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Key Background Factors Underlying the Baseline Staff Projection
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Note. In each panel, shading represents the projection period, which begins in 2007:Q4.



I-6  Class Il FOMC—Restricted (FR) Part 1: Summary and Outlook, December 5, 2007

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

2007:Q3 2007:Q4
Measure Oct. | Dec. | Oct. | Dec.
GB GB GB GB
Real GDP 3.3 5.0 1.4 1
Private domestic final purchases 2.0 2.1 3 -2
Personal consumption expenditures 3.2 2.7 2.3 13
Residential investment -224 -20.3 -32.8 -30.0
Business fixed investment 6.2 101 3.2 4.4
Government outlays for consumption
and investment 3.2 3.9 3.1 2.4
Contribution to growth
(percentage points)
Inventory investment -3 1.0 .6 -4
Net exports 1.3 14 .0 A

and financial markets appeared to weigh on consumer sentiment and as higher top-line
inflation eroded gains in real income. Those negative influences seem to have been a bit
greater than we thought at the time of the October Greenbook, and we now expect them
to exert more restraint on consumer spending in coming months. Furthermore, the BEA
revised down its estimate of wage and salary income for the second quarter, which
lowered the level of personal income more than $40 billion; factoring in the faster rise in
energy prices this quarter as well, we currently estimate that this year’s increase in real
disposable personal income will be 2% percent, compared with our projection of

2%, percent in the last Greenbook. After having increased at an annual rate of 2.7 percent
in the third quarter, real PCE is projected to rise at an annual rate of 1.3 percent in the
current quarter—1 percentage point below our previous forecast.

Sales of new and existing homes in September and October were, on average,
significantly lower than during the summer, and the contraction in the construction of
new single-family homes intensified. The declines in single-family starts and, especially,
permit issuance were greater than we had expected and suggest that activity in coming
months will run below the levels we had expected at the time of the October Greenbook.
In the near term, the substantial bounceback in multifamily starts in October from the
surprisingly low level in September provides some offset to overall outlays for residential
construction in the fourth quarter. However, the lower trajectory for homebuilding now
shows through to a larger drop in residential investment in the first quarter of 2008.
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Projections of Real GDP
(Percent change at annual rate from end of
preceding period except as noted)

2007: | 2008:
Measure H2 H1 2008 | 2009
Real GDP 2.5 1.0 1.3 2.1
Previous 2.4 1.6 1.7 2.2
Final sales 2.2 1.2 1.3 2.1
Previous 2.2 1.6 1.8 2.1
PCE 2.0 1.4 15 2.2
Previous 2.7 15 1.7 2.1
Residential investment -256.3 -226 -14.6 -2.3
Previous 277 -16.1 -75 2.0
BFI 7.3 .6 .6 2.4
Previous 4.7 2.2 1.9 3.0
Government purchases 3.1 2.1 1.6 .8
Previous 3.2 2.1 1.7 1.0
Exports 13.0 7.0 7.0 6.7
Previous 12.2 7.1 6.9 6.3
Imports 4.3 4 2.1 4.1
Previous 4.4 1.7 2.7 45
Contribution to growth
(percentage points)
Inventory change 3 -2 0 .0
Previous 2 .0 -1 A
Net exports g g 5 A
Previous .6 .6 4 .0

2Y4 percent; real income gains are projected to pick up as the pace of economic activity
firms and energy prices continue to fall, and the fallout from the stress in financial
markets is expected to diminish.

Residential investment. With the outlook for mortgage finance having worsened and
home values anticipated to depreciate somewhat more than we thought earlier, we are
expecting a greater slump in home sales in coming quarters than we previously projected.
Accordingly, we have deepened the contraction in homebuilding; starts of new single-
family houses are expected to bottom out at 810,000 units in 2008—roughly 100,000
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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 15 2.5 2.7 2.0 1.9 1.8 18
Previous 15 2.5 2.7 2.0 19 1.8 18

Contributions®

Capital deepening v 1.4 v v .6 .6 5
Previous v 1.4 v v .6 5 5

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

Labor composition 3 3 3 2 2 2 A

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

NoOTE. 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 2.3 1.3 1.9
Previous 9 2.0 1.8 1.9
Nonfarm private payroll employment 18 1.2 4 T
Previous 1.8 1.1 5 .8
Household survey employment 2.1 4 .6 .8
Previous 2.1 .6 v .8
Labor force participation rate* 66.3 659 657 655
Previous 66.3 66.0 658 656
Civilian unemployment rate’ 4.5 4.7 4.9 5.0
Previous 4.5 4.7 4.8 4.8
MEMO
GDP gap? 4 5 -4 -4
Previous A4 5 .0 1

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 3.2 2.0 1.7
Previous 1.9 3.0 1.8 1.7
Food and beverages 2.3 4.6 2.2 2.0
Previous 2.3 45 2.1 2.1
Energy -40 186 18 -13
Previous -4.0 16.1 A4 2.1
Excluding food and energy 2.3 2.0 2.0 1.9
Previous 2.3 1.8 1.9 1.9
Consumer price index 1.9 3.9 2.2 1.8
Previous 1.9 3.7 2.0 1.7
Excluding food and energy 2.7 2.3 2.2 2.1
Previous 2.7 2.3 2.1 2.1
GDP chain-weighted price index 2.7 2.4 2.2 2.0
Previous 2.7 2.0 2.3 2.1
ECI for compensation of private
industry workers 32 32 37 37
Previous 3.2 3.4 3.7 3.7
Compensation per hour,
nonfarm business sector 5.0 3.7 45 4.2
Previous 5.0 4.7 45 4.3
Prices of core nonfuel imports 2.4 2.9 11 9
Previous 2.4 3.0 1.2 7

1. December to December.

Our principal indicators of hourly compensation have recently shown very different rates
of inflation. We now estimate that hourly compensation in the nonfarm business sector,
which tends to fluctuate widely, will increase 3% percent in 2007 after having risen

5 percent in 2006. The employment cost index (ECI) for hourly compensation rose

3Ya percent in 2006 and is expected to do so again in 2007. This year, ECI wages and
salaries have accelerated, but the rise in benefit costs has been unusually slow. In 2008
and 2009, we are projecting a faster rise in benefit costs while wage inflation remains
relatively stable, and our forecast shows increases in overall ECI inflation of 3% percent
in both years. Our projection for nonfarm business hourly compensation is for an
increase of 4% percent in 2008 and 4%, percent in 2009—in line, on average, with its
recent trend.
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Alternative Scenarios
(Percent change, annual rate, from end of preceding period except as noted)

Measure and scenario 2007 2008
H1 H2 H1 H2 2009

Real GDP
Greenbook baseline 2.2 2.5 1.0 16 2.1
Greater housing correction 2.2 2.5 v 1.2 1.7
Credit crunch 2.2 25 -1.3 .6 2.9
Stronger domestic demand 2.2 2.6 1.5 1.9 2.1

With better export performance 2.2 2.6 1.7 2.1 2.3
More room to grow 2.2 25 15 2.3 2.9
Greater cost pressure 2.2 2.5 1.0 14 1.9
Market-based federal funds rate 2.2 2.5 11 2.0 2.9
Unemployment rate*
Greenbook baseline 4.5 4.7 4.8 4.9 5.0
Greater housing correction 4.5 4.7 4.8 5.0 5.3
Credit crunch 45 4.7 51 55 5.4
Stronger domestic demand 4.5 4.7 4.7 4.7 4.8

With better export performance 45 4.7 4.7 4.7 4.7
More room to grow 4.5 4.7 4.8 4.9 5.0
Greater cost pressure 4.5 4.7 4.8 4.9 5.1
Market-based federal funds rate 4.5 4.7 4.8 4.8 4.7
Core PCE inflation
Greenbook baseline 1.9 2.0 2.0 19 19
Greater housing correction 1.9 2.0 2.0 1.9 1.9
Credit crunch 1.9 2.0 2.0 1.9 1.8
Stronger domestic demand 1.9 2.0 2.0 1.9 1.9

With better export performance 1.9 2.0 2.0 1.9 1.9
More room to grow 19 2.0 1.9 1.7 1.7
Greater cost pressure 1.9 2.0 2.1 2.4 2.4
Market-based federal funds rate 1.9 2.0 2.1 2.0 2.1
Federal funds rate
Greenbook baseline 5.3 4.5 4.3 4.3 4.0
Greater housing correction 5.3 4.5 4.2 4.0 3.3
Credit crunch 5.3 45 3.4 2.6 3.3
Stronger domestic demand 5.3 4.5 4.6 4.7 4.3

With better export performance 5.3 4.5 4.6 4.9 4.7
More room to grow 5.3 4.4 4.2 4.1 3.8
Greater cost pressure 5.3 4.5 4.3 4.4 4.3
Market-based federal funds rate 5.3 4.2 3.6 3.1 3.1

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

spending to real estate wealth is twice as great as assumed in the baseline, putting this
response at the upper end of the range of empirical estimates. In addition, the cumulative
decline in nominal home prices is 15 percent rather than 6 percent, cutting an additional



Domestic Developments Class Il FOMC—Restricted (FR) 1-21

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 13 2.1
Confidence interval
Greenbook forecast errors 1.9-2.8 -2-2.8 7-3.4
FRB/US stochastic simulations 2.0-2.6 1-25 .7-3.6

Civilian unemployment rate

(percent, Q4)
Projection 4.7 4.9 5.0
Confidence interval
Greenbook forecast errors 4.6-4.8 4.3-55 4.0-6.0
FRB/US stochastic simulations 4.6-4.8 4453 4.3-5.6
PCE prices

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

Projection 2.0 2.0 19
Confidenceinterval
Greenbook forecast errors 1722 1.3-2.7 1.0-2.9
FRB/US stochastic simulations 1920 1624 14-2.6

Federal fundsrate

(percent, Q4)
Projection 4.5 4.3 4.0
Confidence interval

FRB/US stochastic simulations 4545 3.1-54 2557

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
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Class Il FOMC—Restricted (FR)
International Developments

Conditions in financial markets abroad deteriorated over the intermeeting period as
concerns about the U.S. housing sector and exposure to mortgage-related assets
intensified. In advanced foreign economies, term money market yields rose, sovereign
bond yields dropped, and equity indexes declined. Recent indicators suggest that total
foreign GDP growth will slow from a surprisingly strong rate of 4% percent in the third
quarter to 2% percent in the current quarter. Foreign growth is expected to remain near
this pace in early 2008 before picking up to a rate of 3% percent thereafter. This outlook,
which is a little softer over the next year than we previously projected, reflects the
reduced pace of U.S. activity and, for the advanced foreign economies, larger and more-
persistent effects from the turmoil in financial markets. Although we have seen little
evidence pointing to a more substantial slowing of activity abroad, such an outcome
remains an important risk.

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

2007 Projection
Indicator : 2008
H1 Q3 2(()20;. 2009
H1 H2
Foreign output 4.3 4.5 2.8 2.9 3.2 3.2
October GB 4.3 3.5 3.1 3.2 3.3 3.2
Foreign CPI 3.0 4.0 3.7 2.4 2.4 2.4
October GB 2.9 4.0 2.6 2.4 2.4 2.4
Contribution to U.S. real GDP growth
(percentage points)
U.S. net exports 0.4 14 0.1 0.7 0.3 0.1
October GB 0.4 1.3 0.0 0.6 0.2 0.0

Note. Change for year measured as Q4/Q4; half-years are Q2/Q4 or Q4/Q2.

Oil prices have been quite volatile since we completed the October Greenbook. Spot
prices spiked to record highs and then reversed course to register little net change.
Futures prices for delivery in 2009, however, have moved up about $8 per barrel. Over
the same period, the nominal trade-weighted exchange value of the dollar has declined
about 2 percent. Accordingly, our starting point for the broad real dollar is a bit lower
than in the previous projection, and we continue to project modest further depreciation.
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I1-38 Class Il FOMC—Restricted (FR) Part 1: Summary and Outlook, December 5, 2007

For the first quarter of next year, we expect core import prices to rise at a 2% percent
pace, pushed up by the recent decline of the dollar, and then to decelerate to less than a

1 percent pace as the dollar’s effect quickly wanes. The subdued inflation outlook
reflects the projected slowing of the rate of depreciation of the dollar and, consistent with
futures markets, the basically flat path for commodities prices. Compared with the
October Greenbook, this forecast is little changed, as the effect of the lower value of the
dollar is offset by the lower path of commaodity prices.

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

2007 Projection
Trade category . 2008
H1 Q3 2%047' 2009
H1 H2
Imports
Core goods 3.1 2.8 2.5 15 0.8 0.9
October GB 3.1 2.9 2.7 15 0.8 0.7
Oil (dollars per barrel) 63.84 70.33 8240 8356 82.04 80.32
October GB 63.84 7056 8192 78.19 7515 71.80
Exports
Core goods 6.7 4.4 55 15 0.7 0.8
October GB 6.7 3.1 24 1.0 0.5 0.7

NoOTE. Prices for core exports and nonfuel 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 project that core export prices will rise at an annual rate of 5% percent in the current
quarter, a pace faster than in the third quarter and well above the rate in the previous
forecast. Core export prices rose surprisingly sharply in October; soaring prices for
agricultural products and higher prices for petroleum products accounted for most of the
increase, but prices for finished goods also rose moderately.

Over the next several quarters, we project that core export price inflation will slow,
leveling out at an annual rate below 1 percent in the second half of next year. The
slowing is due primarily to the waning effects of the recent increases in prices for oil and
various agricultural products. Further out, core export prices rise at the low rate of
inflation projected for domestically produced goods.
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Trade in Goods and Services

Real net exports added more than 1% percentage points to U.S. GDP growth in the third
quarter, as exports surged and imports increased only moderately. In the current quarter,
we project that real net exports will contribute 0.1 percentage point to GDP growth as
exports decelerate to a still-robust pace. Net exports are expected to add ¥ percentage
point to growth in 2008 and a little less than ¥4 percentage point in 2009, as exports
continue to grow strongly and imports gradually accelerate. These contributions are
about 0.1 percentage point more positive than in the October Greenbook; they reflect a
higher forecast for exports because of the weaker dollar and a lower forecast for imports
because of the downward revision to the projection for U.S. growth.

Real exports of goods and services are estimated to have shot up at an annual rate of

19 percent in the third quarter, led by strong increases in exports of automotive products,
aircraft, and agricultural goods. In the current quarter, we expect export growth to fall to
a still-robust rate of 7Y% percent, as the growth of core exports declines to a pace more
consistent with foreign GDP growth and relative prices. Exports of computers are also
projected to decelerate after strong growth in the third quarter. In contrast, exports of
services and semiconductors are expected to bounce back from relatively weak growth in
the third quarter.

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

2007 Projection
Measure . 2008
H1 | Q3 2%047' 2009
H1 H2
Real exports 43 189 7.4 7.0 6.9 6.7
October GB 43 169 7.7 7.1 6.7 6.3
Real imports 0.5 4.3 4.3 0.7 35 4.1
October GB 0.5 35 5.3 1.7 3.7 4.5

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

Export growth is anticipated to moderate over the course of 2008 and 2009. Exports of
core goods are projected to remain strong throughout the forecast period, supported by
past dollar depreciation and continued solid foreign GDP growth. However, exports of
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Alternative Scenarios
10 Percent Dollar Depreciation and Disorderly Correction
(Percent change from previous period, annual rate, except as noted)

2008 2009
H1 H2 H1 H2

Indicator and simulation

U.S. real GDP

Baseline 1.0 1.6 2.0 2.1
10 percent dollar depreciation 1.2 2.2 2.6 2.4
Disorderly dollar correction 0.9 1.5 2.0 2.1
U.S. core PCE prices

Baseline 2.0 1.9 1.9 1.9
10 percent dollar depreciation 2.3 1.9 2.0 2.0
Disorderly dollar correction 2.3 1.9 2.0 1.9
U.S. federal funds rate (percent)

Baseline 425 425 425 40
10 percent dollar depreciation 445 485 515 51
Disorderly dollar correction 435 435 435 4.1
U.S. trade balance (percent of GDP)

Baseline 51 -46 -45 -42
10 percent dollar depreciation 54 -46 -43 -39
Disorderly dollar correction -53 -45 41 -36

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

Current Account Balance

Percent of GDP
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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 10.7 10.0 10.1 10.1 10.0 9.8
Autos 4.0 39 39 3.6 3.6 39 34 35
Light trucks 6.3 6.9 6.7 6.4 6.5 6.2 6.6 6.4
Days' supply? 65 67 69 n.a 68 69 n.a n.a
Autos 60 55 59 n.a 58 59 n.a n.a
Light trucks 69 76 75 n.a 74 76 n.a n.a
Inventories® 2.67 2.67 2.75 n.a 2.75 2.74 n.a n.a
Autos 1.01 .95 .99 n.a .99 .99 n.a n.a
Light trucks 1.67 1.72 1.76 n.a 1.76 1.75 n.a na
Memo: U.S. production,
total motor vehicles? 10.6 111 10.9 10.2 104 104 10.3 10.1

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

1. Production rates for November and December 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

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Days’ Supply of Light Vehicles
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Broad M easur es of I nflation

(Percent change, Q3 to Q3)

Measure 2004 2005 2006 2007
Product prices
GDP price index 3.0 33 32 24
Lessfood and energy 29 32 32 2.2
Nonfarm business chain price index 25 35 3.0 15
Expenditure prices
Gross domestic purchases price index 3.3 3.8 3.3 2.3
Lessfood and energy 29 3.0 3.0 21
PCE price index 2.7 3.2 29 21
Lessfood and energy 2.1 21 24 1.9
PCE price index, market-based components 2.3 31 27 2.0
Lessfood and energy 14 17 21 17
CPI 2.7 3.8 34 24
Lessfood and energy 1.8 21 2.8 21
Chained CPI 25 34 28 21
Lessfood and energy 17 18 2.6 1.8
Median CPI 2.3 2.4 3.2 2.8
Trimmed mean CPI 21 2.3 29 2.
Trimmed mean PCE 24 24 2.8 2.2
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
2006:Q1 3.6 3.7 3.0 3.3 29 25
Q2 4.0 45 35 3.6 31 25
Q3 3.3 4.0 34 3.3 3.0 25
Q4 19 35 3.0 35 3.0 25
2007:Q1 24 3.6 3.0 34 29 24 20
Q2 2.7 4.2 3.3 35 3.0 24 2.0
Q3 24 41 3.2 35 3.0 24 21
Q4 n.a n.a n.a n.a n.a. 24 21
2007:July 24 42 34 3.6 31
Aug. 2.0 4.0 3.2 34 29 24 21
Sept. 2.8 40 31 34 29
Oct. 35 3.7 31 31 2.8
Nov. n.a 4.3 34 34 29 24 21

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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Measures of Expected Inflation

Survey Measures (Reuters/Michigan) b .
ercen

_Quarterly B

Median, next 5 to 10 years

- — 6
= — 4
Q3
- Median, next 12 months — 2
I T T I I A A A I ' O
1972 1977 1982 1987 1992 1997 2002 2007
Inputs to Models of Inflation
Percent
Quarterly 12
- — 10
- —8
FRB/US long-run expectations measure
1 for PCE inflation* 16
1 —4
Distributed lag of Q4
= core PCE inflation** -2
I T T T A A I

1972 1977 1982 1987 1992 1997 2002 2007

Percent
Monthly

Nov.
11 1 l 11 1 l 11 1 l 11
2005 2006 2007

Quarterly

llllllllllllll

Percent

2005 2006 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 2006, 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
Percelt

_Quarterly 5

T

5 to 10 years ahead

I~ Next 5 years

0

TS T N [N TN TN T A TN TN T N TN T T A TN T T N U T T AN T TN
2001 2002 2003 2004 2005 2006 2007

Percent

TVeekIy

Dec. 4

llllllllllllll

2005 2006 2007

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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State and Local Government Finance

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

2007

Type of security 2003 | 2004 | 2005 | 2006 H1 | Q3 | Oct. | Nov.P
Total 379 347 384 361 418 362 542 350
Long-term 1 320 298 341 325 384 306 444 280
Refundings 2 100 108 156 106 163 76 137 7.0
New capital 221 190 186 219 221 229 307 210
Short-term 5.8 49 4.2 37 34 5.7 9.8 7.0
Memo: Long-term taxable 35 20 21 25 2.2 3.0 24 4.0

1. Includesissues for public and private purposes.
2. All issues that include any refunding bonds.

p Based on preliminary data through November 29, 2007.

Ratings Changes

Number of ratings changes

— — 4000
Annual rate
- 03 -{ 3000
H1
= Upgrades -1 2000
Oct.-Nov.
' 1 Hea00 1%
S EEEEEEETTEE TN YN O
- - 1000
Downgrades
= -1 2000
- -{ 3000
1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 4000
1989 1991 1993 1995 1997 1999 2001 2003 2005 2007
Source. S&P’s Credit Week Municipal and Ratings Direct.
Five-year Credit Default Swap Premiums for Municipal Bond Yield Ratio
Selected Financial Guarantors Percent General Obligation over Treasury Ratio
p— c— 8 p— c—
Daily Weekly
- —q47
B Nov. ] 1.0
| 456 20-year 29
Ambac Financial Group Inc. Dec.
- — MBIAInc. 15
= - 09
4
=3
42 L - 0.8
491
40
TR R TN NN TN NN MR TN N N I TN N TN N N T N N Y TN BN N | 07
Feb. Apr. June Aug. Oct. Dec. 1995 1998 2001 2004 2007
2007 Source. Bond Buyer.

Source. Markit.
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M2 Monetary Aggregate
(Based on seasonally adjusted data)

Percent change (annual rate)1 Level
(billions
2007 of dollars),
Aggregate and components 2005 | 2006 | H1 Q2 Q3 | Oct. Nov. Nov.
(¢ (¢)
M2 4.2 49 7.0 6.5 51 4.0 51 7,427
Components2
Currency 35 36 19 2.1 24 6.0 -.6 764
Liquid deposits3 20 T 6.9 7.1 2.7 2 2.2 4,481
Small time deposits 194 185 4.1 2.6 A4 8.1 53 1,209
Retail money market funds .0 129 163 131 267 155 233 967
Memo:
Institutional money market funds 48 159 204 286 400 614 410 1,845
Monetary base 35 32 19 2.3 25 6.4 13 828

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

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

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

Type of credit 2005 2006 H1 Q3 Sept. Oct. Nov. Levell
2007 2007 2007 2007 | 2007P | Nov. 2007P
Total 10.4 9.7 9.3 124 15.8 7.2 3.3 8,688
Loans?
Tota 11.6 10.9 10.3 12.6 18.2 7.6 7.1 6,583
To businesses
Commercia and industrial 134 16.5 10.1 24.4 44.0 317 133 1,390
Commercial rea estate 16.9 13.8 11.2 6.2 7.2 3.8 59 1,563
To households
Residential real estate 11.9 6.9 9.2 7.6 9.8 2.8 -6.8 1,872
Revolving home equity 13.3 14 1.9 6.5 10.9 13.6 10.9 476
Other 11.4 9.0 11.8 8.0 9.4 -8 -12.8 1,396
Consumer 31 59 6.5 10.5 115 -4.4 15.4 790
Originated3 7 6.9 5.2 10.3 9.2 3 9.4 1,185
Other4 8.4 11.8 14.3 19.3 22.8 -8 20.7 969
Securities
Total 7.1 6.5 6.4 12.1 8.6 6.0 -8.3 2,105
Treasury and agency 1.8 2.6 -5.0 6.5 -23.1 -38.7 -19.0 1,110
Others 175 13.1 239 19.3 50.2 61.2 3.9 995

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 al so account for
breaks caused by reclassifications.

1. Billions of dollars. Pro rataaverages of weekly (Wednesday) levels.

2. Excludes interbank 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.

C&I Loan Rate Spreads Return on Assets for Commercial Banks
Basis points Percent
— — 220 — — 20
Quarterly Quarterly, s.a.a.r.
100 largest banks

S N Yy e All other banks
- Weighted -1 200

average B A

Iy
NN
B RNAY Q4 180
“. n
- Weighted 5\ - 160
average ""‘._
adjusted* ‘-.,' N |

= W qad 140

I TN NN NN TR NN SN NN N BN | AR I N N N N [N N N N T T T O T N
1997 1999 2001 2003 2005 2007 1992 1995 1998 2001 2004 2007
Note. Spreads over market interest rate on an instrument of
comparable maturity on loans less than $25 million (2006$). Source. Call Report.

*Adjusted for changes in nonprice loan characteristics.
Source. Survey of Terms of Business Lending.
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Reuters/University of Michigan Survey of Consumers
Indexes of consumer sentiment
(Not seasonally adjusted)

2007
Category May | June | July | Aug.| Sept.| Oct.| Nov.| Dec.”

Composite of current and expected conditions’ 883 853 904 834 834 809 76.1 745
Current conditions! 105.1 1019 1045 984 979 97.6 915 92.1
Expected conditions' 77.6 747 81,5 737 741 70.1 662 632
Personal financial situation

Now compared with 12 months ago? 113 110 115 103 109 111 101 98

Expected in 12 months? 125 117 125 120 119 119 115 111
Expected business conditions

Next 12 months? 97 94 105 87 82 78 73 65

Next 5 years? 89 88 96 88 9% &4 76 76
Appraisal of buying conditions

Cars 124 118 125 133 139 128 117 115

Large household appliances? 160 154 156 152 144 142 136 140

Houses 135 131 129 118 123 131 122 134
Expected unemployment change - next 12 months 120 125 123 131 127 130 128 138
Prob. household will lose a job - next 5 years 19 23 21 24 21 21 19 22
Expected inflation - next 12 months

Mean 43 4.2 42 4.0 40 37 43 4.5

Median 33 34 34 32 31 31 34 3.5
Expected inflation - next 5 to 10 years

Mean 3.7 3.3 36 34 34 31 34 3.6

Median 3.1 29 31 29 29 28 29 3.1

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.
1. Feb. 1966 = 100.

2. Indicates the question is one of the five equally-weighted components of the index of sentiment.

Consumer sentiment

1966 = 100
1189085;100 — 130
160 |- - 120
140 Reuters/Michigan (right scale) 110
120 z — 100
100 |~ — 90
80 |- Nov. g0
Dec”
60 [Conference Board (left scale) —7°
40 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII60
2000 2002 2004 2006 2008
P Preliminary.

Expected inflation

Percent
— — 5
[— Median, 5 to 10 years ahead -4
\ DecP
ec. | 3
— — 2
Median, 12 months ahead
— —1
IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
2000 2002 2004 2006 2008
P Preliminary.



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

Type of credit 2004 2005 H1 Q3 Oct. Nov. Level,!
2006 2006 | 2006* [2006*c [Nov.2006%*c
Total? 8.9 10.5 11.9 7.7 .0 6.0 7,794
Loans?
Total 9.7 11.6 11.7 10.0 3.5 53 5,835
To businesses
Commercial and industrial 1.2 13.2 16.4 18.9 9.1 4.6 1,162
Commercial real estate 11.7 17.1 15.6 12.9 2.2 6.9 1,408
To households
Residential real estate 15.6 12.0 7.7 7.0 6.5 -1.9 1,726
Revolving home equity 43.8 133 1 32 3 43 449
Consumer 8.8 3.1 6.7 5.8 -10.9 9.5 725
Originated* 6.0 5 7.1 5.5 -1.6 9.6 1,113
Other® 7.4 8.4 12.0 3.0 4.8 15.8 814
Securities
Adjusted? 6.6 7.6 12.8 1.1 -10.6 8.1 1,960
Reported 5.2 53 13.0 2.1 -12.4 10.6 2,124
Treasury and agency 4.9 .0 83 42 -27.5 -2.0 1,171
Other® 5.7 13.3 194 -.6 7.0 26.5 953

* Adjusted to remove the effects of a consolidation of a sizable amount of thrift assets onto a commercial bank’s

books in October 2006.

Note. Yearly annual rates are Q4 to Q4; quarterly and monthly annual rates use corresponding average levels. Data
are adjusted to remove estimated effects of consolidation related to FIN 46 and for breaks caused by reclassifications.
1. Billions of dollars. Pro rata averages of weekly (Wednesday) levels.
2. Adjusted to remove effects of mark-to-market accounting rules (FIN 39 and FAS 115).

3. Excludes interbank loans.

4. Includes an estimate of outstanding loans securitized by commercial banks.
5. Includes security loans and loans to farmers, state and local governments, and all others not elsewhere classified.

Also includes lease financing receivables.

6. 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.
e Estimated.

Net Interest Margin

Percent
Quarterly
- Q3
I N T N TN N NN T Y TN N Y TR Y T Y|
1990 1993 1996 1999 2002 2005

4.6

4.4

4.2

4.0

3.8

3.6

34

3.2

Note. Net interest margin is net interest income divided

by average interest-earning assets.
Source. Call Report.

Quarterly

Loan-Loss Provisioning
Percent of average assets

Q37
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Source. Call Report.
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