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Inflation forecasts are lower

Forecasts of long-term inflation have
been revised downward, according to the
57 economists responding to this month's
Livingston Survey. For the next 10
years, the consumer price index is
expected to rise at an average annual rate
of 3.0 percent, substantialiy [ower than
the 3.4 percent of the previous two
surveys. Growth in the price level has
not remained this low over a 10-year
period since the 1960s.

In the short run, economists see very
little pressure on prices as well. Inflation
forecasts for the first half of 1996 are
lower than those in June's survey. The
consumer price index is expected to
grow at an annual rate of 2.9 percent
during this period, and the producer
price index is expected to grow at 2.1
percent. In June's survey, prices during
this period were expected to grow at an
annual rate of 3.5 percent at the
consumer level (CPI) and 2.7 percent at
the producer level (PPI). For the second
half of 1996 the CP1 is expected to grow
at 2.9 percent and the PPI at 2.4 percent.

Forecasters see moderate growth

The economy will experience moderate
growth in the short run, according to the
panel of forecasters. Real gross
domestic product is expected to grow at
an annual rate of 2.5 percent in 1996.
The forecast for the current quarter calls
for growth at an annual rate of 2.1
percent. For the next 10 years, real GDP
is expected to grow at an annual rate of
2.5 percent.

A portion of this return to trend growth

can be attributed to a slowdown in
business fixed investment. Business
fixed investment, which is made up of
nonresidential investment in structures
and durable equipment, is expected to
grow at an annual rate of 5.7 percent in
the first half of 1996 and 5.1 percent in
the remaining half. This component of
GDP, which began to slow last quarter,
has experienced double-digit growth
since the first quarter of 1993,

Housing starts are expected to average
1.36 million units in 1996, an
improvement over the current year, but
less than the 1.45 million units in 1994,
For 1997, forecasters see a smaller
number of housing starts, with an
average of 1.33 million units.

Interest rates will remain low

Survey respondents expect interest
rates to remain low, but the yield curve
will steepen somewhat from its currently
flat shape. The forecast is for short-term
yields to fall moderately and for long-
term yields to rise. The yield on the
three-month Treasury bill is expected to
be 5.3 percent at the end of December,
with the 30-year Treasury bond at 6.2
percent. In 1996 the short rate is seen
falling to 5.1 percent by the end of June,
then rising slightly to 5.2 percent by year
end. The long bond is expected to yield
6.2 percent in June and 6.3 percent in
December.

Unemployment rate will rise slightly
The unemployment rate, which was 5.6

percent in November and has remained

below 6 percent since September 1994,
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is expected to rise to 5.7 percent by June
1996 and to hold steady through 1997.
This relatively low unemployment rate
does not seem to be putting upward
pressure on inflation expectations.

Stock prices won't rise much more

The S&P 500 index is expected to
increase only marginally during 1996.
For the first half of the new year, stock
prices are expected to increase 2.4
percent. For the second half, the index is
expected to grow at an even slower pace
of 1.4 percent.

Economists are forecasting a
slowdown in the growth of after-tax
corporate profits. Growth in profits,
which began to slow in the second
quarter, has averaged about 10.5 percent
per year since 1985. For the first half of
1996, they are expected to grow at an
annual pace of 3.6 percent. For the
second half, forecasters expect a growth
rate of 4.8 percent.

The Livingston Survey was started in 1946 by
the late columnist Joseph A. Livingston. The
Livingston Survey is the oldest continuous
survey of economists’ expectations. It
summarizes the forecasts of economists from
industry, government, banking, and academia.
It is now published by the Federal Reserve
Bank of Philadelphia in June and December.
To subscribe to this publication, call (215)
574-6428. This publication can be found on
the World Wide Web at
http://Aibertynet.org/~fedresrv/respage htm]




1995 Livingston Survey Participants

Jason Benderly, Benderly Economic Associates; Richard Berner, Mellon Bank; Paul W. Boltz, T. Rowe
Price Associates; William A. Brown, Morgan Guaranty Trust Company; James L. Butkiewicz, University
of Delaware; Edward Campbell, Brown Brothers Harriman & Co.; Mike Carey, Maria Fiorini Ramireza,
Inc.; Robert H. Chandross, Republic National Bank of New York; Robert Chase, Chase Economics; Gary
L. Ciminero, Fleet Financial Group; Anthony J. Crescenzi, Miller Tabak Hirsch & Company; Michael A.
Davis, Davis & Associates; Daryl Delano, Cahners Publishing Co., Inc.; D. M. Drury, Regis University;
Robert J. Eggert, Eggert Economic Enterprises Inc.; Michael R. Englund, MMS International; Stanley
Duobinis, National Association of Home Builders; Brian J. Fabbri, Paribas Capital Markets; Rebekah M.
Fickling, PNC Bank; Gail Fosler, Conference Board; James M. Goldberg, Trust Company of the West;
Juan E. Gonzalez, Tennessee Valley Authority; Brian Horrigan, Loomis Sayles & Co.; Lacy H. Hunt,
HSBC Holdings; Joseph D. Hurd, Pacific Bell; Saul H. Hymans, University of Michigan; Samuel Kahan,
Economist; Cheryl Katz, Merrill Lynch; Howard Keen, Consolidated Rail Corp; Irwin L. Kellner, Chemical
Banking Corp.; Larry J. Kimbell, UCLA Forecasting Project; Nancy Kimelman, Thomson Financial
Securities; Donald Knop, Transcontinental Gas Pipeline Corp.; Carol Leisenring, CoreStates Financial
Corporation; Richard Lemmons, General Motors Corp.; Alan Levenson, UBS Securities; David Littman,
Comercia Bank; John G. Lonski, Moody's Investors Service, Inc.; Kenneth T. Mayland, KeyCorp; John
McAulery, Wilkinson Boyd Capital Markets; Frank McCormick, Bank of America; Ed McKelvey,
Goldman, Sachs & Company; Ralph M. Monaco, University of Maryland; Herbert E. Neil, Jr., Financial
& Economic Strategies Corp.; Diann H. Painter, Mobil Corporation; John Palumbi, St. Louis &
Associates; Wallace C. Peterson, University of Nebraska; Joel Popkin, Joel Popkin & Company;
Frederick J. Rafeld, Ashland University; Donald Ratajczak, Georgia State University; Charles B. Reeder,
Charles Reeder Associates; Martin Regalia, U.S. Chamber of Commerce; Richard D. Rippe, Prudential
Securities; Stephen S. Roach, Morgan Stanley & Co., Inc.; William W. Ross, Fu Associates Ltd.; Donna
Scheck, Honeywell, Inc.; Ron Schreibman, National Association of Wholesaler-Distributors; David Scott,
University of Central Florida; Dan Seto, Nikko Securities Co. International; Arnold Shindler, Bankers
Trust Company; Herman Starobin, Int. Ladies' Garment Workers' Union; Thomas W. Synnott, United
States Trust Co. of New York; Jeff K. Thredgold, KeyCorp; John Tuccillo, National Association of
Realtors; Theodore H. Tung, National City Bank; Thomas Webb, National Automobile Dealers
Association; Robert O. Welk, Rowtek Economics; Henry Willmore, Chase Manhattan Bank; Michael
Willoughby, Brining & Company; Mark Wohar, University of Nebraska-Omaha; Seymour Wolfbein,
T.W.0.; David A. Wyss, Data Resources, Inc.; Jim Young, BellSouth Corp.
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{mean forecast)
annualized growth rates of selected variables

OUTPUT
95Q4 96H1 96H2 1995 1996
Q3 to Q4 Q4 to Q2 Q2to Q4 Q4toQ4 Q4to Q4
Real Gross Domestic Product 2.1 2.5 2.5 2.6 2.5
Gross Domestic Product 4.3 4.7 4.7 4.2 4.7
INFLATION
96H1 96H2 1995 1996
Dec. to June June to Dec. Dec. to Dec. Dec. to Dec.
Producer Prices -
Finished Goods 2.1 2.4 2.0 2.2
Consumer Prices 2.9 29 3.0 2.9
10-YEAR FORECASTS
Real Gross Domestic Product 2.5
Consumer Price Index 3.0
UNEMPLOYMENT and INTEREST RATES
(Levels, end of period)
Dec. 1995 June 1996 Dec. 1996
Civilian Unemployment Rate (%) 5.6 5.7 5.7
90-Day U.S. Treasury Bill (%) 5.3 5.1 5.2

(End-of-Month)
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(mean forecast)

Q4

Quarterly Indicators 1995

Real Gross Domestic $5574 .1
Product (billions, SAAR)

Gross Domestic Product $7188.9
(bil. '87, SAAR)

Real Nonresidential Fixed $791.5
Investment (bil. '87, SAAR)

Corporate Profits after $360.2
taxes (billions, SAAR)

Dec

Monthly Indicators 1995

Industrial Production 123.0
(1987 =100)

Total Private Housing 1.383
Starts (millions, SAAR)

Producer Prices - 128.7
Finished Goods

Consumer Prices 154.2

Unemployment Rate (%) 5.6

Average Weekly Earnings $520.01
in Manufacturing

Retail Trade(billions,SAAR) $198.5

Automobile Sales, including 8.7

foreign (millions, SAAR)

Interest Rates & Stock Prices Dec

(End-of-Period) 1995
Prime Interest Rate (%) 8.6
30-Yr U.S. Treasury Bond (%) 6.2
90-Day U.S. Treasury Bill (%) 5.3
Stock Prices {S&P 500) 609.0

SAAR - Seasonally Adjusted Annual Rate

Q2
1996

5642.6

7356.5

813.7

366.7

June
1996

124.9

1.370

130.1

156.4
5.7

526.59

203.2
8.9
June
1996
8.3
6.2
5.1

623.6

Q4
1996

5712.4

7528.8

834.1

375.3

Dec
1996

126.9

1.346

131.6

158.6
5.7

534.18

207.8

8.9

Dec
1996

8.3
6.3
5.2

632.0

7077.9

769.7

354.6

1.344

127.8

152.4
5.7

513.73

195.9

8.8

Dec
1997

8.3
6.3
5.3

643.3

Annual Average
1996

5661.8

7402.9

818.5

368.3

Annual Average
1996

125.3

1.362

130.4

156.8
5.6

528.38

204.3

8.9

7767.7

859.8

382.4

1.333

133.4

161.6

5.7

542.51

213.8

8.9



