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Overall, the near-term economic outlook has weakened relative to the projections
released by the Federal Open Market Committee (FOMC) at the end of January. It now

appears likely that real gross domestic product (GDP) will not grow much, if at

all, over the first half of 2008 and could even contract slightly. We expect economic

activity to strengthen in the second half of the year, in part as the result of



stimulative monetary and fiscal policies; and growth is expected to proceed at or
a little above its sustainable pace in 2009, bolstered by a stabilization of housing
activity, albeit at low levels, and gradually improving financial conditions.
However, in light of the recent turbulence in financial markets, the uncertainty

attending this forecast is quite high and the risks remain to the downside.
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to proceed at or a little above its sustainable pace in 2009

Clearly, the U.S. economy is going through a very difficult period. But among
the great strengths of our economy is its ability to adapt and to respond to diverse
challenges. Much necessary economic and financial adjustment has already taken
place, and monetary and fiscal policies are in train that should support a return
to growth in the second half of this year and next year. | remain confident in our

economy’s long-term prospects.
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Inflation has also been a source of concern. The price index for personal
consumption expenditures rose 3.4 percent over the twelve months ending in February,
up from 2.3 percent over the preceding twelve-month period. To a large extent, this
pickup in inflation has been the result of sharp increases in the prices of crude
oil, agricultural products, and other globally traded commodities. Additionally,
the decline in the foreign exchange value of the dollar has boosted some
non-commodity import prices and thus contributed to inflation. However, the
so-called core rate of inflation--that is, inflation excluding food and energy
prices--has edged down recently after firming somewhat late last year.

We expect inflation to moderate in coming quarters. That expectation is based,
in part, on futures markets’ indications of a leveling out of prices for oil and
other commodities, and it is consistent with our projection that global growth--and
thus the demand for commodities--will slow somewhat during this period. And, as
I noted, we project an easing of pressures on resource utilization. However, some
indicators of inflation expectations have risen, and, overall, uncertainty about
the inflation outlook has increased. It will be necessary to continue to monitor

inflation developments carefully in the months ahead.
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extremely complex and interconnected

Our financial system is extremely complex and interconnected, and Bear Stearns
participated extensively in a range of critical markets. With financial conditions
fragile, the sudden failure of Bear Stearns likely would have led to a chaotic
unwinding of positions in those markets and could have severely shaken confidence.
The company’s failure could also have cast doubt on the financial positions of some
of Bear Stearns’ thousands of counterparties and perhaps of companies with similar
businesses. Given the current exceptional pressures on the global economy and
financial system, the damage caused by a default by Bear Stearns could have been
severe and extremely difficult to contain. Moreover, the adverse effects would not
have been confined to the financial system but would have been felt broadly in the
real economy through its effects on asset values and credit availability. To prevent
a disorderly failure of Bear Stearns and the unpredictable but likely severe
consequences of such a failure for market functioning and the broader economy, the
Federal Reserve, in close consultation with the Treasury Department, agreed to
provide funding to Bear Stearns through JPMorgan Chase. Over the following weekend,
JPMorgan Chase agreed to purchase Bear Stearns and assumed Bear's financial

obligations.

too big to fail
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have a nice week
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