRODUCTION

Millio
%

Nonfarm payroll employment
Unemployment rate

% chan
%

Industrial prod. index
Capacity util. rate - mfg.
Housing starts Mill
Light motor vehicle sales

North Amer. produced

Other

INCOME AND SAVING

Nominal GNP

Nominal GNP

Nominal personal income
Real disposable income
Personal saving rate %
Corp. profits, IVA & CCAdj.

Profit share of GNP
Excluding FR Banks

%

Federal surpl./deficit Bill. $
State & local surpl./def.
Ex. social ins. funds
Gross natl. saving rate %

Net natl. saving rate

PRICES AND COSTS

GDP chn.-wt. price index % chal
Gross Domestic Purchases

chn.-wt. price index

PCE chn.-wt. price index
Ex. food and energy

CPI
Ex. food and energy

ECI, hourly compensation 1

Nonfarm business sector
Output per hour
Compensation per hour
Unit labor cost

% change

Bill. $

ns

je

ons

Bill. $

ge

10488.7
Bill. Ch. $

% change

6 change

130.8
3.2
74.4

1.67
17.92

10470,
6 change

10571.5
9517.5

10697.1
9586.1

10819.0
9660.5

10947.2
9740.7

11084.6
9829.2

11237.6
99215

11383.1
10016.2

11531.6
10113.3

11667.9

9471.5 10199.5
2.0 3.1

1.9 3.5

3.8 1.0 2.4 2.7

0.5 3.2
11

-18.
-1,5

17.9
-5.2 17. 46. 50.5 39.7
499.3 -499.8 -563.8

-552.6 -560.4

4.3 3.2 4.8 4.6 4.8 51 5.6 5.3 5.3 4.8

131.0
6.0

131.4
6.1

132.0 132.7 133.3 134.0 134.6 135.3 136.1
6.1 6.0 6.0 5.9 5.9 5.8

5.8 5.7
1.4
74.7

2.9
75.2

3.7
75.8

4.4
76.5

4.8
77.1

4.9
7.7

4.6
78.2

4.2
78.6

3.8
T74.4

1.67
16.96
13.70

3.26

1.68
17.00
13.70

3.30

1.69
17.00
13.70

3.30

1.70
17.14
13.80

3.34

1.71
17.14 17.22 17.22
13.80 13.80 13.80

3.34 3.42 3.42

1.73 1.74 1.76
17.22
13.80

3.42

1.76
17.22
13.80
3.42

.58
3.33

10556.3
4.2

5 10681.9
3.3
23

3.3
3.5
2.3

10932.9

222.2 11365.7
1 5.6
6.0
5.6
4.0

11509.1 11638.7

10803.0
. 5.1

11069.6
9

IN
©
apr

I
IN

5.2
4.5
2.7

oy
PN

4.
2.

P

4.
2.

NN

4.
2.

ww
TS
o o1
NN

5.
2.

3.7 3.6 3.6 35 35 4.1 4.0 3.9

2.4
7.4
7.2

4.2
7.4
7.2

6.8
7.5
7.3

8.3
7.5
7.3

4.1
7.5
7.3

4.3
7.5
7.3

4.9
7.5
7.3

0.9
7.2

16.4 -185.2
-35.2

-35.1

-165.2
-32.6
-32.5

-135.1
-29.9
-29.8

-124.2
-23.8
-23.7

-163.3
-18.1
-18.0

-146.0
-12.9
-12.8

-127.8
-5.4
-5.3

-98.6
-1.4
-1.3

1.8

1.9
15.3 15.6 15.8 16.1 16.3 16.5 16.7 17.0
2.0 2.3 25 2.7 2.9 3.1 3.3

17.0

2.0 35 35

11 1.2 1.9 15 1.4 14 18 14 13 13

14 1.6 1.9 14 13 13 1.7 1.3 1.3 13

1.3

1.4 1.3

wWwW
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1. Private-industry workers.
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International Developments

The elevated volatility of global financial markets that appeared early in the
summer has persisted through the intermeeting period. Generalized uncertainty
about economic prospects, as well as specific factors such as renewed concerns
about terrorism, tensions in the Middle East, and South American politics have
continued to weigh on investor sentiment. Equity prices in most foreign
industrial countries have fallen, and the price of oil has risen since our August
forecast, leading us to shave a bit more off the outlook for foreign growth.
Although spreads on bond yields in emerging markets have declined from their
summertime peaks, they remain high relative to the first half of the year.

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

2001 Projection

Indicator 2002: 2002

HI H2 H1 o 2003 | 2004

Foreign output -0.1 0.3 3.1 2.7 3.2 34
Previous GB -0.2 0.3 3.3 2.9 3.4

Foreign CPI 2.6 0.8 2.6 2.3 2.1 1.9
Previous GB 2.6 0.8 2.6 2.2 2.1

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

The markdown of growth projections for the second half of this year and for
next year is shared about equally among all major regions. Recent data suggest
that foreign economies are continuing to grow, albeit at a somewhat sluggish
pace. We expect that activity will accelerate in 2003 and 2004 in Mexico,
Europe, and developing Asia in an environment of supportive monetary policy
stances and rising exports to the United States. In Canada, where economic
performance has been stronger, we project that output growth will stabilize as
buoyant consumer demand ebbs and the impetus from inventories recedes. For
Japan and South America, we project weak growth but continuing substantial
excess capacity throughout the forecast period. In Japan, structural problems
will continue to weigh on activity, and monetary and fiscal policies will
continue to be hamstrung. Even if the financial situation in Brazil does not melt
down, economic activity will likely be subdued. There are no signs that the
Argentine and Venezuelan economies are bottoming out.

Higher oil prices have boosted foreign consumer price inflation this year, but we
expect that continued excess capacity and a gradual decline in oil prices will
cause foreign inflation to subside over the forecast period. As growth picks up
in 2003 and 2004, central banks in most foreign industrial countries are
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Selected Trade Prices
(Percent change from end of previous period except as noted; s.a.a.r.)

2001 Projection
Trade category 2002: {502

H1 H2 | H1 = "1 2003 | 2004
Exports
Core goods 0.5 25 1.1 3.7 1.3 0.9
Imports
Non-oil core goods -1.3 45 0 3.0 2.9 1.7
Oil (dollars per barrel) 2421 18.39 24.02 27.71 23.19 21.37

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 multi-quarter periods is the price for the final quarter
of the period.

Trade in goods and services. Real exports of goods and services grew about
14 percent at an annual rate in the second quarter, with the increase primarily in
core goods, particularly exported industrial supplies, machinery, and automotive
parts. Service exports also showed a sizable gain for the second consecutive
quarter, as expenditures on travel and passenger fares continued to recover from
the low levels at the end of last year. Over the forecast period, foreign
economic activity is projected to expand at an average pace of around 3 percent,
whereas exports of core goods are projected to grow at an average rate of around
5 percent. The relatively rapid growth in exports largely owes to the reversal of
a pattern that emerged over the past year or so: U.S. goods exports more closely
tracked the pronounced decline in foreign industrial production than the
stagnation in foreign GDP. Hence, as industrial production abroad recovers,
core goods exports (60 percent of which are industrial supplies and capital
equipment) are expected to rise as well. Exports will also be boosted by the
recent and projected depreciation of the dollar. After falling sharply last year,
real exports of computers and semiconductors are also projected to rise this year
and next, and service receipts should continue to recover. We thus project that
real exports of all goods and services, after declining 11% percent in 2001, will
increase 7% percent in 2002 and 2003 and about 8§ percent in 2004.
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Trade in Goods and Services
(Percent change from end of previous period, s.a.a.r.)

2001 Projection
Measure 2002: )
H1 H2 H1 2002: 2003 | 2004
H2
Real exports -93 -135 8.7 6.0 7.6 8.1
Previous GB -9.3 -13.5 7.2 6.5 8.2 -
Real imports -7.3 -8.6 15.3 5.6 6.9 7.6
Previous GB -7.3 -8.6 15.2 5.0 7.3 -

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

Real imported goods and services registered an even larger increase in the
second quarter than in the previous quarter, rising at an annual rate of nearly

23 percent. All major trade categories except aircraft posted gains. Particularly
notable growth was recorded in imported automotive products (due to the
strength of U.S. motor vehicle sales), consumer goods, and machinery. For the
latter, increases were not only in high-tech goods but also in imports of basic
industrial and service equipment, which rose for the first time in more than a
year. A portion of the second-quarter strength in imports may have reflected
efforts to accelerate shipments into the spring in order to avoid a possible dock
strike on the West Coast, but we have found no firm evidence of such behavior.
Given the elevated level of second-quarter imports, we expect growth to slow to
about 5% percent at an annual rate in the second half of the year. There is a risk
of an even greater slowdown in import growth in the near term, if a dock strike
occurs or if importers turn out to have significantly accelerated shipments into
the second quarter.

Growth of core goods imports is projected to average about 6 percent over the
forecast period, as the effects of continued recovery in the U.S. economy and the
rebound from last year’s sharp fall in the level of imports are only slightly offset
by the effect of recent and projected dollar depreciation. Real imports of
computers and semiconductors should grow briskly over the next two years, and
service imports are expected to pick up gradually.

The U.S. current account deficit as a share of nominal GDP is projected to rise
from 5 percent in the second quarter of this year to 5% percent by the end of the
year and to increase a bit further to 5% percent by the end of 2004.
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Alternative Simulations:
50 Percent Rise in Price of Oil'
(Percent change from previous period, annual rate)

2002 2003 2004
H1 | H2 | HI | H2 | H1 | H2

Indicator and simulation

U.S. real GDP
Baseline 32 26 3.0 35 38 3.7
Simulation 1: Temporary rise in

price of oil 32 26 26 38 40 3.7
Simulation 2: Persistent rise in

price of oil 32 26 26 35 40 39

U.S. PCE prices excl. food and energy

Baseline 1.5 1.7 15 14 14 13
Simulation 1: Temporary rise in

price of oil 1.5 1.7 19 12 14 13
Simulation 2: Persistent rise in

price of oil 1.5 1.7 19 16 15 14

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.



[-37

'@lel uolle|jul palabiel ayl s yoiyw ‘sjuaudked 1saisiu | abebriau Bu ipn |oxa D
‘'sylodul J10-uou ‘SN Jo saieys bBuisn paile no |ed saiebaibbe |gO ub 18104
"121S0JN3 WOJ) B3R 0INd IO} Blep Paz iuau.ted
's1Jodxa 'S Jo saieys Buisn pale |ndjeo saiebaibbe 4o ub 19104
1 € 69 S°L 79 78 0¢ 97 96 | 1ze.g
9°¢€ 9'v T°'G 'S 8 '8 G'ET €LT 0°.LT 0 '8¢ 09 IXaN
v 'S T°9 V'S 7 '8 G ¢T v 'GT S 'GT 8 'G¢ eI llauy ulleq
¢'T 0'T c'0- ¢ 0- 60 6°0- C'T- 60 89 eu 1Yo
0°€ T°€E 9°€ €€ S'¢ A" 8'S 6V 0°'S ©ed 10
T°¢C 6T T°'T 0T 8'T T°0 vy L'C 8V e Isy
8¢ 0°'€ 0°'€ 8¢ v 9'v 0'6 89 T'TT sa 111uno) Bu 1do [aneg
80 0T €1 LT S°¢ T'1T €0 ST €1 Auau 19
7T 9'T ¢ T°¢C L'C ST 8°0 S'T 6T (2) ealy 0ing
G'¢C €°¢ €¢ 0°¢ 1°¢C [ S'¢ L'C [2R> () wopbu 1y pa 1 iun
6°0- 6°0- 8°0- €'T- C'T- c¢'T- L0 T°¢C ¢0 ueder
6°T A4 €'e T'1 T°€E €¢ T'1 0'T 0'¢ epeue)
Yo lyw Jo
TT ¢'T 8'T 60 6°'T ¢'T 60 ST ST Sa 11luncy (e llisnpu |
(€) SO Md HIANNSNOO
ST vl 0'T 9°0- 8 '€ L€ 9°'T- v 17" | 1Ze lg
L'y 6 '€ 6°¢C S'T- 6V V'S 8°¢C L9 | A 02 IXaN
6 '€ [ LT G'T- SV €V ¢'T T9 €9 el lJlauy ulleq
G°L 'L 0'8 S, 0'8 v G'6 L8 €'q eu 1Yo
'S 6°'G 09 vy 'S 8 €T 'S~ Ve 79 €3 I10)
S'S €S 7'S 8°0 €9 88 0°¢C- 6V 99 e sy
9 T¥ €€ v'0- 2°S Z9 20- €°§ 29 sa 1131unoy bBu do [aAaaq
9°¢ T°¢C 0'T T°0 6°'T €€ L0 LT VT Auau 1eD
LC 7 'C 7T 70 L'¢C 8¢ 0'¢ T°'€ 9°'T (z) ealy 0ung
0°€ S°¢C T°¢C ST c'c [ 9°¢C L€ 8°¢C wopbu y pailiun
¢'T T'T 0'T S'T- €¢ 90 €'T- S0 L€ ueder
6°C 62 0t 80 g'e LS vy vy L2 epeue)
Yo lyw Jo
9°¢ G'¢ 9°'¢ ¥°0 T°€ c'v L'C G°'€ 8°¢C S3 11uncy [e lllsnpu |
V'€ '€ 6°¢ T°0 o'v 0°'Gg 9'T v v ubisloy J|eilol
(T) d®® v
7002 €00¢ 200¢ T00¢ 0002 666T 8661 L66T 966T A131unod pue 8insegy
----pa198foid-----

# 01 O ‘1wasoiad)
S3 HINNOD d3103T3S 'S0 ™Md Jd3ANSNOD ANV d® Tvad NO 13404 J04 MO0110O MO4 | ssep

2002 ‘8T Jaqua 1ides &4) rerwspiuoy Aj10111S

—ANm<



[-38

‘'@]el uo

Itejjul pai1abiel ayl si1 yosiyw ‘sjuauhled 1saiaiu 1 abebriau Bu ipn |9Xa |dD
‘'sylodul |10-uou ‘SN JOo saleys HBuisn paile |nd el salebaibbe |4O ub 18 .04
"121S0JN3 WOJ} BAJE 0INd IO} Blep paziuau.ted

's1lodxa 'sn 10 saieys Buisn pale no |ed saiebaibbe 4 ub 18104

—Nm<

— OOSY® DAHAONNOM
- doaNHOo aNNMmESTomS
- OOY® VHAONTOM
- doado aNmCS oS
— OOYINO O—HONN—HM
- NONHO ANNMESSS
N oY OOoONONM
- cNoaNdo mamHLS S
N NOMOO OO—HONOM

NoN-- MdmHnS

—
O N MOANMO—A OO NO

.......................... sabuey

< N~ 0N STOMOOLOLW
© OHOON ANIONMOD
AN ANHNNN SFOONM -
N © OO NFTONMOLD

A

(]
—

l |enuue ue ]Je So

| 1ze Jgq
09 IXaN
BO 1Jauy U lleT
Bu 1Yo
©a I0Y
e Isy
sa 1J11uno) Bu 1do janag

Auau 1o
Amm e ly 0.In3
(7)) wopbu 1y paliun
ueder
epeue)
yoiywm jo
S9 111uncy |ellisnpu |

= NddNdd Mmdmo;ns s
T < NANHO Madmoonn
O © AN~ MTONOOS
- MONHO MmO w©©®©
W MOMNM O—HONHAHAD
— MoadNd MHMoO©OL©
N CoONH ~NTTON©
= Nddad NoNowonN
O MHOHH LHONOSTO®
A dddNd NoNHS I~
— OO OO
- ddaaN NoNowns N

T M LOTONOHO —dOLONLO

19110enb-IN04 - ----------eaiiaiaaaoaa oo

(£) STO A "YINNSNOD

€ | 1Ze g

0- 09 IXaN

T- Bd ljauy ulle’
8 Z]IN[Ve)

/ ©d 10Y|

S e sy
2 sa 1J11uno) Bu i1do janag
T
T
0
0
9
€
4

Auau 1o
Awm Ba Y 0.n3
wopbu 1y paliun
- ueder
epeue)
yaiym 1o
S9 111unoy |ellisnpu |

A AN SF0NONMmoM -
0 NOStOYT oNOMmANOWN
N MAdNdH FONMmA
N Hd ©COMOA ©ONOLNO

T°€ ub1euoy Jelol

Yo Aiertendy -------------------- (T) d® v

T
6 '€
Z'¢
¢L
09
Z'S
I 4
6T
€C
G'¢C
0T
6°C
G'¢C
'€ T°€
Bue

O 20) D 0 O 26) 0 0 O 20) D 0 A1junoo pue ainseay

€00¢ ¢00¢

.............................. palogfold ---------------------

(sabueyo 1wsdl1ad)

S3 MINNOD d310313S 'S3O Md JFANSNOD ANV ddO Tv3d NO 13404 d04 MO0 110

2002 ‘8T Jaqus1idass

JNO4 || ssep
&4) rerwepijuoy Aj10111S



-39

'S 10 10NpuUuod was pue

L ‘s1anduoo
'S 10 10NpuUOD WaS pue

‘110 Bu Ipn [ox8 s1lodu | 8s IpueydlaN ‘g

‘s 1o 1nduoo Bu ipn |ox8 s1lodxa as ipueyoslaN T

S'TLL- 8°'T9- 9 'v9 - 9 'GG - € '6S - S VvS - 9 '6v - LSy - 9 vy - 18N ‘sJajsue il ¥ auodu| JBYypO
¢ LTT - 0 "€0T - G 26 - T8 - ¢ 'T9- T'TS- 6 ¢S - €LV~ 8 0V - 18N _o__ohukoa
6 €6 . 'S8 Z 6. 9 20T 6 ‘88 0°'G.L G 'G9 V2L ¥ '69 8N 1094 1a
€ '€C- € LT - v ET- G '0¢ 9°/L¢ 6 '€¢ LCT T°G6¢ 9 '8¢ JaN auodu | Jual 1SaAU |
S¢S+ 8 ‘861 - L 6EY - € '8G¢ - L'8L¢E- Z 29t - 6 99T - 8 "LOT - 8 'T0T - (dog) se8d1n18S % SpPo0D 18N
VG- €G- 0'G- 6°'€C- V- ¢ '€- €'¢- S'T- S'T- d@® JO uadlad Se 103y s lInd
¢ '¢c9 - 6 °LLG- L LTS~ 7 "€6€ - € 0Ty - 6 '¢6¢ - 8 '€0¢ - ¥ '8¢T - 8 'LTT- JONVIVE INNOOJV INIFHHNO SN
Sle|[op Jo suol||d
. '88.T L1997 L '0GST 0 '¢6vT 0 '9€ST 8 '9G€ET G 'geet 8 '¥60T T ‘€96 S 40 silodu |
9 'veECT € eEvil ¢ 'L90T T'9.0T ¢ LETT € '9€0T ¥ 20017 G 'T86 c'v.8 S 10 s1ii0dxg
T ¥SS- v 'v¢G- G E8Y- 6 ‘GTV - 8 '86¢€ - S '0¢g - T'1¢¢- € ETT- 0 '68- S8J INJISS B SpooD 18N
SJe||Oop 966T pauleyd Jo suol||ld
6°G 8°G L 0T Z'9- v 0T LCT S'TT LCT v 0T /¢ SPO0D 19y 1O
0 '9¢ ¢ 've € 'T¢ 716~ S ¢2¢ ¢ 've lL'8- 6 'CE L 99 S 1010Nnpuod wes
9°¢e 9 '¢¢E L'T¢ 8 €T - 9°¢T 0°9¢ 8 'S¢ 0°¢ce 8.1 s 19 nduo)
'€ 0°€ S0 T°0 €'ET v '€- v 6 '€ 8L | O
8¢ S°¢ VL 98- 6 0T 6°G S8 0¥l €°g S89 IAJSS
97/, 69 € 0T 0'8- T'TT 61T 8 0T € VT ¢'TT S 10 s1iodu |
€°g ¢'S 8V €°6- L'S T°¢€ €1 86 €L /T Spoo) J1ay 0
0°'9¢ ¢ V€ 9 '6¢ 6 V€ - 6 '9¢ 9 'vE T°6 €'T¢ 9 'vv S 1013Nnpuod was
9 '€e 9 °'¢¢E V'€ V€T~ 0°€e 7 €T T°8 8 'S¢ 9 T2 s 9 1nduo)
LS 9'G S 0T Z'6- 8 v ¢t 6°¢C 7T 68 S89 IAISS
'8 9L €L VTt - €L 6V €¢ G'8 86 S 10 s1iodxg
0O /1O ‘abueyos abeuad iad
T°T- 0'T- v'T- ¢'T S'T- S'T- €T~ L'T- €'T- S J0 s1iodu |
80 80 L0 €'T- 80 S0 €0 0'T T'T S 10 s1i0dxg
€°0- ¢'0- L0~ T0- 8°0- 0'T- T'T- 8'0- Z2'0- S8J INJISS B SpooD 1SN
OO ‘Yymoiub 4 01 uoiing11iluod ulod abeuadiad

S180dA | pue S1H0dX3 Tvad vd IN
700¢ €00¢ 200¢ T00¢ 000¢ 666T 866T L66T 96671
...... padalfoid ------

SNO ILOVSNVYHL T™WNO ILVNG3IN | 'S 'N 04 YO0 110
JNOd || sse D

200z ‘8T Jaqusides &4) retiusp juod A[19111S



1-40

'S 10 10Npuod was pue

‘s 1o 1nduod

‘110 Bu Ipn [ox8 s1lodu | 8s IpueydlaN ‘g

'S1019NpuU0d WIS pue ‘siainduod Bu ipn |oxe s1iodxa as ipueysignN I
909 - 9 GG - L €S- G ¢S - L'TL- G LG~ € 'G§ - 8¢S - G €9 - ¥ ¢S - T°2S- 0'0G- 1N ‘siJajsuel]l ® 'oU| JBY DD
0 '¢8- € '98 - ¢ 18- L '8L- G°L9- T°19- € '9G - 6 ‘€G- G €S- 0 €S- G 9V - G 'TG- 1sN .o__okuhoa
7 vT1 9 'G6 €'TT1 0 ‘68 €001 Z ‘68 6 '98 0°'6.L 0 'S8 €'TL V1L €cl N 1094
724> V6 T°0€ € 0T 8 "¢t T°2¢ 9 '0¢€ T°6¢ G 'TE €8T 6 ‘v¢ 8 '0¢ JaN auodu | Jual 1SaAU |
T'256- T'6T€E- €°'€/€- 9'886- 0°'GO¥V- €°€6E€- L°/9€- L'8YE- 9°66C- G'982- ¥ '€52- G '60Z- (dOg) S92 IAISS % SPO0D 18N
L€~ 9°¢- 6 °C- €v- S'v- V- 0'v- 6°C- G'¢C- V'€- T°€- 9°¢C- d@® J09% Se Junoddy 1us I
€°'08€- €'99¢- 6°96E- 6 °0¢v- 6°CvvP- L'8CV- €°C6E- V¥ '9LE- 9°'TEE- 9°0CE- 9°08¢- L'8EZ- IONVIVE INNOJOOV INIFHHNO SN

“l'e'e's ‘sle||op Jo suol|]|lg
¢ yv1T O0°/9vT 9 '€TST € 0OvST ¢ '¢LST 9 °'8.ST G '8¢ST 9 VvovT ¢ 'SIvT L '€8ET L 'LEET L '06ZT S 10 s1iodu |
8 'TZ0T 0 '8r¥0T 8°'860T 8 'GETT L 'E€STT G 'S99TT 6 '€ETT 8°'G60T 9 °'GZ0T T ¥vOT T '8TOT G LOOT S 10 s1ii0dxg
€'Ger- 0'61IV- 8 '¥Iv- S 'vOFP- G '8IV- T'EIvr- 9 '¥6E- 8'89€- G'6EEL- 9 '6EE- 9'6TE- T '€E8C- S8J INISS % SPo0D 1SN
"l'e'e’s ‘sle||op 966T pauleyd Jo suol||Iig
S'v- 9'v- Z'9- V'6- €T €T G a7 T°ET V€T VLT ¢ ¢t 8L /¢ SPo0D 18y O
S'lC- 6 'GS - 8 '89 - 6 ‘€ - G '8¢- 8 '69 0 '0S G '€ 0 'SE €97 6,9 0 '€ $.1019Nnpuod wss
9 VT L '8T- S 've- 9°T¢C- S'6- 6.2 ¥ 0v S'¢ SET ’ad L€V 0 ‘G€ s 19 Induo)
6 '€ 6 '9¢ - 'L € '€¢ G'9- €'C- v ov 9 '8¢ G 'TE- 8 G- 8 '6¢ 6 '€ | O
G 9T- ¢ '€C- S8 €0 S0~ T°GT 9°6 L 02 T°. L6 89 0 S99J IAI8S
€°G- 8 'TIT- 8'9- 6°L- 9°T- 8 €T 98T LvT 76 S VT ¥ ST '8 S% 4o sidodu |
6°9- G 9T - G 0T - 6°C- 6°G- L 9T 6 4% ¥ ST L 0T L0 T°¢CT- /T SpPo0D 13y
L'TT- 6 0V - €Ly~ 9 V¢ - GLT- v Ev 6 ‘06 9 vT 06T [ [A=1% P 74 S 10 12Npuod was
9°.T- 8 '¢¢- LTV - €L~ 8'8- 8 '8¢ 14 G '€e Z'6 9°0¢ L v 80 s 19 nduo)
8 'ET- 6 €T~ S°¢C- 0°9- vy 6°G- 1T ¢ 0T 79 L'y v'e S'T- S89 IAJSS
9°6- € LT - v ZT - 0'9- 0'v- 9'TT 9 'vT LL 9°¢CT 9 0T eV 6°9- S 10 s1iodx3
"1ee’s ‘potliad snoinsid wo i} abueyo abe uad iad
L0 LT 0'T ¢'T €0 6°'T- S'C- 6°'T- ¢ 'T- 8°'T- 6°'T- 0'T- S J0 s1iiodu |
0'T- 0°¢C- vV'T- L°0- S°0- ¢'T ST 80 €T T'T 70 8°0- S 10 s1ii0dxg
€°0- ¢'0- 7'0- S0 ¢'0- L0~ 0'T- T'T- T°0 L0~ V'T- 8'T- S0 INJISS ® SPoOD 1SN
wmolb 4© 01 uo1lng11iuod 1ulod abeuaoiad
S1d0dA | pue S180dX3 Tvad vVd IN
O 26) D 0 O 26) D 0 O 26) D 0
T00¢C 000¢ 666T

200z ‘8T Joquaidss

SNO [LOVSNVHL TvYNO ILVNH3IN |

'S 'N d04 00110

JNO4 |1 ssep
(4) re1iep rjucd A[19111S



1-41

'S 10 1oNpuUoOd was pue

sJoinduoo ‘|10 Buipn |ox8 s1J4odu | 8S IpueydUgN g

'S1019NpuU0d WIS pue ‘siainduod Bu ipn |oxe s1iodxa as ipueysignN I
S'TLL- S'TLL- S'TLL- S'TLL- S'TLL- G "8G - G "8G - G "8G - S'TL.L- G LG~ 6 ‘8§ - G'0L- 1N ‘siJajsuel]l ® ‘oU| JBYDD
1'81T- €'6TT- 9°¢CIT- 9°'80T- T'90T- L'€0T- 8 'TOT- S'00T- 8'86- G 96 - C '68 - 9 'G8 - 1aN .o__ohuhoa
8 '96 916 0°E6 T°'T6 6 '88 [AA:! 9 €8 ¢ '€8 718 ¢ 9. L 0L €88 N 1094
€ 'TE- L 've- G 6T - 9 LT - C LT - ¥ 9T - ¢ ‘8T - € LT - € LT - ¥ '0¢ - G 8T - l°'C JaN auodu | Jual 1SaAU |
9°'¥eG- 0°LE€S- L'G2ZS- G'CIS- €°00S- 8°90G- C'00S- T'88F7- € '¥l¥- 6°09%7- 8 'T¥y- 0°28E- (dOF) S8DIAISS % SPO0D 18N
G G- G G- VG- VG- €G- €G- €G- €G- €G- T°G- 0°'G- vy- d@® JO0 9% Se 1unoddy 1ualin)
¥°,E€9- <C°'€€9- 8°9T9- 9 'T09- 6°'885- L 'T8S- 6°'9.G- 6°€9G- <C'€99- 8'8eG- T'6TG- 8 '6vr- ZIONVIVE INNOOOV INIFHINO SN
“l'e'e's ‘sle||op Jo suol|]|lg
8°'Ge8T T '608T ¥ '€L.T G'9€.T 6°90LT G'S89T ¥#°'9G9T 0 '¢Z9T L '96ST 0 'SZST O '¥SST T L.LvT S 40 sitodu |
¥°'G.ZT ¢ 'S¢l 8°'0¢¢T 0 °'L6TT L '6LTT O '¢STT 8 °'0€ETT L 'OTTT 8°'960T L 'GZ0T 9 °'G90T 9 '0€0T S 10 s1ii0dxg
¥ °09G- 8°'€9S5- 9°¢GG- G '6€S- ¢ °L2G- G'€€S- 9°GeS- CTIS- 8'66F- €°66V- v '88F- 9 9vv- S8J INISS % SPo0D 1SN
"l'e'e’s ‘sle||op 966T pauleyd Jo suol||Iig
6°G 9 8°G GG 17" GG 09 09 89 'L /L '8¢ 6°'T /¢ SPo0D 18y O
0 '9¢ 0 '9¢ 0 '9¢ 0 '9¢ 0 '9¢ 0 '9¢ S 'EE T°'T€ 0 '9¢ T°9 9°'Tv ¢ 'Sy $.1019Nnpuod wss
9 '¢€e 9 °'¢€g 9 '€g 9°¢e 9 °'¢€e 9 °¢ce €'¢¢ T°'TI€ 9 °'T¢ 9°¢C1 7'S ¥ 2§ s s nduo)
¢ 6T - 9 0T € 'vd 1°¢ L 6T - G°L 8°/L¢ 6°'T 8 G- 0'T- T°GE 0 '6T- | O
€'e 0"y 6°€C 6°¢C 9°¢ 0°'¢ €¢ 0°'T T°T- S°0- €°0- L 'SE S89 IAJSS
09 €'8 8'8 T, Z'S ZL L'8 SS9 9°G S'S G ¢ S8 S% 4o sidodu |
€8 V'S S°'G T°¢C L'8 €'g 1°S 8T 'L 8T TVl T°€- /T SpPo0D 13y
0 '9¢€ 0 '9¢€ 0 '9¢€ 0 '9¢€ 0 '9¢€ 0 '9¢€ G €€ T°T€ 8 VT T'T€ T°G9 Ll €T S 10 12Npuod was
9 '€e 9 '€e 9 '€e 9 '€e 9 '€e 9 '€e € '¢¢E T°'T€E 17AN°) 4 0°0- ¢'T- T°1¢C- s 19 nduo)
L'S L'S 8°S 8°G 9°G ¥'S S'g L'S TS 0°'S 0°'TT L°T¢ S89 IAJSS
T°0T '8 '8 09 00T LL VL 'S 18 6 '€ € vT g€ S 10 s1iodx3
J1'ee's ‘poliad snoinsid wo i) abueyo abeusad.isd
6 °0- c'T- C¢'T- 0'T- L0~ 0'T- ¢'T- 6 0- 8 °0- L0~ LC- T°T- S J0 s1iiodu |
0'T 80 80 90 0'T 80 L0 S0 80 70 €T €0 S 10 s1ii0dxg
T°0 ¥ 0- ¥ °0- 7'0- ¢0 €°0- S°0- ¥0- 00 ¥ 0- V'T- L0~ S0 INJISS ® SPoOD 1SN
ymolib 4 01 uoiingiiiuod 1uiod abeuadiad
S1d0dA | pue S180dX3 Tvad vVd IN
O 26) D 0 O 26) D 0 O 26) D 0
700¢ €00¢ 200¢
................................... pa19afold ------------mmmme oo
SNO [LOVSNVHL TVNO ILVNA3IN | 'S "N d0d 00110
. N4 || ssep
200z ‘8T Joquaidss (&44) retspijuod A19111S



Confidential (FR) Class Il FOMC

Part 2 September 18, 2002

CURRENT ECONOMIC
AND FINANCIAL CONDITIONS

Recent Developments

Prepared for the Federal Open Market Committee
by the staff of the Board of Governors of the Federal Reserve System



Confidential (FR) Class Il FOMC

September 18, 2002

Recent Developments

Prepared for the Federal Open Market Committee
by the staff of the Board of Governors of the Federal Reserve System



1I-15

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

2002 2002
Item

Q1 Q2 Q3! June | July | Aug. | Sept.!

U.S. production 12.2 12.4 12.9 12.7 13.2 12.9 12.5
Autos 5.2 5.2 5.2 5.3 5.4 5.1 5.2
Trucks 7.0 7.2 7.6 7.4 7.8 7.8 7.3
Total days’ supply*| 57.5  62.7 na.  63.1 557  50.6 n.a.
Inventories® 2.44 2.68 n.a. 2.68 2.66 2.53 n.a.

Note. Components may not sum to totals because of rounding.

1. Production rates reflect Ward’s Communications’ latest estimates for Q3 and September.
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.

other automakers. Job security is the most important issue, and negotiations
with Ford may prove difficult; Ford has announced plans to shut an Ontario
truck plant and to lay off between 1,000 and 1,500 workers (roughly 10 percent
of Ford’s unionized workforce in Canada). A strike against Ford in Canada
would quickly shut down the company’s assembly and parts plants in the United
States. The last strike by the CAW was in 1996, when the union clashed with
GM over outsourcing.

Consumer Spending

Consumer spending on goods aside from motor vehicles appears to be increasing
at a moderate pace in the third quarter. In August, nominal retail sales in the so-
called control category of stores, which excludes sales at motor vehicle dealers
and building supply outlets, rose 0.3 percent.® Spending moved up noticeably at
furniture and home furnishing stores and at general merchandise outlets but
declined at electronic and appliance stores and at clothing and accessory outlets.
We estimate that real PCE for the control items advanced 0.2 percent in August
after slightly larger increases in the preceding two months.

Outlays on services rose 0.3 percent in July (the most recent available data); the
gain was led by a surge in estimated expenditures on brokerage and investment

8. The increase in nominal retail control was revised down 0.2 percentage point in both
June and July.
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CBO BUDGET PROJECTIONS AND ECONOMIC ASSUMPTIONS

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012
Budget projections
under current policies!
(fiscal years)
Billions of dollars

Total surplus -157  -145  -111 -39 15 52 88 133 177 323 522

On-budget -314 -315 -299 -246 -209 -190 -174 -147 -122 4 185

Off-budget 157 170 188 207 224 242 262 280 299 319 337
Economic assumptions
(calendar years)

Percent change, year over year
Nominal GDP 3.4 4.6 52 52 53 54 54 53 53 5.2 52
Real GDP 23 3.0 33 3.1 3.2 32 32 32 3.1 3.1 3.0
CPI-U 1.6 29 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5
Percent, annual average

Unemployment rate 5.9 59 5.5 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2
Treasury yields

Three-month 1.7 3.0 4.8 49 4.9 49 4.9 49 4.9 49 49

Ten-year 5.0 55 5.8 58 5.8 5.8 5.8 58 5.8 5.8 5.8

1. The on-budget surplus excludes the social security surplus and the Postal Service (which are off-budget). The current

policies baseline assumes that budget authority for discretionary spending grows at the rate of inflation after 2002

and no new mandatory spending or tax legislation is enacted. Baseline includes the budget effects of the economic
stimulus legislation enacted in March 2002 and supplemental appropriations enacted in January 2002 and August 2002.

Source. Congressional Budget Office, The Budget and Economic Outlook: An Update (August 2002).
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State and Local Government Finance

Gross Offerings of Municipal Securities
(Billions of dollars; monthly rate, not seasonally adjusted)

2002

1999 2000 2001 Q1 Q2 Aug. Sept. ¢

Long-term ' 18.0 15.0 225 21.5 30.8 28.9 31.3
Refundings? 4.5 2.2 6.5 6.6 10.3 9.5 9.9
New capital 13.5 12.9 16.0 14.9 20.5 19.4 214
Short-term 2.7 2.8 43 1.9 7.6 8.5 24
Total tax-exempt ~ 20.6 17.9 26.9 23.4 38.4 37.4 33.7
Total taxable 1.1 0.7 1.1 1.0 1.2 1.1 0.3

1. Includes issues for public and private purposes.
2. All issues that include any refunding bonds.
e Staff estimate based on preliminary data through September 12.

Bond Rating Changes
Number of ratings actions

— 1400
Annual Upgrades
1050
700
350
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350
Downgrades
L - 700
L -1 1050
1400
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* Data through Sept. 4 at an annual rate.
Source. S&P’s Credit Week Municipal and Ratings Direct.
Municipal Bond Yields Percent Ratio of 30-Year Revenue Bond Yield
— — 6.5 _ ; Ratio
Monthly to 20-Year Treasury Yield — 140
Monthly
L 4 60 B ++~ 1.05
Revenue - < 1.00
s -1 55
n < 0.95
+
R 4 50 B 4 0.90
General obligation
9 + - - 0.85
1 1 1 1 1 1 1 45 1 1 1 1 1 1 1
1996 1998 2000 2002 1996 1998 2000 2002
Note. Average of weekly data. Note. Average of weekly data.

+ Last observation is for week of Sep. 12 . + Last observation is for week of Sep. 12 .
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