Economic Research Division

FOURTH QUARTER 1993

Stronger Growth for the Remainder of 1993 Predicted; Inflation Qutlook Improves
According to 34 forecasters surveyed by the Federal Reserve Bank of Philadelphia, the
short-term outlook for economic growth has improved since last quarter’s survey. The
forecasters now see real GDP growing at 2.8 percent in 1993, up 0.4 percentage points from
the last survey. Average growth over 1994 is also expected to be 2.8 percent, unchanged
from the previous survey. Stronger fourth quarter growth will not affect the
unemployment rate, according to the forecasters. They see the unemployment rate
continuing to average 6.9 percent in 1993 and 6.6 percent in 1994,

The CPI inflation outlook through 1994 has improved from three months ago as well. Over
the next five quarters, inflation is seen holding steady at 3.0 percent, down from 3.3 percent
in the last survey. Inflation is expected to average 2.9 percent in 1993 and 3.0 percent in
1994, both down 0.2 percentage points from the last survey.

The forecasters also see lower interest rates than those in last quarter’s survey, particularly
in 1994. The 10-year Treasury bond is expected to yield 5.6 percent in the fourth quarter of
this year and to increase to 5.8 percent by the end of 1994,

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

Real GDP CPI Inflation 10-yr. T-Bond Yield
Previous New Previous New Previous New
Quarterly data:
1993: Q4 3.2 3.5 33 3.0 5.8 5.6
1994: Ql 2.7 2.9 33 3.0 6.0 5.6
Q2 2.9 2.5 33 3.0 6.0 5.6
Q3 3.0 3.0 33 3.0 6.0 5.7
Q4 N.A. 2.7 N.A. 3.0 N.A. 5.8
Annual average data:
1993 2.4 2.8 3.1 2.9 6.0 5.9
1994 2.8 2.8 32 3.0 6.0 5.7
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Forecasters Also See Lower Long-Term Inflation

The median forecast for the average inflation rate (based on the Consumer Price Index) for
the next 10 years dropped to 3.45 percent, from 3.7 percent in the last survey. The middle
half of the forecasts are in the range of 3.0 percent to 3.5 percent.

Slightly Higher Risk of a Negative Quarter

Forecasters continue to see only a slight chance of a decline in real GDP in the short-term.
However, those probabilities are a bit higher than in the previous forecast, as the following
table shows:

Mean Probability of a Decline in Real GDP

Second Quarter Third Quarter

1993 1993

Survey Survey
1993: Q3 7.0 7.0
Q4 9.0 10.0
1994: Q1 12.0 14.0
Q2 14.0 16.0
Q3 N.A. 15.0

Impact of Midwest Flooding Expected to Be Small

The forecasters see Midwest weather conditions having only a limited effect on output and
inflation over the next two years, with most of the impact concentrated in the remainder of
1993. Of those who expect an effect, most report adjusting their CPI inflation forecast
upward by 0.1 to 0.2 percentage points for 1993, while adjusting downward their forecasts
for real GDP growth in 1993 by about the same amount.

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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