Economic Research Department

SECOND QUARTER 1992

A Stronger Recovery Than Previously Expected

The recovery is going to be stronger than was expected three months ago, according to 37
economic forecasters surveyed by the Federal Reserve Bank of Philadelphia. The economy
grew faster in the first quarter than was expected, and the forecasters have increased their
forecasts for overall real GDP growth for 1992 from 1.5 percent to 2.0 percent. There’s good
news on the inflation front, too, as the forecasts of inflation are unchanged from three
months ago, with inflation expected to remain moderate over the next two years, at about
3.0 to 3.5 percent. The unemployment rate is now forecast to be slightly higher than before:
7.1 percent for 1992 compared with 7.0 percent in the forecast of three months ago.

According to the forecasters, interest rates will rise slightly over the next year. The median
forecast calls for the three-month Treasury-bill rate to fall from 3.9 percent in the first
quarter to 3.8 percent in the second quarter, then to rise gradually to 4.6 percent by the
second quarter next year. The forecast for the 10-year Treasury-bond rate is similar, but it
bottomed out in the first quarter of 1992 at 7.3 percent and is expected to rise gradually to
7.7 percent by the second quarter of 1993,

Long-Term Expected Inflation Rises Slightly

The median forecast of the average inflation rate (for the Consumer Price Index) over the
next 10 years rose to 3.9 percent in this survey, up from 3.7 percent in the survey taken in
the first quarter of 1992, but below the 4.0 percent forecast from the fourth quarter of 1991.
Half of the forecasts were in the interval of 3.5 to 4.5 percent.
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Other Inflation Information

Despite the higher long-term forecast of inflation, the forecasters are less worried about
inflation over the next two years. Three months ago, the probability that inflation (in the
GDP deflator) would exceed 4 percent was 11.56 percent for 1992 and 21.94 percent for
1993. Those probabilities have declined in the latest survey to 8.98 percent for 1992 and
21.11 percent for 1993.

Little Risk of Another Negative Quarter

In previous surveys, the forecasters thought there was a substantial risk that output in the
economy would decline. Three months ago, the forecasters believed that the probability
that real GDP would decline in the first quarter was 43 percent; but real GDP actually grew
at a 2.0 percent annual rate. The first quarter result has greatly diminished the probability
that the forecasters put on a drop in real GDP in the second quarter, as shown by the chart
below.

Mean Probability Fourth Quarter First Quarter Second Quarter
of a Decline 1991 1992 1992
in Real GDP Survey Survey Survey
1992: Q2 15 25 9
Q3 13 13 11
Q4 11 10 11
1993: Q1 NA 9 11
Q2 NA NA 12

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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