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United States. Excerpt: . . . 11 home prices. Nevertheless, we certainly cannot rule out declines in home prices, especially in some local markets. If
declines were to occur, they likely would be accompanied by some economic stress, though the macroeconomic implications need not be
substantial. Historically, it has been rising real long-term interest rates that have restrained the pace of residential building and have sup-pressed
existing home sales, high levels of which have been the major contributor to the home equity extraction that arguably has financed a noticeable
share of personal-consumption expenditures and home-modernization outlays. The trend of mortgage rates or long-term interest rates more
generally is likely to be influenced importantly by the worldwide evolution of intended saving and intended investment. We at the Federal Reserve
will be closely monitoring the path of this global development few, if any, have previously experienced. As I indicated earlier, the capital investment
climate in the United States appears to be improving following significant headwinds since late 2000, as is that in Japan. Capital investment in
Europe, however, remains tepid. A broad worldwide expansion of capital investment not o set by rising worldwide propensity to save would
presumably move real long-term interest rates higher. Moreover, with term premiums at historical lows, further downward pressure on long-term
rates from this source is unlikely. We collectively confront many risks beyond those I have men-tioned. As was tragically evidenced again by the
bombings in Lon-don earlier this month, terrorism and geopolitical risk have become...
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