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Forecasters More Pessimistic About Economy

Forecasters see the economy performing significantly worse in 2001 than they thought just six months ago. The Federal
Reserve Bank of Philadel phia surveys forecasters twice a year for the Livingston Survey; 27 forecasters responded to this
survey. They think the economy’s output will grow just 1.9 percent in 2001, then strengthen in 2002 to 3.2 percent. Both
figures are lower than in the previous survey, taken in December 2000, as the table below indicates. Thefirst half of 2001
is the weakest, with the economy growing just 1.3 percent (at an annual rate); growth is then expected to rise to 2.7 percent
in the second half.

In the forecasts, the unemployment rate is expected to rise in both years, averaging 4.6 percent in 2001 and 4.8 percent in
2002. Those figures are both 0.3 percentage point higher than in the December 2000 survey.

Growth Rate of

Real GDP (%) Unemployment Rate (%)
Previous New Previous  New
Annual average data:
2000 to 2001 31 1.9 2001 4.3 4.6
2001 to 2002 34 3.2 2002 4.5 4.8

Inflation Higher Than in Previous Survey

The forecasters now see pricesincreasing at afaster pace than in the previous survey. Consumer price inflation will average
3.3 percent in 2001 (up from 2.8 percent in the previous survey), then decline to 2.6 percent in 2002 (up from 2.5 percent
previously). Producer prices are aso predicted to be higher than before, as shown in the table. The only good news s that
the forecasters think inflation will declinein 2002 for both consumer and producer prices.

CPI Inflation (%) PPI Inflation (%)
Previous New Previous New
Annual average data:
2000 to 2001 2.8 3.3 2.1 3.0
2001 to 2002 25 2.6 15 1.8



Short-Term Interest Rates Much Lower Than Before; Long-Term I nterest Rates Slightly Higher

In the December 2000 survey, the forecasters thought that the interest rate on three-month Treasury bills would decline
over the coming years. But they didn’t see how rapidly or how much interest rates would fall. They now expect the T-bill
interest rate to end 2001 at 3.5 percent, then rise a bit, ending 2002 at 3.9 percent. Note that these forecasts are significantly
lower than in the previous survey, as shown in the table below.

Long-term interest rates are expected to creep up just a bit toward the end of 2002. The interest rate on 30-year Treasury
bondsis now projected to remain fairly steady over the next 12 months, rising a bit later this year to reach 5.8 percent by
year-end. It isexpected to fall dightly to 5.7 percent by June 2002, then rise to 5.9 percent by the end of the year. These
forecasts for long-term interest rates are just dightly higher than in the previous survey.

3-Month Treasury Bill 30-Year Treasury Bond
Interest Rate Interest Rate
Previous New Previous New
June 2001 5.8 35 5.6 57
Dec. 2001 5.6 35 5.6 5.8
June 2002 N.A. 3.7 N.A. 57
Dec. 2002 5.4 3.9 5.6 5.9

Long-Term Outlook: Lower Output Growth Than in Previous Survey, Unchanged I nflation

The forecasters now think that the economy will grow just 3.2 percent annually over the next 10 years, compared to 3.4
percent in the previous survey. Inflation (in the Consumer Price Index) will average 2.6 percent over the next 10 years,
unchanged from the previous survey.
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G. Foder Conference Board J. Skorburg American Farm Bureau Federation
J. Gonzalez Tennessee Valley Authority P. Taylor National Automobile Dealers Assoc.
J. Hal Thomson Financial Services D. Torgerson U.S. Department of Agriculture
S. Hickok Prudential Insurance Company of America M. Willoughby  BVS
B. Horrigan Loomis Sayles & Co. R. Yamarone Argus Research Corp.
I. Kellner Hofstra University J. Young BellSouth Corp.
D. Knop Transcontinental Gas Pipeline Corp. L. Yun National Assoc. of Realtors
R. Lemmon General Motors Corp.




Corporate Profits and Stock Prices Lower in 2001, Rebound in 2002
The forecasters now foresee a decline in after-tax corporate profits and stock pricesin 2001. But both will rebound
significantly in 2002.

For 2001, after-tax corporate profits are expected to be 4.0 percent lower than they were in 2000. But the growth rate of
profits will turn positive in the second half of 2001, then rise 7.0 percent in 2002.

Stock prices (as measured by the S& P 500 index) ended 2000 at alevel of 1320. They’ re expected to drop to 1289 by the
end of June 2001, then rise to 1315 by the end of December, a decline of 0.4 percent for the year. But stock prices are
expected to grow in 2002, rising to 1395 by the end of June and finishing the year at 1455, an increase of 11 percent from
the year before.

Growth Rate of Stock Prices
After-Tax Corporate Profits (%) S& P 500 Index
Previous New Previous New
2000 to 2001 35 -4.0 June 30, 2001 1470.0 1289.0
2001 to 2002 5.0 7.0 Dec. 31, 2001 1490.0 1315.0
June 30, 2002 N.A. 1395.0
Dec. 31, 2002 1639.5  1455.0

Technical Notes
This news release reports the median value across the 27 forecasters on the survey’ s panel rather than the mean value
reported in prior years.

Also, between the time the survey was mailed to the panelists and when it was due, the data series on housing starts and
average weekly earnings in manufacturing were revised. Since some forecasters may have provided forecasts based on the
old series and others used the new series, the results for these variables should be viewed with caution.

The Philadelphia Fed' s Livingston Survey isthe oldest continuous survey of economists' expectations. The survey was
started in 1946 by the late columnist Joseph A. Livingston. It summarizes the forecasts of economists from industry,
government, banking, and academia. It is published twice ayear, in June and December.

To subscribe to the survey, contact the Research Department's Publications Desk at (215) 574-6428.




LI VI NGSTON SURVEY
MAJOR MACRCECONOM C | NDI CATORS, 2001-2002

4 2000
QUARTERLY | NDI CATORS TO
(percentage changes at annual rates) Q@ 2001
Real G oss Donestic Product 1.3
Nom nal Gross Donestic Product 4.3
Nonr esi denti al Fi xed | nvestnment -1.2
Corporate Profits After Taxes -5.5
DEC 2000
MONTHLY | NDI CATORS
(percentage changes at annual rates) JUN 2001
I ndustrial Production -3.0
Producer Prices - Finished Goods 3.8
Consuner Price Index (CPI-U) 4.5
Average Weekly Earnings in Mg. -2.7
Retai|l Trade 4.2
(level s of variabl es) JUN 2001
Total Private Housing Starts 1.610
(annual rate, mllions)
Unenpl oynent Rate 4.6
(percent)
Aut onpbi l e Sales (incl. foreign) 8.4
(annual rate, mllions)
FI NANCI AL | NDI CATORS
(l evel s of vari abl es) JUN 2001
Prime Interest Rate 7.0
30- Year Treasury Bond Yield 5.7
3-Month Treasury Bill Rate 3.5
Stock Prices (S&P500) 1289.0

LONG TERM QUTLOOK
Average Annual G owh Rate for the Next Ten Years

Real GDP 3.2

Consuner Price |ndex 2.6

Source: Research Departnent, Federal Reserve Bank of

@ 2001 4 2001 2000 2001
TO TO TO TO
Q& 2001 @ 2002 2001 2002
2.7 3.5 1.9 3.2
4.9 5.7 4.3 5.4
1.8 7.2 1.8 5.0
5.3 7.2 -4.0 7.0
JUN 2001 DEC 2001 2000 2001
TO TO TO TO
DEC 2001 JUN 2002 2001 2002
2.7 4.1 -0.6 3.2
1.1 2.0 3.0 1.8
2.5 2.1 3.3 2.6
3.9 1.9 2.0 3.1
5.3 3.2 3.7 4.2
DEC 2001 JUN 2002 2001 2002
1.597 1. 600 1.586 1.585
4.8 4.9 4.6 4.8
8.5 8.4 8.5 8.4
DEC 2001 JUN 2002 DEC 2002
6.8 7.0 7.0
5.8 5.7 5.9
3.5 3.7 3.9
1315.0 1395.0 1455.0
Phi | adel phi a, Livingston Survey, June 2001
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Tables

Note: All forecastswerereceived on or before June 6.



TABLE ONE
MAJOR MACROECONOM C | NDI CATORS, 2001- 2002
MEDI ANS OF FORECASTER PREDI CTI ONS

NUVBER
OF FORE- ACTUAL FORECASTS FORECASTS
QUARTERLY | NDI CATORS CASTERS 2000 4 2001 @ 2001 4 2002 @ 2000 2001 2002
1. Real Gross Donestic Product 25 9393.7 9456. 6 9581. 2 9748.0 9318.5 9493.1 9797.7
(billions, chain weighted)
2. Nom nal Gross Donestic Product 23 10114.4 10330.0 10579.6 10878.0 9963.1 10393.2 10949.7
($ billions)
3. Nonresidential Fixed |Investnent 23 1438. 3 1430.0 1443.0 1494.0 1413.7 1439. 2 1511. 4
(billions, chain weighted)
4. Corporate Profits After Taxes 19 626. 4 609. 0 625.0 647.2 641. 4 615.5 658. 4
($ billions)
ACTUAL FORECASTS ACTUAL FORECASTS
MONTHLY | NDI CATORS DEC 2000 JUN 2001 DEC 2001 JUN 2002 2000 2001 2002
5. Industrial Production 20 147.3 145.1 147.0 150.0 147.0 146.1 150.8
(1992=100)
6. Total Private Housing Starts 23 1.532 1.610 1.597 1. 600 1.575 1.586 1.585
(annual rate, mllions)
7. Producer Prices - Finished Goods 16 139.7 142. 3 143.1 144. 4 138.0 142.2 144.7
(index |evel)
8. Consuner Price Index (CPlI-U) 19 174.0 177.9 180.1 181.9 172.2 177.8 182.4
(index |evel)
9. Unenpl oynment Rate 23 4.0 4.6 4.8 4.9 4.0 4.6 4.8
(percent)
10. Average Weekly Earnings in Mg. 11 604. 8 596. 5 608.0 613.8 596. 8 609. 0 628.0
(%)
11. Retail Trade 13 271.3 277.0 284. 2 288. 6 269. 3 279.1 291.0
($ billions)
12. Autonobile Sales (incl. foreign) 17 7.8 8.4 8.5 8.4 8.9 8.5 8.4

(annual rate, mllions)



TABLE ONE ( CONTI NUED)

ACTUAL FORECASTS

| NTEREST RATES & STOCK PRI CES DEC 2000 JUN 2001 DEC 2001 JUN 2002 DEC 2002

(end of period)

13. Prine Interest Rate 22 9.5 7.0 6.8 7.0 7.0
(percent)

14. 30-Year Treasury Bond Yield 23 5.5 5.7 5.8 5.7 5.9
(percent)

15. 3-Month Treasury Bill Rate 24 5.7 3.5 3.5 3.7 3.9
(percent)

16. Stock Prices (S&P500) 14 1320.3 1289.0 1315.0 1395.0 1455.0

(index |evel)

Source: Research Departnent, Federal Reserve Bank of Philadel phia, Livingston Survey, June 2001



QUARTERLY | NDI CATORS

1.

2
3.
4

Real G oss Donestic Product
Nom nal G oss Donmestic Product
Nonr esi denti al Fi xed | nvest nent

Corporate Profits After Taxes

MONTHLY | NDI CATORS

© 0 N o O

10.
11.
12.

I ndustrial Production

Total Private Housing Starts
Producer Prices - Finished Goods
Consuner Price |ndex (CPl-U)
Unenpl oynent Rate

Average Weekly Earnings in Mg.
Retail Trade

Aut orobi | e Sal es (incl. foreign)

TABLE TWO
MAJOR MACROECONOM C | NDI CATORS, 2001- 2002
PERCENTAGE CHANGES AT ANNUAL RATES

NUMBER Q 2000 @ 2001 Q4 2001 2000
OF FORE- TO TO TO TO
CASTERS @ 2001 @ 2001 Q@ 2002 2001
25 1.3 2.7 3.5 1.9

23 4.3 4.9 5.7 4.3

23 -1.2 1.8 7.2 1.8

19 -5.5 5.3 7.2 -4.0
DEC 2000 JUN 2001 DEC 2001 2000

TO TO TO TO

JUN 2001 DEC 2001 JUN 2002 2001

20 -3.0 2.7 4.1 -0.6

23 0.078  -0.013 0.003 0.010

16 3.8 1.1 2.0 3.0

19 4.5 2.5 2.1 3.3

23 0.6 0.2 0.1 0.6

11 -2.7 3.9 1.9 2.0

13 4.2 5.3 3.2 3.7

17 0.6 0.1 -0.1 -0.4

2001
2002
3.2
54
5.0
7.0

2001
2002
3.2
. 000
1.8
2.6
0.2
3.1
4.2
-0.1



DEC 2000 JUN 2001 DEC 2001 JUN 2002
TO TO TO TO

| NTEREST RATES & STOCK PRI CES JUN 2001 DEC 2001 JUN 2002 DEC 2002
13. Prine Interest Rate 22 -2.5 -0.3 0.3 0.0
14. 30-Year Treasury Bond Yield 23 0.2 0.1 0.0 0.2
15. 3-Month Treasury Bill Rate 24 -2.2 0.0 0.2 0.2
16. Stock Prices (S&P500) 14 -4.7 4.1 12.5 8.8

Not e: Figures for housing starts, unenploynent rate, auto sales, prinme interest rate, 30-year Treasury bond
and 90-day Treasury bill are changes in levels. Al others are percentage changes at annual rates.

Source: Research Departnent, Federal Reserve Bank of Philadel phia, Livingston Survey, June 2001
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TABLE THREE

LONG TERM (10 YEAR) FORECASTS

SERIES: CPlI Inflation Rate

STATI STI C

M ni mum 2.000
Lower Quartile 2.500
Medi an 2. 600
Upper Quartile 2.800
Maxi mum 3. 600
Mean 2.655
Std. Deviation 0. 337
N 22
M ssi ng 5

SERI ES: Real CDP

STATI STI C

M ni mum 2.200
Lower Quartile 3. 000
Medi an 3. 200
Upper Quartile 3.500
Maxi mum 3.750
Mean 3.152
Std. Deviation 0. 380
N 21
M ssi ng 6

Reserve Bank of Phil adel phia, Livingston Survey,

June 2001



