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THIRD QUARTER 1997

Forecasters Expect Stronger Near-Term Real GDP Growth, Lower Inflation, and a Lower Unemployment Rate

The outlook for real GDP growth over the third and fourth quarters looks stronger now than it did just three months
ago, according to 37 forecasters surveyed by the Federal Reserve Bank of Philadelphia. The forecasters now expect
real GDP to grow at an annual rate of 2.7 percent over the second-half of the year, up from their earlier estimate of 2.4
percent. Growth will average 2.6 percent in the third quarter and 2.8 percent in the fourth quarter. On a year-over-
year basis, the forecasters expect real GDP to grow at a rate of 3.4 percent in 1997 and 2.5 percent in 1998.
Previously, the forecasters expected growth of 3.6 percent in 1997 and 2.1 percent in 1998.

The forecasters expect a lower inflation rate to accompany the improved growth prospects. Inflation, as measured by
the Consumer Price Index, will average 2.2 percent in the third quarter, down sharply from the previous forecast of
2.8 percent. CPI inflation will average 2.3 percent in 1997 and 2.8 percent in 1998, down from 2.7 percent and 3.0
percent, respectively, in the last survey. Measured by the rate of change in the GDP chain-weighted price index,
inflation is expected to average 2.0 percent in the third quarter, down from 2.4 percent in the previous survey, and 2.1
percent for the year.

The forecasters are revising downward their expectations for the unemployment rate. They now expect the
unemployment rate to average 4.8 percent in the third quarter, down from 5.1 percent in the previous survey. The
forecasters see the unemployment rate rising to 5.0 percent in the first quarter of 1998 and holding steady at that level
over the remainder of the year. The unemployment rate is expected to average 5.0 percent in 1997 and 1998, down
from 5.1 percent and 5.3 percent in the previous survey.

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

Real GDP CPI Inflation GDP Price Index Inflation
Previous New Previous New Previous New
Quarterly data:
1997: Q3 2.5 2.6 2.8 2.2 2.4 2.0
Q4 2.3 2.8 3. 2.8 2.6 2.4
1998: Q1 2.1 2.6 3.1 2.7 2.4 2.4
Q2 1.9 2.4 3.1 3.0 2.3 2.5
Q3 N.A. 2.0 N.A. 2.9 N.A. 2.5
Annual average data:
1997 3.6 34 2.7 2.3 2.3 2.1
1598 2.1 2.5 3.0 2.8 2.5 2.5
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Forecasters Are Revising Downward Their Expectations of Short- and Long-Term Interest Rates

As the following table shows, the forecasters now expect the rate on three-month Treasury bills to average 5.1 percent
in 1997 and 5.2 percent in 1998, down from 5.3 percent in the previous survey. Long-term rates, as measured by the
rate on 10-year Treasury bonds, will average 6.5 percent in 1997, down from 6.8 percent in the previous survey, and
6.4 percent in 1998, down from 6.6 percent.

Short- and Long-Term Interest Rate Forecasts

3-Month Rate 10-Year Rate
Previous New Previous New
Quarterly data:
1997: Q3 5.5 5.1 6.8 6.4
Q4 55 5.3 6.8 6.5
1998: Q1 5.5 5.4 6.8 6.5
Q2 54 5.3 6.7 6.5
Q3 N.A. 52 N.A. 6.4
Annual average data:
1997 5.3 5.1 6.8 6.5
1998 5.3 52 6.6 6.4

Risk of a Negative Quarter Is Lower

The forecasters think that the chance that real GDP will decline in any of the next four quarters is lower than they
thought in last quarter’s survey. They are now assigning a 4 percent chance to a decline in third-quarter real GDP,
down from 11 percent in the previous survey. Although the risk rises over the following three quarters, it remains
below that assigned in the previous survey, as the following table shows.

Mean Probability of a Decline in Real GDP

Previous New

1997:Q3 11.0 4.0
:Q4 13.0 8.0
1998:Q1 20.0 13.0
Q2 23.0 17.0
Q3 N.A. 200

Long-Term Inflation Expectations Bounce Back

The forecasters are revising upward their expectations for long-term inflation. They now expect inflation, as measured
by the Consumer Price Index, to average 3.0 percent over the next 10 years. In last quarter’s survey, the forecasters
expected a long-term inflation rate of 2.85 percent, which represented a downward revision from their expectation of
3.0 percent in the six surveys prior to last quarter’s survey.



Forecasters Cut Their Estimate of the Natural Rate of Unemployment

In this survey the participants provided information on their use of the concept of the natural rate of unemployment—
the rate of unemployment that occurs when the economy reaches equilibrium—in producing their forecasts. Twenty-
two of 37 forecasters report that they use the natural rate concept. Their average estimate of the natural rate of
unemployment is 5.25 percent, with a middle range of estimates of 5.0 percent to 5.5 percent. In last year’s third-
quarter survey, 24 of 42 forecasters reported using the natural rate concept, and the average estimate of the natural rate
was 5.57 percent.

Forecasters Emphasize the Role of Foreign Competition in Keeping Inflation Low

In answer to a special question about why inflation has been surprisingly low, the forecasters think the most important
reason is that foreign competition is preventing domestic firms from raising prices, a pressure that wasn’t present in
past expansions. Another important reason is that special factors, such as the value of the dollar, have kept inflation
from rising recently, but when the effect of these factors wears off, inflation may start to rise. Elements that are
somewhat less important include the impression that many forecasts are based on the notion that inflation tends to rise
in an expansion and that supply-side factors are more important in this expansion than in past expansions. The least
important determinant, according to the forecasters, is the possibility that monetary policy has been tighter in this
expansion than in past ones, a factor that isn’t incorporated into many models of inflation.

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, Assistant Vice President and Economist, Federal Reserve Bank of Philadelphia,
Ten Independence Mall, Philadelphia, PA 19106 (215) 574-3809 email: dean.croushore@phil.frb.org

To subscribe to the survey, contact the Research Department's Publications Desk at (215) 574-6428. This three-page writeup
contains partial results of the survey. More detailed tables are available. These tables can be accessed on the Internet at:
http://www.phil.frb.org/econ/spf/spfpage.html.

a‘mﬂ“
RESERVE BANK OF
PHILADELPHIA




*378Y217ddV 1ON = YN °S1SVI3¥04 TYNAIAIQGNT /§ 40 SNVIQ3IW 3¥V INIT HOVI NO SIUNDI4 IHL  :S3ILON

/661 ¥31¥VND QY¥IHL "S¥ILSVIIY04 TVNOISSIJOUd J0 AIAUNS 'VIHDIIGY1IHd 40 XNVE 3AN3SIY TV¥I03d "INIWLIAVIIC HIYVISIY  :3J4N0S

v'9 59 99 59 5'9 5'9 99 (INT2¥3d)
Q131A ONOS A¥NSY3YL uY3IA-0L 2

2°s 1°s 2’s £°S 7S £°s 1S (1N3J¥3d)
J1vy 1718 AYNSYIYL HINOW-¢ 9

0°S 0°s 0°s 0°s 0°s 6"y 8"y (IN3¥3D)
31VY INIWAOTIWNINA °§

S73A3T NI SITEVIAVA

8¢ €2 672 0°¢ P 8¢ e (31v¥ TVNNNY)
(N-1d3) X3aNI 321¥d YIWNSNOD "¥

8y 9°s 6"y LY 6™y 6™ 0°s (SNQITT18 $)
(d409) 13N00Y¥d J11S3IWOA SSOUD “§

§'e 4 4 s°e VA4 Y 0°e (001=2661)
X3aNI 3J1¥d da9 "2

4 v'e 0°2 v e 92 972 92 (Q31H913M NIVHD ‘SNOITTIE)
dgo way |

S31VY TVANNV 1V H1MO¥D 1IN3D¥3d

8661 2661 1SvJ3¥04

£0 20 1] %0 £0
8661 2661
39VY3AV_TYNNNY

86-2661 'SYOLVIIGNT JIWONODIOUIVM HOrVW
S¥31SVYI3¥04 WNOISSIJI0¥d 40 A3A¥NS



‘91 3snbny SI038Q IO UO PSATSDDX

SI9M S13SeDsI0] TIY °"BIep 9yl 03 SUOTSTADI jusnbssgns 3097ISI 30U Op Sa1qe)
2yl 1 Bny uo aaTeuuoTissnb AsAIns SYl JUSS 9I9M ASDYJ USYM SIDISEOSIOI SYJ 03
o2TgeIIeA® SI9M JBUJ] BIEp SYy3l SIe ,Jenide, se poa3sT] sa[del SS9yl UT eied 930N

seTqeL
L66T I923Iend PITYL

SYHLSVDHY0d TVYNOISSHIAOYd J0 XHAINS



1661 ¥ILYVYND QYIHL ‘SYILSYIIUO4 TYNOISSIH0Ud 40 AIAYNS ‘VIHAIIAYIIHd 40 XNVE 3A¥ISIY 1v¥3a34 °INIWLYVHIA HO¥VISTY

o%°l

U eel

0°s

1 "86Y

0£°stl

0°s%%8

8661
1Sv¥23¥04

05°9

rA M)

o

0°02L

0°s

£°ely

g5ttt

9°1908

1661
1S¥23304

%9 9€°9 Ls'9 £5°9 0579 679 0.9 9¢
VA Y] g7l () AY] (402 04 8272 4572 e
10°s 6L°S 52°S PA R TR oL°s S0°S 8
[ 6°¢ 0°¢ 172 8¢ ¢ Ll SE
8Y°l 6e° 1 8e°L oY°l 1771 A" A Sg
2'slL 0°%2L L'g2l €722l sTlel  sT0el  9T6Ll e
%S 0°s 0°s 0°s 6y 8y 6" 9¢
CAVA Y 8°96% £726% £°68BY §98Y 679y CV'N 92
2oLl 6%°SLL 64°LL 20°%LL O%TELL £2°2LL 2172l £f
0°9¢9. 0°.6%Y8 §£°66£8 0°00€8 .°0028 L°€0lL8 877008 Y€
MMMH €0 s 5] 0 £0 2o SAILSYI
wnLavY 2661 -3¥04 40
8661 2661 WwNLIVY dIAWNN
S1SY23y404

SNOI121Q3¥d ¥31SvI3IY04 40 SNVIAIW
86-2661 'SYOLYIIAONT JIWONOIIOUIVW ¥OMVW

3NO 378VL

(1N32¥3d)
Q7314 GNO8 A¥NSY3IYL dV3IA-OL

(1N32¥3d)
@13T1A GNO8 31VH0dY0D Vvv

(QUEREERD
31vd 1718 AdNSY3IAL HLINOW-&

(31V4 TYNNNY)
(N-1dJ) X3ANI 3D21¥d YIWASNOD

(SNOITTIW ‘3LVY TYNNNY)
S1¥VLS DNISNOH ILVAIYd MaN

(001=2861)
NOI12NQ0¥d TVIYLISNANI

(1IN32¥3d)
J1ivY LNIWAOTAWINN

(SNOINTIE $)
S3IXV1 Y314V S1140¥d 31V304300

(00L=2661)
X3AGN1 3D1¥d dQ9

(SNOITTIdE $)
(d@9) 12n00¥d J11SIWOA SSO¥D

+3J¥N0S

"ol



*/66L ¥3LAVND Q¥IHL ‘S¥ILSYIIN04 IVNOISSIJO¥d 40 AJAUNS 'VIHAIIAVIIHd 40 INVE 3IA¥3ISIY V33034 'INIWLIVAIQ HOYV3ISIY

9" l81-

0°.%

0°8¢8

VAVAY]

S €8¢

1668

9°6L6Y

0°gvel

8661
1SVY23¥04

0" LYL-

8749

0°€1L8

S°8SY

07242

8°¢Y8

17258y

079912

1661
1SYJ3¥04

7°9LL-

0°ac

17264

2749y

122

L71LL

| APA

778269

9661
IVNLIY

L°9€L- 976EL- 0°GY7L- €°0%L- 2°SYl- 674%L- PAY (Q31HOI3M NIVHD ‘sNOITTIg)
S1d30dX3 13N
6.8 6°6% 0°0% 9° gy £799 8°99 9¢ (Q3LHDIIM NIVHD ‘sNOITTIE)
SITYOLNIANI SSIANISNE NI IONVHD
£°1lg8  8°/28 0°%28 07028 2°SlLB  ¥°0L8 113 (Q3LHDI3M NIVHD ‘SNOIT1IE)
[ 3 2 lAO9 V201 QNvV 3LVIS
0°2SY 674S%  LTlSY  67.S%  LT6S%h  0729Y 113 (Q3LHII3M NIVHD ‘SNOIT118)
- [ % 2 LNJWNJ3IA0D TV¥3Q34
8°¢8C £°€8Z %718 %762 678LC LTl 9¢ (Q31HDI3M NIVHD ’'SNOITT18)
LINIWLS3ANI Q3xId vILNIQISTY
0°€06 2°%68 67188 S°898 0°SSB  8°.€8 9¢ (Q3LHOI3IM NIVHD ‘SNOITTIE)
INIWLISIANT Q3IXI4 IVILNIAISIUNON
170667 %°296% 6°lg6% 072067 179987 6°.128Y% 9¢ (Q3LHOI3IM NIVHD ‘SNOITNIA)
S3ANLIANIAX3 NOILAWNSNOD TV.1O)
L709¢ 9°¢€2¢/ 0°182. 0°6£2. 0°6BLL L76Ell P29 (Q3LHDI3M NIVHD ‘SNOITTIE)
dQ9 vy
£0 ) 10 0 £0 ] S¥3LSVI
1661 -3¥04 40
8661 1661 vnLY YIEWNN
S1SVJ23404

86-2661 ‘SYOLVIIANI JIWONOJIOYIVW HOrVMW

SNOI12103¥d ¥31SVIIY04 40 SNVIQIW

GINNILNOD 3INO 378VL

£323N0S

‘gl

“al

4t

‘gl

13



*/661 ¥31¥YND QYIHL "S¥ILSYIIY0S TVNOISSIJ0¥d 40 AJAUNS 'VIHAIIAVIIHd 40 MNVE 3IA¥ISTY Tv¥IQ3d ' LNIWLYYAIA HOWVISIY  :3JUNOS

“S3LVY¥ IVNNNY LY S3IONVHD 3DVINIIY3Id ¥V S¥3HI0 1TV
*SINIOd 39VINIO¥3Id NI ‘S3Lv¥ 3SIHL NI SIONVHI ¥V QT3IA ANOE AdNSYIYL IYIA-OL ANY
'@131A ONOE ILVHOCY0D VWY ‘3ILvd 1118 AYNSYIUL ‘XIANI 3J1¥d ¥IWNSNOD NI 3ONVHI LNID¥3d “3LVY LNIWAOTJWINN ¥04 SIINDIJ :3LON

bLo- 90° SL°- 20" - €0° L lg" - 9¢ (1N32¥3d)
@73IA ANOS A¥NSYIYL ¥VIA-0L Ol

107 - S0° S0 - 20" - 20° gL 0g" - 9¢ (1N3JY3d)
73IA ONOS 31V¥0dd0I VYV °6

0" 4 90" - aLt- aLs SL*® S0° lg (1N32¥3d)
JLvY¥ 1719 A¥NSY3IYL HLNOW-¢ °8

9° 6" - Lo~ € Lo 9° Ll 113 (31v¥ TVNNNY)
(N-1d2) X3ANI 321dd ¥IWNSNOD "L

s e- 8- 8°¢ 0°S- 8°e- 8°¢- 9°s- 113 (SNOITTIW ‘3LV¥ IVNNNY)
S1¥VLS ONISNOH 3ILVAI¥d M3AN 9

87 2’y 872 g'c Ll e 0°¢ 43 (00L=£861)
NOILINAO¥d TVYIWLISNANI °§

0° 9 - 0° 0- L- L Lo- 9¢ (1N3IY3d)
31VY IN3WAOTdWINN “¥%

2°s 1S l°€ §°¢ £ £°8 0°s 9Z (SNOITTIS $)
S3IXV1 Y314V SLIJOdd 3ILVYOd¥0D "¢

L4 1°e §°¢ §°¢ 9°c 97 0°¢ 113 (00L=2661)
X3ON1 3J1¥d d4a9

(3]

8y 9°'s 69 LY 6y 6y 0°s 9¢ (SNOIT118 $)
(d09) 1INA0¥d JI11SINOA SSO¥D

.
p—

8661 2661 86 £0 86 <20 86 LD 6 %0 16 €O S¥3ISYI
ol ol ol ol oL ol ol -3¥04 40
1661 9661 86 <20 86 1D 6 90 L6 €0 16 20 YIGWNN

S31vd TYNNNY LV S3DONVHI 39VINIIY3d
86-2661 'SHOLVIIANT JIWONOJIOUIVH dOrVW

oML 378VL



2661 ¥ILYVND QUIHL ‘SYILSYIIYO4 TYNOISSIJ0¥d 40 AIAUNS ‘VIHAIIAVIIHd JO ANVE 3AN3SIY Tv¥3I034 ‘ LNIWI¥VAIA HONYISIY

¢

8°02-

L9

5'e

5°¢

8661

ol
2661

9°9¢2-

8¢t

26

0°¢

“S¥Y170d AILHOI3M-NIVHI 40 SNOITTIS NI S3IONVHD F¥V S1¥0dX3I L3IN ANV S3IUOLN3ANI SSINISNG AO4 SIYNOIL

“S3LVY TVNANNY LV SIONVHD 39VLINIOY3d ¥V SAIHIO 1TV

9°¢ %°s LY~ 6y L2 P2
0°¢- L°- 9°¢- 8°0L- S¢l- 9¢
PN 671 0°e 9°e e 93
8- L L7~ S*L- 0°¢- S
9° 8¢ 0°¢ L 92 9¢
0y LS €9 "9 S°8 9¢
£e s ¢ 14 0°¢ 2°g 9¢
0°¢ 9°e 9°e 8¢ 9°2 FAY
86 ¢D 86 20 86 b 16 %0 16 €0 SY¥3LSYI
ol ol ol ol ol -3¥04 40
86 ¢0 86 1D 16 %0 L6 €0 L6 <20 YIGWNN

S3LvY TVANNY 1Y S3IINVHD 39V.IN3O¥3d

86-2661 'SYOLVIIANT IIWONOIIOYIVH JOTVW

G3NNILNOD OMl1 378VL

(Q3LHO13M NIVHD “SNOIT118)
S1¥0dX3 13N

(A@3LH9I3M NIVHD “SNOITIE)
SIIYOLNIANI SSIANISNE NI 3IINVHI

(Q3LH913M NIVHD "SNOIT1IE)
I % 3 1A09 1¥J01 ANV 3lViS

(Q3LHOI3M NIVHD ‘SNOITTIE)
1 2 3 IN3WNY3IA09D TV¥303d

(Q31H913IM NIVHD "SNOITIE)
INIWLIS3ANI Q3IXI4 IVILINIAISIHY

(Q3LH9I13IM NIVHD ‘SNOITTIE)
INJWLISIANT Q3IXI4 IVILNIQISIYNON

(031HDI3M NIVHD ‘SNOINTIE)
STANLIANIAXI NOILJWNSNOD TVLOL

(031H9I3IM NIVHD ‘SNOITIE)
dQ9 vy

+333dn0s

*310N

1

"l

1

2L

"1l



*/661 ¥ILUVNO QUIHL 'S¥ILSVYIIN0d TYNOISSIJOWd 30 AAUNS 'VIHAIIAVIIHA 40 MNVE AYISIY VY3034 ' LNIWLIVAIQ HO¥VISIY  :3D3N0S

"Ge SI ONILY0d3Y SAILSVIFU04 40 Y3GWNN TVIOL <3ION

0¢ P el 8 ki ALI718vE0dd NV3IW
0¢ SL ol 9 L AL1719VE0dd NVIQ3W
[4 [4 r4 I I ONILY0d3d LON
0 0 0 0 0 YN0 ONY L6
0 0 0 0 0 06 01 18
0 0 0 0 0 08 Ol L2
0 0 0 0 0 0L 0L L9
0 0 0 0 0 09 Ol LS
l l 0 0 0 0 Ol LY
ki 0 l L 0 0% Ol g
ol PA r4 0 L 0¢ Ol L2
] £l L 2 l 02 ol Ll
Ll 7l 1e r43 113 $S371 ¥0 0L

SYILSVIIU0S 40 AFQWNN

86 €0 86 20 86 LD 6 70 6 %0 (00L NI S3JNVHD)
oL ol ol ol ol AL1T18vYE04d
86 ¢o 86 1O 26 26 0 26 20 Q31VWI1S3

d@9 Tv3Y NI 3INITI3Q JO ALIT1EVEONd QILVWILSI

J3AHL 378Vl



*2661 ¥3L¥VND QYIHL 'SYILSYIIIO4 TYNOISSII0¥d 40 AAINS ‘YIHIIAVIIHd 40 JNVE IAYISIY Tv¥3034 ' LNIWLYVAIQ HIYVISTY

86-1661

86-1661

l¢°
§9°L
18°0¢
26°2S
87701
92°¢

+323dn0s

‘9¢ SI INILYOdIY SY3ILSVYIIY0d 40 ¥IBWAN TYLI0L :3ION

JINIT230 1TIM

6"

a0

w
o .
ENOINTMN —

0oL 0°0
ol 0%l
0oL 0°¢
0oL 0°¢
0oL 0°%
0l 0°§
0L 0°9
0l 0°Z
¥0 0°8

SX3ANI 3J21¥d dQ9 NI S3ONVHD LIN3IJY¥3d
3781SS0d 0L Q3HIVLILY ALITI9VEO¥d NVIKW

$d09 Tv3Y¥ NI S3IONVHDI LIN3IJ¥3d

3791SS0d 0L Q3IHIVLILY ALITI8VE0¥d NVIW

86-2661 ONV 16-9661
S321¥d ANV dQD NI S3IONVHI 40 ALIT18VEOYd NVIW

3nod 378vl



*J66L ¥ILAVND GYIHL ‘SYILSVIIY0L TYNOISSII0¥d 10 AIAUNS ‘VIHAIIAVIIHA 40 JNVE 3A¥ISIY TVH¥3IA34 ‘LINIWLIVAIA HOYVIASIY :3JUNOS

j INISSIKW
£¢ N
82y "A30 Q1S
88872 NVIW
000°% WNWI XV
osl ¢ 371LYVND ¥3ddN
000°¢ NVIQ3IW
00572 371.1¥YND ¥3M0T
000°¢ WNWINIW

JILSILVLS

31VYd NOILVIdNI IdD :S3I¥3S

S1SVI3N04 (¥v3A OL) W¥3L-DNOI

3AI4 378Vl





