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SECOND QUARTER 1995

Forecasters See a Second-Quarter Slowdown and a Rebound in the Second Half of '95

Real GDP will grow at an annual rate of 1.8 percent in the second quarter, according to an expanded panel of 52
forecasters surveyed by the Federal Reserve Bank of Philadelphia. The second-quarter projection is 0.9 percentage
points lower than that in last quarter’s survey. However, the forecasters anticipate a pickup over the second half of the
year, with real GDP growing at an annual rate of 2.3 percent in the third quarter and 2.8 percent in the fourth quarter.
Over the next two years, real GDP will grow at a rate of 3.2 percent in 1995 and slow to 2.4 percent in 1996.

The forecasters are predicting a slight increase in inflation, as measured by the Consumer Price Index, over the next
five quarters. Inflation will average 3.3 percent in the second quarter and rise to an annual rate of 3.6 percent in the
first quarter of 1996. Inflation will average 3.4 percent in 1995 and 3.5 percent in 1996.

The unemployment rate will hold steady at 5.6 percent over the next five quarters and rise over the latter part of 1996.
The forecasters see unemployment averaging 5.6 percent in 1995 and 5.7 percent in 1996.

The forecasters anticipate only modest movements in interest rates over the next five quarters. The short-term interest
rate, as measured by the rate on three-month Treasury bills, will rise from 5.8 percent in the second quarter to 6.0

percent in the second quarter of 1996. The yield on 10-year Treasury bonds will rise from 6.9 percent to 7.2 percent
over the same period.

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

Real GDP CPI Inflation 3-month T-Bill Yield
Previous New Previous New Previous New
Quarterly data:

1995: Q2 2.7 1.8 33 33 6.3 5.8
Q3 2.2 2.3 33 3.5 6.3 5.8
Q4 2.1 2.8 3.5 3.5 6.2 5.9
1996: Ql 2.7 2.7 3.5 3.6 6.0 5.9
Q2 N.A. 2.3 N.A. 3.5 N.A. 6.0

Annual average data:
1995 3.2 32 33 3.4 6.2 5.8
1996 2.4 2.4 3.5 3.5 6.1 6.0

Eeonomie Research Division  Ten Independence Mall, Philadelphia, PA 19106-1574




No Major Change in the Long-Term Inflation Outlook

The 52 forecasters expect inflation, as measured by the Consumer Price Index, to average 3.35 percent over the next
10 years. Half of the forecasts are in the range of 3.0 to 3.7 percent. The following table shows long-term inflation
expectations for the current and previous eight surveys.

10-Year CPI Inflation Expectations

1993: Q2 3.70
Q3 3.45
Q4 3.45
1994: Q1 3.45
Q2 3.50
Q3 3.48
Q4 3.50
1995: QI 3.30
Q2 3.35

Higher Chance of a Negative Second Quarter

The forecasters are increasing the probability of a decline in second-quarter real GDP. They are now assigning a 12
percent chance to a decline in real GDP in the current quarter, compared with 7 percent assigned three months ago.
The forecasters also see an increasing risk of a decline in real GDP over the following four quarters, with the
probability rising to 20 percent in the second quarter of 1996. The following table compares the probabilities from the
current survey with those from three months ago:

Mean Probability of a Decline in Real GDP

Previous New

1995: Q2 7.0 120
Q3 11.0 13.0

Q4 15.0 13.0

1996: Q1 17.0 17.0
Q2 N.A. 20.0

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

To subscribe to the survey, contact the Research Department’s Publications Desk at (215) 574-6428,
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