Economic Research Department

THIRD QUARTER 1991

The economy looks better in August than it did in May, according to economic forecasters
surveyed by the Federal Reserve Bank of Philadelphia. The forecasters see higher real GNP
growth, reduced unemployment, lower inflation, and lower interest rates in their current
forecast, compared to their forecast of three months ago.

The results are based on a median forecast of 33 professional forecasters working in
academic institutions, professional associations, and such sectors as financial services,
manufacturing, transportation, and energy.

The forecasters expect real GNP to grow at a 2.7 percent annual rate in the current quarter,
and to maintain growth of 2.5 percent to 3.2 percent each quarter for the next year. Along
with this steady growth in output, the forecasters expect the unemployment rate to decline
from 6.9 percent in the current quarter to 6.4 percent one year from now.

The inflation rate (using the CPI) is expected to be only 3.2 percent in the current quarter,

rising to about 3.8 percent over the next year. On an annual basis, the inflation rate is
expected to be 4.2 percent in 1991, falling to 3.7 percent in 1992.

Median Forecasts

Real GNP Unemployment CPI Inflation
Growth Rate Rate
1991: Q2 (actual) 0.4 6.8 2.1
Q3 2.7 6.9 3.2
Q4 2.5 6.8 3.6
1992: Q1 2.8 6.6 3.9
Q2 3.2 6.5 3.8
Q3 2.8 6.4 3.8
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GNP Components

Consumption is expected to grow steadily at between 2.1 percent and 2.6 percent over the
next five quarters. Residential investment is expected to grow rapidly after declining
sharply during the recession, while nonresidential fixed investment is forecast to have one
more negative quarter before improving during the fourth quarter. Government purchases
are forecast to décline slowly over the forecast period. The forecasters see net exports
remaining negative, but steady. The change in business inventories is forecast to increase
steadily over the next year.

Little Chance of a Double-Dip Recession

Most forecasters see little likelihood of a double-dip recession. However, the forecasters
now see a slightly greater chance of a decline in real GNP within the next five quarters
than they did in the previous survey.

Mean Probability May August
of a Decline 1991 1991
in Real GNP Survey Survey

1991: Q3 31 19
- Q4 17 20
1992: Q1 11 17
Q2 10 15

Q3 n.a. 15

Interest Rate Forecasts

Interest rates are forecast to decline slightly through the rest of 1991, then to increase early
next year. The three-month Treasury bill averaged 5.6 percent in the second quarter and is
expected to decline to 5.5 percent in the third and fourth quarters, before gradually rising
to 6.0 percent one year from now. Little movement is expected in the AAA corporate bond
yield, which falls slightly from 8.9 percent in the second quarter to 8.8 percent in the fourth
quarter, then rises to 9.0 percent next year.

The Philadelphia Fed’s Survey of Professional Forecasters was formerly
conducted by the American Statistical Association (ASA) and the National Bureau
of Economic Research (NBER) and was known as the ASA/NBER survey. The
survey, which began in 1968, is conducted each quarter. The Federal Reserve
Bank of Philadelphia, in cooperation with the NBER, assumed responsibility for
the survey in June 1990.

For further information about the Survey of Professional Forecasters, contact:
Dean Croushore

Research Officer and Economist

Federal Reserve Bank of Philadelphia

Ten Independence Mall

Philadelphia, PA 19106

(215) 574-3809
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