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rate in the first quarter. Light vehicle sales continued to run at about a 15 million unit
annual pace in the first two months of the year, but sales of other goods surged. With
the exception of the weather-related drop in energy consumption, expenditures on
services have also advanced rapidly.

Summary of the Near-Term Qutlook
(Percent change at annual rate except as noted)

1997:Q4 1998:Q1
Measure Jan. | Mar. | Jan. | Mar
GB GB GB GB

Real GDP 3.9 39 2.7 31

Private domestic final purchases 2.7 2.7 5.4 6.2

Personal consumption expenditures 29 3.1 4.7 53

Residential investment 8.1 9.5 1.7 14.2

Business fixed investment -4 272 11.7 93
Government outlays for consumption

and investment .9 4 -1.1 .0

Change, billions of
chained (1992) dollars
Inventory investment 17.9 24.5 -3.1 -1.5
Net exports 10.8 44 302 352

Housing markets were hot this winter. Stimulated by falling mortgage rates
and by briskly rising income and wealth, sales of single-family homes have
skyrocketed, and new starts averaged 1.24 million units (annual rate) in January and
February-—well above the already healthy pace of the fourth quarter. Unusually warm
weather in northern areas likely contributed to these increases, but we believe that
underlying demand trends were a major element in the strength of building. After
having surged in the latter part of 1997, multifamily starts dropped back to 346,000
units in the first two months of this year--a pace more in line with the fundamentals in
this market. On net, real residential investment expenditures are estimated to have
risen at a 14-1/4 percent pace in the first quarter.

Business fixed investment is rebounding from its decline in the fourth quarter.
On the equipment side, orders and shipments were up sharply, on balance, over the
December-to-February period and are consistent with a return to a double-digit growth
rate for equipment spending. The acceleration was particularly impressive in office
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All told, then, we are looking for real PCE to grow 4 percent this year--a little
more than in 1997. In the near term, a return to normal levels of energy use for
heating and cooling should add to a strong uptrend in services consumption. Although
we see sales of new light vehicles only remaining on the 15 million unit plateau of the
past several years, the prospects appear good for substantial growth in purchases of
other consumer goods. Rapidly declining relative prices are boosting the demand for
computers and other electronic goods, and the current strength in home sales likely
will translate into increased spending on furniture, appliances, and other household
durables.

Summary of Staff Projections
(Percent change, compound annual rate)

Measure 1997 1998 1999
Real GDP 18 23 2.2
Previous 3.8 1.7 1.9
Final sales 32 3.0 2.1
Previous 33 2.4 1.8
PCE 3.7 4.0 2.4
Previous 3.7 3.5 2.1
Residential investment 5.7 3.0 -1.8
Previous 5.4 6 -3
BFI 8.6 9.5 6.2
Previous 9.1 7.7 5.4
Government purchases 1.0 8 9
Previous 1.1 .6 9
Expotts 10.2 1.3 4.8
Previous 10.5 5 4.1
Imports 14.5 9.1 6.7
Previons i4.1 79 6.5
Change, billions of chained (1992) dollars
Inventory change 39.1 -52.7 6.6
Previous 32.5 -52.3 12.2
Net exports -54.1 91.9 -35.4
Previous 477 -86.2 —-40.0
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constrain costs, and employment gains slow to around 130,000 per month in the
second half of this year and to 110,000 in 1999.

In this environment, we are forecasting a slowdown in the growth of labor
productivity this year. Output per hour is projected to increase 0.3 percent in 1998
and 1.4 percent next year--in line with our estimates of the longer-term trend.> In
addition to the pent-up demand for labor noted above, labor productivity probably will
be held down by ongoing efforts to solve the Year 2000 problem. As we have noted
previously, getting a handle on the timing and size of the Y2K work is quite difficult,
but it seems obvious that resources are being devoted to this task, with little or no
payoff in terms of greater output. The allowance we have made in this forecast is on
the order of a tenth or two of a percentage point on growth in output per hour.

The Outlook for the Labor Market
{Percent change, Q4 to Q4, except as noted)

Measure 1997 | 1998 | 1999

Output per hour, nonfarm business 2.2 3 14
Previous 2.3 8 1.5
Nonfarm payroll employment 2.5 2.0 1.0
Previous 2.5 1.3 8
Household employment survey 2.1 1.3 8
Previous 2.1 1.0 7
Labor force participation rate' 67.1 672 672
Previous 67.1 67.1  67.1
Civilian unemployment rate’ 4.7 4.7 4.9
Previous 4.7 4.8 5.2

1. Percent, average for the fourth quarter.

Given the greater strength in economic activity in this forecast, the
unemployment rate is projected to rise to only about 5 percent by the end of 1999--
several tenths less than in the last forecast. We expect the labor force participation
rate to edge off a tenth of point after jumping early this year and to hold near
67.2 percent over the forecast period. The pool of peqple still wanting a job has

3. We continue to assnme trend growth in labor productivity of 1.2 percent on a consistently
measured basis. Allowing for technical changes in the CPI, the trend estimates are 1.3 percent in 1998
and 1.5 percent in 1999.
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are expected to depress electricity prices in the first quarter of this year; we expect
price increases in this sector to remain below overall inflation over the projection
period, as more competition for electric power develops in other states.

Staff Inflation Projections
(Percent change, Q4 to Q4, except as noted)

Measure 1997 1998 1999
Consumer price index 1.8 1.7 2.2
Previous 1.9 1.6 2.0
Food 1.7 1.5 1.8
Previous 1.7 1.3 1.8
Energy -1.0 -4.6 1.2
Previous -1.0 -3.0 2.5
Excluding food and energy 22 23 2.3
Previous 2.2 2.1 2.0
PCE chain-weighted price index 1.5 1.5 2.0
Previous 1.6 1.6 1.9
Excluding food and energy 1.6 1.9 2.1
Previous 1.7 1.9 1.8
GDP chain-weighted price index 1.8 1.6 1.8
Previous 1.9 1.7 1.7

ECI for compensation of private
industry workers' 3.4 3.4 33
Previous 3.4 3.2 31

Prices of core non-oil

merchandise imports -8 -1.5 1.8
Previous -1.6 -1.5 1.1

Percentage points

MEMO: Adjustments for technical
changes to the CPI*

Core CP1 2 4 .6
Core PCE .1 .1 3
GDP chain price index | .1 2

1. December to December.
2. Adjustments are calculated relative to the methodological structure
of the CPI in 1994,
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Alternative Federal Funds Rate
and Stock Market Assumptions
(Percent change, Q4 to Q4, except as noted)

Measure 1997 | 1998 | 1999
Real GDP
Baseline 3.8 23 22
Higher funds rate 3.8 2.1 1.4
Lower funds rate 3.8 25 3.0
No stock price decline 3.8 2.5 2.7
Civilian unemployment rate'
Baseline 4.7 4.7 49
Higher funds rate 47 48 53
Lower funds rate 4.7 4.6 4.5
No stock price decline 4.7 4.6 4.7
CPI excluding food and energy
Baseline 22 23 2.3
Higher funds rate 22 2.2 1.9
Lower funds rate 22 2.4 2.7
No stock price decline 2.2 23 2.4

1. Average for the fourth quarter.
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4. Parcent change from four quarters sarlier; for unemployment rate, change in percentage points.

1. Yor all urban consumers.

2. Level, sxcept as noted.
3. Percent change from two guarters sarlier; for unsmploymant rate, change in parcentage points.
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Class II FOMC {Seasonally adjusted annual rate)
~ =~ = Projected - - -
Item Uni.tll 1591 15892 1993 1954 1995 1996 1987 1998 1899
EXPENDITURES
Nominal GDP Bill. § 5916.7 624d.4  655B.1 £547.0 7265.4 7638.0 BOB1.1  8437.9 8767.8
Raeal GDP Bill, Ch., $| 6079.4 6244.4 6383.6 6610.7 6742.1 €928.4 T189.5 7393.2 7544.8
Real GDP % change 0.4 3.6 2.4 3.3 1.6 3.2 3.8 2.2 2.2
Gross domestic puxchases 0.0 4.0 3.0 3.6 1.2 3.6 6.4 3.2 2.4
Fioal sales -0.4 3.9 2.1 2.7 2.2 3.1 3.2 3.0 2.1
Priv. dom. final puxchases -0,.8 4.9 3.7 3.7 2.5 a.s 4.4 4.6 2.7
Pezasonal cons. expenditures -0.2 4.2 2.7 3.1 2.2 2.7 3.7 4.0 2.4
Durablas -3.1 9.4 7.4 6.3 3.0 3.9 6.8 6.9 2.9
Nondurables =-1.0 3.4 1.6 3.0 1.0 1.8 1.4 3.0 1.6
Services 2.9 3.6 2.3 2.5 2.7 2.8 4.2 .8 2.7
Byusiness fixed investment ~6.0 5.5 2.9 7.8 6.5 11.7 B.6 9.5 6.2
Producers’ dur. sguipment ~2.6 9.6 12.2 190.2 8.3 12.2 12,3 12.2 7.4
Nonres. structures ~12.5 -3.4 4.5 1.1 2.0 1.3 -0.6 2.5 2.9
Rasidentlal structuras 1.1 16.% 7.8 4.2 -1.9 3.9 5.7 3.0 -1.8
Exports 8.6 4.1 4.6 10.0 10.3 9.3 190.2 1.3 4.8
Imports 4.1 Y 10.2 12.3 5.6 11.8 14.5 9.1 6.7
Gov't. cons. & investment -0.7 1.7 -1.4 0.1 =1.4 2.0 1.0 0.8 0.9
Padazal -3.1 1.3 -6.1 -3.9 -6.0 1.5 ~0.7 ~1.8 -1.8
Defense -5.3 -1.3 -6.9 -6.0 -5.9 1.1 =-0.7 -4.3 -2.3
sState & local 1.0 2.0 2.0 2.7 1.4 2.2 2.0 2.2 2.4
Change in bux. inventories Bill. Ch. § -3.0 7.0 22.1 &0.6 27.3 25.0 £5.2 4z.1 3n.e
Nonfarm =-1.2 2.0 25.5 4£9.0 35.7 22.5 57.3 35.5 25.%
Not axports -22.3 -25.5 ~78.2 ~104.6 -58.8 -114.4 -146.7 -228.6 -281.9
Nominal GDP % change 3.8 6.3 5.0 5.8 4.0 5.6 5.6 3.9 4.0
ENPLOYMENT AND PRODUCTION
Nonfarm payroll employmant Millions 108.3 108.6 110.7 114.1 117.2 119.5 122.3 125.3 126.8
Upsmployment rate % 6.8 7.5 6.9 6.1 5.6 5.4 4.9 4.6 4.8
Industrial prod. index % change -G.0 3.7 3.3 6.5 3.3 4.2 5.7 1.8 2.1
Capacity util. xate - mfqg. % 77.9 T79.4 B0.5 82.5 82.8 81.4 1.7 BO.% T8.8
Housing mtarts Millions 1.01 1.20 1.29 1.46 1.35 1.48 1.48 1.51 1.44
Light motor wvehicle salas 12.52 12.85 13.87 15,02 14.73 15.085 15.06 14.89 14.59
Horth Amer. produced .74 10.51 11.71 12.88 12.82 13.34 13.12 13.02 12.86
Other 2.77 2.34 2,15 2.13 1.90 1.71 1.%3 1.85 1.73
INCOME AND BAVING
Nominal GNP Rrill. $ 5932.4 6255.5 6576.8 6955.2 7270.6 T637.7 #0612 9398.5% 8719.5
Nominal GNP % change a.s 6.2 5.1 5.7 4. 5.5 5.3 3.7 6.0
Nominal parsonal income 3.7 7.3 4.2 5.1 5.2 5.8 €.0 4.3 3.8
Real disposablas income 6.8 4.0 1.5 2.4 2.4 2.0 3.7 2,8 2.4
Parsconsl saving rate % €.0 6.2 s.1 4.2 4.8 4.3 l.8 2.4 3.1
Corp. profites, IVA & CCRAJ. % chaunge 4.5 11.3 19.0 14.1 11.0 9.1 10.0 -5.2 2.5
Profit share of GNP % 5.9 6.8 7.5 .2 8.9 9.6 10.0 9.3 9.1
Excluding FR Banks 6.6 6.6 7.2 7.9 8.6 9.3 9.7 9.1 B.8
Fadearal surpl./deficit Bill. § -196.0 -280.9 ~250.7 -186.7 -174.4 -110.5 -28.8 10.2 «2.0
State & local surpl./def. 75.8 86.3 87.4 96.8 103.1 105.3 107.8 116.0 116.4
Ex. social ins. funds 11.5 18.3 19.7 27.% 32.5 34.1 36.4 4.5 44.8
Gross natl, saving Tate % 15.7 14.5 4.4 15.5 16.0 16.6 17.3 17.0 16.4
Hat natl. saving rate 4.8 3.7 3.7 4.7 5.5 6.4 7.3 7.0 6.4
PRICES AND COSTS
GDP chn.-wt. Price index % change 3.3 2.6 2.6 2.5 2.4 2.3 1.8 1.6 1.8
Gross Domestic Purchases
chn.-wt. price index 2.7 2.7 2.3 2.5 2.3 2.3 1.4 1.2 1.8
CPI 3.0 3.1 2.7 2.7 2.6 3.2 1.9 1.7 2.2
Ex. food and snergy 4.4 3.5 3.1 2.8 3.1 2.6 2.2 2.3 2.3
ECI, hourly compensation? 4.4 .5 1.6 3.1 2.6 3.1 3.4 3. 3.3
Honfazm business sector
Output per heour 2.2 i.s ~0.2 ~B.1 0.6 1.7 2.2 6.3 1.4
Compansation per Hour 4.8 4.5 1.8 1.8 3.1 3.% 6.1 3.6 3.3
Unit labor cost 2.5 1.0 2.0 2.0 2.4 2.2 1.9 3.3 1.9

1. Changes are from fourth guarter to fcurth quarter,
2. Private-industry workers.
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Strictly Confidentlial <FR> REAL GROSS DOMESTIC PRODUCT AND RELATED ITEME, QUARTERLY VALUES Maxch 25, 1598
Class I FOMC {Gansonally adjusted, annual rate axcept as noted)
19495 1995 19585 1955 1996 1996 1996 1996 1997 1597
Item Units Q1 Q2 [+X} Qé Q1 Q2 Q3 Qd Q1 Q2
EXPENDITURES
Hominal GDP Bill. ¥ T7168.9 T209.5 7301.3 7381.9 T467.5 T6D7.7 7676.0 7792.% 7933.6 B8034.3
Real GDP Billi. Cn. $. &703.7 &708.89 6759.2 6796.5 £B26.4 6926.0 6943.8 7017.4 7101.6 9159.6
Real GDP % change 0.9 0.3 3.0 2.2 1.8 6.0 1.0 4.3 4.9 3.3
Gross domestic purchases 1.3 0.2 1.9 1.3 3.1 €.5 2.4 2.5 5.9 3.7
Final salex 1.8 1.9 3.3 2.0 2.6 5.2 0.2 4.5 3.0 2.5
Priv. dom. final purchases 2.5 2.2 2.7 2.5 4.4 5.5 2.1 3.2 5.1 2.9
Perscnal cons. sxpenditures 1.5 2.5 2.6 1.8 3.1 3.7 0.5 3.3 5.3 0.5
Durables -3.0 3.9 9.3 2.0 4.8 8.7 -1.9 3.5 14.1 -5.4
Hondurables 1.7 0.9 0.7 0.7 1.7 2.6 0.6 2.1 4.7 -2.1
Services 2.4 3.7 2.2 2.3 3.5 3.1 1.0 3.9 3.8 3.9
Business fiwed investmant 14.2 5.7 1.6 4.9 11.7 13.0 16.5 5.9 4.1 14.6
Producers’ dur. equipment 16.1 6.2 2.0 9.4 13.1 14.9 1%.1 2.6 6.7 23.¢
Nonres. atructures 8.5 4.3 0.7 -5.8 8.2 7.9 10.0 15.3 2.1 -4.7
Residantisl structures =7.0 -15.5 8.4 8.5 8.3 i7.% -4.5 ~4.,3 3.3 7.4
Exports 7.2 9.3 13.5 11.5 1.7 9.6 1.9 25.5 9.9 18.4
Loports 10.0 7.7 2.3 2.4 13.1 14.1 13.2 6.8 17.9 20.5
Gov’t. cona. & jinvestmant 0.6 =-0.1 ~-0.7 “5.4 1.8 7.2 -1.1 g.1 -0.4 3.1
Faderal -1.1 ~4.5 -1.3 -16.4 7.5 8.3 -4.2 -5.2 -5.8 6.6
Dafense =-1.1 -1.6 -4.0 -15.9 6.1 i1.0 -4.6 -7.1 =-11.8 7.5
State & local 1.7 2.6 -0.4 1.9 -1.4 6.3 0.7 3.3 A 1.2
Change in bus. inventories Bill. ch. $ 48.5 21.6 17.0 22.2 8.0 21.3 a7.8 32.9 63.7 77.€
Nonfarm 54.7 34.0 29.6 24.4 14.5 17.3 31.6 26.5 58.3 70.1
Hat axports -113.5 -112.8 -92.9 -76.1 -100.8 -112.6 -138.9 -105.6 -126.3 -136.6
Nominal GDP % change 4.2 2.3 5.2 4.5 4.7 7.7 3.6 6.2 7.4 5.2
ENPLOYMENT AND PRODUCTION
tHonfarm payroll smploymant #Millions 116.5 116.9% 117.4 117.9 118.5 119.2 119.9 120.5 121.% 121.9
Unsaploymant rate % 5.5 5.7 5.7 5.6 5.6 5.4 5.3 5.3 5.3 4.9
Indugtrial prod. index % change 5.9 1.6 4.5 1.1 2.0 7.5 3.6 3.8 5.2 é.6
Capacity util. rate - mfg. % 8.8 81.9 82.6 81.8 81.0 81.¢6 81.5 B1.4 al.6 B1.5
Housing starts Millions 1.32 1.29 1.42 1,42 1.47 1.459 1.49 1.42 1.47 1.46
Light motor vehicle sales 14.67 14.42 14.86 14.98 15.04 15.13 15.08 14.95 15.26 14.51
North Amsr, produced 12.56 12.46 13.00 13.18 13.38 13.43 13,38 13.18 13.34 12.67
Other 2.01 1.96 1.86 1.78 1.56 1.70 1.70 1.76 1.92 1.858
INCOME AND SAVING
Homipal GNP Bill. § 7175.1  72206.6 72%8.3 7388.5 7475.3 76€1i0.5 7665.1 7796.1 7T919.2 8013.6
Nominal GRIP % change 4.5 2. 4.4 5.0 4.8 7.4 3.1 6.8 6.5 4.9
Nominal personal income 7.4 4.1 4,3 5.1 6.8 6.6 5.1 4.8 8.0 5.0
Real disposable incowe 4.5 0.2 2.6 2.5 3.5 1.1 2.7 0.7 4.6 3.1
Personal saving rate 5.2 4.8 4.5 4.5 4.7 4.1 4.5 3.9 3.7 4.2
Corp. profits, IVA & CCAdj. % change -2.9 10.0 31.7 7.9 20.0 12.1 6.6 4.5 18.1 8.2
Proflt shara of GNp % 8.5 8.7 9.2 9.3 9.6 9.7 9.6 2.6 9.8 5.9
Excluding FR Banks 8.2 8.4 8.9 9.0 9.3 8.4 9.4 9.3 9.6 9.8
Fedaral surpl./deficit Bill. ¢ -~191.5% -179.5 =-176.5 =150.21 -153.6 ~-111.6 ~99.5 -77.1 -85.5 -36.4
State & local swurpl.sdef. 107.7 105.6 1p1.1 97.8 104.1 114.4 102.6 100.4 104.7 104.%
Ex. social ins. funds 37.7 35.3 30.3 26.8 33.2 43,1 31.1 28.9 33.5 33.3
Gross patl. saving rate % 15.8 i5.7 16.0 16.6 16.3 16.5 15.9 16.7 16.8 17.4
Net natl. saving rate 5.4 5.1 5.5 6.0 6.0 6.4 6.7 6.6 6.7 7.4
FRICES AND COSTS
GDP chn.=-wt., price index % changs 3.3 2.1 2.0 2.1 2.8 1.9 2.7 1.9 2.4 1.8
Gross Domestic Purchasaes
chn.-wt. price index 3.0 2.5 1.7 1.9 2.7 1.8 2.4 2.4 1.% 0.8
Crl 2.7 3.5 2.1 2.4 3.2 3.7 2.6 3.3 2.0 1.5
Ex. food and snergy 3.3 3.3 2.8 3.0 2.5 2.5 2.7 2.7 2.2 2.6
ECT, hourly campensationl 2.9 2.6 2.6 2.9 2.5 3.8 2.8 2.8 2.5 3.4
Hanfarm business sector
Qutput per hour -1.8 0.8 1.4 2.2 2.8 2.9 =-0.7 1.9 1.1 2.3
Compensation per hour 2.3 3.1 3.1 a.7 3.9 5.1 3.3 3.4 4.3 3.2
OUnit labor cost 4.2 2.3 1.7 1.4 1.6 2.2 4.0 1.3 3.1 ¢.9

1. Privata-industry workers.
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REAL GROSS DOMESTIC PRODUCT AND RELATED ITEMS, QUARTERLY VALUES

Maych 25, 1998
Class II FONC {S8eamcually adjusted, annual xate except as noted}
------------ v v = - Projacted = =~ - * « 2@ - -0 - - 4 & - - -
1997 1957 1398 1998 1998 1398 1999 1999 1999 1959
Item Unice a3 ol Q Q2 Q3 -1} Q1 Q2 Q3 Q4
EXPENDITURES
Nominal GOP Bill. $ B8124.3 6232.1 ©B323.6€ §397.2 B8475.3 8555.7 BE4L.0 0722.9 0809.8 BEF.5
Real GDP Bill. Ch. %) 7214.0 7282.9 7338.0 7375.5 7411.4 7447.7 T484.1 7522.8 7564.1 7608.1
Real QDP % changse 3.1 3.9 3.1 2.1 2.0 2.0 2.0 2.1 2.2 2.3
Gross dcmestic purchases 4.3 3.6 4.7 3.1 3.2 2,0 2.7 2.3 2.9 1.9
Final salas 4.7 2.6 3.5 3.1 2.3 3.0 1.3 2.3 1.8 2.9
Priv. dom. final purchases 7.1 2.7 6.2 4.7 4.2 3.4 2.5 2.6 2.7 2.8
Personal cons. expesnditures 5.6 3.1 5.3 4.2 3.7 2.7 2.3 2.4 2.5 2.5
Durables 18.4 1.% 15.9 5.3 3. 3.0 2.4 2.8 3.1 3.2
Noadurahles 4.3 -1.1 3.2 3.2 3.4 2.2 1.5 1.8 1.7 1.7
Sarvices 3.9 5.4 4.3 4.5 3.8 2.9 2.6 2.6 2.7 2.7
Business fixed investment 19.2 -2.2 9.3 9.6 5.6 9.7 6.0 6.4 6.0 €.3
Producers’ dur. equipment 24.1 -2.3 12.8 11.9 12.0 12.2 7.2 7.7 7.1 7.6
Nonres. structures 6.7 ~2.0 0.4 3.3 3.2 3.1 2.9 2.9 2.9 3.0
Residantial structures 2.7 $.5 14.2 q.8 -1.5 -1.0 ~2.3 ~2.2 -1.8 ~1.0
Exports 4.4 B.6 ~3.5 3.0 ~1.6 7.5 1.1 7.1 1.6 9.8
Imports 4.5 5,7 9.5 11.1 8.8 6.8 6.7 B.1 6.7 5.2
gov’t. cons. & investment 1.1 0.4 0.0 1.1 1.9 1.1 -0.2 1.7 1.3 0.8
Fadazal -1.1 -2.1 ~3.2 -1.2 ~1.4 -1.3 ~-4.8 ¢.4 -2.8 -2.1
Dafanse 1.2 1.3 -1¢.5 -2.2 -2.5 -1.5 -6.7 9.7 -1.2 ~1.8
State & local 2.3 1.9 1.9 2.3 2.3 2.4 2.4 2.4 2.4 2.4
Change in hus., inventories Bill. Ch. $ 47.5 72.0 54.5 45.9 3e.8 19.3 32.0 28.6 7.0 25.8
NHontfarm 38.3 62.4 £5.%5 38.8 33.3 14.4 26.9 23.6 31.9 21.0
Net exports -164.1 -159.7 -15%4.9% -219.0 -248.9 =-251.6 -269.& -277.0 -294.2 -2B5.%
Nominal ap@ % change 4.6 5.4 4.5 ¢ 3.8 3.8 4.1 3.8 4.0 4.1
EMPLOYMENT AND PRODUCTION
Nonfarm payroll saployment Killicns 122.6 123.5 124.5 125.2 125.6 126.0 126.3 126.6 127.0 127.3
Unestploymant rate % 4.9 4.7 4.6 4.6 4.6 4.7 4.7 4.8 4.8 4.9
Industrial prod, index % change 6.0 7.2 2.8 2.8 0.5 1.3 2.1 1.9 2.0 2.3
Capacity ntil. rate - mfg. % 81.6 B2.2 21.9 gl.5 80.5 79.8 79.3 78.9 78.6 78.4
Housing starts ¥illions 1.45 1.53 1.36 1.51 1.50 1.48 1.46 1.45 1.43 1.43
Idght motor wvshicle males 15.34 15.190 15,08 15.02 14.77 14.68 14.59 14.59 14.58 14,58
North Amar. produced 13.31 13.14 13.09 13.13 12.96 12.92 1i.86 ii.86 12.85 12.85
Other 2.03 1.94 1.99 1.90 1.81 1.78 1.73 1.73 1.73 1.73
INCOME AND SAVING
Nominal GNP Bill. $ 81031.5 $208.5 B290.5 B8360.3 B432.5 B8509.6 8596.0 B676.2 BI59.6 BA4E.D
Rominal GNP % change 4.6 5.3 4.1 3.4 3.5 3.7 i.1 3.9 .9 £.0
Nominal perscnal income 4.6 6.4 §.7 3.7 3.6 3.3 4.1 3.% 3.9 3.7
Real dispasable incoma 2.6 4.5 6.8 2.0 1.3 1.0 4.8 1.6 1.6 1.5
Personal saving rste % 3.5 3.8 4.2 3.7 3.2 2.7 3.3 3.2 3.6 2.7
Corp. profits, IVA & CCRAF. % change 17.2 -2.2 -11.8 -g.6 -3.5 3.7 2.3 1.3 2.3 4.3
Profit share of GNP % 10.2 10.0 5.6 9.3 9.2 5.2 9.1 5.1 9.0 8.0
Excluding FR Banks 5.9 5.8 9.4 9.1 B.9% 8.9 B.9 a.8 8.8 8.8
Fadaral surpl.,/deficit Bill. $ -10.8 -12.3 -4.9 8.7 17.%9 i5.2 -18.1 ~5.2 3.5 3.7
State & local surpl./def. 11l1.4 110.3 118.2 114.8 113.5 117.4 1l6.1 1i6.8 116.0 116.9
Ex. aocial inx. funds 40.0 38.8 46.7 £3.3 43.0 45.9 44.5 45.2 ad.4 45.3
Gross natl. saving rate % 17.4 17.5 17.7 17.2 16.7 16.4 i5.5 ie.4 16.4 16.2
Hat npatl. saving rate 7.5 7.5 7.8 7.2 &.7 6.4 6.5 6.4 6.3 6.2
PRICES MNMD COSTS
GDP chn.-wt. price index % change 1.4 1.5 1.4 i.5 i.8 1.8 2.0 1.7 1.7 1.7
Gross Domestic Purchases
chn.-wt. price index 1.3 1.4 0.4 1.1 1.7 1.7 2.0 1.7 1.7 1.7
cPI 1.8 2.3 0.5 1.5 2.3 2.2 2.2 2.2 2.1 2.2
Ex. food and snsxgy 1.9 2.1 2.5 2.2 2.3 2.3 2.3 2.3 2.3 2.3
ECI, hourly mltionl 3.4 4.9 3.5 3.4 3.4 3.4 3.2 3.3 3.3 3.3
Honfaym busizess sector
Output per hour 3.6 1.8 -2.2 0.7 1.1 1.6 1.0 1.3 1.4 1.8
Compensation par hour 3.8 5.2 4.1 3.8 .5 3.4 3.3 3.2 3.3 3.3
tnit labor cost n.2 3.4 6.3 2.8 2.4 1.8 2.3 2.0 1.9 1.5

1. Private-industry workexs.
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Strictly Confidential (FR) STAFF PROJECTIONS OF FEDERAL SECTOR ACCOUNTS AND RELATED ITEMS

Class II FOMC (Billions of dollars except as noted) March 2%, 1998
Fiscal yearS 1997 1998 19859
Item 19962 19972 1998 1999 gla o2e paa pak o1 02 Q3 Q4 o1 Q2 Q3 oL
UNIFIED BUDGET Not seasonally adjusted
Receipts? 14%3 1579 1679 1725 349 496 387 386 381 516 396 406 375 523 421 412
outlays? 1561 1601 1670 1721 401 396 398 428 414 414 417 464 400 426 431 443
Surplus/deficit! -107 -22 9 5 ~52 100 -11 -40 -33 102 ~-20 -58 -25 98 -10 -30
On-budget ~174 -103 ~85 -112 ~69 51 ~-i9 -66 -50 58 -27 -59% -76 45 -22 -67
Off-budget 67 81 95 117 17 339 8 26 17 44 7 1 52 52 12 37
Surplus excluding
deposit insurance? -116 -36 4 1 ~56 a7 -12 -41 ~34 101 -22 -55 -26 97 -11 -31
Means of financing
Borrowing 130 38 -5 ~11 48 -69 11 34 22 -B9 28 24 10 -80 16 16
Cash decrease -6 1 4 [¢] -1 -18 8 12 5 -10 -4 20 0 -15 -5 10
other? =16 -17 -8 6 5 -13 -7 -6 4 -4 -3 14 -5 -2 -1 4
Cash operating balance,
end of periocd 44 44 40 40 33 51 44 32 26 36 40 20 20 5 40 30
NIPA FEDERAL SECTOR Seasonally adjusted annual rate
Receipts 1550 1692 1791 1832 1875 17089 1742 1787 1783 1798 1814 1832 1815 18321 1850 1867
Expenditures 1679 1737 1787 1831 1731 1746 1753 1779 1784 1789 1786 1817 1825 1836 1846 1863
Consumption expend. 447 460 468 471 458 464 465 469 467 467 468 468 470 472 473 472
Defense 302 309 311 310 306 311 312 315 311 310 308 309 309 310 310 310
Nondefense 145 151 156 16% 152 153 153 154 156 157 158 1539 161 162 163 162
Other expenditures 1232 1277 1319 1360 1273 1282 1288 1311 1317 1322 1328 1349 1355 1364 1373 1361
Current account surplus -129 -45 3 1 ~56 -37 -11 -12 -1 9 18 15 -10 -5 3 4
Gross investment 69 61 59 o8 58 62 61 59 60 60 59 59 S8 58 58 58
Current and capital
account surplus -197 ~108 -56 -58 -114 -99 ~-72 =71 ~61 -51 -42 -44 -68 -63 -55 -54
FISCAL INDICATORSY
High-employment (HER)
surplus/deficit ~221 -169 -154 ~150 -171 -169 -150 =163 -15%9 ~152 ~141 ~142 -161 =153 ~143 -141
Change in HEB, percent
of potential GDP -.6 -.7 -.2 -.1 -2 0 -2 .2 0 -1 -.1 0 .2 ~.1 .1 0
Fiscal impetus (FI},
percent, cal. yearx -2.3 -1.9 -.7 -1.1 -1.1 1.5 L2 -1.6 .9 -.9 -4 ~-1.4 .9 ~.2 -.5 -1.1

1. OMB‘'s February 1998 surplus estimates {assuming the enactment of the Pregident's proposals) are -$10 billion in FY98 and $10 bjllion in FY99.
CBO's March 1998 baseline surplus estimates are $8 billion in FY98 and $9 billion in FY99. Budget receipts, outlays, and surplus/deficit
include corresponding social security (0OASDI} categories. The OASDI surplus is excluded from the on-budget deficit and shown separately as off-budget,
as classified under current law. The Postal Serviece deficit is included in off-budget outlays beginning in F¥90.

2. OMB's February 1998 surplus estimates (assuming the enactment of the President’s proposals), excluding deposit insurance spending, are -$15
billion in FY98 and 45 billion in FY99. CBO’s March 1998 baseline surplus estimates, excluding deposit insurance, are $3 billion in FY98 and $5
billion in F¥99.

3. Other means of financing are checks issuved less checks paid, accrued items, and changes in other financial assets and liabilities.

4, HEB is the NIPA current and capital account surplus in current dollars, with cyclically sensitive receipts and outlays adjusted to the level of
potential output associated with an unemployment rate of 6 percent. Real potential GDP growth is assumed to rise from 2.2 percent in 1998 to 2.5
percent in 1999, reflecting CPI modifications. Quarterly figures for change in HEB and PI are not at annual rates. Change in HEB, as a percent of
nominal petential GDP, is reversed in sign. FI is the weighted difference of discretionary changes in federal spending and taxes in chained (1992)
dollars, scaled by real federal consumption plusg investment. For change in HEB and FI, negative values indicate restraint.

5. Piscal year data for the unified budget ¢ome from OMBE; quarterly data come from the Monthly Treasury Statement and may not sum to OMB fiscal

year totals.

a--Actual.
b--Preliminary.

9Z-1



Strictly Confidential Class Il FOMC

March 25, 1998
Change In Debt of the Domestic Nonfinancial Sectors
(Percent)
Nonfederal
Housecholds Memo:
Federal Home Consumer State and local Nominal

Perjod Total 2 government 3 Total 4 Total mortgages credit Business governments GDP
Year
1989 13 70 7.3 8.5 99 6.0 6.7 5.7 6.4
1990 6.4 11.0 5.2 1.5 9.6 1.5 3.1 5.1 4.4
1991 4.3 11.1 23 4.8 64 -1.3 -1.7 84 3.8
1992 4.6 109 2.6 4.5 52 0.5 07 20 6.3
1993 5.0 83 3.8 5.6 4.3 1.6 14 5.7 5.0
1994 4.6 47 4.6 1.8 58 14.5 3.8 -39 5.8
1995 54 4.1 59 g1 5.6 14.1 6.3 -4.4 4.0
1996 5.2 4.0 5.7 7.9 19 7.9 4.6 0.1 5.6
1957 53 0.6 6.9 1.0 72 4.4 7.1 56 5.6
1998 54 -.4 7.3 7.0 7.9 34 8.3 50 3.9
1999 47 0.5 6.2 6.3 1.0 31 6.6 4.5 4.0
Quarter
1997:3 49 1.1 62 6.0 7.0 4.3 10 38 4.6

4 6.5 1.8 8.1 7.8 83 2.5 8.8 6.9 5.4
1998:1 6.0 -0.7 8.3 7.3 7.9 3.2 101 58 4.5

2 42 -4.3 7.0 6.8 7.8 33 1.8 4.9 36

3 5.7 28 6.7 6.4 7.6 34 1.4 4.6 38

4 5.2 0.7 6.6 6.7 7.5 34 7.0 4.5 38
19591 49 0.0 6.4 6.5 71 34 6.7 45 4.1

2 39 -3.4 6.2 6.3 6.9 33 6.5 4.5 38

3 50 1.6 6.0 6.0 6.7 2.9 6.3 44 4.0

4 4.5 -0.1 59 59 6.6 26 6.2 4.4 4.1

Nete, Quarterly data are at seasonally adjusted annual rates.

1. Data after 1997:Q4 are staff projections. Changes are measured from end of the preceding petiod to

end of period indicated except for annual nominal GDP growth, which is calculated from Q4 to Q4. .
2. On a monthly average basis, total debt grew 4.9 percent in 1997, 5.6 percent in 1998, and 4.8 percent in 1999,
3. On a monthly average basis, federal debt rose 0.6 percent in 1997, -0.2 percent i 1998, and -0.2 percent in 1999.

4. On a monthly average basis, nonfederal debt increased 6.5 percent in 1997, 7.5 percent in 1998, and 6.3 percent in [999,

2.6.3 FOF
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Strictly Confidential Class X1 FOMC
March 25, 1998

Flow of Funds Projections: Highlights
(Billions of dollars except as noted)

Seasonally adjusted annual rates

Calendar year 1997 1998 1949
Category 1996 1997 1998 1999 Q3 Q4 QA Q2 Q3 Q4 Ql Q2 Q3 Q4
Net funds raised by domestic
nonfinancial sectors
1 Total 6555 6789 7197 6537 6619  886.1 8180  560.1 7884 7144 6806 5421 7305 6614
2 Net equity issuance -64.2 -799  -100.5 -92.0 ~60.4 -90.0 -100.0 940 -1060 -102.0 -98.0 -98.0 -86.0 -86.0
3 Net debt issuance 7197 7588  B202 74577 7223 9761 9160  654.1 894.4 8164 7786 6401 8l16.5 7474
Borrowing sectors
Nonfinancial business )
4 Financing gap ! 6.5 452 84.0 104.5 25.1 42.6 74.2 828 922 86.8 98.2 1014 1130 105.5
5 Met equity issuance -642  -799 1005 920 -604 -%00 -100,0 940 -1060 -1020 980  -98.0 -860  -860
6  Credit market borrowing 1903 3117 3903 3344 3173 4059 4735 3770 3634 3471 338.1 335.1 333.1 3311
Households
7  Net borrowing 2 3830 3641 3876 3757 3222 4258 4046 3833 3720 3903 385.1 380.1 3706 367.1
8 Home mortgages 2582 2510 2975 2842 2546 3048 2984 2979 2968 2969 2874 2844 2814 2834
9 Consumer eredit B8.3 53.8 42.7 40.1 53.0 315 41.1 42.5 43.5 43.8 44.0 43.0 385 35.0
10 DebyVDPI (percent) 3 89.6 91.5 93.3 954 91.8 921 92.1 929 93.7 94.5 94.5 95.2 95.8 96.3
State and local governments
11 Net borrowing 13 50.9 56.9 53.9 41.8 77.0 65.9 559 529 529 539 53.9 53.9 539
12 Current surplus 4 123.2 964 1060 105.6 89.9 95.1 98.5 94.9 1135 117.1 115.6 106.1 115.1 85.8
Federal government
13 Net borrowing 145.0 231 -14.4 -18.2 40.9 674 -279 -1620 1062 26.0 16 -1289 59.0 4.6
14  Net borrowing (quartecly, n.s.a.) 145.0 231 -144 -18.2 10.6 33.7 225 -88.6 217 24.0 29.9 -80.4 15.9 164
15 Unified deficit (quarterly, n.s.a.) 1109 24 9.2 -324 109 39.7 328 -1021 204 58.0 24.9 -97.6 2.9 30.4
Depository institutions
16 Funds supplied 2329 3322 2802 2544 1834 4655 3377 2547 2605 2679 23589 2459 2629 2499
Memo (percentage of GDP)
17 Damestic nonfinanciat debt3 1844 1833 1849 186.9 182.9 i83.1 1839 184.6 1852 186.0 186.5 186.7 187.0 187.3
18 Damestic nonfinancial borrowing 9.4 9.4 9.7 8.5 8.9 11.9 11.0 7.8 10.6 9.5 9.0 7.3 9.3 8.4
19 Federal government 6 1.9 0.3 0.2 -0.2 0.5 0.8 -0.3 -1.9 13 0.3 0.0 -1.5 0.7 0.1
20 Nonfederat 15 9.1 9.9 8.7 8.4 11.0 11.3 9.7 9.3 9.2 9.0 8.8 8.6 8.5

Note. Data after 1997:Q4 are staff projections,

1. For corporations: Excess of capital expenditures over U.S. intemal funds.
2. Includes change in liabilities not shown in lines 8 and 9.
3. Average debt levels in the period (computed as the average of period-cnd debt positions) divided by disposable personal income.

4. NIPA surplus less changes in retirement fund assets plus consumption of Tixed capital.

5. Average debt levels in the period (computed as the average of period-end debt positions) divided by nominal GDP.
6. Excludes government-insured mortgage pool securities.

2.64 FOF



International Developments 33

Outlook

We project that growth of total foreign real GDP (weighted by shares of U.S.
nonagricultural exports) slowed again in the first quarter of 1998 to just less than
1-3/4 percent at an annual rate. Foreign output growth is projected to remain around
2 percent this year, before recovering to nearly 3 percent in 1999. The projected pace
of foreign growth is essentially unchanged from the January forecast (see table).

The dollar, in nominal terms, is projected to remain near recent levels in terms
of the currencies of most of our industrial- and developing-country trading partners.
Inflation is projected to rise during 1998 and recede somewhat during 1999,
Accordingly, the dollar, adjusted for changes in prices, is expected to depreciate
somewhat over the forecast period. Compared to the January Greenbook, the level of
the dollar is, on average, modestly lower throughout the forecast period.

In light of new data and the changes to our outlook for foreign growth and for
exchange rates, we have increased the rate of real export growth from that projected in
the January forecast. Real non-oil imports are also expected to increase more rapidly.
We project that real net exports will subtract 1-1/2 percentage points from GDP
growth in the first quarter; this is a somewhat more negative contribution than that in
the January Greenbook. For 1998 and 1999 as a whole, real net exports are projected
to shave nearly 1 percentage point and about 1/3 percentage point, respectively, from
GDP growth, a somewhat lower projection than that in the previous Greenbook,
particularly in 1999.

Summary of Staff Projections
(Percentage change from end of previous period)

Projection
Measure 1997 1998 1993: 1999

Q1 Q2 H2
Foreign output 38 1.7 21 23 29
January 32 20 21 23 29
Real exports 102 35 30 28 438
January 10.5  -3.1 0 26 4.1
Real imports 14.5 95 111 78 6.7
January 14.1 81 1060 68 6.5
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Our forecast for real growth in Latin America in 1998 also remains virtually
unchanged since the January Greenbook. We continue to expect growth in Mexico to
be a relatively robust 4-1/2 percent this year.

Qil prices. The staff has left its projected path for the price of imported oil
about unchanged in 1998 and lowered it $1-1/2 per barrel in 1999 since the January
Greenbook. We project that import prices will fall to $14 per barrel during the first
quarter because of the 0.75 mb/d increase in production by Saudi Arabia, Kuwait, and
the United Arab Emirates that began in January. However, we expect a set of OPEC
and non-OPEC producers will cut back production sufficiently that the market wiil be
able to absorb additional exports from Iraq at a price for WTI near $16.50 per barrel.*
There is considerable risk to this forecast. If producers fail to restrain production as
agreed, then spot WTI could fall once again below $13.00 per barrel in the near term.
On the other hand, if Iraqi oil exports are interrupted again, spot WTI could rise above
$20 per barrel.

Selected Trade Prices
(Percentage change from end of previous period
except as noted; seascnally adjusted)

Projection
Trade category 1998 .
1997 12[928- 1999
Ql | Q2

Exports
Nonagricoltural (core) 0.5 =31 -14 5 1.3
Agricultural 31 -151 28 17 9
Imports
Non-oil (core) -8 37 -29 3 1.8
0il (level, dollars per barrel) 1770 14.11 13.830 1399 14.00

NOTE. Prices for exports and non-oil imports of goods, excluding
computers and semiconductors, are on a NIPA chain-weighted basis,

The price of imported oil for multiquarter periods is the price for the final
quarter of the period.

Prices of non-oil imports and exports. Prices of imports of core goods are
projected to decline through the third quarter of this year before reversing course and
increasing at an annual rate of 1 to 2 percent thereafter. The path for core import

4. We assume Iraqi exports will reach 1.8 mb/d by the end of the year.
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Class II FOMC
OUTLODK FOR FOREIGN REAL GDP AND CONSUMER PRICES: SELECTED COUNTRIES
{Percent, Q4 to Q4)

~-~~ Projected ----
Measure and country 1991 1992 1993 1994 1995 1996 1997 1998 1985
REAL GDP
Canada -0.3 0.9 3.1 4.5 0.8 2.0 4.2 3.0 2.6
Japan 2.5 0.1 0.5 0.8 2.4 3.4 -0.2 1.3 1.7
United Kingdom -1.6 0.4 2.7 4.9 2.0 2.9 2.9 1.9 1.8
EU-11 Average (1) 2.1 0.1 -0.1 3.5 1.5 1.9 2.9 2.6 2.9
of which:
France 1.4 -0.0 -¢.7 4.3 0.3 2.3 3.2 2.1 2.5
Germany (2} 3.3 0.9 -0.2 3.4 0.7 2.1 2.3 2.5 3.0
Italy 1.9 -0.8 0.1 2.5 2.6 -0.2 2.8 1.9 2.9
Foreign G-7 Average
weighted by 1991 GDP 1.7 0.2 0.6 2.8 1.6 2.3 1.9 1.9 2.3
Average weighted by share of
U.S5. nonagricultural exports
Total foreign 3.3 2.3 3.5 5.0 1.9 4.1 3.8 2.1 2.9
Foreign G-7 0.8 0.5 1.9 3.6 1.3 2.3 2.8 2.4 2.4
Developing Countries 6.7 5.2 6.4 7.1 2.6 6.7 5.2 1.3 3.5
CONSUMER PRICES
Canada 4.1 1.8 1.8 0.0 2.1 2.0 1.0 1.6 1.8
Japan 3.2 0.9 1.2 0.8 -0.8 0.1 2.1 0.0 0.0
United Kingdom (3) 5.7 3.7 2.7 2.2 2.9 3.2 2.8 2.8 2.9
EU-11 Average (4) NA NA NA NA 2.7 2.0 1.4 1.9 2.0
of which:
France 3.0 1.8 2.1 1.6 1.9 1.7 1.2 1.2 1.6
Germany (2) 4.0 3.4 4.2 2.6 1.7 1.4 1.8 1.9 1.8
Italy 6.1 4.9 4.1 3.8 5.9 2.7 1.6 2.1 2.5
Foreign G-7 Average
weighted by 1991 GDP 4.1 2.4 2.5 1.8 1.6 1.5 1.8 1.3 1.4
Average weighted by share of
U.8. non-oil imports 3.9 1.9 2.0 1.0 1.1 1.3 1.7 1.1 1.2

Includes all of the European Union countries except the United Kingdom, Denmark,
Swaden, and Greece; weighted by GDP.

West German data through 1991; all Germany thereafter.

CPI excluding mortgage interest payments which is the targeted inflation rate.
Harmonized CPI‘e for the EU-11, weighted by shares in final consumption of
househelds converted to a common currency using estimated PPP exchange rates.
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Class II FOMC
QUTLOOK FOR FOREIGN REAL GDP AND CONSUMER PRICES: SELECTED CQUNTRIES
(Percent, quarterly change at an annual rate}

---------------------- Projected -—~—-—wr—omrmmme e
1997 1998 1999
Measure and country Q1 Q2 Q3 Q4 Qo1 Q2 03 04 0l Q2 Q3 Q4
REAL GDP
Canada 4,7 5.2 3.9 3.¢ 3.1 3.2 2.9 2.9 2.6 2.7 2.6 2.6
Japan 8§.3 -10.6 3.2 -0.7 -0.2 1.9 1.7 1.6 1.5 1.7 1.8 1.8
United Kingdom 2.1 3.8 3.6 2.5 2.8 1.8 1.6 1.6 1.6 1.6 1.9 2.0
EU-11 Average (1) 1.5 5.0 1.2 2.0 2.6 2.4 2.7 2.7 2.7 2.8 3.0 3.0
of which:
France 1.3 4.7 3.7 3.1 2.3 2.0 2.2 2.1 2.4 2.5 2.6 2.6
Germany 1.5 3.8 2.9 1.1 2.8 1.9 2.6 2.7 2.8 2.8 3.2 3.1
Italy 0.1 7.8 2.6 0.7 1.8 1.8 2.0 2.0 2.5 2.5 3.3 3.3
Forelgn G-7 Average
weighted by 1991 GDP 3.8 -0.5 3.2 1.0 1.6 2.0 2.1 2.0 2.1 2.2 2.4 2.4
Average weighted by share of
U.8. nonagricultural exports
Total foreign 4.6 3.9 4.5 2.3 1.7 2.1 2.2 2.5 2.6 2.8 3.0 3.2
Foreign G-7 4.6 1.3 3.6 1.9 2.3 2.5 2.4 2.4 2.3 2.4 2.4 2.4
Leveloping Countries 5.5 7.3 5.9 2.4 0.5 1.2 1.5 2.3 3.0 3.4 3.7 4.0
CONSUMER PRICES (2)
Canada 2.1 1.6 1.7 1.0 1.3 1.4 1.5 1.6 1.7 1.7 1.8 1.8
Japan 0.0 1.5 1.7 2.1 2.0 0.5 0.0 0.0 -0.0 0.0 0.0 0.0
United Kingdom (3) 2.9 2.6 2.8 2.8 2.6 2.6 2.7 2.8 2.9 3,0 2.9 2.9
EU-1l1 Average (4) 1.7 1.2 1.5 1.4 1.4 1.7 1.8 1.9 1.9 1.9 2.0 2.0
of which:
France 1.5 0.9 1.3 1.2 0.8 1.1 1.3 1.2 1.4 1.5 1.8 1.6
Germany 1.7 1.6 1.9 1.8 1.1 1.8 1.8 1.9 2.0 1.8 1.8 1.8
Italy 2.4 1.8 1.5 1.6 2.0 2.0 2.1 2.1 2.3 2.3 2.5 2.5
Foreign G-7 Average
weighted by 1991 GDP 1.4 1.6 1.8 1.8 1.7 1.4 1.3 1.3 1.4 1.4 1.4 1.4
Average weighted.by share of
U.5. non-oil imports 1.3 1.6 1.8 1.7 1.6 1.2 1.1 1.1 1.2 1.2 1.2 1.2

Includes all of the European Union countries except the United Kingdom, Denmark,
Sweden, and Greece; weighted by GDP.

. Percent change from same period a year earlier,

CPI excluding mortgage interest payments which is the targeted inflation rate.
Harmonized CPI's for the EU-11, weighted by shares in final consumption of
househclds converted te a common currency using estimated PPP exchange rates.
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OUTLOOK FOR U.S. INTERNATIONAL TRANSACTIONS
~~- Projected ---
1991 1992 1993 1994 1995 1996 1997 1998 1959
NIPA REAL EXPORTS and IMPORTS
Percentage point contribution to GDP growth, Q4/Q4
Net Goods & Services 0.4 -0.4 -0.6 -0.4 0.4 -0.4 -0.86 -1.0 -0.3
Exports of G&S 0.8 0.4 0.5 1.0 1.1 1.0 1.2 0.1 0.5
Imports of G&8 -0.4 -0.8 -1.1 -1.4 ~0,7 -1.4 -1.8 -1.2 -0.9
Percentage change, Q4/04
Exports of G&sS 8.6 4.1 4.6 10.0 10.3 9.3 10.2 1.3 4.8
Services 7.1 -0.9 4.1 6.0 $.0 4.7 2.2 -0.9 3.4
Agricultural Goods 10.1 10.4 -5.5 16.6 -3.4 5.7 2.5 -4.0 1.9
Computers 21.7 25.2 23.7 32.0 55,7 33.8 48.1 26.1 31.0
Semiconductors 41.8 64 .8 32.9 66.9 80.4 45,9 21.5 25.3 31.9
Other Goods 1/ 7.0 2.3 3.6 6.9 5.7 T.7 11.7 -0.5 1.8
Imports of G&s 4.1 7.4 10.2 12.3 5.6 1.8 14.5 2.1 6.7
Services -2.7 1.4 3.2 1.4 7.3 5.0 16.9 3.6 2.6
01l 8.1 12.1 10.1 ~0.2 1.5 8.3 7.4 1.0 2.3
Computers 35,9 45.1 39.3 44 .8 46.2 23.6 44 .4 36.6 25.7
Semiconductors 55.3 42.0 34.2 54.5 92.7 57.9 32.7 18.6 32.3
Other Goods 2/ 2.5 5.4 9.5 12.2 ~1.3 10.6 12.8 8.3 5.2
Billions of chained 19%2 dollaxs
Net Goods & Services ~-22.3 -29.5 -70.2 -104.6 ~98.8 -114 .4 -146.7 -228.6 -281.9
Exports of G&S 599.9 639.4 658.2 712.4 791.2 857.0 962.9 992.6 1029.8
Imports of G&S 622.2 669.0 728.4 817.0 890.1 971.5 1109.5 1221 .2 1311.7
Billions of dollars
US CURRENT ACCOUNT BALANCE -5.7 -56.4 ~90.8 -133.5 -129.1 -148.2 ~166.4 -230.2 -281.4
Net Goeods & Services (BOP) -31.0 -39.2 -72.3 -104.4 ~101.9 -111.0 -113.6 -153.2 -195.5
Exports of G&S (BOP) 581.2 617.5 €43.5 699.6 754.6 848.8 931.6 §33.5 962.8
Imports of G&S {BOP) 612.2 656.7 715.8 B04.1 896.5 959.9 1045.2 1086.7 1158.3
Net Investment Income 20.3 18.0 19.7 9.7 6.8 2.8 -14.3 -35.3 -44.2
Direct, Net 55.6 51.6 55.7 50.8 60.0 66.8 67.7 56.6 61.2
Portfolio, Net ~35.4 -33.6 ~36.0 -41.0 ~53.2 -63.9 -82.0 -92.0 -105.5
Net Transfers 5.1 -35.2 -38.1 -38.8 ~34.0 -40.0 -38.5 -41.8 -41.8

1. Merchandise exports excluding agricultural products, computers,

and semiconductors.

2, Merchandise imports excluding oil, computers, and semiconductors.
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1994 1995 1996
QL Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
NIPA REAL EXPORTS and IMPORTS
Percentage point contribution to GDP growth
Net Goods & Services -1.0 -0.3 ~0.4 0.3 -0.4 0.1 1.2 1.0 -1.3 -0.86 ~1.4 1.8
Exports of G&3 -0.2 1.7 1.1 1.5 0.8 1.0 1.4 1.3 0.2 1.1 0.2 2.6
Imports of G&S -0.8 -2.0 ~1.5 -1.2 -1.2 -0.9 -0.3 -0.3 -1.5 -1.7 -1.6 -0.8
Percentage change from previous period, SAAR
Exports of G&S -1.8 17.7 10.6 14.7 7.2 9.3 13.5 11.5 1.7 9.6 1.9 25.5
Services 2.4 12.9 2.0 6.9 6.0 3.8 20.3 6.6 -3.8 9.7 0.3 13.5
Agricultural Goods -25.2 8.1 45.3 57.2 -1.3 -17.5 19.7 -10.7 12.5 -34.3 13:1 49.2
Computers 21.4 24.3 35.5 48 .4 34.9 41.0 89.6 63.1 46.2 31.8 29.2 28.7
Semiconductors 111.8 23.4 65.9 79,1 72.0 97.0 100.3 %6.2 19,9 28.3 37.6 113.8
Other Goods 1/ -6.8 20.3 7.4 8.6 2.9 8.1 0.9 10.9 -1.3 13.2 -2.9 24.2
Imports of G&S 7.6 19.0 13.1 9.9 10.0 7.7 2.3 2.4 13.1 14.1 13.2 6.8
Services 2.7 4.1 ~0.4 -0.9 24.4 -4.0 8.4 2.2 14.6 2.7 1.2 2.1
01l -8.6 27.2 33.5 -36.2 -8.1 12,5 28.0 ~19.7 -7.6 67.2 10.6 ~-19.6
Computers 32.9 48.3 42.3 57.0 8.1 57.3 65.8 61.8 6.4 30.7 26.9 32.0
Semiconductors 60.7 23.7 74.4 64.3 29.6 108.0 157.1 98.¢ 30.4 10.3 75.5 146 .4
Other Goods 2/ 6.8 19.68 10.3 12.5 7.3 2.2 =10.0 -3.7 14.5 11.1 12.4 4.6
Billions of chained 1992 dollars
Net Goods & Services -97.6 -103.% -111.1 -105.9 ~-113.5 =-112.8 -92.9 ~76.1 -100.8 -112.6 -138.,9 -105.6
Exports of G&S 676.0 704.1 722.1 T747.3 760.4 777.4 802.4 824.6 828.2 847.4 851.4 901.1
Imports of G&S 773.6 808.90 B33.2 853.2 873.9 890.3 8485.4 900.7 929.0 960.0 990.2 1006.6
Billions of dollars
US CURRENT ACCOUNT BALANCE -104.6 -~128.0 -145.4 -156.1 -138.8 -142.8 -132.% -102.2 -131.5 -142.3 -171.3 -147.5
Net Goods & Services (BOP) -90.6 =-101.% -114.0 -111.7 -113.2 -123.2 -95.5 ~75.5 -98.1 ~111.1 -130.1 -~104.8
Exports of G&S (BOP) 662.5 688.4 710.9 736.8 761.5 785.9 806.4 g824.6 828.4 848.6 840.3 878.0
Imports of G&S (BOP) 753.1 789.98 824.9 848.4 874.7 809.1 901.9 500.1 926.6 959.7 970.4 982.8
Net Investment Income 17.9 10.6 7.2 3.3 8.2 12.9 -1.6 7.8 8.2 3.5 -5,5 5.0
Direct, Net 51.7 48.9 51.0 51.5 57.6 64.1 53.9 64.5 66.2 64.2 60.3 76.4
Portfolio, Net -33.8 -38.3 ~43.8 -48.2 -49.4 -51.3 -55.5 ~-56.7 -57.9 -60.7 -65.7 -71.4
Net Transfers -31.9 -37.1 -38.7 -47.7 -33.8 ~32.5 -35.4 ~34.5 -41.6 -34.8 -35.8 -47.7

1. Merchandise exports excluding agricultural products, computers, and semiconductors.
2. Merchandise imports excluding o¢il, computers, and semiconductors.
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—————————————————————————— Projected --=--—=--r——sr e e
1957 1998 1999
Q1 Q2 Q3 o4 Ql Q2 Q3 Q4 QL Q2 Q3 04
NIPA REAL EXPORTS and IMPORTS
Percentage point contribution to GDP growth
Net Goods & Services -1.0 -0.4 -1.3 0.3 -1.6 -1.0 -1.3 -0.1 -0.7 ~-9.3 -0.7 0.4
Exports of G&S 1.1 2.0 0.5 1.0 -0.4 0.3 -0.2 0.8 0.1 0.8 0.2 1.1
Imports of GkS -2.1 -2.5 ~-1.8 -0.7 -1.2 -1.4 -1.1 -0.9 -0.9 ~1.0 -0.9 -0.7
Percentage change from previous period, SAAR
Exports of G&S 9.9 18.4 4.4 B.6 -3.5 3.0 -1.6 7.5 1.1 7.1 1.6 9.8
Services 3.7 3.2 7.2 -5.0 -5.7 -0.4 0.7 2.0 2.9 3.5 3.6 3.6
Agricultural Goods -27.8 ~§.2 20.6 31.8B -21.5 -0.8 8.2 0.7 -5.5 ~-1.0 108 4.5
Computers 72.3 84.3 61.5 -6.3 8.4 31.1 323.5 33.5 31.0 31.0 31.0 31.0
Semiconductors 39.0 15.7 38.8 -2.3 13.7 26,2 31.1 31.1 31.6 32.1 32.1 32.1
Other Goods 1/ 12.4 25.0 -4.6 16.2 -2.4 1.6 -8.0 7.4 -3.3 6.2 -4.6 10.2
Imports of G&S 17.9 20.5 14.6 5.7 9.5 11.1 8.8 6.8 6.7 8.1 6.7 5.2
Services 24.2 8.9 10.1 1.3 5.7 4.0 2.7 2.1 2.6 2.4 2.5 2.8
Qil -10.8 44 .5 6.3 -3.0 -15.8 3i.o 8.8 ~13.3 -8.5 34.0 7.6 -17.1
Computers 51.3 T71.1 53.0 9.8 51.8 36.0 31.1 28.7 27.4 25.1 25.1 25.1
Semiconductors 71.2 19.3 44.3 5.1 -7.8 23.9 31.1 32.3 32.3 32.3 32.3 32.3
Other Geoods 2/ 15.3 17.1 11.8 7.4 10.4 8.9 7.5 6.7 6.0 5.3 4.9 4.7
Billions of chained 1992 decllars
Net Goods & Services -126.3 -136.6 -164.1 -159.7 -194.9% -219.0 -248.9 -251.6 -269.4 -277.0 -294.2 -286.9
Exports of G&S 922.7 962.5 973.0 993.3 984 .5 991.9 988.0 1005.9 1008,7 1026.1 1030.1 1054.3
Imports of G&S 1048.9 1099.1 1137.1 1153.0 1179.4 1210.9 1236.8 1257.5 1278.1 1303.1 1324.3 1341.3
Billions of dollars
US CURRENT ACCOUNT BALANCE -159.,7 -1581.2 -172.5 -182.5 -197.5 -215.3 -246.4 -261.7 -264.7 -272.8 -29%0.9 -297.3
Net Goods & Servigces (Bop) -117.3 -102.7 -11¢9.6 -115.0 -12%.5 -~143.6 ~169.7 -169.8 -184.9% ~191.3 -208.8 -199.0
Exports of G&S (BOP) 896.3 938.2 938.6 953.1 933.3 832.8 926.0 942.0 944.0 959.8 962.6 984.9
Imports of G&S (BOP) 1013.6 1040.9 1058.2 1068.1 1.062,.8 1076.4 1095.7 1111.8 1128.8 1151.1 116%.4 1183.8
Net Investment Income ~8.1 -13.1 -16.5 -19.4 -2%.0 ~32.7 -37.7 -41.9 ~40.8 -42.6 -45.0 -48.3
Direct, Net 69.3 70.9 66.1 64.5 59.2 57.4 55.4 84.5 58.9 60.6 62,2 63.3
Portfolic, Net -77.4 -84.0 -82.6 ~-B3.9 -88.2 -90.1 -93.1 -96.4 -899.7 =-103.1 -107.3 -111.7
Net Transfers -34.3 ~35.4 -36.3 ~48.1 -39.0 -39.0 -39.0 -50.0 -39.0 -29.0 -38.0 -50.0

1. Merchandise exports excludlng agricultural products, computers, and semiconductors,
2. Merchandise imports excluding oil, computers, and semiconductors,
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The strong gains in employment and the workweek in the fourth
quarter of 1997 were accompanied by an increase in output per hour
in the nonfarm business sector of 1.6 percent at an annual rate.

The reporting problems in measuring the workweek mentioned above
prebably caused published preductivity growth in the fourth quarter
to be understated by between 1/2 and 1 percentage point, and we
expect published productivity growth in the first quarter of 1998 to
be understated by a similar amount. Over the four gquarters of 1997,
productivity rose 2.1 percent:; this figure probably was not greatly
affected by the workweek measurement problems.

Industrial Production

After growing at a2 torrid pace in the gecond half of last year.
industrial production decelerated noticeably over the first two
monthe of this quarter. In part., the slowdown reflected the effects
of the unusually warm weather on utilities output. But signs of a
tapering were alsc apparent in manufacturing., where cutput rose only
0.3 percent in January and was unchanged in February--trimming the
factory operating rate to its long-term average of 81-3/4 percent.

To some extent, the recent deceleration in manufacturing
production reflects developments in the motor wehicle sector, where
output had been boosted in late 1997 by the make-up of assembly
shortfalls that occurred last spring and summer due to strikes and
plant startup problems. With the adjustment apparently complete,
assemblies fell back to a 12.4 million unit annual rate in January
and to 12 million units in February, reducing industrial producticn

growth 0.1 percentage point in each month. While inventories are

PRODUCTION OF DOMESTIC AUT(CS AND TRUCKS
(Millions of units at an annual rate; FRB seasonal basis)

_1998 1997 1998
Jan. Feb, _Mar. Q4 Q1 Q2

Sched. Sched. Sched.

U.5. production i2.4 12.0 11.8 12.7 12,0 12.2

Autos 5.9 5.4 5.4 5.9 5.6 5.5

Trucks 6.4 6.6 6.4 6.7 6.5 6.7

Days’ supply

Light vehicles 66.1 68.5 66.4
Autos 61.5 62.1 60.1
Light trucks 70.7 74.5 70.6

Note. Components may not sum to totals because of rounding.



H-A-5

1. The Budget Outlook under the President’s Proposals

(Billions of dollars; fiscal years)

Measure 1998 | 1999 | 2000 { 2001 | 2002 | 2003
Office of Management and Budget
February baseline' -10 6 5 28 90 89
PLUS: New proposals 0 4 0 -1 -6
EQuALS: February surplus (deficit, -) -10 10 9 28 90 83
Congressional Budget Office
January baseline’ -5 -2 3 14 69 54
PLus: Changes to baseline 13 11 4 -1 -2 -1
EQUALS: March baseline! 8 9 1 13 67 53
PLUS: New proposals 1 -5 -6 - <16 -11
EQUALS: Budget under President’s proposals 8 4 -5 8 51 42

2. CBO Baseline Budeet as a Percent of GDP
(Fiscal years)

Measure 1999 | 2000 | 2001 | 2002 { 2003 | 2004 | 2005 | 2006 { 2007 | 2008
Receipts 199 196 194 194 193 193 193 193 193 193
Outlays 198 19.6 193 188 188 187 187 184 183 183
Surplus 1 0 1 q 3 g g 10 1.0 10
Debt 43 42 40 38 36 34 31 29 27 25
MEMO
OMB'’s budget under
President’s policies
Surplus N 1 3 9 g 10 12 14 17 20
Debt 4 42 40 383 35 33 30 28 25 22




3. Economic Assumptions

II-A-6

{Cealendar years)
Measure 1998 | 1999 | 2000 { 2001 | 2002 | 2003
Percentage change, Q4 to Q4
Real GDP
OMB 2.0 2.0 2.0 2.3 24 24
CBO 23 19 1.9 2.0 22 23
GDP price index
OMB 20 2.1 22 22 22 22
CBO 2.1 2.2 24 25 24 25
Consumer price index
OMB 22 22 23 23 23 2.3
CBO 24 25 2.7 2.8 2.8 28
Annual average (percent)

Unemployment rate
OMB 49 5.1 5.3 5.4 54 54
CBO 4.8 5.1 54 5.6 58 59
3-month Treasury bill
OMB 5.0 4.9 4.8 4.7 47 4.7
CBO 53 52 4.8 4.7 47 4.7
10-year Treasury note
OMB 59 6.1 6.0 59 59 59
CcBO 6.0 6.1 6.0 5.9 59 5.9
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4. OMB Estimates of the President’s Budget Proposals
(Billions of dollars; fiscal years)

1998-
Proposal 1998 | 1999 | 2000 | 2001 { 2002 | 2003 | 2003
Changes from baseline
Receipts -1 129 147 167 185 187 815
Tobacco legislation 0 98 118 133 145 161 655
Other -1 3.1 29 34 40 26 160
Tax relief -5 -32 51 55 50 54 242
Tax increases 4 63 8.0 88 %0 80 402
Mandatory spending H 45 51 58 25 33 213
Tobacco legislation' 0 34 39 46 50 54 223
Other 0 11 12 12 25 -21 1.0
Veterans compensation 0 -7 -13 23 63 -63 -17.0
Medicare buy-in 0 1 A4 4 3 3 15
Other 0 1.7 21 31 35 39 165
Discretionary spending? 0O 48 84 102 156 217 607
Level of discretionary spending
MEMO
Current dollars
Proposed 553 566 574 575 577 595
Capped baseline 553 561 565 565 561 574
1992 dollars
Proposed 478 479 475 466 457 . 461
Capped baseline 478 474 468 458 445 444

1. Includes unrestricted grants to states and various health initiatives.
2. Excludes fiscal 1998 supplemental appropriations.

... Not applicable.

SOURCE. Budget of the United States Government.
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