Economic Research Division

THIRD QUARTER 1994

Forecasters See Slower Growth; Inflation Qutlook Is Little Changed

The outlook for real GDP growth is less favorable now than it was three months ago,
according to 30 forecasters surveyed by the Federal Reserve Bank of Philadelphia.

The forecasters now see real GDP growing at a 2.6 percent rate gver the next two quarters,
compared with 3.0 percent in the last survey. For the year, the forecasters see real GDP
growing at a rate of 3.7 percent, up slightly from 3.6 percent in the last survey. GDP
growth will decelerate to 2.5 percent in 1995, according to the forecasters,

The outlook for inflation, as measured by the Consumer Price Index, is little changed from
that of the last survey. The forecasters continue to see inflation averaging 2.9 percent in
1994, Inflation will accelerate to 3.3 percent in 1995, up 0.1 percentage points from their
forecast in the last survey.

The forecasters also expect rising short-term interest rates over the next year and a half.
The three-month Treasury-Bill rate will average 4.1 percent in 1994 and 4.9 percent in 1995,
The 10-year Treasury-Bond rate will hold steady at 7.2 percent over the remainder of this
year and fall to 7.1 percent in 1995.

The following table compares median forecasts for selected variables from the current
survey with those from three months ago:

Real GDP CPI Inflation 3-month T-Bill Yield
Previous New Previous New Previous New
Quarterly data:
1994; Q3 3.1 2.6 3.2 3.3 4.2 4.4
Q4 2.8 2.6 3.3 3.3 4.4 4.7
1995: Q1 2.5 2.4 3.3 3.3 4.5 4.8
Q2 2.3 2.4 3.3 3.3 4.6 4.8
Q3 N.A. 2.5 NLA, 34 N.A. 4.8
Annual average data;
1994 3.6 3.7 2:5 2.9 4.0 4.1
1995 2.7 2.5 3.2 3.3 4.6 4.9
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Long-Term Inflation Expectations Are Unchanged

Long-term inflation expectations continue to hover around 3.5 percent. Average inflation
over the next 10 years, as measured by the Consumer Price Index, will be 3.48 percent,
according to the forecasters. The middle range of the forecasts is 3.0 to 3.8 percent. This
marks the fifth consecutive survey in which the forecasters expect long-term inflation to
average around 3.5 percent. The following table shows long-term inflation expectations
from the current and previous four surveys.

10-Year CPI Inflation Expectations

1993: Q3 3.45
Q4 3.45
1994: QI 3.45
Q2 3.50
Q3 3.48

Low but Increasing Risk of a Negative Quarter

The mean probability of a decline in real GDP is rising gradually from 6 percent to 17
percent over the next five quarters, according to the forecasters. For the current quarter,
the forecasters are assigning a 6 percent probability to a decline in real GDP. The
following table compares the probabilities from the current survey with those from three
months ago:

Mean Probability of a Decline in Real GDP

Previous New
1994: Q3 6.0 6.0
Q4 9.0 8.0
1995: QI 13.0 13.0
Q2 14.0 16.0
Q3 N.A. 17.0

The Philadelphia Fed’s Survey of Professional Forecasters was formerly con-
ducted 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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