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Outlook summary

® Housing
® Declining, but in “controlled” fashion
m Energy prices
® Recent declines help spending and inflation
= Employment
® Recent improvements are heartening
m [nflation
® Some upside risk here, although recent news good

m Risks to outlook?



Housing news

Sales continue to slip

— New single-family sales (left)
— Existing single-family sales (right)
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Prompting further slowing in construction
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Source: New and Existing Single- Family Sales, Housing Supply: Census Bureau. 3



Oil price $/bbl

Natural gas, $/mmbtu

Energy price developments

% Crude oil is off 22% from its July peak

80
70
60
50
40
30
20

10
000103 001009 010716 020422 030127 031103 040809 050516 060220

— Spot oil price

As importantly, natural gas and gasoline prices are well off their peaks

— Natural gas (Henry Hub, left) 300

— Gasoline, wholesale (NY Harbor, right) 250
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If these prices persist, they will have salutary effects
on both inflation and real growth

Sources: West Texas Crude Oil, NY Harbor wholesale gasoline and Natural Gas: The Wall Street Journal.

Gasoline, cents per gallon



Employment

Employment continues to grow steadily
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Recent growth has been above the rate consistent with maintaining full employment
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Sources: Total and private non-farm employment, establishment survey (SA): Bureau of Labor Statistics



Investment fundamentals remain solid

Orders are running about 6% ahead of shipments, suggesting further investment growth
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— Manufacturers' shipments of nondefense capital goods excl. aircraft
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Profits and productivity remain spurs for investment

mm Nonfarm productivity growt
— Profit Share (right)
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Source: Manufacturers’ Shipments and New Orders of Nondefense Capital Goods ex Aircraft (SA): Census
Bureau. Industrial production, business equipment: Federal Reserve Board



Financial conditions remain supportive

Broad stock price indexes are up over the past few months

1.0

Index, 6/1/2006

1.1
——Dow Jones Industrial Avg.
1.08 — S&P 500
| 1.06 —— Wilshire 5000
1.04
1.02
S A
o SN O\ N
: v v
.. v
20060601 20060622 20060713 20060803 20060824 20060914 20061005 20061026
And the 10-year Treasury remains below 5%,
6.5000 with corporate yields maintaining recent spreads
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Sources: Dow Jones and Wilshire stock price indexes: Wall Street Journal; S&P 500: Standard and Poor’s, New York Times; 7

10-year Treasury yield: Board of Governors of the Federal Reserve System H.15; Corporate yield: Merrill Lynch.
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Resource utilization is fairly tight

Low unemployment rates are consistent with approximately full employment
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m Suggests some upside risk to inflation

m Business contacts suggest some categories of
workers are in short supply—some wage
pressures arising

m But good to be at full employment!
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Summary

m Hconomy progressing well, balancing risks to
growth and inflation

® Energy prices to date—if sustained—will help curtail
inflation and boost growth

= Financial conditions, employment growth, profits
and productivity are supportive of moderate growth

® Housing continues to slow in controlled fashion

m Remains a key downside risk to growth

m Inflation has improved, but still some upside risk

m High resource utilization
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