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THIRD QUARTER 2007: THE ECONOMY AND SMALL BUSINESS

Trends

¢ Real gross domestic product grew 3.9 percent in the third quarter of 2007, much faster than anticipated and comparable to second
guarter growth. Strong growth in exports (assisted by aweak dollar) and solid gains in consumer spending helped fuel therisein
output. Real investment grew at an annualized rate of 0.9 percent. Itstepid growth is due to weakness in the housing market, which
saw another declinein new housing starts. The production picture is mixed: industrial production rose an annualized 3 percent for the
quarter but the manufacturing purchasing manager’s index fell 4 points between June and September.

e Small business owners were more optimistic in September than in June, according to the National Federation of Independent
Business's Optimism Index. The percent of businesses that see the next three months as a good time to expand is below the annual
average of the past five years. The University of Michigan’s consumer sentiment survey also shows a subdued outlook. The
American public has continued to spend despite this negative mindset, asin several previous quarters.

¢ Unemployment rose slightly, to 4.7 percent in September from 4.5 percent in June, but the expanding economy generated 282,000
more jobs than it lost. Job lossesin construction and manufacturing were more than offset by job gainsin professional and business
services, education and health services, leisure and hospitality, and government. Unincorporated self-employment hovered between
10.5 million and 10.8 million. Incorporated self-employment remained steady at 5.7 million.

¢ In September, the Federal Reserve lowered its federal funds target rate by 0.5 percent. Interest rates paid by small businesses and
consumers moved in tandem. Many observers contend that the move was necessitated by credit concernsin the financial markets
related to sub-prime lending. The Federal Reserve's Senior Loan Officers' Survey shows continued weakness in small loan demand
and somewhat tighter lending conditions on net. The number of venture capital deals and amount invested fell slightly; however,
these figures are similar to the readings found in third quarter 2006, with the total invested up by $300 million.

e Overall inflation remained under control, with the consumer price index rising an annualized 1 percent and producer prices falling
0.5 percent. Y ear-to-year inflation figures show a more substantial increase. Consumer prices, for example, rose 2.8 percent from
September 2006 to September 2007. One culprit is higher energy prices. The price of abarrel of West Texas crude oil rose $12.45in
the quarter, averaging just below $80 a barrel in September. Wages, salaries, and benefits increased an annualized 3.1 percent in the
third quarter; however, wage and salary growth has outpaced the rise in benefit costs year-to-year (3.4 percent to 2.4 percent).

Small Business | ndicators

Cast fiveyears Cast fivequarters Trends
This Q3-06 to
2002 2003 2004 2005 2006 Q3-06 Q4-06 Q1-07 Q207 Q307 Quarter 03-07
Business bankruptcy filings (thousands) 385 35.0 34.3 39.2 19.7 5.3 5.6 6.3 6.7 - -- --
Proprietors’ income ($hillion, current dollars) 7684 8113 9111 9707 10151 | 1003.6 1009.8 1027.4 10384 10457 | 12.8%(a) T 4.2%
Prime bank loan rate 4.7 41 43 6.2 8.0 8.3 8.3 8.3 8.3 8.0 103 103
Rates for smallest loans (less than $100,000):
Variable rate loans, repricing terms of 2-30 days 5.1 44 44 6.0 77 8.0 7.9 7.8 8.0 7.8 102 102
Variable rate loans, repricing terms of 31-365 days 6.6 6.4 6.2 7.1 8.4 8.7 8.6 8.8 8.7 8.6 lo1 lo1
Senior loan officers (percent of respondents):
Net small firm C&I lending standards (those whose
standards were eased minus those tightened) -20.0 71 131 9.0 4.6 48 18 0 -1.9 -7.7 158 1125
Net small firm demand for C&| loans (those whose
demand was stronger minus those weaker) -400 -147 259 273 0.2 50 -130 -5.3 -19.2 -11.8 T74 1168
Venture investment: number of deals 3092 2920 3073 3131 3608 897 912 850 1000 887 4113 {10
Venture investment: total invested ($hillion) 21.9 19.7 22.4 23.0 26.4 6.8 6.3 75 7.2 7.1 101 103

Notes: a=annualized growth rate. The third quarter figure is for July and measures from April. C&| = commercial and industrial loans. Trends may reflect rounding error.
Sour ces: Administrative Office of the U.S. Courts; Board of Governors of the Federal Reserve System; National Venture Capital Association; U.S. Department of
Commerce, Bureau of Economic Analysis.

Last fiveyears L ast five months (2007) Trends
2002 2003 2004 2005 2006 | May June July Aug Sept QI:r' o s?;?g;o

NFIB Small Business Optimism Index (1986 = 100) 101.2 101.3 1046 1016 989 | 972 960 976 963 973 T13 121
NFIB: next 3 months “good time to expand” (percent of

respondents) 143 15.7 223 206 174 | 120 130 160 120 140 t1.0 140
NFIB: net percent planning to hirein the next 3 months 10.8 10.2 153 144 146 | 130 120 130 150 140 120 130
Self-employed, incorporated (millions) 4.6 5.0 5.2 53 55 57 5.7 5.6 58 57 0 103
Self-employed, unincorporated (millions) 9.9 10.3 10.4 105 106 | 106 108 107 106 105 103 102

Sour ces: National Federation of Independent Business; Current Population Survey, U.S. Bureau of Labor Statistics.

For previous quarterly indicators, visit www.sba.gov/advo/research/sbei.html. Note that historical data are revised periodically, and this version reflects such changes.
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Employment by Major Sector (millions

Per cent Last fiveyears L ast five months (2007) Trends
bj;.‘flj;s 2002 2003 2004 2005 2006 | May June July  Aug  Sept ngr'fer ng:)?g;o
Goods producing industries 5761 | 2255 2181 2188 2219 2258 | 2245 2244 2242 2235 2232 | o012 103t
Natural resources and mining 5124 | 058 057 059 063 068| 072 072 073 073 073| 1001 1003
Construction 843 | 671 673 698 734 769 | 766 767 765 762 761 | 1006 Lo
Manufacturing 4400 | 1526 1451 1432 1423 1420 | 1407 1405 1405 1400 1398 | 007 Lo22
Service-producing industries 4936 | 10779 10818 10954 11150 11360 | 11546 11554 11565 11581 11594 | 1040 1193
Trade, transportation and utilities 4535 | 2550 2529 2553 2596 2623 | 2646 2647 2649 2649 2651 | 1004 10.26
Wholesale trade 6158 | 565 561 566 576 59 | 59 60l 602 602 603 | 71002 1011
Retail trade 4216 | 1502 149 1506 1528 1532 | 1539 1538 1539 1539 1537 | 1001 10,08
Information 2617 | 339 319 312 306 305| 310 309 309 309 310 0 1004
Financial activities 4143 | 78 798 803 815 836 | 846 846 848 846 845 | 1001 10.40
Professional and business services 4495 | 1598 1599 1639 1695 1756 | 17.89 1789 1791 1794 1797 | 1008 1033
Education and health services 4808 | 1620 1659 1695 1737 17.84 | 1829 1836 1842 1848 1851 | 1015 1057
Leisure and hospitality 6200 | 1199 1217 1249 1281 1314 | 1354 1355 1357 1359 1364 | 1009 1043
Other sarvices 827 | 537 540 541 539 543 | 548 548 548 548 547 | lool 1003
Government 0| 2051 2158 2162 2181 2199 | 2224 2223 2221 2227 2230 | 1006 10.22

Notes: Seasonally adjusted. See www.bls.gov/ces/cessuper.htmfor NAICS code equivalents for each sector. The small business percentage by sector is based on 2004 firm

size data. See www.sba.gov/advo/research/us04_n6.pdf. Trends may reflect rounding error.
Sources: U.S. Small Business Administration, Office of Advocacy, using data from the U.S. Department of Commerce, Bureau of the Census; U.S. Department of Labor,

Bureau of Labor Statistics.

Macroeconomic I ndicators

Last fiveyears Last fivequarters Trends (percent)
This Q3-06—
2002 2003 2004 2005 2006 | Q306 Q406  QLO7 Q207 Q307 | v ogg
Real gross domestic product
Level (billion) 100489 103011 106757 110035 113194 | 113367 113955 114126 115201 11630.7
Annual percentage change* 16 25 36 31 29 11 21 0.6 38 39 | T39% (@@ T26%
Real personal consumption 7099.3 72954 75614 78036 80441 | 80638 81412 82157 82443 83053 | 130%(a) 1 3.0%
expenditures ($hillion)
R(?tl)i ﬁ?gﬁ?ﬁ” vate fixed investment 15572 16131 17702 18693 19196 | 19282 18562 18169 18374 18413 | 109%(a) | 45%
Fg;ﬂoi‘;"emmem suplusordeficit | 5709 3722 3706  -3183 2201 | -2392  -1815 2185  -1926 - - -
R(‘gi ﬁl‘(‘)’r?)rfs of goods and services 10133 10261 11261 12034 13041 | 13066 13509 13547 13795 14322 | | 1(%)2% 19.6%
R(ii')i'lﬂfr:’)fs of goods and services 14846 15450 17200 18215 19286 | 19404 19482 19668 19534 19784 | 152% () 1 2.0%
Corporate profits after tax ($billion) 6937 7499 9239 9799 10998 | 11221 11788 10952 11522 - - -
Nonfarm business sector output per
hour for all persons (1992=100) 1235 1280 1316 1341 1354 | 1350 1356 1359 1366 1382 | 149%(a) 1 24%
Employment cost index: private o o
contor Woges & Slaries (20052100) 91.6 9.2 96.8 992 1020 | 1024 1032 1043 1051 1059 | 131%(a) 7 34%
Employment cost index: private o o
settor benefits (20052 100) 83.7 88.8 94.8 992 1021 | 1025 1034 1031 1042 1050 | 131%(a) 1 24%

Notes: Seasonally adjusted; * Chained 2000 dollars; a=annualized growth rate. Real GDP and its components are preliminary data. Trends may reflect rounding error.
Sources: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor, Bureau of Labor Statistics.

Last fiveyears L ast five months (2007) Trends
This Sept 06 to
2002 2003 2004 2005 2006 | May June July Aug Sept Quarter Sept 07

Unemployment rate (seasonally adjusted) 5.8 6.0 55 5.1 4.6 45 45 4.6 46 102 To1
Civilian employment—16 years and older (millions, 1365 1377 1392 1417 1444 | 1459 1461 1461 1458 1463 | 101 114

seasonally adjusted)
Civilian unemployed—lS weeks and over (millions, 29 34 31 26 23 29 23 24 24 24 101 1041

seasonally adjusted)
Nonfarm payrolls (millions, seasonally adjusted) 1304 1300 1314 1337 1362 | 1379 1380 1381 1382 1383 103 T16
Producer price index (1982=100) 1311 1381 1467 1574 1648 | 1734 1737 1749 1724 1735 | l05%(a) T 4.9%
Consumer price Index (all urban consumers and al o o

items; seasonally adjusted, 1982-84=100) 1799 1840 1889 1953 2016 | 2074 2078 2080 207.7 2083 | T1.0%(a) 12.8%
Univ. of Michigan Consumers’ Sentiment (1966=100) 896 876 9.2 86 873 | 83 83 904 834 834 119 120
Spot oil price per barrel: West Texasintermediatecrude | 26.10 31.14 4144 5647 66.10 | 6346 6748 7418 7239 79.93 11245 1 16.06
New privately owned housing units started (millions,

seasonally adjusted a the annual rate) 17 1.9 19 21 18 14 15 14 1.3 1567% (@  130.8%
ISM purchasing managers index—manufacturing 524 533 605 555 539 | 550 560 538 529 520 | L257% (3 4 13%

composite (seasonally adjusted)
Industrial production (2002=100, seasonally adjusted) 1000 1011 1036 1069 1112 | 1130 1135 1142 1143 1144 | T3.0%(a) 11.9%
3-month Treasury bills (secondary market rate) 1.60 1.01 1.37 3.15 4.73 473 461 4.82 4.20 3.89 lo72 1092
10-year Treasury note (constant maturity rate) 4.61 4.02 4.27 4.29 4.79 4.75 5.10 500 467 4.52 1058 40.20

Notes: a= annualized growth rate. Trends may reflect rounding error.
Sour ces: Board of Governors of the Federal Reserve System; Dow Jones Energy Service; U.S. Department of Commerce, Bureau of the Census; Institute for Supply
Management; U.S. Department of Labor, Bureau of Labor Statistics; University of Michigan, Survey of Consumers.
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