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

2007:Q3 2007:Q4
Measure Sept. | Oct. | Sept. | Oct.
GB GB GB GB
Real GDP 2.6 3.3 1.0 1.4
Private domestic final purchases 9 2.0 3 3
Personal consumption expenditures 2.4 3.2 1.9 2.3
Residential investment -21.0 -224 -282 -32.8
Business fixed investment 1.9 6.2 35 3.2
Government outlays for consumption
and investment 2.9 3.2 3.1 3.1
Contribution to growth
(percentage points)
Inventory investment A -3 3 .6
Net exports .8 1.3 -2 .0

outlook for the housing market, we expect the contraction in the production of
construction supplies to deepen significantly in the fourth quarter. On a more positive
note, high-tech production appears poised to expand at a solid rate in the fourth quarter,
and we expect that strong demand from abroad will continue to provide support for
modest gains in most other areas.

Consumer spending increased at an annual rate of almost 3% percent in the third quarter,
up considerably from the second quarter. In light of the deterioration in consumer
confidence and the anticipated run-up in consumer energy prices, we continue to project a
moderation in the growth rate of consumption in the fourth quarter, to 2% percent.

But even so, this pace of growth is somewhat higher than projected in the September
Greenbook, which is consistent with a modestly higher level of real income.

Single-family housing starts averaged 1 million units at an annual rate in the third
quarter, 30,000 units lower than we were anticipating in the September Greenbook.
Because permit issuance was down noticeably, we lowered our forecast for starts in the
fourth quarter by about the same amount, to an annual rate of 900,000 units. Moreover,
the latest data for actual and pending sales, as well as scattered anecdotes about flea
market prices at builders’ auctions of their inventories, suggest that housing demand is
still weakening and that the tightening in lending standards is continuing to impose a drag
on demand. In light of this ongoing deterioration, we expect the months’ supply of
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Projections of Real GDP
(Percent change at annual rate from end of
preceding period except as noted)

2007: | 2008:
Measure Ho H1 2008 | 2009
Real GDP 2.4 1.6 1.7 2.2
Previous 1.8 15 1.7 2.2
Final sales 2.2 1.6 1.8 2.1
Previous 1.4 15 1.7 2.1
PCE 2.7 15 1.7 2.1
Previous 2.2 1.7 1.8 2.1
Residential investment -27.7 -16.1 -75 2.0
Previous -24.7 -16.1 -7.4 25
BFI 47 2.2 1.9 3.0
Previous 2.7 2.1 1.9 3.1
Government purchases 3.2 2.1 1.7 1.0
Previous 3.0 2.0 1.7 1.0
Exports 12.2 7.1 6.9 6.3
Previous 9.6 5.8 5.8 59
Imports 4.4 1.7 2.7 4.5
Previous 4.6 1.4 2.7 4.4
Contribution to growth
(percentage points)
Inventory change 2 .0 -1 A
Previous 4 -1 -0 A1
Net exports .6 .6 A4 .0
Previous .3 4 2 -.0

sharply higher path for oil prices poses for consumer and business spending.
Accordingly, our projections for growth in real GDP of 1% percent in 2008 and
2Y4 percent in 2009 are unchanged from those in the September Greenbook.

Household spending. Real personal consumption expenditures are projected to increase
1% percent in 2008 and to accelerate to growth of 2% percent in 2009. For some time
now, the basic story behind our outlook for consumption has been that spending growth
will moderate over 2008 because of the sharp deceleration in house prices and a waning
of the effects on spending from the run-up in equity wealth over the past few years.
Moreover, as was the case in the September Greenbook, we have incorporated some
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Decomposition of Structural Labor Productivity
Nonfarm Business Sector
(Percent change, Q4 to Q4, except as noted)

1974- | 1996- | 2001-
Measure 95 2000 05 2006 | 2007 | 2008 | 2009

Structural labor productivity 1.5 25 2.7 2.0 1.9 1.8 1.8
Previous 1.5 2.5 2.7 2.0 19 1.8 1.8

Contributions®

Capital deepening T 1.4 T T .6 6 6
Previous T 1.4 T T .6 5 5

Multifactor productivity 5 v 1.8 1.1 11 11 1.1
Previous 5 v 1.8 1.1 1.1 1.1 1.1

Labor composition 3 3 3 2 2 2 1

MEMO

Potential GDP 3.0 3.3 2.7 2.2 2.2 2.2 2.1
Previous 3.0 3.3 2.7 2.2 2.2 2.2 2.1

NoTE. Components may not sum to totals because of rounding. For multiyear periods, the
percent change is the annual average from Q4 of the year preceding the first year shown to Q4 of
the last year shown.

1. Percentage points.

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

Measure 2006 | 2007 | 2008 | 2009
Output per hour, nonfarm business 9 2.0 18 1.9
Previous 9 1.9 1.7 1.9
Nonfarm private payroll employment 18 1.1 5 .8
Previous 1.8 1.0 5 .8
Household survey employment 2.1 .6 v .8
Previous 2.1 .6 .6 .8
Labor force participation rate' 66.3 66.0 658 65.6
Previous 66.3 66.0 658 656
Civilian unemployment rate* 4.5 4.7 4.8 4.8
Previous 4.5 4.7 4.9 4.9
MEMO
GDP gap’ 4 5 .0 1
Previous A4 2 -3 -2

1. Percent, average for the fourth quarter.

2. Actual less potential GDP in the fourth quarter of the year indicated as a
percent of potential GDP. A negative number thus indicates that the economy
is operating below potential.
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Inflation Projections
(Percent change, Q4 to Q4, except as noted)

Measure 2006 | 2007 | 2008 | 2009
PCE chain-weighted price index 1.9 3.0 1.8 1.7
Previous 1.9 2.9 1.7 1.8
Food and beverages 2.3 4.5 2.1 2.1
Previous 2.3 4.2 2.2 2.1
Energy -40 16.1 4 21
Previous -4.0 147 -2.6 -9
Excluding food and energy 2.3 1.8 1.9 1.9
Previous 2.3 1.9 1.9 1.9
Consumer price index 1.9 3.7 2.0 1.7
Previous 1.9 3.6 1.7 1.8
Excluding food and energy 2.7 2.3 2.1 2.1
Previous 2.7 2.3 2.1 2.1
GDP chain-weighted price index 2.7 2.0 2.3 2.1
Previous 2.7 25 2.1 2.1
ECI for compensation of private
industry workers* 32 34 37 37
Previous 3.2 34 3.7 3.6
Compensation per hour,
nonfarm business sector 5.0 47 45 4.3
Previous 5.0 47 4.4 4.2
Prices of core nonfuel imports 2.4 3.0 1.2 7
Previous 2.4 2.9 1.2 1.0

1. December to December.

increase in 2008 and 2009 at close to its estimated structural rate of about 1% percent per
year. Consistent with this outlook, private payroll gains are forecast to average 50,000
per month over 2008 and 80,000 per month over 2009. Given the assumed gradual
downward trend in the labor force participation rate, these payroll gains imply only a
small increase in the unemployment rate over the forecast period.

Prices and labor costs. The recent news on core PCE inflation has been favorable, but
we anticipate that the downward revision to the outlook implied by that development will
be offset by the indirect effects of higher oil prices and slightly tighter resource
utilization. As a result, our forecast for core PCE inflation, at 1.9 percent in both 2008
and 2009, is similar to that in the last Greenbook. The flat contour of our projection for
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

. 2007 2008
Measure and scenario 2009
H1 H2 H1l H2

Real GDP
Greenbook baseline 2.2 2.4 1.6 1.9 2.2
Greater housing correction 2.2 2.4 1.3 1.4 1.8

With larger fallout from financial stress 2.2 2.4 1.0 1.2 1.4
Greater momentum in aggregate demand 2.2 2.4 2.2 2.9 3.3
Faster growth in potential output 2.2 24 2.1 2.6 3.0
Greater energy cost pass-through 2.2 2.4 1.5 1.8 2.2
Market-based federal funds rate 2.2 24 1.8 2.3 2.9
Unemployment rate®
Greenbook baseline 4.5 4.7 4.7 4.8 4.8
Greater housing correction 4.5 4.7 4.7 4.9 5.1

With larger fallout from financial stress 4.5 4.7 4.8 5.0 5.3
Greater momentum in aggregate demand 4.5 4.7 4.6 4.5 4.1
Faster growth in potential output 4.5 4.7 4.7 4.8 4.8
Greater energy cost pass-through 4.5 4.7 4.7 4.8 4.8
Market-based federal funds rate 45 4.7 4.7 4.7 45
Core PCE inflation
Greenbook baseline 1.9 1.8 1.9 1.9 1.9
Greater housing correction 1.9 1.8 1.9 1.9 1.9

With larger fallout from financial stress 1.9 1.8 1.9 19 19
Greater momentum in aggregate demand 1.9 1.8 1.9 19 19
Faster growth in potential output 1.9 1.8 1.8 1.7 1.7
Greater energy cost pass-through 1.9 1.9 2.2 2.0 2.0
Market-based federal funds rate 1.9 1.8 2.0 2.0 2.1
Federal funds rate*
Greenbook baseline 5.3 4.8 4.8 4.8 4.8
Greater housing correction 5.3 4.8 4.7 4.4 4.0

With larger fallout from financial stress 5.3 4.8 4.6 4.2 3.6
Greater momentum in aggregate demand 5.3 4.8 5.0 55 6.6
Faster growth in potential output 5.3 47 47 4.7 4.6
Greater energy cost pass-through 5.3 4.8 4.9 4.9 5.0
Market-based federal funds rate 5.3 4.5 4.1 3.9 3.9

1. Percent, average for the final quarter of the period.

Greater housing correction. The baseline forecast for the housing market assumes
sharp declines in activity until the middle of next year and a subdued recovery thereafter.
However, the weakness in demand for housing may persist longer—if, for example, some
borrowers remain shut out of mortgage markets. Moreover, in an environment of
persistently weak housing demand and rising foreclosure rates, home prices may decline
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Selected Greenbook Projections and
70 Percent Confidence Intervals Derived from
Historical Forecast Errorsand FRB/US Simulations

Measure 2007 2008 2009
Real GDP
(percent change, Q4 to Q4)
Projection 2.3 17 2.2
Confidence interval
Greenbook forecast errors 1.8-2.8 .2-3.3 .8-3.6
FRB/US stochastic simulations 1.8-2.8 .6-3.0 .8-3.8

Civilian unemployment rate

(percent, Q4)
Projection 4.7 4.8 4.8
Confidence interval
Greenbook forecast errors 4.6-4.8 4.2-54 3.8-5.8
FRB/US stochastic simulations 4.6-4.8 4.3-5.1 4.2-5.3
PCE prices

excluding food and energy
(percent change, Q4 to Q4)

Projection 18 19 19
Confidenceinterval
Greenbook forecast errors 1621 1.2-2.6 1.0-2.9
FRB/US stochastic simulations 1.7-2.0 1424 1.3-2.6

Federal fundsrate

(percent, Q4)
Projection 4.8 4.8 4.8
Confidence interval

FRB/US stochastic simulations 4.6-5.0 3.6-6.0 3.3-6.4

Note. Shocks underlying FRB/US stochastic simulations are randomly drawn
from the 1986-2005 set of model equation residuals. Intervals derived from
Greenbook forecast errors are based on the 1986-2005 set of Greenbook historical
errors.
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Forecast Confidence Intervals and Alternative Scenarios under
the Assumption that Monetary Policy Follows an Estimated Taylor Rule

Confidence Intervals based on FRB/US Stochastic Simulations

Emm Greenbook baseline EEm Greater momentum in aggregate demand [/ Greater energy cost pass-through
I Greater housing correction (GHC) I Faster growth in potential output 1 Market-based federal funds rate
[ GHC with larger fallout from financial stress
Real GDP Unemployment Rate
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Evolution of the Staff Forecast
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I1-32 Class Il FOMC—Restricted (FR) Part 1: Summary and Outlook, October 24, 2007

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

Projection
Indicator 2006 ZOHOF 2007
2008 | 2009
Q3 | Q4
Foreign output 3.9 4.3 35 31 3.2 3.2
September GB 3.9 4.3 3.4 3.1 3.2 3.2
Foreign CPI 2.1 2.9 4.0 2.6 2.4 2.4
September GB 2.1 2.9 4.1 2.3 2.3 2.3
Contribution to growth (percentage points)

U.S. net exports 04 0.4 1.3 0.0 0.4 0.0
September GB 0.4 0.4 0.8 -0.2 0.2 0.0

Note. Changes for years measured as Q4/Q4; half-year is measured as Q2/Q4.

Oil Prices

The spot price of WTI crude oil traded in a range of $80 to $84 per barrel for much of the
period since the September Greenbook. Late in the intermeeting period, however, the
spot price of WTI surged toward the $90 per barrel mark before falling to $86.48 on
October 23. Far-dated futures prices also climbed, with the December 2015 contract
rising nearly $6 per barrel to about $75 per barrel. Given the path of futures prices, we
project that the price of WTI will average $86 per barrel in the current quarter and then
fall to about $76 by the end of 2009. Relative to the September Greenbook, this
projection is about $10 per barrel higher in the near term and about $6 higher at the end
of the forecast period.

Global demand for oil appears to have remained strong, with little apparent effect from
the recent financial market turmoil. The recent depreciation of the dollar has provided
some support to oil prices, although this channel can explain only a small portion of the
run-up in oil prices over the intermeeting period. A more substantial cause appears to be
the escalation of geopolitical tensions in recent weeks. In particular, Turkish threats of an
incursion into northern Iraq to fight Kurdish separatists have raised concerns about
further destabilization in the Middle East and the resulting risks to oil supply. Concerns
also have been prompted by preliminary data suggesting that crude oil inventories in the
OECD countries declined in the third quarter, in contrast to the typical build ahead of the
winter heating months. Moreover, OPEC does not appear willing to increase production
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should keep core import price inflation around 2% percent (a.r.) in the current quarter and
about 2% percent in early 2008. For the remainder of the forecast, we project that core
import price inflation will stabilize at an annual rate just below 1 percent, as commodity
prices are projected to level off, consistent with readings from futures markets, and the
dollar depreciates at a more modest pace. Compared with the September Greenbook, this
forecast is revised up somewhat in the near term on account of the recent depreciation of
the dollar.

Staff Projections of Selected Trade Prices
(Percent change from end of previous period excepted as noted; s.a.a.r.)

Projection
Trade category 2006 ZOHOF 2007
2008 | 2009
Q3 | Q4
Imports
Core goods 2.4 3.1 2.9 2.7 1.2 0.7
September GB 24 3.0 2.8 2.5 1.2 1.0

Oil (dollars per barrel)

55.33 63.84 70.56 81.92 7515 71.80

September GB 55.33 63.84 70.25 72.09 67.32 65.99
Exports
Core goods 4.3 6.7 3.1 24 0.8 0.7
September GB 4.3 6.6 2.9 2.0 0.7 0.9

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. Imported oil includes both crude oil and refined products.

We estimate that core export prices decelerated sharply to 3 percent in the third quarter.
This deceleration reflects a slowing of the inflation rate for nonagricultural supplies,
which offset a pickup in the inflation rate for agricultural products. We expect core
export prices to decelerate further in the current quarter and then to rise less than

1 percent beginning early next year, reflecting the expected path for commaodity prices.
Compared with the September Greenbook, the forecast for core export price inflation is a
little higher in the near term, largely reflecting an upward revision to agricultural and
petroleum prices.
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Trade in Goods and Services

Stronger-than-expected trade data for August have led us to revise up our estimate of the
contribution from real net exports to U.S. GDP growth in the third quarter to

1.3 percentage points, 0.4 percentage point more than we had previously projected. For
the current quarter, we project a neutral contribution, as export growth moderates and
imports pick up, in part reflecting the seasonal pattern for oil imports. Net exports are
then projected to contribute nearly ¥ percentage point to growth next year and to be
neutral in 2009. The outlook is for a somewhat more positive contribution than in the
September Greenbook, mainly in 2008, as we have revised up export growth in light of
the weaker dollar.

Real imports of goods and services are estimated to have increased 3% percent in the
third quarter. Imports of core goods rebounded from their unusual weakness earlier this
year, more than offsetting falling imports of oil, computers, and natural gas. In the
current quarter, real import growth is expected to step up to 5% percent, with much of the
pickup attributable to a seasonal rebound in oil imports following the third quarter’s steep
decline. In addition, imports of computers, after falling in the middle of the year, are
expected to move up and contribute significantly to overall import growth. In contrast,
imports of core goods and services are expected to decelerate sharply, pulled down, in
part, by slowing U.S. GDP growth.

Staff Projections for
Trade in Goods and Services
(Percent change from end of previous period, s.a.a.r.)

Projection
Measure 2006 20H017: 2007
2008 | 2009
Q3 | Q4

Real imports 3.7 0.5 35 5.3 2.7 45
September GB 3.7 0.6 3.8 54 2.7 4.4
Real exports 9.3 43 169 7.7 6.9 6.3
September GB 9.3 44 133 5.9 5.8 5.9

NoTE. Changes for years are measured as Q4/Q4; half-year is measured as Q2/Q4.

Real import growth is expected to rise over the course of 2008 and 2009, as imports of
core goods and services pick up along with strengthening U.S. GDP growth and slowing
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Alternative Simulations:
Higher Foreign Inflation and Dollar Depreciation
(Percent change from previous period, annual rate, except as noted)

2007 2008 2009
H2 H1 H2 H1 H2

Indicator and simulation

U.S. real GDP
Baseline 24 1.6 1.9 2.2 2.2
Higher inflation abroad 2.4 15 1.9 2.2 2.2
Higher inflation abroad and dollar

depreciation 2.3 2.3 25 2.6 1.8
U.S. core PCE prices
Baseline 1.8 1.9 19 19 1.9
Higher inflation abroad 1.8 1.9 1.9 1.8 1.8
Higher inflation abroad and dollar

depreciation 2.0 2.0 2.0 1.9 2.0
U.S. federal funds rate (percent)
Baseline 50 475 475 475 475
Higher inflation abroad 50 475 465 465 455
Higher inflation abroad and dollar

depreciation 50 515 565 585 565
U.S. trade balance
(percent of GDP)
Baseline 52 52 A7 45 42
Depreciation (low pass-through) 52 52 46 -45 42
Higher inflation abroad and dollar

depreciation -56 52 -44 -40 -39

NoTE. Half-year changes are measured as Q2/Q4 or Q4/Q2. The federal funds
rate is the average rate for the final quarter of the period. The monetary authorities in
the United States and the major foreign economies adjust their policy rates according
to Taylor rules.
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Evolution of the Staff Forecast
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Production of Domestic Light Vehicles
(Millions of units at an annual rate except as noted)

2007
Item Q1 Q2 Q3 Q4 Sept. Oct. Nov. Dec.
U.S. production? 10.2 10.8 10.6 10.1 101 10.0 10.4 9.9
Autos 4.0 39 39 3.6 3.6 3.7 3.7 34
Light trucks 6.3 6.9 6.7 6.5 6.5 6.2 6.7 6.5
Days' supply? 65 67 69 n.a 68 n.a n.a n.a
Autos 60 55 60 n.a 59 n.a n.a n.a
Light trucks 69 75 75 n.a 74 n.a n.a n.a
Inventories® 2.67 2.67 2.76 n.a 2.76 n.a n.a n.a
Autos 1.00 .95 .99 n.a .99 n.a n.a n.a
Light trucks 1.67 1.72 1.76 n.a 1.76 na n.a na
Memo: U.S. production,
total motor vehicles? 10.6 111 10.9 10.4 104 10.2 10.7 10.2

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

1. Production rates in the fourth quarter reflect the latest industry schedules.

2. Quarterly values are calculated with end-of-period stocks and average reported sales.
3. End-of-period stocks.

4. Includes medium and heavy trucks.

n.a. Not available.

Inventories of Light Vehicles

Millions of units

— 3.6
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Days’ Supply of Light Vehicles
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Retail and Food Services Sales
(Percent change from preceding period; seasonally adjusted current dollars)

2007
Category | @ | o3 [ ay |Aug | sent
Annual rate Monthly rate

Total sales 6.3 54 4.0 .6 3 .6

Retail control! 7.7 8.0 4.6 7 -3 5

Ex. sales at gasoline stations | 5.5 54 5.8 .8 .0 3
Memo:

Real PCE control? 4.0 3 45 .8 2 3

1. Total salesless outlays at building material and supply stores and automobile and other motor
vehicle dedlers.

2. Total goods spending excluding autos and trucks. The values for July and August are staff
estimates. The values for September and Q3 are staff forecasts.

Change in Real PCE Goods Change in Real PCE Services

Percent Percent
— — 20 — — 10
6-month 15 - 6-month — 0.8
0.6
1.0
0.4
0.5 0.2
\ / A 0.0 -0.0
V A v [ 02
- — -05 B 1-month 1
- - -04
- — -1.0
I~ — -0.6
- 1-month —-15 | J os
nIuI1H1ﬂ11hllnllﬂlﬂllhlhl|nl1ﬂ11h1|1_20 AERIERIENI SR ARUNRE IR RTA AR NRE AN ARA AR ANAAT! _
2004 2005 2006 2007 2004 2005 2006 2007
Note. The values for July and August are staff
estimates. The value for September is a staff forecast.
Personal Saving Rate
Percent
= - 4
- - 2
™\ r/\” i
i V/ 0
- V -2
- -4
llllllllllllllllllllllllllllllllllllllllllllllll_

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007



Consumer Prices
(12-month change except as noted)

PCE Prices

Percent

Total PCE

— Core PCE —

llllllllllllllllllllllllllllllllll

2000 2002 2004 2006

* Staff estimate.

PCE excluding Food and Energy

Percent
Sept.*
Market-based components
llllllllllllllllllllllllllllllllll
2000 2002 2004 2006
* Staff estimate.
PCE excluding Food and Energy
Percent

3-month change, annual rate

E EWEE AN FEWE FEWE RS NS N N
2000 2002 2004 2006

* Staff estimate.

CPI and PCE ex. Food and Energy

Percent
— — 4
-3
*
Sept. 2
PCE cpl
I chained —H1
llllllllllllllllllllllllllllllllll0
2000 2002 2004 2006
* PCE for September is a staff estimate.
PCE Goods and Services
Percent
— — 4
- Septt] 3
| Services ex. energy 4
- -1
/A‘\‘\/_A N\"‘\f\./\/‘lj\ 0
*
a \J\:\Sept._ 4
Goods ex.
| food and energy 5
llllllllllllllllllllllllllllllllll_3
2000 2002 2004 2006
* Staff estimate.
CPI excluding Food and Energy
Percent
— — 5
- — 4
3-month change, annual rate
- 3
Sept.
p_ 2
- -1
0
llllllllllllllllllllllllllllllllll_1
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Measures of Expected Inflation

Survey Measures (Reuters/Michigan)

Percent
Quarterly
Median, 5 to 10 years ahead
Q3
- Median, 12 months ahead —
| T I I I
1971 1976 1981 1986 1991 1996 2001 2006
Inputs to Models of Inflation
Percent

_Quarterly

FRB/US long-run expectations measure
i for PCE inflation*

Distributed lag of
— core PCE inflation**

I T I A v

1971 1976 1981 1986 1991 1996 2001 2006

12

10

12

10

Monthly

Percent

Oct.

111
2005

Quarterly

111
2006

111
2007

Percent
15

[

1

1 l 1

[
2005

1
2006

L1
2007

*For 2007 forward, the median projection for PCE inflation over the next 10 years from the Survey of Professional Forecasters (SPF);
for 1991 to 20086, the equivalent SPF projection for the CPI; for 1981 to 1991, a related survey for the CPI conducted by Richard Hoey;
and for the period preceding 1981, a model-based estimate constructed by Board staff. The survey data before 2007 are adjusted down

0.5 percentage point to put the CPI projections approximately on a PCE basis.
**Derived from one of the reduced-form Phillips curves used by Board staff.

Inflation Compensation from TIPS
Percent

Quarterly

T

5 to 10 years ahead

- Next 5 years

l 1 l 1 1 l 1 l 1

1 l 1 1 1 l 1

1 1

1 L 11 1 11 1
2001 2003 2004 2005 2006 2007
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TVeekIy

llll

llll

Percent
14

Oct. 23

-2

11
2005 2006

2007

1|110
2008

Note. Based on a comparison of an estimated TIPS yield curve with an estimated nominal off-the-run Treasury yield curve, with an

adjustment for the indexation-lag effect.
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Broad M easur es of I nflation

(Percent change, Q2 to Q2)

Measure 2004 2005 2006 2007
Product prices
GDP price index 29 3.0 35 2.7
Lessfood and energy 2.7 31 33 25
Nonfarm business chain price index 22 35 19
Expenditure prices
Gross domestic purchases price index 31 34 3.8 25
Lessfood and energy 2.7 3.0 31 23
PCE price index 2.8 2.6 3.3 2.3
Lessfood and energy 2.1 21 22 20
PCE price index, market-based components 2.4 24 32 22
Lessfood and energy 15 17 1 18
CPI 2.8 29 4.0 2.7
Lessfood and energy 18 2.2 24 2.3
Chained CPI 2.7 2.6 34 23
Lessfood and energy 17 19 24 1.9
Median CPI 2.2 2.3 29 3.0
Trimmed mean CPI 2.1 2.2 2.7 2.6
Trimmed mean PCE 2.3 2.3 2.7 24
Surveys of Inflation Expectations
(Percent)
Reuters/Michigan Survey Professional
forecasters
AC(::tFl)JIaI 1year? 5to 10 years® (10 years) 4
Period inflation!|  Mean Median Mean Median CPl PCE
2005:Q4 3.7 4.6 3.7 35 31 25
2006:Q1 3.6 3.7 3.0 3.3 29 25
Q2 4.0 4.5 35 3.6 31 25
Q3 3.3 40 34 3.3 3.0 25
Q4 19 35 3.0 35 3.0 25
2007:Q1 2.4 3.6 3.0 34 29 24 2.0
Q2 2.7 42 3.3 35 3.0 24 20
Q3 2.4 4.1 3.2 35 3.0 24 21
2007:June 2.7 42 34 3.3 29
July 2.4 4.2 34 3.6 31
Aug. 2.0 40 3.2 34 29 24 21
Sept. 2.8 40 31 34 29
Oct. n.a 35 3.0 3.0 2.8

1. Percent change from the same period in the preceding year.

2. Responses to the question, By about what percent do you expect pricesto go up, on

average, during the next 12 months?
3. Responses to the question, By about what percent per year do you expect pricesto go up,
on average, during the next 5 to 10 years?
4. Median CPI and PCE price projections compiled by the Federal Reserve Bank of Philadelphia.
... Not applicable.
n.a. Not available.
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Business Finance

Gross Issuance of Securities by U.S. Corporations
(Billions of dollars; monthly rates, not seasonally adjusted)

2007
Type of security 2003 2004 2005 2006 H1 | Q3 | Sept. | Oct.P
Nonfinancial corporations
Stockst 3.7 54 46 47 55 41 2.6 37
Initial public offerings A4 1.6 17 18 1.7 12 3 19
Seasoned offerings 33 38 2.8 29 39 29 23 18
Bonds? 316 22.7 19.1 29.8 37.9 26.1 33.6 50.0
Investment grade 159 8.2 84 13.0 14.2 195 22.6 18.0
Speculative grade 11.3 9.7 6.4 8.0 154 34 4.0 15.0
Other (sold abroad/unrated) 43 49 43 88 83 31 6.9 17.0
Memo
Net issuance of commercial paper3 -34 15 -4 39 12 -4.1 -7.8 22
Changein C&| loans at
commercial banks># 7.7 32 10.0 12.9 115 36.6 435 na
Financial corporations
Stocks! 6.6 6.9 5.0 53 9.3 34 39 3.0
Bonds? 1111 139.3 176.3 187.7 207.0 126.2 117.1 100.0

Note. Components may not sum to total's because of rounding.

1. Excludes private placements and equity-for-equity swaps that occur in restructurings.

2. Datainclude regular and 144a private placements. Bond totals reflect gross proceeds rather than par value of
original discount bonds. Bonds are categorized according to Moody’ s bond ratings or to Standard & Poor’s if

unrated by Moody’s.

3. End-of-period basis, seasonally adjusted.
4. Adjusted commercial bank credit data.

p Preliminary.

Selected Components of Net Debt Financing

Billions of dollars

Monthly rate, nonfinancial firms
- XY Commercial paper* N -
v/ C&lloans* 97
| Bonds 1
—— Total E
- 0 —
/W -
pd
H1 July § §
- Aug. -
Sept.
] ] ] ] ]
2003 2004 2005 2006 2007

* Seasonally adjusted, period-end basis.
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Components of Net Equity Issuance

Monthly rate, nonfinancial firms

Billions of dollars

Public issuance
Private issuance
Repurchases
Cash mergers

Total

2003

e Staff estimate.

2004 2005

2006

2007
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20
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Commercial Real Estate

Investment-Grade CMBS Spreads

Basis points
F Weekly L
i Oct. 17]
i BBB T
K Oct. 17]
L AAA 4
L L L L L L L 1 L L L

1998 2000 2002 2004 2006

Note. Measured relative to the 10-year Treasury yield.
Source. Morgan Stanley.

Gross Issuance of CMBS
Billions of dollars

Quarterly

1997 1999 2001

* Staff estimate for Q4.
Source. Commercial Mortgage Alert.

2003 2005 2007

Sales of Commercial Real Estate
Billions of dollars

3-month moving average

2001 2002 2003 2004 2005 2006 2007
P Preliminary
Source. Real Capital Analytics.
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Interest Rate on Securitized Mortgages
Percent

Sept.

2001 2003 2005 2007

Source. Real Capital Analytics.

Leverage on Newly Securitized Mortgages

Percent Percent

BBB subordination rate
(left scale)

Properties with
loan-to-value ratios
greater than 0.8
(right scale)*

2001 2002 2003 2004 2005 2006 2007
* 3-month moving average.
Source. Real Capital Analytics, Commercial Mortgage Alert.

Delinquency Rates on Commercial Mortgages
Percent

- At commercial L
banks*

Q2
- At life .
msuranc_e Sept.
companies
R Q2
L L L L L L L L L L L L L
1996 1998 2000 2002 2004 2006

40

35

30

25

20

15

- 10

4

* Excluding construction, land development, and multifamily loans.

Source. Citigroup, Call Report, ACLI.
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M2 Monetary Aggregate
(Based on seasonally adjusted data)
Percent change (annual rate)l Level
(billions
2007 of dollars),
Aggregate and components 2005 | 2006 H1 Q3 | Sept. | Oct. Oct.
(e) (e)
M2 4.2 49 7.0 51 52 56 7,405
Components2
Currency 35 3.6 19 24 2.7 6.3 764
Liquid de|oosits3 20 7 6.9 27 -13 3.0 4,483
Small time deposits 194 185 41 4 104 8.3 1,204
Retail money market funds 0O 129 163 266 328 143 948
Memo:
Institutional money market funds 48 159 204 400 76.7 510 1,769
Monetary base 35 3.2 19 25 35 6.2 827

For years, Q4 to Q4; for quarters and months, calculated from corresponding average levels.
Nonbank traveler’s checks are not listed.

Sum of demand deposits, other checkable deposits, and savings deposits.

Estimated.

® wphE
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United Kingdom

Consumer Price Inflation

Unemployment Rates

Percent, 12-month basis, n.s.a. 35 Percent -
—_ CPI ' = Labor force survey
—— Core* —— Claimant count
— — 30
— — 6
— 25
- 20 ~ °
— 15 | da
— 10
— —3
— 05
oo | | | | | | |
1998 2000 2002 2004 2006 1998 2000 2002 2004 2006
*Excludes energy and unprocessed food.
Purchasing Managers Survey Labor Costs
50+ = expansion 65 Percent, 12-month basis 10
- Services — Unit wage costs*
—— Manufacturing |- — Average earnings** -1 8
- — 60 6
4
— — 55
2
0
— 50
— — 45
| | | | | | | | | L 40 | | | | | | |
1998 2000 2002 2004 2006 1998 2000 2002 2004 2006
*Manufacturing industries.
**Whole economy, including bonuses.

Economic Indicators
(Percent change from previous period except as noted, s.a.)

2007 2007

Indiicator QL | Q2| Q3| duly | Aug. | Sept. | Oct.
Real GDP 32 33 33

PMI Services' 581 574 571 570 576 567 na
Industrial production -0.1 07 na -01 01 na na
Business confidence® 203 203 133 100 130 170 100
Consumer confidence’ 62 -42 -25 28 -21 -27 na
Trade balance® 242 -228 na 94 -83 na na

1. 50+ indicates expansion.

2. Percent balance. 3. Level in billions of US Dollars.

n.a. Not available. ... Not applicable.
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Reuter s/Univer sity of Michigan Survey of Consumers
Indexes of consumer sentiment
(Not seasonally adjusted)

October 26, 2007

2007
Category Mar. | Apr.| May | June| July | Aug.| Sept.| Oct.”| Oct.F
Composite of current and expected conditionst 884 871 833 853 904 834 834 820 809
Current conditionst 1035 104.6 1051 1019 1045 984 979 982 976
Expected conditions! 787 759 776 747 815 737 741 716 701
Personal financial situation
Now compared with 12 months ago® 1117 119 113 110 115 103 109 111 111
Expected in 12 months? 126 127 125 117 125 120 119 116 119
Expected business conditions
Next 12 months? 95 87 97 94 105 87 82 84 78
Next 5 years? 94 90 89 88 96 88 96 86 84
Appraisal of buying conditions
Cars 138 132 124 118 125 133 139 133 128
L arge household appliances? 157 152 160 154 156 152 144 143 142
Houses 13v 138 135 131 129 118 123 134 131
Expected unemployment change - next 12 months 123 129 120 125 123 131 127 133 130
Prob. household will lose ajob - next 5 years 22 18 19 23 21 24 21 21 21
Expected inflation - next 12 months
Mean 36 4.0 4.3 4.2 42 40 40 35 37
Median 30 33 33 34 34 32 31 30 31
Expected inflation - next 5 to 10 years
Mean 33 36 3.7 33 36 34 34 30 31
Median 29 31 31 29 31 29 29 28 28
Note. Figures on financial, business, and buying conditions are the percent reporting ' good times’ (or
"better’) minus the percent reporting 'bad times' (or 'worse'), plus 100. Expected change in unemployment
is the fraction expecting unemployment to rise minus the fraction expecting unemployment to fall, plus 100.
P Preliminary.
F Final.
1. Feb. 1966 = 100.
2. Indicates the question is one of the five equally-weighted components of the index of sentiment.
Consumer sentiment Expected inflation
1966 = 100 Percent
f89635i100 — 130 — —/5
160 - — 120
o . Median, 5 to 10 years ahead 14
140 Reuters/Michigan (right scale) 110 \
120 J — 100 13
Oct.
100 - Sep. 90 | 4,
80 - Oct. =180 Median, 12 months ahead
— -1
60 [ Conference Board (left scale) 17
40 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII60 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIO
2000 2002 2004 2006 2008 2000 2002 2004 2006 2008



Commercial Bank Credit
(Percent change, annual rate, except as noted; seasonally adjusted)

Type of credit 2005 2006 H1 Q3 Aug. Sept. Oct. Levell
2007 2007 2007 2007 | 20077 | Oct. 2007°P
Total 105 9.7 9.2 121 17.0 16.1 6.7 8,646
Loans?
Total 11.6 11.0 9.8 12.2 19.7 18.2 7.0 6,519
To businesses
Commercial and industrial 135 16.4 9.6 24.0 315 44.3 38.3 1,379
Commercial rea estate 17.1 13.9 11.3 7.7 8.1 8.2 12 1,554
To households
Residential real estate 11.9 7.0 8.4 5.6 17 85 -5 1,856
Revolving home equity 133 14 18 6.4 9.2 11.2 11.8 471
Other 11.4 9.2 10.7 5.3 -8 7.6 -4.6 1,385
Consumer 31 5.9 6.3 10.5 39 11.6 -4.3 779
Originated? s 6.9 5.1 10.2 9.0 9.3 4 1,176
Other4 8.3 12.2 134 18.8 74.5 23.1 -3.4 951
Securities
Total 75 5.9 7.6 12.0 8.8 9.7 5.8 2,127
Treasury and agency 2.4 2.0 -4.5 4.6 -2 -21.2 -40.7 1,125
Other® 175 12.6 26.2 21.8 20.8 49.6 62.6 1,002

Note. Yearly annual rates are Q4 to Q4; quarterly and monthly annual rates use corresponding average levels. Data
have been adjusted to remove the effects of mark-to-market accounting rules (FIN 39 and FAS 115), the consolidation of
certain variable interest entities (FIN 46), the adoption of fair value accounting (FAS 159), and the effects of sizable
thrift-to-bank and bank-to-thrift structure activity in October 2006, March 2007, and October 2007. Data also account for
breaks caused by reclassifications.

1. Billions of dollars. Pro rata averages of weekly (Wednesday) levels.

2. Excludesinterbank loans.

3. Includes an estimate of outstanding loans securitized by commercial banks.

4. Includes security loans and loans to farmers, state and local governments, and all others not elsewhere classified.
Also includes |ease financing receivables.

5. Includes private mortgage-backed securities, securities of corporations, state and local governments, foreign
governments, and any trading account assets that are not Treasury or agency securities, including revaluation gains
on derivative contracts.

p Preliminary.
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