ECONOMIC OUTLOOK SURVEY

This survey was formerly conducted by the National Bureau of Economic Research and the American
Statistical Association. Thesurveybeganin1968and is takenquarterly. After consulting withthe NBER, Dean
Croushore and Leonard Mills took over the surveybeginning in June 1990. Continuation of this survey would
not have been possible without the support of Robert Allisonof NBER and Victor Zarnowitz of the University
of Chicago.

Historical data on past surveys are available from the National Bureau of Economic Research. For further
information about the survey, please contact:

Dean Croushore or Leonard Mills
Economic Research Department
Federal Reserve Bank of Philadelphia
Ten Independence Mall
Philadelphia, PA 19106

(215) 574-3809 or (215) 574-3905

THIRD QUARTER 1990

Dean Croushore and Leonard Mills
Federal Reserve Bank of Philadelphia

According to the September survey of 13 professional forecasters, real GNP will increase 1.2 percent in
1990and 1.7 percentin 1991. Inflation as measured by the consumer price index is expected tobe 5.4 percent
in 1990 and to fall to 4.5 percent in 1991. Both short- and long-term interest rates are predicted to be lower
on average in 1991 than in 1990.

Slow Growth Is Expected Over the Next Four Quarters

Real GNP is expected to grow slowly through 1991:2, but to recover in the second half of 1991. The median
forecasts for annual growth rates in real GNP are 1.2 percent in 1990:3, 0.6 percent for 1990:4, 0.7 percent for
1991:1, 0.9 percent for 1991:2, and 2.2 percent for 1991:3.

The estimated probability of a decline in real GNP peaks at 41 percent in 1990:4. Each of the quarterly
estimates are at least 10 percentage points higher than the comparable figures from earlier surveys.

Mean Probability March June September
of a Decline 1990 1990 1990
in Real GNP Survey Survey Survey
1990:3 16 17 28
1990:4 16 30 41
1991:1 17 26 36
1991:2 n.a. 20 30

1991:3 n.a. n.a. 22



Unemployment to Increase

The civilian unemployment rate is expected to rise to an average of 5.7 percent in 1991, compared to an
average 5.4 percent in 1990. Unemployment begins rising in 1990:3 and peaks at 5.9 percent in 1991:3.

Consumer Price Inflation Higher in 1990

The median forecast is for 5 percent CPI inflation in the second half of 1990. This results in an expected
5.4 increase in consumer prices for 1990, but for 1991 CPI inflation is expected to fall to 4.5 percent.

Interest Rates Are Expected to Fall

The three-month Treasury bill rate is expected to fall steadily through 1991:3. The total decline is expected
to be roughly 130 basis points, to 6.5 percent (discount basis). The decline in corporate bond yields is
expected to be smaller, roughly 40 basis points over this period.

Consumption and Housing Weak, But Improving Modestly

Real personal consumption expenditures are projected to grow 1.0 percent in 1990 and a higher 1.3 percent
in 1991. Housing starts are expected to be flat for the remainder of this year before improving modestly in
1991. Overall, the annual average number of housing starts is expected to decrease 9.4 percent in 1990, but
to recover slightly in 1991, rising 4.0 percent. Residential investment is also expected to be weak, declining
3.6 percent in 1990 and 0.5 percent in 1991.

Business Investment Expected to Be Slow

Nonresidential fixed investment is expected to grow about 0.9 percent in both 1990 and 1991. Although
inventory investment is expected to remain positive in 1990 and 1991, a smaller accumulation is expected:
$15.4 billion in 1990 and $11.4 billion in 1991, compared to $23.8 billion in 1989.
Industrial Production Improving Modestly, While Corporate Profits Decline

Industrial production is expected to increase 0.8 percent in 1990 and 1.7 percent in 1991. After-tax

corporate profits are expected to fall modestly through mid-1991. The consensus sees corporate profits
falling 2.4 percent in 1990 and 0.5 percent in 1991.
Net Exports Are a Source of Growth

Real net exports of goods and services are expected to average $-39.4 billion in 1990 and $-30.8 billion in
1991, an improvement over the $-54.1 billion figure in 1989.

State and Local Government Purchases Offset Slow Growth in Federal Purchases

Federal purchases of goods and services are expected to increase 1.2 percent in 1990 before falling 1.9
percentin 1991 because of declining real defense outlays. State and local purchases are projected toincrease
3.0 percent in 1990 and 1.7 percent in 1991.

Major Assumptions

Most forecasters see an increase in excise taxes in the range of $10-20 billion. A few respondents also see
some increase in personal taxes, coupled with a reduction in the capital gains tax rate. Also, most of the
respondents see M2 growth of around 5 percent in 1991, as well as a decline in oil prices from around $28
per barrel at the time of the survey to the low $20s by mid-1991.
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