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FOURTH QUARTER 2008: THE ECONOMY AND SMALL BUSINESS

Trends

¢ Inthe fourth quarter of 2008, the U.S. economy suffered its worst decline since 1982; real GDP fell by an annualized 3.8
percent. Real exports, which had been abright spot in previous quarters, declined nearly 20 percent (annualized) as the global
recession weakened demand for U.S. products. Real importsfell 15.7 percent. Individual and business spending fell too. In
annualized terms, real consumption declined 3.5 percent and real gross private fixed investment fell 12.3 percent. Echoing
weakened demand, manufacturing output fell to historic lows: the manufacturers’ purchasing index sank to itslowest point
since 1980, and industria production declined by an annualized 6 percent.

e The United States lost 2.97 million jobsin 2008, more than half of them in the fourth quarter. Unemployment roseto 7.2
percent in December. Only education and health services experienced job gains in the quarter. The sectors hit hardest were
trade, transportation and utilities, manufacturing; construction; and professional and business services. Small businesses make
up asignificant share of these. With fewer workers, labor productivity increased at an annualized 3.2 percent. Unincorporated
self-employment declined by 500,000 to 9.6 million; incorporated self-employment was unchanged at 5.8 million.

¢ According to the National Federation of Independent Business s monthly survey, small business owners' top concern was poor
sales. Respondents indicated that the next three months were not a good time to hire and that they may even be likely to lay
off workers. Overall, consumers and small businesses were very pessimistic in their economic outlook.

e Inlight of the banking sector’s weakness, the Federal Reserve and the U.S. Treasury took aggressive actions, including
October’s Emergency Stabilization Act and the Troubled Asset Relief Program. In addition, the Federal Reserve cut its target
federal funds rate to essentially zero. The yields on three-month Treasury bills fell to 0.03 percent in December, reflecting this
significant relaxation of monetary policy. Overall, the prime rate was five percentage points lower than in September 2007.
Banking standards were much tighter, small business loan demand remained weak, and there were fewer venture capital deals.

o The effects of inflation earlier in the year were reversed, with the consumer price index falling at an annualized 12.7 percent to
return to its 2007 level. Much of this deflation was the result of dramatic declinesin oil prices, which fell from $145 per barrel
in July to $41 in December. Reduced demand was a so a factor. Only 550,000 hew homes (on an annual basis) were
constructed in December, one-quarter of the level of housing starts in 2005.

Small Business I ndicators

Last fiveyears Last fivequarters Trends
This Q4-07to
2004 2005 2006 2007 2008 | Q4-07 Q1-08 Q2-08 Q3-08 Q4-08 Quarter 04-08
Business bankruptcy filings (thousands) 34.3 39.2 19.7 28.3 - 8.0 8.7 9.7 115 - - -
Proprietors’ income ($hillion, current dollars) 9116 959.8 1014.7 10563 10724 | 1073.8 1071.7 10769 1080.5 1060.5 | | 7.2% (a) 1 1.2%
Prime bank loan rate 43 6.2 8.0 8.1 51 75 6.2 51 5.0 4.0 110 135
Rates for smallest oans ($10,000 to $99,999): *
Variable rate loans, repricing terms of 2-30 days 44 6.0 77 77 5.0 7.2 56 49 49 47 102 125
Variable rate loans, repricing terms of 31-365 days 6.2 7.1 8.4 8.6 6.9 8.1 7.4 6.9 6.7 6.4 103 l17
Senior loan officers (percent of respondents):
Net small firm C&I lending standards (those whose 13.1 9.0 4.6 -4.3 -55.5 -9.6 -30.4 -51.8 -65.3 -74.6 193 1 65.0
standards were eased minus those tightened)
Net small firm demand for C&| loans (those whose
demand was stronger minus those weeker) 259 27.3 0.2 -11.0 -15.6 -7.7 -236 -16.1 -154 -74 180 103
Venture investment: number of deals 30903 3155 3675 3952 3808 | 1051 988 1043 959 818 li41 1233
Venture investment: total invested ($hillion) 225 23.2 26.7 30.9 28.3 8.1 7.9 7.7 7.3 54 119 127

* Effective this quarter, the rates for the smallest loans are for loans ranging from $10,000 to |ess than $100,000; earlier figures are for loans values of less than $100,000.
Notes: a=annualized growth rate. Senior loan officers’ responses are from the Oct. 2008 survey. C& | = commercial and industria loans. Trends may reflect rounding error.
Sour ces: Administrative Office of the U.S. Courts; Federa Reserve Board; National Venture Capital Association; U.S. Department of Commerce, Bureau of Economic Analysis.

Last fiveyears L ast five months (2008) Trends
This Dec 07 to

2004 2005 2006 2007 2008 | Aug Sept Oct Nov Dec Quarter Dec 08
NFIB Small Business Optimism Index (1986 = 100) 1046 1016 989 967 898 | 911 929 875 878 852 177 194
NFIB: next 3 months“good time o expand” (percent of 223 206 174 139 65| 60 110 50 70 70| l4o 170

respondents)

NFIB: net percent planning to hire in the next 3 months 15.3 144 146 129 38 9.0 7.0 0 -40 -60 1130 1170
Self-employed, incorporated (millions) 5.2 53 55 5.8 5.8 59 5.8 59 59 5.8 0 0
Self-employed, unincorporated (millions) 10.4 105 106 104 101 | 103 101 9.7 9.6 9.6 105 103

Sour ces; Nationa 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 (2008) Trends

mall | 2004 2005 2006 2007 2008 | Aug  Sept  Oct  Nov D Qzahr'f‘er Dgce%éo

Goods-produding industries 5848 | 2188 2219 2253 2223 2141 | 2135 2125 2106 2081 2056 | 068 1148
Natural resources and mining 4921 | 059 063 068 072 077| 079 079 079 079 079 0 1005
Construction 8536 | 697 733 760 763 721 | 718 713 707 694 68 | 1028 Lo67
Manufacturing 4443 | 1432 1423 1416 1388 1342 | 1339 1332 1320 1308 1292 | 1040 1086

Service-producing industries 4824 | 10954 11151 11356 11537 11564 | 11570 11549 11529 11494 11461 | L087 4150
Trade, transportation and utilities 4393 | 2553 2596 2628 2663 2633 | 2635 2626 2616 2601 2586 | 1040 Losgr
Wholesdle trade 6112 | 566 576 59 602 59 | 59 595 59 58 58 | 1009 1019
Retail trade 4005 | 1506 1528 1536 1552 1536 | 1533 1528 1522 1513 1504 | 1023 1052
Information 2632 | 312 306 304 303 300 | 299 299 298 297 294| 1005 1008
Financial activities 4180 | 803 815 833 830 814 814 812 809 804 802| 1010 1023
Professional and business services 4311 | 1639 1695 1757 1795 1778 | 1773 1768 1761 1749 1738 | 1029 L1073
Education and health services 4776 | 1695 1737 1783 1832 188 | 1895 1896 1898 1904 1909 | 1013 1052
Leisure and hospitality 6089 | 1249 1281 1311 1343 1346 | 1345 1343 1340 1334 1331 | 1012 1024
Other services 8544 | 541 539 544 549 553 | 553 553 554 551 548 | 1005 1004
Government 0| 2162 2181 2197 2222 2250 | 2256 2254 2254 2254 2253 0 10.16

Notes: Seasonally adjusted. See www.bls.gov/ces/cessuper.htm for NAICS code equivalents for each sector. The small business percentage by sector is based on 2006 firm size data;
leisure and hospitality uses 2005 information due to 2006 data suppressions. See www.sba.gov/advo/research/us06_n6.pdf. Trends may reflect rounding error.
Sources: U.S. Small Business Administration, Office of Advocacy, using datafrom the U.S. Department of Commerce, Bureau of the Census; U.S. Department of Labor, Bureau of

Labor Statistics.
Macroeconomic | ndicators
Last fiveyears Last fivequarters Trends (percent)
This Q4-07—
2004 2005 2006 2007 2008 | Q407 QL8 Q208 Q308 Q408 | oo 0400
Real gross domestic product
Level (hillion) 106757 109895 112949 115239 116713 | 116207 116460 117274 117124 115994 | 138%(a) | 0.2%
Annual percentage change* 3.6 29 2.8 20 13 -0.2 0.9 2.8 -0.5 -3.8
Real personal consumption 75614 77917 80289 82528 82762 | 82982 83161 83413 82606 81869 | 1 35%(a) | 13%
expenditures ($billion)*
R(?I;I)i ﬁ?gﬁ;f’” vatefixed investment 17702 18735 19125 18097 17022 | 17813 17547 17020 17037 16485 | © 1(2)3% 1 7.5% (a)
F(‘?g;rlﬂoic)’vemme”t surplusor deficit | 3706 2917 2011 -2003 ~ | 2364 -3307 6496  -547.7 - - -
R(% ﬁ’i‘gg)rfs of goods and services 11261 12053 13149 14259 15186 | 14821 15006 15447 15561 14728 | ¥ 1(%)8% L 06%
. . .
R’(ﬁi 'I ﬂ‘f;’)fs of goods and services 17200 18219 19305 19724 19067 | 19665 19626 19260 19091 18292 | ¥ 1(5;)7 o L7 0%
Corporate profits after tax ($billion) 9239 10343 11996 11921 —~ | 11776 11906 11265 11213 - - -
Nonfarm business sector output per o o
hour for al pereons (1992<100) 1316 1341 1352 1371 1410 | 1386 1395 1408 1413 1424 | 132%(a) T27%
Employment cost index: private o o
contor Woges & Slaries (20052100) 96.8 92 1020 1055 1087 | 1067 1076 1084 1090 1096 | T22%(a  T2.7%
Employment cost index: private o o
settor benefits (2005-100) 94.8 92 1021 1045 1072 | 1058 1064 1069 1075 1079 | T15%(a T 2.0%

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 (2008) Trends
This Dec 07 to
2004 2005 2006 2007 2008 Aug Sept Oct Nov Dec Quarter Dec 08

Unemployment rate (seasonally adjusted) 55 5.1 4.6 4.6 5.8 6.2 6.2 6.6 6.8 7.2 110 123
Civilianemployment—16 yearsand older (millions, | 395 1477 1444 1460 1454 | 1453 1450 1447 1441 1433 | 17 130

seasonally adjusted)
Civilian unemployed—15 weeks and over (millions, 31 26 23 23 32 34 37 41 40 45| 109 120

seasonally adjusted)
Nonfarm payrolls (millions, seasonally adjusted) 1314 1337 1362 1376 1371 137.1 136.7 1364 1358 1352 116 130
Producer price index (1982=100) 146.7 1574 1648 1727 189.7 199.9 1972 1864 1775 1713 | 1 43.1%(q) 1 4.1%
Consumer priceindex (all urban consumersand all 0

items; seasonally adjusted, 1982-84=100) 1889 1953 2016 2073 2152 2189 2188 2167 2131 2115 | 1 12.7%(a) 0
Consumer priceindex (al urban consumer; al items o o

less food & energy; seasonally adj., 1982-84=100) 196.6 2009 2059 2107 2156 216.7 2170 2168 2168 2168 | {1 0.3%(a) T 1.7%
Univ. of Mich. Consumer Sentiment (1966=100) 95.2 88.6 87.3 85.6 63.8 63.0 70.3 57.6 55.3 60.1 1102 1154
Spot oil price/barrel: West Texas intermediate crude 4144 5647 66.10 7236 9957 | 11661 103.90 76.65 57.44 41.02 | $62.88 J $50.71
New privately owned housing units started (millions,

seasonally adjusted at the annual rate) 1.9 21 18 13 0.9 0.9 0.8 07 0.7 0.6 103 los
1SM purchasing managers index—manufacturing 501 544 531 511 455 | 493 434 387 366 329 | L105 1162

composite (seasonally adjusted)
Industrial production (2002=100, seasonally adj.) 103.8 1072 109.6 1114 1095 109.8 1052 1071 1057 1036 | | 6.0%(a) 17.8%
3-month Treasury bills (secondary market rate) 137 3.15 473 4.35 137 1.72 113 0.67 0.19 0.03 110 1297
10-year Treasury note (constant maturity rate) 4.27 4.29 4.79 4.63 3.67 3.89 3.69 3.81 3.53 2.42 1127 | 1.68

Notes: a= annualized growth rate. Trends may reflect rounding error.
Sour ces: Federal Reserve Board; 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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