Survey of

PROFENMONAL =2

F O R E C A 5 T E R S

Release Date: August 21, 1998
THIRD QUARTER 1998
Forecasters Expect Continued Growth Despite a Worsening Trade Picture
Despite new evidence indicating a worsening trade deficit, real GDP will continue to grow over each of the next five
quarters, according to 32 forecasters surveyed by the Federal Reserve Bank of Philadelphia. The forecasters expect
real GDP to grow at an annual rate of 2.1 percent in the third quarter, the same rate they expected in last quarter’s
survey. After accelerating to an annual rate of 3.1 percent in the fourth quarter, the forecasters expect growth to
average 2.3 percent over the first three quarters of 1999. Real GDP growth will average 3.4 percent in 1998, up from
3.2 percent in the previous survey, and 2.3 percent in 1999, down from 2.4 percent previously.

A major source of weakness in the current survey is the trade deficit, measured by real net exports in billions of chain-
weighted dollars. Currently, the forecasters expect the deficit to average $250.3 billion in 1998, up from their estimate
of $214.4 billion in the last survey. The deficit is expected to increase to $288.4 billion in 1999, up from $233.1
billion previously.

A slightly lower path of unemployment rates over the next five quarters accompanies the outlook for continued
expansion. The forecasters expect the rate of unemployment to average 4.5 percent in the third quarter, down 0.1
percentage points from the previous estimate of 4.6 percent. For the year, the unemployment rate will average 4.5
percent, also down 0.1 percentage points from the previous estimate. The forecasters project a rise to 4.7 percent in
1999, but this estimate is also down 0.1 percentage points from last quarter’s estimate.

The forecasters are assigning a slightly higher chance to the possibility of a third-quarter downturn. Currently, that
chance stands at 13 percent, up 5 percentage points from the previous estimate of 8 percent. Although the chances of a
negative quarter rise to 19 percent over the following three quarters, these forecasts represent increases of only 1 to 2
percentage points over the previous survey’s estimates.

The following table compares forecasts for selected variables from the current survey with those from three months
ago.
Real GDP (%)  Real Net Exports ($,Bil)  Chance of Negative Quarter (%)

Previous New Previous New Previous New
Quarterly data:
1998: Q3 2.1 2.1 -219.7  -271.8 8.0 13.0
Q4 2.3 3.1 -225.3  -280.0 12.0 13.0
1999: Q1 2.3 2.3 -230.1  -287.6 16.0 18.0
Q2 2.3 2.1 -236.2  -289.7 18.0 19.0
Q3 N.A. 2.5 N.A. -287.3 N.A. 19.0
Annual average data:
1998 3.2 34 -214.4  -250.3 N.A. N.A.
1999 24 2.3 -233.1  -2884 N.A. N.A.
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Forecasters Cut Their Estimates for Inflation Over the Remainder of 1998

The forecasters have reduced their projections for inflation over the next two quarters. Measured by the rate of change
in the Consumer Price Index, inflation, forecasters expect, will average 2.0 percent in the third quarter, down from 2.3
percent in the previous survey, and 2.4 percent in the fourth quarter, unchanged from the previous estimate. An
additional measure of inflation, based on the rate of change in the chain-weighted GDP price index, is expected to
average 1.2 percent in the third quarter and 1.7 percent in the fourth quarter, both down sharply from 1.9 percent and
2.1 percent previously. The GDP measure is expected to average 1.1 percent in 1998 and 1.9 percent in 1999. These
represent reductions of 0.4 percentage points and 0.2 percentage points, respectively, from the previous survey’s
estimates.

The following table compares this survey’s inflation forecasts with those from the previous survey.

CPI (%) GDP Price Index (%)
Previous New Previous New
Quarterly data:
1998: Q3 2.3 2.0 1.9 1.2
Q4 24 24 2.1 1.7
1999: Q1 2.5 2.5 2.1 1.9
Q2 2.6 2.5 2.1 2.2
Q3 N.A. 25 N.A. 2.3
Annual average data:
1998 1.7 1.7 1.5 1.1
1999 2.5 2.5 2.1 1.9

Long-Term Expectations for Inflation Hold Steady

Expectations for inflation, as measured by the CPI, over the next 10 years are 2.50 percent, the same rate expected in
last quarter’s survey. This survey marks the first since that of the fourth quarter of 1997 in which long-term
expectations for inflation have not fallen.

Forecasters Peg the Natural Rate at 5.30 Percent

In third-quarter surveys, the participants are asked about their use of the natural rate of unemployment—the rate of
unemployment that occurs when the economy reaches equilibrium—in generating their forecasts. Fourteen of the 30
participants, or 47 percent, who answered this question indicated that they use the natural-rate concept in generating
their forecasts. The median estimate of the natural rate is 5.30 percent. In last year’s third-quarter survey, 59 percent
of the participants who responded to this question indicated that they use the natural-rate concept, and the median
estimate was 5.25 percent.

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.
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