ECONOMIC OUTLOOK SURVEY

FOURTH QUARTER 1990
EXECUTIVE SUMMARY

Forecasters See Increased Chance of Recession

November 28, 1990

The probability of a near-term recession has increased significantly, according to a survey formerly
conducted by the National Bureau of Economic Research and now being continued by two economists at
the Federal Reserve Bank of Philadelphia. Most of the economists who participated in the survey see a
recession beginning in the fourth quarter of 1990 and ending mid-way through the second quarter of 1991.

The results are based on a median forecast of 30 professional forecasters, who work in academic
institutions, professional associations, and such sectors as financial services, manufacturing, transportation,
and energy.

The forecasters see real GNP declining at annual rates of about 1.3 percent in the fourth quarter and 0.9
percent in the first quarter, according to Dean Croushore and Leonard Mills, the Philadelphia Fed
economists who took over the survey after the NBER decided to discontinue it. Most of the survey
participants look for growth to resume by the second quarter of next year, rising a slight 0.1 percent, and to
increase gradually, to 1.3 percent in the third quarter and 2.5 percent in the fourth.

Besides limiting the participants to professional forecasters only, Croushore and Mills asked the

individuals for their forecasts on interest rates and the components of GNP, including consumption and
investment. Most of the forecasters expect the following:

o Three-month Treasury bill rates to fall from 7.1 percent (discount basis) in the final quarter of 1990
to 6.6 percent by the second quarter of 1991.

o Long-term corporate bond yields to decline 40 basis points over the same period.

o The federal funds rate to slip to 7 percent or lower by mid-1991.

o Oil prices to edge down to the mid-$20s by mid-1991.

o Aninflationrate, as measured by the Consumer Price Index, of 7.7 percent in the final quarter of this
year. Inflation falls to 5.4 percent in the first quarter of 1991 and to about 4-1/4 percent in the

remaining three quarters.

o Declines in consumer spending, business investment, residential investment, and inventory accu-
mulation through mid-1991.
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The chances of a recession have increased substantially, according to the December survey of 30
professional forecasters. The odds of real GNP declining in 1990:Q4 and 1991:Q1 are about 3 to 1. The
median forecast is for a decline of about 1 percent in each quarter, with recovery beginning during the second
quarter of 1991. Inflation and interest rates are expected to fall as the economy contracts.

. High Probability of a Mild Contraction

Real GNP is projected to decline 1.3 percent at an annual rate in 1990:Q4 and 0.9 percent in 1991:Q1.
Recovery begins in the second quarter as real GNP increases 0.1 percent. Growth rates thereafter are
expected tobe 1.3 percent in 1991:Q3 and 2.5 percent in 1991:Q4. Civilian unemployment rises to around 6-
1/2 percent by mid-1991.

Average real GNP in 1991 is expected to be flat compared to 1990. The forecasters’ uncertainty around
this forecast is symmetrical. The mean probabilities attached to changes in real GNP are as follows:

Change in Real GNP 1989-90 1990-91
4 percent or more 0 1
2.0 to 3.9 percent 8 9
0.0 to 1.9 percent 86 43
-2.0 to -0.1 percent 6 38
less than -2.0 percent 0 8

The forecasters also assessed the probability of a decline in real GNP for the next five quarters. For
1990:Q4, the mean probability of a decline is 71 percent. However, the chances of a decline in real GNP fall
gradually as 1991 progresses. Still, they have almost doubled since the September survey.

Mean Probability June September December
of a Decline 1990 1990 1990
in Real GNP Survey Survey Survey
1990:Q4 30 141 71
1991:Q1 26 36 70
1991:Q2 20 30 54
1991:Q3 na. 22 M

1991:.04 na. na. 21



Expected Declines in Inflation and Interest Rates

The median forecast is for 7.7 percent CPI inflation in 1990:Q4, falling to 5.4 percent in 1991:Q1 and to
about4-1/4 percent for the remainder of 1991. Inflation in the implicit price deflator is expected to fall from
a current rate of about 4-3/4 percent to 4 percent in the second half of 1990.

Interest rates follow a similar quarterly pattern. Three-month Treasury bill rates fall from 7.1 percent
(discount basis) in the fourth quarter to 6.6 percent by 1991:Q2. Long-term corporate bond yields decline 40
basis points over this period.

The Contraction Is Spread Across Most Sectors

Real personal consumption expenditures, nonresidential investment, residential investment, and busi-
ness inventory accumulation all decline through mid-1991. All these sectors recover in the second half of
1991.

Net exports are a modest source of growth throughout 1991. Overall, government purchases are
expected to be flat; federal purchases decline, while state and local purchases grow modestly.

Major Assumptions

Most forecasters see the federal funds rate declining to 7 percent or lower by mid-1991. A few respon-
dents also expect a cut in the discount rate. Qil prices are assumed to decline to the mid-$20s per barrel by
mid-1991. Thedollar is expected to bottom out by early 1991, and some respondents see it appreciating later
in the year.

This survey is a continuation of the survey formerly conducted by the National Bureau of Economic
Research and the American Statistical Association. The survey beganin 1968 and is taken quarterly. After
consulting with the NBER, Dean Croushore and Leonard Mills took over the survey beginning in June 1990.
Continuation of this survey would not have been possible without the support of Robert Allison of NBER
and Victor Zarnowitz of the University of Chicago.

Historical data on past surveys is available from the National Bureau of Economic Research. For further
information about the survey, please contact:

Dean Croushore or Leonard Mills
Economic Research Department
Federal Reserve Bank of Philadelphia
Ten Independence Mall

Philadelphia, PA 19106

(215) 574-3809 or (215) 574-3905
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