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

2007:Q2 2007:Q3 2007:Q4 
Measure Aug. 

GB 
Sept. 
GB 

Aug. 
GB 

Sept. 
GB 

Aug. 
GB 

Sept. 
GB 

Real GDP 3.4 3.7  2.2 2.6 1.6 1.0
 Private domestic final purchases 1.5 1.7 .7 .9 .9 .3
  Personal consumption expenditures 1.3 1.4 2.0 2.4 1.9 1.9
  Residential investment -10.4 -12.4 -19.6 -21.0 -21.3 -28.2
  Business fixed investment 9.6 10.4 2.4 1.9 4.4 3.5
 Government outlays for consumption 
   and investment 4.5 4.1 3.2 2.9 

 
2.7 

 
3.1

 Contribution to growth  
(percentage points) 

 Inventory investment .2 .1 .4 .4 .4 .3
 Net exports 1.0 1.3 .5 .8 -.1 -.2

 
Real consumer spending entered the second half of the year on a favorable note and is 
projected to increase at an annual rate of 2½ percent this quarter.  Real expenditures on 
goods rose briskly in July despite a second month of disappointing motor vehicle sales.  
In August, auto sales bounced back to a rate of 16¼ million units, well above the June-
July average pace.  However, consumer sentiment dropped in August amid downbeat 
news reports on economic and financial developments.  Reflecting this deterioration in 
sentiment and the slower income growth that will accompany the softer labor market, 
fourth-quarter PCE growth slows to just below an annual rate of 2 percent. 
 
Housing demand appears to have deteriorated further since the last Greenbook.  Although 
sales of new and existing homes in July came in close to our expectations, forward-
looking indicators—such as pending home sales and homebuying sentiment—suggest 
that worsening conditions in the mortgage markets will lead to substantially weaker sales 
in the months ahead.  Builders cut single-family housing starts a further 7¼ percent in 
July, but the inventory of unsold new homes remains elevated.  Given this supply 
imbalance and our expectation of continued weakness in demand, we anticipate that 
builders will slash production further in coming months.  Single-family starts are 
projected to drop from an average level of 1.17 million units in the second quarter to just 
under 900,000 units early next year.  In all, we project that real residential investment 
will contract at annual rates of 21 percent in the third quarter and 28 percent in the fourth 
quarter.    
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Projections of Real GDP 
(Percent change at annual rate from end of  

preceding period except as noted) 

2007 
Measure 

H1 H2 
2008 2009 

Real GDP 2.1 1.8 1.7 2.2 
  Previous 2.0 1.9 2.0  . . . 

 Final sales 2.4 1.4 1.7 2.1 
   Previous 2.3 1.5 2.1 . . . 

  PCE 2.6 2.2 1.8 2.1 
    Previous 2.5 2.0 2.0 . . . 

  Residential investment -14.4 -24.7 -7.4 2.5 
    Previous -13.4 -20.5 -4.0 . . . 

  BFI 6.2 2.7 1.9 3.1 
    Previous 5.8 3.4 3.1 . . . 

  Government purchases 1.8 3.0 1.7 1.0 
    Previous 2.0 3.0 1.5 . . . 

  Exports 4.4 9.6 5.8 5.9 
    Previous 3.3 6.2 5.8 . . . 

  Imports .6 4.6 2.7 4.4 
    Previous .7 2.7 3.0 . . . 

 Contribution to growth 
(percentage points) 

 Inventory change -.3 .4 -.0 .1 
   Previous -.2 .4 -.1 . . . 

 Net exports .4 .3 .2 -.0 
   Previous .3 .2 .2 . . . 

  . . .  Not applicable. 
 
 
largely recovered by the end of next year, we are projecting real GDP growth to improve 
to 2¼ percent in 2009, a touch above its potential rate of growth.  The subpar pace of 
activity over the next year and a half is projected to push the unemployment rate up to 
nearly 5 percent by 2009, a shade above the staff’s revised estimate of the NAIRU. 
 
Household spending.  Real consumer spending is projected to increase 1¾ percent in 
2008, a pace that is about ¼ percentage point below our forecast in the August 
Greenbook and well below the expected pace of real income growth next year.  In part, 
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Decomposition of Structural Labor Productivity 
Nonfarm Business Sector 

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

Measure 1974-
95 

1996-
2000

2001-
03 2004 2005 2006 2007 2008 

 
2009

 

Structural labor productivity 1.5 2.5 3.1 2.4 2.0 2.0 1.9 1.8 1.8
  Previous 1.5 2.5 3.1 2.4 2.0 2.0 1.9 1.8 . . . 

Contributions1          
Capital deepening .7 1.4 .7 .6 .6 .7 .6 .6 .5
  Previous .7 1.4 .7 .6 .6 .7 .6 .6 . . . 
Multifactor productivity .5 .7 2.1 1.5 1.1 1.1 1.1 1.1 1.1
  Previous .5 .7 2.1 1.5 1.1 1.1 1.1 1.1 . . . 
Labor composition .3 .3 .3 .3 .3 .2 .2 .2 .1

MEMO          
Potential GDP 3.0 3.3 3.0 2.3 2.2 2.2 2.2 2.2 2.1
  Previous 3.0 3.3 3.0 2.3 2.2 2.2 2.2 2.2 . . . 

 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.  
 . . .  Not applicable. 

 
remains at that level going forward.  Because this change implies that the level of 
employment, and thus production, can now be higher without putting upward pressure on 
inflation, we have also raised our estimate of the level of potential output.  The upward 
revision to the level of potential output is phased in gradually and, by the end of 2006, 
has cumulated to ¼ percent, implying that the output gap is smaller by that amount in the 
first half of this year than we thought previously.  However, we have not changed our 
assumptions about the growth of potential going forward and continue to assume a trend 
rate of expansion in the economy of a little over 2 percent.  The higher level of potential 
output in this forecast and the downward adjustments that we have made to actual GDP 
result in a lower average level of resource utilization in this forecast.  Indeed, the GDP 
gap is effectively zero at the end of this year, and in 2009, we expect the level of actual 
output to fall short of potential by ¼ percentage point. 
 
Productivity and the labor market.  As noted earlier, we expect employment to 
essentially flatten out in coming months, when activity is projected to be especially weak.  
With the growth of real output expected to pick up some as we move into 2008, private 
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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 1.9 1.7 1.9 
  Previous .9 1.7 2.0 . . . 
Nonfarm private payroll employment 1.8 1.0 .5 .8 
  Previous 1.8 1.0 .6 . . . 
Household survey employment 2.1 .6 .6 .8 
  Previous 2.1 .6 .7 . . . 
Labor force participation rate1 66.3 66.0 65.8 65.6 
  Previous 66.3 66.0 65.8 . . . 
Civilian unemployment rate1 4.5 4.7 4.9 4.9 
  Previous 4.5 4.7 4.8 . . . 
MEMO 
GDP gap2 .4 .2 -.3 -.2 
  Previous .7 .4 .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. 
 . . .  Not applicable.  

 
payroll increases rise to a pace of 50,000 per month that year.  In 2009, when economic 
growth is expected to move back in line with potential growth, we expect private payroll 
gains to gradually increase to about 75,000 per month, closer in line with the underlying 
trend.  The sluggish pace of job creation over the next year or so is projected to push the 
unemployment rate up to nearly 5 percent over the forecast period.2   
 
As in recent Greenbooks, the level of productivity is currently running below our 
estimate of the structural level, reflecting the surprisingly strong pace of employment 
growth over the first half of the year.  We had been attributing the size of that shortfall to 
an unusually marked cyclical slowing in productivity.  However, evidence of a more 
pronounced slowing in employment growth this quarter shrinks the size of this gap, and 
in both 2008 and 2009, labor productivity is projected to rise at about its trend rate. 

                                                 
2 Despite the sizable downward revisions that we have made to real GDP growth, the rise in the 

unemployment rate is only a little steeper than in the previous Greenbook.  Using our former estimate of 
the NAIRU, the unemployment rate in recent quarters had been lower than would have been consistent with 
an Okun’s law relationship, and we had expected the disconnect to be remedied over time, putting upward 
pressure on the unemployment rate.  Now that we have changed our NAIRU assumption, the current level 
of the unemployment rate seems roughly in line with Okun’s law, thereby removing that source of upward 
pressure. 
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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 2.9 1.7 1.8 
  Previous 1.9 3.0 1.8    . . .

 Food and beverages 2.3 4.2 2.2 2.1 
   Previous 2.3 4.0 2.2    . . .

 Energy -4.0 14.7  -2.6 -.9 
   Previous -4.0 14.6 -1.6     . . .

 Excluding food and energy 2.3 1.9 1.9 1.9 
   Previous 2.3 2.0 2.0    . . .

Consumer price index 1.9 3.6 1.7 1.8 
  Previous  1.9 3.5 1.9    . . .

 Excluding food and energy 2.7 2.3 2.1 2.1 
   Previous 2.7 2.2 2.2    . . .

GDP chain-weighted price index 2.7 2.5 2.1 2.1 
  Previous 2.7 2.6 2.2    . . .

ECI for compensation of private 
   industry workers1 3.2 3.4 3.7 3.6 
  Previous 3.2 3.4 3.9    . . .

Compensation per hour, 
   nonfarm business sector 5.0 4.7 4.4 4.2 
  Previous 5.1 4.2 4.7    . . .

Prices of core nonfuel imports 2.4 2.9 1.2 1.0 
  Previous 2.4 3.4 1.6    . . .

 1. December to December. 
 . . .  Not applicable. 

 
Prices and labor costs.  We now view both product and labor market conditions as being 
less tight over the course of the projection period than we did in the August Greenbook.  
This reduction in resource utilization implies less upward pressure on core consumer 
price inflation and has led us to shave 0.1 percentage point from our core PCE price 
inflation projection in both 2008 and 2009. 
 
Despite these downward revisions, the overall contour of the inflation projection is 
similar to that of previous Greenbooks, with the rise in the core PCE price index expected 
to hold steady at just below 2 percent throughout the forecast period.  As noted earlier, 
we believe that the slow pace of inflation earlier this year will prove to be transitory.  
However, the diminishing pressure from resource utilization should help to keep core 
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Alternative Scenarios 
(Percent change, annual rate, from end of preceding period except as noted) 

2007 2008 
Measure and scenario 

H1 H2 H1 H2 

 
2009 

Real GDP      
Greenbook baseline 2.1 1.8 1.5 1.9 2.2 
Greater housing correction 2.1 1.8 1.3 1.6 2.0 
 With larger wealth effect 2.1 1.7 1.0 1.3 1.9 
Bank capital crunch 2.1 1.2 -1.2 2.6 2.9 
Faster rebound  2.1 2.3 2.2 2.2 2.1 
 With stronger demand 2.1 2.3 2.7 2.7 2.7 
More cost pass-through  2.1 1.8 1.3 1.6 1.9 
Greater wage restraint 2.1 1.7 1.3 1.9 2.6 
Market-based federal funds rate 2.1 1.8 1.7 2.3 2.7 

Unemployment rate1      
Greenbook baseline 4.5 4.7 4.8 4.9 4.9 
Greater housing correction 4.5 4.7 4.8 5.0 5.1 
 With larger wealth effect 4.5 4.7 4.9 5.1 5.3 
Bank capital crunch 4.5 4.8 5.3 5.4 5.2 
Faster rebound  4.5 4.6 4.6 4.6 4.6 
 With stronger demand 4.5 4.6 4.5 4.5 4.2 
More cost pass-through  4.5 4.7 4.8 5.0 5.1 
Greater wage restraint 4.5 4.7 4.8 5.0 4.8 
Market-based federal funds rate 4.5 4.7 4.8 4.8 4.6 

Core PCE inflation      
Greenbook baseline 1.9 2.0 2.0 1.9 1.9 
Greater housing correction 1.9 2.0 2.0 1.9 1.9 
 With larger wealth effect 1.9 2.0 2.0 1.9 1.8 
Bank capital crunch 1.9 2.0 2.0 1.8 1.8 
Faster rebound  1.9 2.0 2.0 1.9 1.9 
 With stronger demand 1.9 2.0 2.0 1.9 2.0 
More cost pass-through  1.9 2.2 2.4 2.3 2.5 
Greater wage restraint 1.9 1.8 1.5 1.4 1.3 
Market-based federal funds rate 1.9 2.0 2.1 2.0 2.1 

Federal funds rate1      
Greenbook baseline 5.3 4.9 4.8 4.8 4.8 
Greater housing correction 5.3 4.9 4.7 4.5 4.3 
 With larger wealth effect 5.3 4.9 4.6 4.3 3.9 
Bank capital crunch 5.3 4.7 3.3 3.4 4.5 
Faster rebound  5.3 5.1 5.3 5.5 5.3 
 With stronger demand 5.3 5.1 5.6 6.0 6.5 
More cost pass-through  5.3 4.9 4.9 5.0 5.1 
Greater wage restraint 5.3 4.8 4.5 4.1 4.1 
Market-based federal funds rate 5.3 4.7 4.2 4.0 4.1 

 1. Percent, average for the final quarter of the period. 
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Selected Greenbook Projections and
70 Percent Confidence Intervals Derived from

Historical Forecast Errors and FRB/US Simulations

Measure 2007 2008 2009

Real GDP
(percent change, Q4 to Q4)
Projection 2.0 1.7 2.2
Confidence interval

Greenbook forecast errors 1.2–2.7 .1–3.3 .4–3.9
FRB/US stochastic simulations 1.4–2.5 .5–3.0 .7–3.7

Civilian unemployment rate
(percent, Q4)
Projection 4.7 4.9 4.9
Confidence interval

Greenbook forecast errors 4.5–4.9 4.2–5.6 3.7–6.1
FRB/US stochastic simulations 4.6–4.8 4.5–5.3 4.3–5.4

PCE prices
excluding food and energy
(percent change, Q4 to Q4)
Projection 1.9 1.9 1.9
Confidence interval

Greenbook forecast errors 1.6–2.2 1.2–2.6 .8–3.0
FRB/US stochastic simulations 1.8–2.1 1.5–2.5 1.3–2.6

Federal funds rate
(percent, Q4)
Projection 4.9 4.8 4.8
Confidence interval

FRB/US stochastic simulations 4.5–5.2 3.6–6.1 3.3–6.5

   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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Confidence Intervals based on FRB/US Stochastic Simulations
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Summary of Staff Projections 
(Percent change from end of previous period except as noted, s.a.a.r.) 

Projection 

2007 Indicator 2006 2007: 
H1 

Q3 Q4 
2008 2009 

Foreign output  3.9 4.3 3.4 3.1 3.2 3.2 
 August GB 3.9 4.1 3.6 3.5 3.4 … 

Foreign CPI 2.1 2.9 4.1 2.3 2.3 2.3 
 August GB 2.1 2.9 3.1 2.3 2.3 … 

 Contribution to growth (percentage points) 
U.S. net exports  0.4 0.4 0.8 -0.2 0.2 0.0 
  August GB  0.4 0.3 0.5 -0.1 0.2 … 

 Note.  Changes for years measured as Q4/Q4; half-year is measured as Q2/Q4. 
 …       Not applicable. 

 
Oil Prices 
The spot price of West Texas intermediate (WTI) crude oil closed at $78.24 per barrel on 
September 11, up about $2 since the time of the August Greenbook.  In contrast, WTI 
futures prices for delivery in 2008 and beyond fell a bit.  Given the path of futures prices, 
we project that the price of imported oil, which includes a mix of grades and petroleum 
products, will rise from $70 per barrel in the current quarter to $72 in the fourth quarter 
and then fall to about $66 by the end of the forecast period.  Relative to the August 
Greenbook, this projection is about $1 per barrel lower, on average, in 2008.  
 
The relatively small change in our projected path of oil prices masks some notable 
developments over the past month.  Prices fell rapidly throughout much of early August, 
primarily reflecting concerns about the potential negative impact of recent financial 
market developments on the global demand for oil.  Late in the month, however, and 
moving into early September, larger than expected U.S. inventory draws – reflecting, in 
part, production disruptions related to Hurricane Dean – helped drive prices higher, more 
than offsetting the earlier declines.     
 
On September 11, OPEC member countries (not including Iraq and Angola) agreed to 
increase crude oil production 500,000 barrels per day, effective November 1, 2007.  
However, it is unclear whether the proposed production hike will actually be 
implemented.  Moreover, the size of the agreed increase is relatively small, restoring less 
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Staff Projections of Selected Trade Prices 
(Percent change from end of previous period excepted as noted; s.a.a.r.) 

Projection 

2007 Trade category 2006 2007: 
H1 

Q3 Q4 
2008 2009 

Imports       
Core goods 2.4 3.0 2.8 2.5 1.2 1.0 
 August GB 2.4 3.1 4.1 3.1 1.6 … 

Oil (dollars per barrel)  55.33 63.84 70.25 72.09 67.32 65.99 
 August GB 55.33 63.78 71.30 71.57 68.38 … 

Exports       
Core goods 4.3 6.6 2.9 2.0 0.7 0.9 
 August GB 4.3 6.5 4.2 2.6 1.5 … 

 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.  
 . . .  Not applicable. 

 
After rising at an annual rate of 7 percent in the second quarter, we expect core export 
prices to decelerate sharply to 3 percent in the current quarter.  Data for July showed only 
a tepid increase in core export prices, and prices for material-intensive goods, which rose 
at a double-digit rate in the first half of this year, were flat.  Prices for exported industrial 
supplies (excluding fuels and agricultural products), which fell in July for the first time 
this year, were pulled down by declines in prices for some metals.  We expect core export 
prices to decelerate further, leveling out below 1 percent early next year.  This projection 
reflects an expected path for commodity prices that is consistent with futures markets and 
is roughly flat over the next two years.  The forecast is down 1¼ percentage points in the 
current quarter, primarily because of a downward revision to projected U.S. producer 
prices for petroleum and, to a lesser extent, because of the recent decline in spot prices 
for metals.  The forecast is also down through the end of next year, due to lower 
projected inflation for metals and agricultural exports. 
 
Trade in Goods and Services  
After contributing 1¼ percentage points at an annual rate to U.S. GDP growth last 
quarter, we project that real net exports will add more than ¾ percentage point to GDP 
growth in the current quarter.  For the remainder of the forecast period, the contribution is 
expected to be more modest, but to remain positive on average, as import growth picks 



I-42    Class II FOMC—Restricted (FR) Part 1:  Summary and Outlook, September 12, 2007 

up from its recent slow pace and as export growth moderates.  Compared with the August 
Greenbook projection, the contribution of net exports has been revised up somewhat in 
the second and third quarters, as the June and July data on nominal exports came in 
particularly strong, but is little changed thereafter.   
 
Real imports of goods and services fell at an annual rate of 2½ percent in the second 
quarter, in line with the estimate in the August Greenbook.  After a modest increase in 
June, nominal imports rose briskly in July, with noticeable gains in imports of automotive 
products and machinery.  Accordingly, we expect that real imports will rise at a 
3¾ percent pace in the current quarter.  Much of the projected turnaround reflects a 
pickup in core imports and services, as the unusual contraction in the second quarter 
gives way to growth more in line with U.S. GDP.  Imports of computers, which declined 
in the previous quarter, are also expected to move up, and we project imports of oil to 
continue to decline.   

Staff Projections for  
Trade in Goods and Services 

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

Projection 

2007 Measure 2006 2007: 
H1 

Q3 Q4 
2008 2009 

Real imports  3.7 0.6 3.8 5.4 2.7 4.4 
 August GB 3.7 0.7 1.0 4.5 3.0 … 

Real exports 9.3 4.4 13.3 5.9 5.8 5.9 
 August GB 9.3 3.3 6.3 6.1 5.8 … 

 NOTE. Changes for years are measured as Q4/Q4; half-year is measured as Q2/Q4. 
 
In the fourth quarter, real import growth is expected to strengthen further, as a rebound in 
oil imports offsets some moderation in core goods and services, which are restrained by 
the step down in U.S. GDP growth.  Over the course of 2008 and into 2009, imports of 
core goods and services gradually accelerate in response to firming GDP growth and the 
deceleration of import prices.  Imports of computers and semiconductors expand steadily 
as well, whereas, smoothing through the quarterly volatility, oil imports are roughly flat. 
Compared with the August Greenbook projection, the forecast for real imports is stronger 
in the third quarter, as imports in July came in above expectations.  Thereafter, the 
outlook is little changed, as the restraint from slightly slower U.S. real GDP growth is 
offset by the lower path of core import prices.  
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Alternative Scenarios: 
Weaker Foreign Demand and Dollar Appreciation 

(Percent change from previous period, annual rate) 

2007 2008 2009 
Indicator and simulation 

H1 H2 H1 H2 H1 H2 

U.S. real GDP       
Baseline 2.1 1.8 1.5 1.9 2.1 2.2 
Weaker foreign demand  2.1 1.8 1.3 1.6 1.8 2.0 
Additional dollar appreciation   2.1 1.8 1.0 1.0 1.2 1.9 

U.S. PCE prices 
(excluding food and energy)       
Baseline 1.9 2.0 2.0 1.9 1.9 1.9 
Weaker foreign demand 1.9 2.0 1.9 1.8 1.8 1.8 
Additional dollar appreciation  1.9 2.0 1.8 1.7 1.7 1.7 

U.S federal funds rate, 
(percent)       
Baseline 5.25 5.0 4.75 4.75 4.75 4.75 
Weaker foreign demand 5.25 5.0 4.65 4.35 4.15 3.95 
Additional dollar appreciation 5.25 5.0 4.45 3.85 3.25 2.95 

U.S. trade balance 
(percent of GDP)       
Baseline   -5.2 -5.2 -5.0 -4.7 -4.6 -4.4 
Weaker foreign demand -5.2 -5.1 -4.9 -4.7 -4.7 -4.6 
Additional dollar appreciation    -5.2 -5.1 -4.8 -4.8 -5.0 -5.0 

       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.  
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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        June        July        Aug.        Sept.

U.S. production1 10.2 10.8 10.9 10.2 11.0 11.1 10.7 10.9
  Autos 4.0 3.9 3.9 3.6 4.1 4.1 3.9 3.7
  Light trucks 6.3 6.9 7.0 6.6 7.0 7.0 6.8 7.2

Days’ supply2 65 67 n.a. n.a. 69 76 69 n.a.
  Autos 60 55 n.a. n.a. 56 65 61 n.a.
  Light trucks 69 75 n.a. n.a. 80 84 74 n.a.

Inventories3 2.67 2.67 n.a. n.a. 2.67 2.87 2.85 n.a.
  Autos 1.00 .95 n.a. n.a. .95 1.04 1.02 n.a.
  Light trucks 1.67 1.72 n.a. n.a. 1.72 1.83 1.83 n.a.

Memo: U.S. production,
    total motor vehicles4 10.6 11.1 11.2 10.5 11.3 11.4 10.9 11.2

    Note. FRB seasonals. Components may not sum to totals because of rounding.
    1. Production rates in September and the third and fourth quarters 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.

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

 

2.2

2.4

2.6

2.8

3.0

3.2

3.4

3.6
Millions of units       

 

Aug.

Inventories of Light Vehicles

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

 

30

40

50

60

70

80

90
Days      

 

Aug.

Days’ Supply of Light Vehicles

 



II-36 

Broad Measures of Inflation
(Percent change, Q2 to Q2)

Measure 2004 2005 2006 2007

Product prices
GDP price index  2.9      3.0      3.5      2.7     
   Less food and energy 2.7     3.1     3.3     2.5     

Nonfarm business chain price index  2.2      3.2      3.5      2.0     

Expenditure prices
Gross domestic purchases price index  3.1      3.4      3.8      2.5     
   Less food and energy 2.7     3.0     3.1     2.3     

PCE price index  2.8      2.6      3.3      2.3     
   Less food and energy 2.1     2.1     2.2     2.0     

PCE price index, market-based components 2.4     2.4     3.2     2.2     
   Less food and energy 1.5     1.7     1.9     1.8     

CPI  2.8      2.9      4.0      2.7     
   Less food and energy  1.8      2.2      2.4      2.3     

Chained CPI 2.7     2.6     3.4     2.3     
   Less food and energy 1.7     1.9     2.4     1.9     

Median CPI  2.4      2.3      2.9      3.2     
Trimmed mean CPI  2.1      2.2      2.7      2.7     

Trimmed mean PCE 2.3     2.3     2.7     2.4     

       Actual
         CPI
     inflation 1

  Professional
   forecasters
    (10 years) 4

Surveys of Inflation Expectations
(Percent)

 Reuters/Michigan Survey

 1 year 2 5 to 10 years 3  

Period  Mean Median Mean Median  

2005:Q4  3.7        4.6        3.7        3.5        3.1       2.5       

2006:Q1  3.6        3.7        3.0        3.3        2.9       2.5       
         Q2  4.0        4.5        3.5        3.6        3.1       2.5       
         Q3  3.3        4.0        3.4        3.3        3.0       2.5       
         Q4  1.9        3.5        3.0        3.5        3.0       2.5       

2007:Q1  2.4        3.6        3.0        3.4        2.9       2.4       
         Q2  2.7        4.2        3.3        3.5        3.0       2.4       
         Q3 n.a.       n.a.       n.a.       n.a.       n.a.       2.4       

         Apr.  2.6       4.0       3.3       3.6       3.1       ...       
         May  2.7       4.3       3.3       3.7       3.1        2.4       
         June  2.7       4.2       3.4       3.3       2.9       ...       
         July  2.4       4.2       3.4       3.6       3.1       ...       
         Aug. n.a.       4.0       3.2       3.4       2.9        2.4       

  1. Percent change from the same period in the preceding year.
  2. Responses to the question, By about what percent do you expect prices to go up, on
average, during the next 12 months?
  3. Responses to the question, By about what percent per year do you expect prices to go up,
on average, during the next 5 to 10 years?
  4. Quarterly CPI projections compiled by the Federal Reserve Bank of Philadelphia.
  ... Not applicable.
  n.a. Not available.
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Measures of Expected Inflation
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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 Q1  Q2  July Aug. 

Total 37.9 34.7 38.4 36.1 37.9 45.5 34.2 34.4
    Long-term 1 32.0 29.8 34.1 32.5 35.7 41.1 31.2 26.0
        Refundings 2 10.0 10.8 15.6 10.6 17.7 14.9 8.0 6.8
        New capital 22.1 19.0 18.6 21.9 18.0 26.2 23.2 19.3
    Short-term 5.8 4.9 4.2 3.7 2.2 4.4 3.0 8.3

Memo: Long-term taxable 3.5 2.0 2.1 2.5 1.2 2.9 2.5 .9

    1. Includes issues for public and private purposes.
    2. All issues that include any refunding bonds.
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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 Q1 Q2 July Aug. Aug.
(p) (p)

M2 4.1 4.9 7.1 6.7 4.2 10.7 7,334

Components2

Currency 3.5 3.6 1.7 2.1 5.1 .5 759
Liquid deposits3 2.0 .8 6.6 7.0 1.5 8.9 4,475
Small time deposits 18.9 18.6 4.5 4.2 .3 2.0 1,179
Retail money market funds -.2 13.0 18.9 13.1 22.6 40.3 915

Memo:
Institutional money market funds 4.9 15.9 11.2 28.2 26.9 60.7 1,586
Monetary base 3.5 3.2 1.6 2.3 3.0 5.1 825

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

Type of credit 2005 2006   Q1   Q2 July Aug. Level1

  2007 2007 2007 2007e Aug. 2007e

Total 10.5 9.5 9.1 9.4 9.7 15.5 8,450     

Loans2

Total 11.6 10.7 9.9 9.4 9.5 18.1 6,349     
    To businesses
        Commercial and industrial 13.5 16.4 7.9 11.1 18.8 31.5 1,288     
        Commercial real estate 17.0 13.6 10.3 11.4 2.1 8.1 1,530     

    To households
        Residential real estate 11.9 7.2 9.5 6.4 5.1 .8 1,837     
            Revolving home equity 13.3 1.5 3.5 .1 5.8 8.9 462     
            Other 11.4 9.4 11.7 8.6 4.9 -2.0 1,375     
        Consumer 3.1 5.2 7.5 5.2 12.0 3.6 770     
            Originated3 .7 6.4 8.1 2.2 15.6 8.7 1,161     
    Other4 8.5 11.0 14.8 13.3 16.2 65.4 925     

Securities
Total 7.5 5.9 6.6 9.4 10.1 7.8 2,100     
    Treasury and agency 2.4 1.2 2.1 -6.8 8.5 -1.3 1,186     
    Other5 17.5 13.7 13.3 33.3 12.1 19.8 914     

   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 and March 2007 respectively. Data also account for
breaks caused by reclassifications.
   1. Billions of dollars.  Pro rata averages 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 lease 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.
   e  Estimated.
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Retail and Food Services Sales
(Percent change from preceding period; seasonally adjusted current dollars)

   2007
Category Q1 Q2 May June July Aug.

    Annual rate     Monthly rate

Total sales 6.3 5.4  1.6  -.8   .5   .3
    Retail control1 7.7 8.0 1.4  .0  .7 -.3
        Ex. sales at gasoline stations 5.5 5.4 1.0  .3  .8  .1
Memo:
     Real PCE control2 4.0  .3  .6 -.1  .6  .0

    1. Total sales less outlays at building material and supply stores and automobile and other motor
vehicle dealers.
    2. Total goods spending excluding autos and trucks.  The values for June, July, and Q2 are staff
estimates.  The value for August is a staff forecast.
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September 14, 2007

Reuters/University of Michigan Survey of Consumers
 Indexes of consumer sentiment 

(Not seasonally adjusted)

2007

Category Feb. Mar. Apr. May June July Aug. Sept.P

   
Composite of current and expected conditions1 91.3 88.4 87.1 88.3 85.3 90.4 83.4 83.8
Current conditions1 106.7 103.5 104.6 105.1 101.9 104.5 98.4 98.3
Expected conditions1 81.5 78.7 75.9 77.6 74.7 81.5 73.7 74.4

Personal financial situation
  Now compared with 12 months ago2 119 111 119 113 110 115 103 105
  Expected in 12 months2 122 126 127 125 117 125 120 118

Expected business conditions
  Next 12 months2 106 95 87 97 94 105 87 85
  Next 5 years2 98 94 90 89 88 96 88 95

Appraisal of buying conditions
  Cars 133 138 132 124 118 125 133 144
  Large household appliances2 158 157 152 160 154 156 152 150
  Houses 133 137 138 135 131 129 118 120

Expected unemployment change - next 12 months 125 123 129 120 125 123 131 129

Prob. household will lose a job - next 5 years 19 22 18 19 23 21 24 21

Expected inflation - next 12 months
  Mean 3.6 3.6 4.0 4.3 4.2 4.2 4.0 4.0
  Median 3.0 3.0 3.3 3.3 3.4 3.4 3.2 3.1

 Expected inflation - next 5 to 10 years
  Mean 3.3 3.3 3.6 3.7 3.3 3.6 3.4 3.5
  Median 2.9 2.9 3.1 3.1 2.9 3.1 2.9 3.0

    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.

2000 2002 2004 2006 2008
40

60

80

100

120

140

160

180
1985 = 100
 

60

70

80

90

100

110

120

130
1966 = 100

 

Reuters/Michigan (right scale)

Conference Board (left scale)

 Sep.P

 Aug.

P Preliminary.

Consumer sentiment

2000 2002 2004 2006 2008
0

1

2

3

4

5
 

0

1

2

3

4

5
Percent

 

Median, 5 to 10 years ahead

Median, 12 months ahead

 Sep.P

P Preliminary.

Expected inflation

-3-



   Indicators of High-Tech Manufacturing Activity
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Commercial Bank Credit
(Percent change, annual rate, except as noted; seasonally adjusted)

Type of credit 2005 2006   Q1   Q2 July Aug. Level1

  2007 2007 2007 2007e Aug. 2007e

Total 10.5 9.5 8.9 9.4 9.7 16.3 8,451     

Loans2

Total 11.6 10.7 9.7 9.4 9.5 19.0 6,350     
    To businesses
        Commercial and industrial 13.5 16.4 7.9 11.0 18.8 31.8 1,288     
        Commercial real estate 17.0 13.6 10.3 11.5 2.2 8.1 1,530     

    To households
        Residential real estate 11.9 7.2 9.5 6.4 5.1 1.1 1,838     
            Revolving home equity 13.3 1.5 3.5 .1 5.8 9.2 462     
            Other 11.4 9.4 11.7 8.6 4.9 -1.6 1,375     
        Consumer 3.1 5.2 7.5 5.2 12.0 4.1 770     
            Originated3 .7 6.4 8.0 2.2 15.6 9.1 1,161     
    Other4 8.3 11.1 13.2 13.3 16.2 70.5 925     

Securities
Total 7.5 5.9 6.6 9.4 10.1 8.2 2,101     
    Treasury and agency 2.4 1.2 2.1 -6.8 8.5 -1.4 1,186     
    Other5 17.5 13.7 13.3 33.3 12.1 20.7 915     

   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 and March 2007 respectively. Data also account for
breaks caused by reclassifications.
   1. Billions of dollars.  Pro rata averages 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 lease 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.
   e  Estimated.
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