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Deomestic Developments I-5

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

1998:Q2 1998:Q3
Measure June Aug. Jupe | Aug.
GB BEA' GB GB GB
Real GDP 20 14 L3 20 22
Private domestic final purchases 6.2 6.9 7.2 40 33
Personal consumption expenditures 52 58 5.7 3.8 3.6
Residential investment 12.1 13.2 132 -5 85
Business fixed investment 10.2 114 14.1 6.3 -6

Government outlays for consumption
and investment 6.1 37 32 -7 1.4

Change, billions of
chained (1992) dollars

Inventory investment -51.1 -46.7 -48.6 -3.8 7.6
Net exports -350 -544 573  -233 -26.1
1. Advance.

quarter within hailing distance of the $37 billion figure in the advance release.!
Anecdotal reports of desires to trim stocks in some industries and the relatively tepid
performance of indicators of manufacturing activity recently (with due allowance for
the GM strike) suggest that we may be seeing a considerable further moderation of
inventory investment this quarter outside autos.

That inventory adjustment likely will be reflected partly in import volumes, but
we believe that exports will continue to decline, at least somewhat, this quarter.
Consequently, net exports are expected to fall further, albeit not so sharply as in the
first half of the year. We have projected a negative contribution of about
1 percentage point (annual rate) to GDP growth this quarter, less than half the recent
magnitude.

Real federal purchases are expected to fall 2-3/4 percent at an annual rate in
the third quarter; this decrease is a bit larger than the current trend rate of decline and
mostly reflects quarter-to-quarter lumpiness in defense spending. With a projected
increase of 3-1f2 percent in the third quarter, purchases by state and local

1. One of our motivations for building in this offset is that--given our forecast of corporate profits in
the second quarter—our estimate of the increase in gross domestic income substantially exceeds that of
gross domestic product, raising the possibility of a subsequent upward revision to GDP.



Domestic Developments I-7

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

Measure 1998:H1 1993:H2 1999
Real GDP 34 23 1.7
Previous 3.7 1.8 2.0
Final sales 4.1 24 1.8
Previous 432 2.4 2.1
PCE 5.9 33 2.6
Previous 5.7 3.6 2.6
Residential investment 144 5.5 -3.6
Previous 14.3 -.8 -2.8
BFI 18.1 5.6 4.8
Previous 14.1 6.7 6.1
Government purchases .6 2.1 1.1
Previous 1.4 6 9
Exports -5.8 -1.4 3.0
Previous -2.2 1.0 3.8
Imports 13.9 7.5 6.5
Previous 13.0 7.7 6.5
Change, billions of chained (1992) dollars
Inventory change -23.7 -6 -14.0
Previous 21.4 -20.7 -85
Net exports -106.9 -52.0 -53.2
Previous -83.8 412 -45.0

decade to a rate in the vicinity of 2-3/4 percent per year.® Real GDP is projected to
increase appreciably less rapidly than potential next year, implying a slowing of
payroll growth and a significant rise in the jobless rate.

Despite this uptilt in unemployment, labor will remain in short supply, and we
anticipate fairly hefty increases in real compensation. But, with price increases

restrained by falling import prices this year and by below-average factory utilization

2. Adjusting for the methodological changes made by BEA, this figure is essentially equivalent to
the growth rate of potential output used in the last Greenbook. Also, note that, because of these
methodological changes, potential output is measured on a consistent basis from 1995 forward.
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The Outlook for the Labor Market
(Percent change, Q4 to Q4, except as noted)

Measure 1997 1998 1999

Output per hour, nonfarm business 17 1.1 1.3
Previous 1.8 1.3 1.4
Nonfarm payroll employment 2.7 22 3
Previous 2.7 20 9
Household employment survey 2.1 9 4
Previous 21 1.4 o
Labor force participation rate' 67.1 67.0 66.9
Previous 67.1 67.1 67.1
Civilian unemployment rate' 4.7 4.6 5.1
Previous 4.7 4.4 4.9

1. Percent, average for the fourth quarter.

close to 7 percent (annual rate) over the next six quarters, about the same as
anticipated in the June Greenbook. Overall, net exports are now forecast to hold
down real GDP growth by something over 1 percentage point in the second half of
this year and approximately 1/2 percentage point next year, (A more detailed
discussion is contained in the International Developments section.)

Labor markets. With the benchmark revision of the labor productivity
figures now in hand, we have reviewed our assessment of the current trend. We
remain as comfortable as ever with our assertion that, while the acceleration of GDP
in the past couple of years played a key role in the resurgence of output per hour in
the nonfarm business sector, significant structural improvements played a role as well.
Therefore, we have retained our assumption that the cyclically adjusted productivity
trend is 1-3/4 percent for 1995-1999, up from just over 1-1/4 percent in the first half
of the decade.

Over the next six quarters, actual labor productivity should increase at well
below its trend pace, as firms adjust employment with a lag to slowing output growth.
In addition, productivity growth is expected to be hampered a little as employees are
shifted to work on Year 2000 problems.

Parsing out the GM strike effects, we believe that the current underlying pace
of payroll employment changes remained near its robust first-half pace through July.
We expect hiring to hold up well in the near term, owing to the efforts of some
employers to catch up with staffing needs that they have found difficult to fulfill to
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Staff Inflation Projections
(Percent change, Q4 to Q4, except as noted)

Measure 1997 1998 1999
Consumer price index 1.9 1.5 2.1
Previous 1.9 1.7 22
Food 1.7 L7 1.3
Previous 1.7 1.4 2.0
Energy -1.0 -7.2 39
Previous -1.0 -5.3 1.7
Excluding food and energy 22 2.3 2.1
Previous 22 2.3 2.3
PCE chain-weighted price index 1.5 9 1.6
Previous 1.5 1.3 1.9
Excluding food and energy 1.6 1.3 1.5
Previous 1.5 1.7 19
GDP chain-weighted price index 1.7 1.1 1.5
Previous 1.8 1.5 1.7
ECI for compensation of private
industry workers' 3.4 34 32
Previous 34 3.6 35
Prices of core non-oil
merchandise imports -7 -2.9 1.1
Previous -8 2.3 1.6
Percentage points
MEMO: Adjustments for technical
changes to the CPI*
Core.CPI 2 4 .6

1. December to December.

2. Adjustments are calculated relative to the methodological structure
of the CPI in 1994,

relative movements almost impossible. Our inspection of the components has not
yielded a strong signal about where things might go from here, although there are
some hints that erratic changes have tended to pull down the rate of increase in the
PCE index recently. However, that is sufficiently conjectural that we did not give it
much weight in our projection. Giving primary attention to the macro fundamentals,
we arrived at our prediction of a 1-1/2 percent rise in core PCE prices in 1999,

leaving a gap between that measure and the core CPI that is still relatively large by
historical standards.
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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 29 1.7
Higher funds rate 38 2.8 9
Lower funds rate 38 3.0 2.5
Constant stock market wealth-
to-income ratio 38 3.0 22
10 percent lower stock prices 3.8 2.8 1.3
Civilian unemployment rate’
Baseline 4.7 4.6 5.1
Higher funds rate 4.7 4.6 54
Lower funds rate 4.7 4.6 4.8
Constant stock market wealth-
to-income ratio 4.7 4.6 49

10 percent lower stock prices 4.7 4.6 52
CPI excluding food and energy

Baseline 22 2.3 2.1
Higher funds rate 22 2.3 1.8
Lower funds rate 2.2 2.3 2.4
Constant stock market wealth-

to-income ratio 2.2 2.3 2.1
10 percent lower stock prices 22 23 2.1

1. Average for the fourth quarter.

alternative assumes a 100-basis point decline in the funds rate between now and the
second quarter of 1999. In this scenario, the unemployment rate reaches only

4-3/4 percent by the end of next year, and core consumer price inflation moves up to
2.4 percent in 1999,

The third alternative assumes that the ratio of stock market wealth to income
holds steady over the projection period, rather than declining as we are anticipating in
the baseline forecast. In this scenario, real GDP growth is 0.1 percentage point higher
than the baseline forecast this year and 0.5 percentage point higher in 1999. The
unemployment rate is a bit lower next year in this simulation, while core CPI inflation
is little changed. As we have noted before, the effect on prices under this type of
alternative is small because the unemployment rate change is modest and because, in
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REAL QROSS POMESTIC PRODUCT AND RELATED ITEMS, ANNUAL VALUES

I-21

{Seasonally adjustad annual rate)

August 13, 19598

~ Projected -
Ltem Unital 1991 1992 1993 1994 1995 1998 1999
EXPENDITURES
Nowminal GQDP Bill. § 5916.7 6244.4 6558.1 £§947.0 72639.6 8476.2 B748.3
Real GDP Bill. ch. §| 6079.4 6244.4 6389.6 6610.7 6761.7 7515.0 7646.3
Real GDP % changs 0.4 3.6 2.4 3.3 2.1 3.8 2.9 1.7
Gross domastic purchases 0.0 4.0 3.0 i.8 1.6 4.4 4.6 2.1
Pinal sales -«0.4 3.5 2.1 2.7 2.7 3.4 3.2 1.8
Priv. dom. final purchases -0.8 4.9 3.7 3.7 2.9 4.5 5.8 2.6
Parsonal cons, sxpenditures =0.2 4.2 2.7 3.1 2.6 3 3.7 4.6 2.6
Durables -3.1 9.4 7.4 6.3 4.5 8 7.4 7.9 3.4
Nondurables -1.0 3.2 1.6 3.0 1.7 8 2.0 4.3 1.8
Seaxvices 0.9 3.6 2.3 2.5 2.6 0 3.8 4.0 2.8
Pusiness fixed investment -6.0 5.5 9.9 7.6 7.3 11.7 11.7 4.8
Broducers’ dur. squipment ~2.6 9.6 12.2 10.2 9.1 li.e 16.9 5.9
Nonres. structures -12.6 -3.4 4.5 1.1 2.7 1l.6 -1.4 2.9
Rasidantial structuresg 1.0 16.9 7.8 4.2 ~1.4 5.4 9.9 -3.6
Exports B.§ 4.1 4.6 10.0 io.5 1¢.3 =-3.7 3.0
Imports 4.1 7.4 10.2 12.3 5.6 11.8 10.7 6.5
Gov't. cons. & investment -0.7 1.7 -1.4 ¢.1 -0.9 2.1 1.3 1.1
Fadaral -3.1 1.3 -6.1 -3.9 -5.86 1.1 -0.9 «1l.9
Dafenne =5.3 -1.3 -6.9 -6.0 =5.0 ~0.1 -3.1 -2.4
State & local 1.0 2.0 2.0 2.7 2.1 2.8 2.6 2.7
Change in bus. inventoriss Bill. Ch. § -3.0 7.0 22.1 60.6 27.7 30.0 56.7 aL.7r
Nonfarm -1.2 2,1 29.5 49.0 37.7 23.2 49.2 27.1
Net awports -22.3 -23%.5 ~70.2 «104.6 «96.5 =-261.1 ~346.8
Rominal GDP % change 3.8 6.3 5.0 5.8 4.2 5.8 4.0 3.1
EMPLOYMENT AND PRODOCTION
Nonfarm payroll exploymant Millicns 1083 108.6 110.7 114.1 117.2 125.8 127.3
Unsmployment rate x 6.8 7.5 6.9 6.1 5.6 4.6 4.9
Industrial prod. index % change ~0.0 3.7 3.3 6.5 3.3 1.7 1.3
Capacity util. rate - mfg. % 77.9 79.4 80.5 82.5 82.8 80.5 79.4
Housing wtarcs Hillions 1.01 1.20 1.29 1.46 1.35 1.57 1.49%
Light motor wehicla sales 12.53 12.86 13.88 15.03 14.74 15.12 14.7%
North Amer. produced 9.74 195.51 11.71 iz2.88 12.82 13.13 12.87
Othexr 2.78 2.35 2.16 2.14 1.91 1.9% 1.93
INCOME AND SAVING
Nominal GNP Bill. § 5932.4 6255.5 6576.8 £955.2 7287.1 8451.8 8797.3
Hominal GNP % change 3.5 6.2 5.1 5.7 4.4 3.9 3.0
Nominal parsonal incoms 1.5 7.2 4.0 5.2 4.6 4.4 3.5
Real disposable income D.7 4.0 1.2 2.8 2.1 2.8 2.2
Personal saving rate % 5.6 5.7 4.4 3.5 3.4 0.5 0.2
Corp. profits, IVA & COMEG. % change 4.5 11.3 19.¢ 16.1 14.6 -1.3 -2.9
Profit share of GNP % 6.9 5.8 7.5 B.2 9.2 8.7 9.0
Excluding FR Banks 6.6 6.6 7.2 7.9 8.9 5.4 8.8
Federal surpl./deficit Bill. § -186.0 -280.9 -250.7 ~186.7 -174.4 71.0 50.6
State & local wurpl./def. 75.8 86.3 87.4 96.8 111.7 142.2 1I48.9
Bx, social ins. funds 11.8 18.3 15.7 27.% i7.0 74.6 8l.2
drosa natl. saving cate % 15.7 14.5 4.3 15.5 16.3 17.2 16.2
Net natl. saving rate 4.8 3.7 3.7 4.7 5.8 7.2 6.1
PRICER AND COSTS
GDP chn.-wt. price indax % changs 3.3 2.6 2.6 2.5 2.1 1.7 1.1 1.5
Gross Domastic Purchages
chn.-wt. price index 2.7 2.7 2.3 1.5 2.0 1.3 0.6 1.4
CPI 3.0 3.1 2.7 2.7 2.8 1.9 1.8 2.1
Ex. food and anergy 4.4 3.5 3.1 2.8 3.1 2.2 2.3 2.1
ECI, hourly ememti.onz 4.4 3.5 3.6 3.1 2.6 3.4 3.4 3.2
Nonfarm businszz ssctor
Cutput par hour 2.2 3.5 -0.4 0.1 1.2 1.7 1.1 1.3
Compensation pear Hour 4.7 4.5 1.6 2.1 z.8 3.9 3.3 3.2
Unit labeor cost 2.5 1.0 2.0 2.0 1.6 2.1 2.8 2.0

1. Changes are from fourth guarter to fourth guarter.

2. Private-industry workers.
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1958
Class II FOMC (Seasonally adjusted, annual rate except as notad)
1995 1995 1885 1995 19886 1956 1996 1436 1957 1957
Item Units 01 02 Q3 Q4 [+38 Q2 Q3 Q4 Q1 Qz2
EXPENDITURES
Nominal GDP Biil, § 7170.8  7210.% T7304.8 7391.9 749%5.3 7629.2 7703.4 7818.4 7955.0 8063.4
Real GDF Bill, ch. $| 6717.5 &724.2 6775.5 6825.8 6€882.0 &6983.9 7020.0 7093.1 T7165.7 7236.5
Real GDP % change 1.7 0.4 3.3 2.8 3.3 6.1 2.1 4.2 3.2 4.0
Grosg damastic purchases 1.5 8.7 1.7 2.0 4.5 7.0 3.4 1.8 5.5 4.4
FPinal sales 2.2 2.3 3.7 2,5 3.6 5.4 0.9 5.1 2.9 2.7
Priv. dan. fimal purchasmeg 2.9 2.9 z.7 3.1 5.1 6.2 3.1 3.3 a.6 3.3
Personal cons. expenditures 1.9 3.4 2.6 2.3 3.7 4.7 1.8 2.9 4.3 1.6
Durablea =1.0 5.9 8.3 4.8 5.8 12.7 ~1l.9 7.2 12.3 -1.5
Nondurables 2.3 1.6 0.7 2.0 2,2 4.8 1.2 z.9 3.8 -0.2
Services 2.3 3.8 2.4 1.9 4.0 3.0 3.0 2.0 3.1 3.2
Business fiwed invastment 16.1 6.9 0.9 6.1 13.1 1l1.0 14.2 8.8 7.0 4.0
Producers” dur. egquipment 18.1 7.6 1.4 10.1 15.7 12.3 16.2 3.2 8.3 22.8
Nonxes. structuras 10.7 5.1 -0.4 -3.8 6.4 7.4 8.9 24.5 3.9 -6.2
Regidential structuras -8.8 -15.0 10.1 1¢.6 9.3 19.5 -1.7 =3.9 3.1 6.1
Exports 9.2 5.4 17.8 10.2 3.7 5.8 2.1 32.0 8.3 18.5
Inports 5.8 7.2 2.0 3.5 13.1 13.5 13.6 7.0 18.86 17.9
Gov't, coms. & investment 0.1 1.2 -0.8 -4.1 3.2 7.1 -1.8 0.0 2.1 2.1
Federal ~2.6 -2.0 -2.6 -14.7 8.0 8.1 -4.7 ~6.3 -2.7 3.6
Defanne =1.6 0.1 ~5.4 -12.5 7.2 8.1 -6,3 -8.3 -9.9 9.1
State & local 1.8 3.2 0.4 2.8 0.5 6.5 0.3 1.8 4.9 1.3
Changre in bus., inventories Bill. Ch. $ 54.3 21.7 14.7 20.1 14.4 6.1 47.5 321 6.2 7%.0
Noafarm §2.5 36.7 30.6 20.8 16.4 15.2 38.6 28.7% 56.2 7.1
Not axports -109.5 -~114.7 -B6.B -74.8 -95.5 -113.5 -1i40.1 -95.9 -~121.5 ~-131.6
Boeminal QDP % change 4.3 2.3 5.3 4.5 5.7 7.3 3.9 6.1 7.2 5.6
EMPLOYMENT AND PRODUCTION
Nonfarm payroll smploymant Millions 11s6.5 116.9 117.4 117.9 118.5 113.3 120.0 120.7 121.5 122.3
Unemploymant rate % 5.5 5.7 5.7 5.6 5.6 5.4 5.3 5.3 5.3 4.9
Industrial prod. indax % change 5.9 1.6 4.5 1.1 2.0 7.5 3.6 3.8 5.2 4.6
Capacity util. rate - mfg, % 83. B82.9 82.6 81.8 B1.0 B1.6 81.5 81.4 81.6 B8l1.5
Housing starts Millions 1.32 1.29 1.42 1.42 1.47 1.49 1.48 1.42 1.47 1.46
Light motor vehicle malas 14.71 14.45 14.78 15.00 15.11 15.17 15.00 14.94 15.32 14.54
North Amer., produced 12.6% 12.46 12.93 13.22 13.44 13.45 13.32 13.18 13.40 12.67
Cther 2.02 2.00 1.85 1.78 1.67 1.73 1.68 1.77 1.93 1.87
INCOME AND SAVING
Nominal GNP Bill. § 7189.3 7233.3 7313.2 7413.6 7515.0 7643.3 7T08.68 7A29.0 7952.4 BNE2.3
Neminal GNP % changs 5.3 2.5 4.5 5.5 5.5 7.0 3.5 6.4 6.5 5.6
Nominal personal income 4.7 3.4 4.3 6.1 6.6 6.9 5.5 4.6 7.3 4.7
Raal digposable incoma 2.6 -0.6 2.7 3.9 2.9 2.1 4.4 1.3 3.3 2.9
Parsonal saving rate % 4.1 3.1 3.1 3.3 3.2 2.6 3.1 2.6 2.4 2.6
Corp. profits, IVA & CCAA]. % change 7.7 16.6 30.3 5.4 16.9 6.9 3.8 3.8 i8.1 1.1
Profit shars of GNP % 8.8 5.0 S.6 5.8 9.8 9.8 9.8 5.7 10.0 10.1
Excluding ¥R Baoks 8.5 B.7 9.2 9.3 9.5 9.5 9.5 9.5 9.7 9.8
Federal surpl./deficic Bill. § -189.6 -~177.9 -176.% ~-153.0 -150.1 =-112.6 -100.1 -78.3 -581.2 ~34.8
State & local surpl./def. 110.4 112.6 113.0 11¢.7 117.3 129.1 122.3 121.7 128.4 130.1
Ex. social ins. funds 37.6 37.7 37.3 35.5 45.3 58.2 52.5 52.9 ¥9.8 61.6
Gross natl. saving Tata % 16.2 15.0 16.3 16.8 16.4 16.4 16.8 15.7 17.0 17.6
Het natl. saving rate 5.7 5.4 5.7 5.2 6.0 6.2 6.6 6.5 7.9 7.8
PRICES AND COSTS
GDP chn,-wt. price index % change 2.5 2.0 1.9 2.0 2.2 1.4 1.8 1.6 2.8 1.7
Gross D tic Purch
chn.-wt. price index 2.2 2.4 1.6 1.8 2.1 1.4 1.5 2.1 2.2 0.9
a3 24 2.7 3.5 2.1 2.4 3.2 3.7 2.5 1.3 2.0 1.5
Ex. food and energy 3.3 3.3 2.8 3.0 2.5 2.5 2.7 2.7 2,2 2.8
ECI, hourly compemsationl 2.9 2.6 2.6 2.8 2.5 3.5 2.8 2.8 2.5 3.7
Nonfarm business sector
Cutput per hour -0.4 0.9 1.8 2.6 4.1 3.0 0.0 1.2 0.5 1.8
Compeangaticn per hour 2.0 2.8 3.1 3.5 2.6 5.2 3.7 3.3 4.0 2.6
Unit labor cost 2.5 1.8 1.2 0.9 -1.5 2.2 3.7 2.1 3.6 0.7

1. Private-industry workers.
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- - - e - ~ -~ -~ Projected - - - - - ~ - - e = - -
1957 1997 1998 1998 1958 1998 1999 1899 1559 1959
Ttem Unita Q3 24 Q1 Q2 03 Q4 Q1 Q2 Q3 [+1]
EXPENDITURES
Nominal GDP Bill. § 8170.8 8254.5 8384.2 B42%.2 B8504.8 B8586.7 B&49.4 8BT05.0 B87TE.1 8856.6
Real GDP Bill. Cch. §| 7311.2 T7364.6 T464.7 T748%.3 7530.0 7576.1 7598.6 7625.0 7659.6 TI02.0
Real GDP % change 4.2 3,0 5.5 1.3 2.2 2.5 1.2 1.4 1.8 2.2
Gross domestic purchases 4.6 3.2 7.8 4.0 3.3 3.5 1.9 2.1 2.2 2.4
Final sales 5.8 2.1 4.3 3.8 1.8 2.9 1.5 1.6 2.8 2.3
Priv. dom, final purchases 7.2 2.9 8.5 7.2 3.3 4.2 2.6 2.4 2.8 2.7
Parsonal cons. expsndituraes 6.2 2.8 6.1 5.7 3.6 3.1 2.6 2.5 2.6 2.7
Durables 16.8 3.1 15.8 16.9 1.0 4.6 3.6 2.4 3.1 4.3
Nondurables 5.1 -0.4 7.4 5.2 2.6 2.1 1.7 1.7 1.8 1.9
Sarvices 4.7 4.3 3.5 4.8 4.6 3.2 2.9 2.9 2.8 2.8
Business fixed invastment 17.0 1.8 22.2 14.1 =-0.6 12.2 5.3 4.5 4.7 4.8
Producers’ dur. equipment 18.8 2.2 34.3 21.3 -1.1 15.8 6.3 5.4 5.8 5.9
Nonres. structures 12.4 0.9 -4.89 ~4.1 0.5 2.6 2.4 2.0 1.7 1.7
Residential structures -0.4 8.2 15.6 13.2 8.5 2.7 =-3.7 -4.4 -3.6 -2.8
Exports 10.6 4.4 -2.8 -8.9 ~2.3 ~0.5 1.2 2.7 3.8 4.4
Imports i3.5 6.3 15.7 12.1 6.9 8.2 6.9 7.6 6.4 5.0
Gov/’t. cons. & invaptmant 1.4 ¢.1 ~1.9 3.2 1.4 2.7 0.2 1.8 1.5 1.1
Faderal -1.2 -2.1 -8.8 7.0 -2.8 1.6 -4.4 0.0 ~0.9 ~2.1
Defense ~1.8 -2.0 -18.5 9.4 -h.1 3.0 -6.3 0.0 -1.3 ~1.8
Btate & local 2.9 1.3 2.1 1.3 3.6 3.3 2.8 2.7 2.7 2.7
Change in bug. inventories Bill. ch. § 51.0 66.5 91.4 42.8 50.5 42.2 36.4 3z2.2 29.8 28.3
Honfarm 44.0 6§2.7 85.9 34.6 42.2 3é.1 2%.7 26.9 25.9 25.8
Net maports -i42.4 -149.0 -198.5 -255.9 -281.% -3067.9 -326.4 -344.1 -355.5 -361.1
Noninal GDP %X change 5.4 4.2 6.4 2.2 3.6 3.9 3.0 2.8 3.2 3.6
EMPLOYHMENT AND PAOLUCTION
Honfarm payroll employment Millions 123.90 123.% 124.8 125.5 126.1 125.7 127.0 127.2 127.4 127.7
Unamployment: rate % 4.9 4.7 4.7 4.4 4.5 4.6 4.7 4.9 5.0 5.1
Industrial prod. indesx % changs 6.0 7.2 1.2 1.% 0.1 3.8 1.2 1.3 1.3 1.6
Capacity util. rate - mfig. % 8l.56 82.2 81r.6 80.9 79.8 79.8 75.8 79.4 75.3 78.3
Housing starts Milliona 1.45 1.53 1.58 1.56 1.58 1.54 1.51 1.459 1.48 1.47
Light motor wehicle sales 15.21 15.10 15.02 16.07 14.24 15.14 15.03 4.81 14.69 14.64
North Amer. produced 13.21 13.15 13.07 14.0¢6 12.23 13.17 13.08 12.87 12.77 12.75
Othex 2.00 1.385 1.96 2.01 2.02 1.97 1.95 1.54 1.92 1.89
TRECOME AND SAVING
Mominal GNP Bill. § 8162.0 B234.9 B8369.4 8408.0 B475.2 8554.8 8613.7 BEE9.6 B734.6 B8BLL1.2
Nominal GNP % change 5.0 3.6 6.7 1.% 3,2 3.4 2.8 2.6 3.0 1.6
Nomipsl personal income 4.7 5.0 5.9 4.2 3.9 3.7 3.6 3.4 3.5 3.4
Real disposabls ipcoms 2.4 2.9 4.0 2.6 2.6 1.8 4.3 1.7 1.8 1.7
Personal maving rate % 1.7 1.7 1.2 c.6 0.3 0.1 0.5 0.3 0.1 -0.3
Coxp. profits, IVA & CCAdi. % change 13.1 -9.2 4.2 -1.8 -8.7 1.4 -8.3 ~5.6 -0.6 3.2
Profit share of GNP % 19.3 1¢.0 8.9 9.8 9.5 9.5 9.2 5.0 8.9 8.3
Excluding FR Banksz 10.0 8.7 9.6 8.6 9.3 9.2 B.9 8.8 8.7 8.7
Fadaral surpl./deficit Bill. $ -0.3 2.2 58.8 77.6 76.2 71.3 47.1 48.7 53.9 52.5
State & local surpl./def. 136.6 141.4 l40.2 131.8 145.1 151.6 151.4 148.8 146.4 148.9
Fx. sogial ina, funds 68.7 73.8 72.7 64.1 77.5 83.9 831.7 81,1 78.7 Bl.2
Gross natl. saving rate % 17.5 17.3 17.7 17.2 17.0 156.7 16.5 16.3 16.1 15.%
Net unatl. saving rate 7.5 7.3 7.8 7.2 7.0 6.7 6.5 £.2 6.0 5.8
PRICES AND COSTE
GDP chn.-wt., price index % changs 1.2 1.1 0.9 0.9 1.4 1.4 1.7 1.4 1.4 1.4
Gross Domastic Purchasas
c¢hn.-wt. price index 1.1 1.9 -0.2 0.5 0.9 1.1 1.8 1.4 1.3 1.3
CPI 1.8 2.3 0.5 2.0 1.7 2.0 2.4 2,1 2,0 2.0
Ex. food and enercgy 1.9 2.1 .4 2.7 2.0 2.1 2.1 2.1 2.2 2.2
ECI, hourly compansaticn® 3.4 4.3 2.7 3.6 3.7 3.7 3.2 3.2 3.2 3.2
Nonfaym husiness sector
Cutput per hour 3.6 0.3 3.5 ~G.4 0.3 x.1 0.7 1.1 1.5 1.8
Compansation per hour 3.9 4.9 4.6 3.8 3.7 3.7 3.6 3.2 3.2 3.1
tnit labor cost 0.3 4.0 1.1 4.2 3.3 2.5 2.9 2.1 1.6 1.3

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

Class II FOMC {Billions of dollars except as noted} August 13, 1998
Fiscal year$ 1997 1998 1999
Item 19962 19974 1998 1999 Qls Q28 Q3ia p4qa Q12 Q2b 23 Q4 Q1 Q2 Q3 04
UNIFIED BUDGET Not seasonally adjusted
Receiptsl 1453 1579 1719 1780 349 49¢ 387 386 378 544 410 411 391 548 430 414
Outlaysl 1561 1601 1652 1718 401 396 398 426 409 407 411 467 399 424 429 445
Surplus/deficit! -107 -22 67 62 =52 1060 -11 -40 =30 137 0 -55 -8 124 2 -31
on-hudget -174 -103 -39 56 -69 61 ~-19 ~-66 -51 87 -9 -54 -62 71 -i1 -66
0ff-budget 67 81 106 118 17 3% 8 26 21 50 5 -1 54 53 12 35
Surplus excluding
deposit insurance? -116 -36 62 58 ~-56 97 -12 -41 -31 138 -2 -56 -9 123 1 -32
Means of financing
Borrowing 130 3B ~-50 ~47 48 -69 11 34 26 ~82 -28 34 18 -104 6 21
Cash decrease -6 1 8 -5 -1 -18 8 12 4q -45 37 15 0 -15 -5 10
Other?3 -16 -17 ~25 -11 5 -13 -7 ~6 0 ~1¢ -9 6 -10 -5 -3 1
Cash operating balance,
end of period 44 44 35 40 33 51 44 32 28 72 35 20 20 35 40 30
NIPA PEDERAL SECTOR Seasonally adjusted anmual rate
Receipts 1548 1687 1820 1876 1671 1704 1740 1766 1809 1843 1863 1881 1862 1873 1887 1301
Expenditures 1677 1728 1766 1821 1722 1738 1740 1763 1750 1763 1787 1B10 1815 1824 1833 1848
Consumption expend. 447 458 459 465 457 465 460 460 451 465 459 462 464 466 466 466
Defense 301 306 300 302 304 310 306 305 293 304 299 302 302 302 102 302
Nondefense 146 152 159 163 153 154 154 158 158 161 160 160 163 163 164 164
Other expenditures 1230 1270 1307 1356 1266 1274 1280 1303 1299 1298 1328 1348 1351 1359 1366 1383
Current account surplus ~129 ~45 34 35 -56 =37 -11 -12 48 43 58 56 21 26 35 36
Gross investment 68 61 59 59 60 58 61 2] 51 55 59 60 59 59 59 58
Current and capital
account surplus -197 -106 -25 -24 -114 -99 -72 =71 -11 ~18 -1 -3 -317 -33 -24 -22

FISCAL INDICATORSY

High-employment (HEB)

surplus/deficit -225 -163 -100 -83 =167 -160 -138 -141 -102 ~76 -B1 -84 -95 -83 -69 -64
Change in HEB, percent

of potential GDP -.6 -.8 -.8 -.2 -.3 -.1 -.3 0 -.5 ~.3 .1 0 .1 -1 -.2 -.1
Fiscal impetus (FI},

percent, cal. year -2 -2.1 -1.9 .5 -.3 .8 .1 -1.6 -2.1 .8 1.4 -7 1 -3 -.5 -1.3

1. OMB's May 1998 surplus estimates {assuming the enactment of the President’s proposals) are $39 billion in FY9%8 and $54 billion in FY99%9. CBO's
July 1998 baselineé surplus estimates are $63 billion in FY98 and $80 billion in FY99. Budget receipts, outlays, and surplus/deficit include
corresponding social security (QASDI) categories. The OASDI surplus is excluded from the on-budget deficit and shown separately as off-budget, as
classified under current law. The Postal Service deficit is included in off-budget outlays beginning in FYS0.

2. OMB's May 1998 surplus estimates (assuming the enactment of the President's proposals), excluding deposit insurance spending, are $35 billion
in FY98 and $51 billion in FY99 and CBG's July baseline estimates are $59% billion in FY98 and $76 billion in FY$9,.

3. Other means of financing are checks issued 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 be 2.8 percent beginning 1995:Q3.
Quarterly figures for change in HEB and FI are not at annuval rates, Change in HEB, as a percent of nominal potential GDP, is reversed in sign. FPI
is the weighted difference of discretionary changes in federal spending and taxes in chained (1992) dollars, scaled by real federal consumption plus
investment. For change in HEB and FI, negative wvalues indicate restraint.

5, Fiscal year data for the unified budget come from OMB; quarterly data come from the Monthly Treasury Statement and may not sum to OMB fiscal

year totals.

a--Actual.
b--Preliminary.
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Strictly Confidential Class If FOMC

August 13, 1998

Change in Debt of the Domestic Nonfinancial Sectors

{Percent)
Nonfederal
Households Memo:
Federal Home Consumer State and local Nominal

Perfod ! Total 2 government 3 Total 4 Total mortgages credit Business governments GDP
Fear
1989 7.3 7.0 1.3 8.6 9.9 6.0 6.7 5.6 6.4
1990 6.4 11.0 52 15 9.6 1.5 3.1 5.0 4.4
1991 4.3 11.1 2.3 4.7 64 -13 -1.7 8.6 38
1992 4.6 10.9 2.6 43 52 0.5 0.7 2.9 6.3
1993 5.0 8.3 38 52 4.3 1.6 1.4 6.7 5.0
1994 4.6 4.7 4.6 75 58 i4.5 37 2.7 5.8
1995 54 4.1 59 78 55 14.1 6.3 -3.1 4.2
1996 53 4.0 5.8 78 8.0 7.9 4.7 1.3 5.8
1997 53 0.6 6.9 6.8 1.5 4.3 7.1 7.0 56
1998 55 -1.3 7.8 74 8.5 36 8.3 173 4.0
1999 4.2 -1.6 6.0 58 6.9 21 6.5 50 3.1
Quarter
1997:3 53 0.8 6.9 7.2 9.4 4.1 6.9 54 54

4 6.2 1.1 8.0 12 8.2 23 8.8 8.3 4.2
1998:1 6.4 0.8 8.8 83 89 49 8.9 10.3 6.4

2 5.5 -1.9 7.9 A 8.3 32 8.1 10.8 22

3 4.5 -3.5 7.1 6.9 8.0 3.1 8.0 45 3.6

4 53 0.9 6.6 6.6 7.6 3.0 7.2 4.4 3.9
1999:1 43 -2.1 6.2 6.2 7.2 2.5 6.6 5.3 3.0

2 4.0 -2.8 6.0 57 6.8 2.1 6.5 5.1 2.8

3 43 (.8 5.8 5.5 6.5 1.9 6.3 4.8 32

4 4.2 0.7 5.6 53 6.3 1.8 6.2 4.4 3.6

Note. Quarterly data are at seasonally adjusted annual rates,

1. Data after [998:QI are staff projections. Changes are measured from end of the preceding period 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 is projected to grow 5.7 percent in 1998 and 4.3 percent in 1999,

3. On a monthly average basis, federal debt is projected to grow -1.0 percent in 1998 and -1.8 percent in 1999,
4, On a monthly average basis, nonfederal debt is projected to grow 8.0 percent in 1998 and 6.1 percent in 1999.

2.6.3 FOF
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Strictly Confidential Class II FOMC
August 13, 1998

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

Scasonsally adjusted annual rates

Calendat year 1997 1998 1999
Category 1996 1997 1998 1999 Q3 Q4 Qt Q2 Q3 Q4 Ql Q2 Q3 Q4
Net funds raised by domestic
nonfinancial sectors
1 Totat 663.6 6494 6233 5931 7037 789.2 8628 7236 5693 3375 5914 547.0 6226 6112
2 Net equity issuance -64.2 -1148 -219.7 -87.1 -83.2  -1441 -1096 -1268 -141.2 -501.2 -96.8 -94.0 -79.6 -78.0
3 Net debt issuance 7278 7642 8430 6802 7869 9334 9724 8504 7105 8387 6882 6410 7022 6892
Borrowing sectors
Nonfinancial business
4 Financing gap! 23.0 78.3 108.1 126.7 553 8§74 1231 93.5 104.5 1114 116.5 1254 1309 1341
5 Met equity issuance -64.2 -1148 2197 -87.1 -83.2  -1441  -1096 -1268 -141.2 -501.2 -96.8 -94.0 -79.6 -78.0
6 Credit market borrowing 1958 3113 3903 3334 3115 4059 419.6 3885 3912 3619 3342 3370 3312 3310
Households
7  Net borrowing 2 3 3503 4095 3418 3815 388.1 4583 3988 3954 3857 3640 3419 3355 3259
8 Home mortgages 261.0 2623 3189  280.7 3378 3035 3337 3200 3152 3067 2947 2817 2767 2697
9 Consumer credit 88.8 525 45.4 2.8 50.5 28.8 62.0 40.5 39.9 32.0 33.0 28.1 25.7 24.5
10 Debt/DPI (percent) 3 §9.8 91.8 94.8 97.0 91.9 92.7 93.6 04.5 953 96.1 96.2 96.8 07.4 97.9
State and local governments
11 Net borrowing 14.3 79.5 93.1 65.1 63.6 98.6 124.6 134,0 574 56.5 68.8 67.5 64.4 59.9
12 Current surpfus 4 141.4 134.9 158.7 162.1 116.8 170.7 157.8 147.5 161.3 168.3 168.7 156.7 164.9 1580
Federal government
13 Net borrowing 145.0 23.1 -49.9 -60.1 30.3 40.8 -30.0 ~70.9  -1335 34.7 -78.7 -105.4 -28.8 -21.5
i4 Net borrowing (quarterly, n.s.a.} 145.0 231 49.9 -60.1 10.6 337 259 -81.8 -28.0 34.0 176 -1044 6.1 20.6
15 Unified deficit (quarterly, n.s.a.) 110.9 24 -51.1 -86.4 10.9 39.7 30,2 -1369 0.2 55.4 8.0 -1240 -1.7 313
Depository institutions
16 Funds supplied 2329 3369 2727 2524 1889 4760 3217 2159 2719 281.5 2595 2443 2491 256.9
Memo {percentage of GDP)
17 Domestic nonfinancial debt 3 183.8 182.8 1844 1874 182 1829 182.9 184.6 185.2 185.7 186.6 187.2 187.7 188.0
18  Domestic nonfinancial bosrowing 9.5 9.4 9.9 1.8 9.6 11.3 11.6 10.1 8.4 9.8 8.0 74 8.0 78
19 Federal govemment 6 1.9 0.3 0.6 0.7 0.4 0.5 0.4 0.3 -1.6 04 -0.9 -12 0.3 -03
20 Nonfederal 7.6 9.1 10.5 8.5 0.3 10.8 12.0 10.9 9.9 94 8.9 8.6 &3 8.1

Note. Data after 1998:Ql are staff projections.
L. For corporations: Excess of capital expenditures over U.S. internal 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-end debi positions) divided by disposable personat income.

4, NIPA surplus less changes in retirement fund assets plus consumption of fixed 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,

264 FOR
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International Developments 1-33

average in the second quarter, the price of oil imports declined at an annual rate of
about 30 percent. The drop in June reflected the effects of the high levels of global
oil stocks and the reaction to the announcement of a sharp downward revision in the
figures for oil consumption in Asia during 1998:Q1. In July, the price of imported oil
fell significantly further. The spot WTI price rose $0.42 per barrel in July, declined
on balance through August 13, and is currently at $13.45 per barrel. The
announcement by OPEC of further planned cuts in crude oil production contributed to
the rebound in prices during the intermeeting period.

Non-oil import prices declined during the second quarter at an annual rate of
more than 3Y2 percent, with decreases recorded in all major trade categories. In July,
the price of non-oil imports fell sharply. Prices of nonagricuitural exports declined at
an annual rate of nearly 3 percent in the second quarter and moved down somewhat
further in July.

Outlook

The staff projects that total foreign output (weighted by U.S. nonagricultural export
shares), which was about flat during the first half of this year, will resume growing at
an annual rate of about 34 percent during the second half of the year and will
accelerate to growth of 2 percent next year. Foreign output was significantly weaker
in the second quarter than we had expected, and financial markets abroad remained
volatile. In light of these developments, we have revised down foreign growth for
industrial and developing countries over the six quarters of the forecast period.

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

Projection

Measure | 1997 1998 1999

Ql | Q2 | Q3 | Q4
Foreign output 3 05 02 05 1.1 2.1

June 38 03 08 14 19 26
Real exports 96 -28 -89 23 05 30
June 102 -12 -32 03 L7 38

Real imports 140 157 121 6.9 8.2 6.5
June 144 169 93 81 73 65
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and to remain around that level during 1999. Our outlook for a $14.33/b oil import
unit value in 1999 is consistent with the price of WTI spot crude oil of $17.00/b.

Although we see a weaker outlook for oil demand (ex ante) this year and next,
we are projecting that a group of OPEC and non-OPEC producers will cut back
production sufficiently that the market will be able to absorb additional barrels from
Iraq at a price for WTT near $17.00 per barrel next year. There is considerable risk to
this forecast. On the one hand, if producers are unable to sustain lower rates of
production, the spot WTI price could fall once again below $13.00 per barrel in the
near term. On the other hand, if Iragi oil is withheld from the market again--
especially if this occurs near the end of the year when Iraq is expected to be exporting
as much as 2.0 mb/d--spot WTI could rise above $20 per barrel.

Prices of non-oil imports and exports. With the dollar at a higher level
currently and throughout the forecast than in the June Greenbook, we now project that
non-oil import prices of core goods will decline a bit more during the remainder of
this year than we did in June. The restraining effects of past dollar appreciation
should fade during the first half of next year, and non-oil commodity prices are
expected to flatten. As a consequence, non-oil import prices for core goods should
reach a trongh around the end of this year and begin rising moderately next year.
Nonagricultural export prices for core goods are projected to decline slightly further
this quarter but to begin rising very slowly over the remainder of the forecast period,
in line with comparable domestic prices.

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

Projection
Trade category 1997 1998
1999
Q1 Q2 | Q3 | 4

Exports
Nonagricultural (core) 05 24 17 22 0.3 1.6
Agnicultural -32 -162 -59 -115 -40 2.1
Imports
Non-oil (core) 07 33 -19 41 -23 1.1
Oil (level, dollars per barrel) 1772 1389 1252 1175 1220 1433

NotE. Prices for exports and non-oil impotts 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 peried.



Strictly Confidential (FR) August 13, 1998

Class II FOMC
OUTLOCK FOR FOREIGN REAL GDP AND CONSUMER PRICES: SELECTED COUNTRIES
{(Percent, Q4 to Q4)

Projected
Measure and country 1891 1992 1993 1994 1995 1996 1997 1998 1999
REAL GDP
Canada -0.3 0.9 3.1 4.5 0.8 2.0 4.0 3.0 2.7
Japan 2.5 0.1 0.5 0.8 2.4 3.4 -0.4 -2.6 6.7
United Kingdom -1.6 0.4 2.7 4.9 2.0 2.6 3.0 2.0 1.9
Euro-11 Average (1) 2.1 0.1 -0.1 3.4 1.5 1.9 3.0 2.5 2.8
of which:
France 1.4 -0.1 -0.5% 4.1 0.3 2.3 3.1 2.4 2.6
Germany (2} 3.3 0.9 -0.2 3.4 0.7 2.1 2.3 2.5 2.7
ITtaly 1.9 ~0.8 0.1 2.5 2.6 -0.2 2.6 1.6 2.7
Foreign G-7 Average
weighted by 1991 GDP 1.7 0.2 0.6 2.8 1.7 2.3 1.8 6.6 1.9
Average weighted by share of
U.$. nonagricultural exports
Total foreign 3.3 2.2 3.4 5.0 1.8 4.1 3.5 0.3 2.1
Foreign G-7 0.8 0.5 1.8 3.8 1.3 2.3 2.8 1.7 2.2
Developing Countries 6.6 5.2 6.1 7.2 2.5 6.8 5.3 ~2.2 1.8
CONSUMER PRICES
Canada 4.1 1.8 1.8 -0.0 2.1 2.0 1.0 1.2 1.6
Japan 3.2 0.9 1.2 0.8 -0.8 0.1 2.1 -1.0 0.0
United Kingdom (3} 5.7 3.7 2.7 2.2 2.9 3.2 2,8 2.5 2.7
Euro-11l Average (4) NA Na NA NA 2.7 2.0 1.4 1.7 i.8
of which:
France 3.0 1.8 2.1 1.6 1.9 1.7 1.2 1.3 1.5
Germany (2) 4.0 3.4 4.2 2.6 1.7 1.4 1.8 1.5 1.8
Italy 6.1 4.9 4.1 3.8 5.9 2.7 1.6 1.8 2.0
Forelgn G-7 Average
weighted by 1931 GDP 4.1 2.4 2.5 1.8 1.6 1.5 1.8 0.8 1.3
Average weighted by share of
U.8. non-o0il imports 3.9 1.9 2.0 1.0 1.1 1.3 1.7 0.5 1.1

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

West German data through 1991; all Germany thereafter

CPI excluding mertgage 1nterest payments which is the targeted inflation rate.
Harmonized CPI's for the EBuro-11, weighted by shares in final consumption of
households convertaed to a common currency using estimated PPP exchange rates.

BWwh
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Strictly Confidential (FR) August 13, 1998

Class II FOMC
OUTLOOK FOR FOREIGN REAL GDP AND CONSUMER PRICES: SELECTED COUNTRIES
(Percent, guarterly change at an annual rate)

—————————————————— Projected --—-—-—=--—ww--
1997 1998 994
Measure and country Q1 Q2 03 04 Q1 Q2 Q3 Q4 ol Q2 Q3 Q4
REAL GDP
Canada 4.8 4.2 4.3 2.8 3.7 2.8 2.6 3.0 2.8 2.8 2.7 2.7
Japan 8.3 -10.6 3.2 -1.5 -5.3 -5.1 -1.3 1.4 0.7 0.7 0.7 0.7
United Kingdom 2.3 3.5 3.6 2.5 2,2 2.0 1.7 1.8 1.8 1.8 1.9 2.0
Euro-11 Average (1) 1.5 5.0 3.3 2.2 2.6 2.0 3.0 2.6 2.7 2.8 2.8 2.8
of which:
France 1.9 4.6 3.7 3.0 2.2 2.6 2.3 2.3 2.4 2.6 2.6 2.7
Germany 1.3 3.9 2.9 1.2 3.9 0.6 2.7 3.0 2.7 2.8 2.7 2.7
Italy 0.2 8.0 1.9 0.7 -0.4 1.5 4.0 1.5 2.5 2.5 3.0 3.0
Foreign G-7 Average
weighted by 1991 GDP 3.7 -0.5 3.1 0.8 -0.3 -0.%6 1.4 2.0 1.9 1.9 2.0 2.0
Average weighted by share of
U.S. nonagricultural exports
Total foreign 5.2 3.7 4.4 2.4 -0.5 0.2 0.5 1.1 1.6 2.1 2.4 2.5
Foreilgn G-7 4.5 1.1 3.8 1.7 1.5 0.9 1.8 2.5 2.2 2.2 2.2 2.2
Devel oping Countries .5 €.5 5.6 2.7 -4.3 -1.%9 -1.6 -0.9 0.5 1.6 2.5 2.7
CONSUMER PRICES (2)
Canada 2.1 1.6 1.7 1.0 1.0 1.0 1.2 1.2 1.3 1.4 1.5 1.6
Japan 0.0 1.5 1.7 2.1 2.1 0.6 0.0 -1.0 -1.¢ -0.5 0.0 ¢g.0
United Kingdom (3) 2.9 2.6 2.8 2.8 2.5 3.0 2.6 2.5 2.6 2.5 2.8 2.7
Buro-11 Average (4) 1.7 1.2 1.5 1.4 1.2 1.4 1.6 1.7 1.8 1.8 1.8 1.8
of which:
France 1.5 0.9 1.3 1.2 0.7 1.0 1.3 1.3 1.4 1.5 1.5 1.5
Germany 1.7 1.6 1.9 1.8 1.2 1.3 1.4 1.5 1.7 1.8 1.8 1.8
Italy 2.4 1.6 1.5 1.6 1.7 1.8 1.8 1.8 2.0 2.0 2.0 2.0
Foreign G~7 Average
waeighted by 15%]1 GDP 1.4 1.6 1.8 1.8 1.6 1.3 1.1 0.8 0.9 1.1 1.3 1.3
Average weighted by share of
U.S. non-o0il imports 1.3 1.6 1.8 1.7 1.6 1.1 0.8 0.5 0.6 0.8 1.1 1.1

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.

CPTI excluding mortgage interest payments which is the targeted inflation rate.
Harmonized CPI's for the Euro~1ll, weighted by shares in final consumption of
households converted to a Common currency uging estimated PPP exchange rates.

Wby =
- wow -
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Projected
1991 1992 1993 1994 1995 1996 1997 1998 1999
NIPA REAL EXPORTS and IMPORTS
Parcentage point contribution to GDP growth, (Q4/04
Net Goods & Services 0.4 -0.4 -0.6 -0.4 0.5 -0.3 -0.6 ~-1.8 ~-0.5
Exports of G&S8 0.8 0.4 0.5 1.0 1.1 1.2 1.1 -0.4 0.3
Imports of G&S -0.4 -0.8 -1.1 -1.4 -0.7 -1.4 ~-1.7 -1.4 ~0.8
Percentage change, Q4/04
Exports of G&S8 8.6 4.1 4.6 10.0 10.5 10.3 9.6 -3.7 3.0
Services 7.1 ~-0.8 4.1 6.0 9.8 7.5 1.5 0.2 3.1
Agricultural Goods 10.1 10.6 -5.5 16.6 -4.3 4.8 2.8 -6.7 1.6
Computers 21.8 25.1 23.7 32.0 55.5 35.9 40.7 3.9 27.0
Semiconductors 41.8 64 .8 32,9 66.9 79.6 45.2 21.0 -2.7 26.5
Other Goods 1/ 7.0 2.3 3.6 7.0 5.8 8.0 11.6 -6.0 ~0.2
Imports of G&S 4.1 7.4 10.2 12.3 5.6 11.8 14.0 10.7 6.5
Services -2.6 1.4 3.2 1.4 6.1 5.5 12.4 4.2 1.5
0il 8.2 12.1 10.0 -0.2 2.4 7.9 4.0 1.2 2.2
Computers 35.9 45.1 39.4 44.8 48.1 24.4 30.3 31.6 25.9
Semiconductors 55.3 42.0 34.2 54.5 92.4 57.6 32.7 -0.6 26.8
Other Goods 2/ 2.5 5.4 9.4 12.2 -1.2 10.4 13.0 11.6 5.4
Billions of chained 1992 dollars
Net Goods & Services -22.3 -29.5 -70.2 ~104.6 -96.5 -111.2 ~136.1 -261.1 -346.8
Exports of G&S 599.9 639.4 658.2 712.4 782.6 860.0 970.0 971.7 977.0
Imports of G&S 622.2 668.9 728.4 817.90 889.0 971.2 1106.1 1232.8 1323.8
Billions of dollars
US CURRENT ACCOUNT BALANCE -4.4 -51.4 ~-86.1 -123.8 -115.3 -134.9 -155.2 -246.9 -330.4
Net Goods & Services (BOP) -30.9 -38.7 -71.9 -100.9 -99.9 -108.6 -110.2 -183.6 -250.0
Exports of G&S (BOP) 581.2 617.3 643 .2 703.8 795.6 850.8 8937.6 917.7 919.8
Imports of G&S {(BOP) 612.2 656.0 715.2 804.7 895.5 959.3 1047.8 1101.3 1169.8
Net Investment Income 21.5 22.5 23.9 16.5 19.3 14.2 -5.3 -22.1 -38.7
Direct, Net 55.6 51.6 55,7 51.8 63.0 66.2 63.7 55.0 50.2
Portfolio, Net ~-34.1 -29.1 -31.7 -35.3 ~43 .7 ~51.9 -69.1 -77.1 ~88.9
Net Transfers 5.0 -35.2 -38.1 -39.4 -34.6 -40.6 -39.7 -41.2 -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 1956
0l Q2 ok} Q4 o1 Q2 Q3 Q4 Q1 Q2 03 04
NIPA REAL EXPORTS and IMPORTS
Percentage peint ceontribution to GDP growth
Net Goods & Services ~1.0 ~0.3 -0.4 .3 -¢.2 -0.3 1.6 0.7 -1.1 -1.0 -1.4 2.4
Exports of G&S -0.2 1.7 1.1 1.5 1.0 0.6 1.9 1.1 0.4 0.6 0.2 3.2
Imports of G&S -0.8 ~2.0 -1.5 ~1.2 ~1.2 -0.9 -0.3 -0.4 -1.5 -1.6 -1.6 -0.9
Percentage change from previous period, SaAAR
Exports of G&S -1.8 17.7 10.6 14.7 3.2 5.4 17.8 10.2 3.7 5.8 2.1, 32.0
Services 2.4 12.9 2.0 6.9 9.1 2.9 21.7 6.4 -4.0 10.3 ~8:9 39.8
Agricultural Goods -25.2 8.1 45.3 57.2 1.8 -13.4 5.0 -9.4 22.6 -32.8 ~1.6 48.7
Computers 21.4 24.3 35.5 48 .4 36.4 i3.8 86.6 T71.86 57.¢6 24.7 27.17 35.9
Semiconductors 111.8 23.4 65.9 79.1 72.0 100.8 96.2 53.6 23.8 29.7 30.2 l18.6
Other Goods 1/ -6.8 20.3 7.5 8.7 4.3 1.4 9.4 8.1 0.1 6.0 5.7 21.3
Imports of G&S 7.6 19.0 13.1 2.9 9.8 7.2 2.0 3.5 13.1 13.5 13.6 7.0
Services 2.7 4.1 -0.4 -0.9 20.5% -3.3 3.1 5.5 9.2 4.3 9.9 -1.1
0il -8.6 27.2 33.5 -36.2 -11.4 15.4 31.4 -18.2 -9.8 68.9 3.5 -14.0
Computers 32.9 48.3 42.3 57.0 15.4 51.6 62.7 69.3 22.5 22.9 18.8 33.8
Semiconductors 60.7 23.7 74.4 64.3 37.1 105.5 128.2 113.3 38.7 8.9 50.1 172.1
Other Goods 2/ 6.8 19.6 10.3 12.6 7.2 1.5 -8.8 -3.8 13.8 1¢G.5 13.5 4.2
Billions of chained 1992 dellars, SAAR
Net Goods & Services -97.6 ~103.9 -~111.,1 -i05.9 -109.% -114.7 -86.8 ~-74.8 -95.5 -113.5 -140.1 -95.9
Exports of G&S 676.0 704.1 722.1 747.3 763.9 774.0 806.3 826.1 833.6 845.5 849.9 211.1
Imports of G&S 773.6 808.0 833.2 853.2 B73.4 888.7 893.1 8900.9 929.1 958.9 996.0 1007.0
Billions of dollars, SAAR
US CURRENT ACCOUNT BALANCE -97.3 -118.5 =-135.,9 -143.7 -123.7 -134.2 -115.5 -87.7 -112.9 -132.0 -16l.6 ~133.2
Net CGoods & Sexrvices (BOP) -85.9 -97.3 =111.2 -109.2 -109.3 -125.8 -90.0 -74.5 -92.4 -112.8 -132.3 -96.8
Exporte of G&S (BOP) 668.0 693.1 714.3 739.9 765.4 782.0 809.7 825.6 833.6 845.3 837.5 886.7
Imports of G&S (BOP) 753.9 790.5 B25.5 849.1 874.7 907.7 899.7 900.1 926.0 958.2 969.8 983.5
Net Investment Income 20.8 16.3 14.6 14.2 20.1 24.0 10.2 22.7 21.4 15.9 6.9 12.7
Direct, Net £2.3 49.5 52.2 53.2 59.9 67.2 56.5 68.3 64.8 64 .4 61.9 73.6
Portfolio, Net ~-31.5 -33.1 -37.5 ~39.0 -39.8 -43.2 -46.2 -45.5 -43.3 ~48.5 -55.0 -60.9
Net Transfers -32.1 -37.5 -39.2 -48.7 -34.5 -32.4 -35.8 -35.9% ~41.9 -35.1 -36.2 -49.,1

1. Merchandise exports excluding agricultural products, computers, and semiconductors.
2. Merchandise imports excluding oil, computers, and semiconductors.
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———————————————————————— Projected
1997 1998
Q1 Q2 Q3 Q4 01 Q2 Q3 Q4 Q1
NIPA REAL EXPORTS and IMPORTS _ o
Percentage point contribution to GDP growth
Net Goods & Services -1.3 -0.4 ~0.5 -0.3 -2.3 -2.6 -1.1 ~-1.1 -0.8 -0,
Exports of G&S 0.9 1.7 1.2 0.5 -0.3 -1.1 ~-0.3 ~0.1 0.1
Imports of G&S3 -2.2 -2.2 -1.7 -0.8 -1.9 -1.5 -0.5 ~1.0 -0.9 -1
Percentage change from previous period, SAAR
Exports of G&s 8.3 15.5 10.6 4.4 -2.8 -8.9 -2.3 ~0.5 1.2
Services -6.7 11.8 5.9 -4.0 -1.2 3.1 -1.,1 0.1 1.2
Agricultural Goods -16.1 ~-7.8 8.7 32.8 -9.9 -25.7 11.5 1.6 1.6
Computers 70.2 78.7 41.9 -9.2 =-15.5 2.6 10.4 21.5 26.2 2
Semiconductors 41.3 17.3 32,3 -2.2 -2.0 -22.6 ~2.0 20.4 24 .4 2
Other Goods 1/ 13.8 15.6 9.2 8.0 -1.6 -12.7 -5.1 ~4.0 -2.2 -
Imports of G&S 18.6 17.9 13.5 6.3 15.7 12.1 6.9 8.2 6.9
Services 17.8 10.6 15.8 5.8 9.3 0.4 3.5 3.7 1.7
0il ~8,2 37.0 6.0 -12.2 8.8 41.1 -15.9 -18.7 -9.5 3
Computers 54.5 39.0 30.6 2.9 38.8 31.7 28.6 27.4 27.4 2
Semiconductors 89.0 16.0 20.3 17.6 9.9 -26.8 -0.0 21.6 25.1 2
Other Goods 2/ 16.2 16.1 11.8 8.1 16.1 13.8 7.9 9.0 6.8
Billions of chained 1932 dollars, SAAR
Net Goods & Services -121.5 - 31,6 -~142.4 -149.0 -198.5 -255.9 -281.9 -~-307.9% -326.4 -344.
Exports of G&S 929.4 63.6 988.1 598.8 991.9 969.2 963.6 962.3 965.0 971.
Imports of G&S 1050.9 1 95.2 1130.5 1147.,8 1190.4 1225%.0 1245.5 1270.2 1291.5 1315.
Billions of dollars, SAAR
US CURRENT ACCOUNT BALANCE -148.0 -140.4 -152.4 -180.2 -188.8 -242.0 -262.7 -29%4.0 -304.6 -324.
Net Goods & Services (BOP) -112.5 -106.1 -108.4 -113.8 -139.4 -184.1 -1%6.4 -214.5 -232.3 -248,
Exports of G&S (BOP) 804.7 936.1 9%51.7 957.8 945.6 917.8 905.0 902.4 506.8 914.
Imports of G&S (BOP} 1017.3 1042.1 1060.1 1071.7 1085.1 1101.8 1101.4 1116.8 1139.1 1162.
Net Investment Income 0.1 1.8 -6.2 -17.0¢ -12.5 -18.9 -27.3 -29.6 -33.4 ~37.
Direct, Net 64.2 69.6 65.5 55.6 61.7 56.7 50.8 50.8 49.0 49
Portfolio, Net -64.2 -67.8 -71.7 -72.6 -74.2 -75.6 ~78.1 -80.4 -82.4 -86.
5 -36.1 -37.8 ~49.3 -36.9 ~39.0 -39.0 -50.0 -39.0 -39.

Net Transfers -35,

1. Merchandise exports excluding agricultural products, computers, and semiconductors.
2. Merchandise imports excluding oil, computers, and semiconductors.
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1999
03 04
-0.4 -0.2
0.4 0.5
-0.8 -0.7
3.8 4.4
4.1 3.8
1.6 1.6
27.2 27.7
27.2 28.6
0.5 1.6
6.4 5.0
1.3 2.2
9.2 -18.9
25.1 33.9
27.4 28.6
4.9 4.9
-355.5 -361.1
980.4 991.1
1335.9 1352.2
-337.8 -354.7
-257.6 -~261.7
923.7 934.8
1181.3 1196.5
-41.2  -43.0
49,9 52.6
-91.0 -95.6
-39.0 -50.0
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Domestic Nonfinancial Developments H-9

rate).* Production in July was depressed by nearly 3-3/4 million units at an annual

rate, which likely held IP growth down by roughly an additional 1 percentage point
that month.

Production of Domestic Autos and Trucks
(Millions of units at an annual rate; FRB seasonal basis)

1998
Ttem

June July' | Aug? Q1 Q2 Q3
U.S. production 10.3 82 12.9 12.1 11.6 11.4
Autos 4.8 3.9 6.2 5.6 5.3 55
Trucks 5.6 4.4 6.6 6.6 6.4 5.9

Domestic stocks®
Autos 1.1 n.a. n.a. [4 1.1 n.a.
Light trucks 1.4 n.a. n.a. 1.6 14 n.a.

NOTE. Components may not sum to totals becanse of rounding.

1. Production rates are latest estimates from Ward’s Automotive Communications.
2. Production rates are manufacturers’ schedules.

3. Quarterly data are for last month of quarter.

n.a. Not available.

Sales of light vehicles soared in June to 16.9 million units at an annual rate--
the highest level in more than a decade. The strong sales reflected the generous
incentive programs in place during the second quarter, especially the “coupon”
programs of the Big Three. The expiration of those programs explains some of the
sharp drop in sales to a 13.8 million unit pace in July. Supply shortages at GM--
where inventories fell dramatically in June and somewhat further in July--likely also
played an important part in the sales weakness. The shortages led GM to limit fleet
sales sharply in July (the company has agreements with major fleet customers that
allow them to divert cars to retail customers during periods of short supplies), but
even so, shortages crimped retail sales substantially last month.

3. The production loss of 2.1 million units reflects the difference between GM’s actual June
assemblies and our expectation prior to the strike—which had assumed a small underbuild relative to
announced schedules. The GDP effect was calculated by multiplying the lost assemblies for June by the
average price of all light vehicles ($15,200 in 1992 dollars) and converting to an annual rate for the
quarter. The resulting $10.6 billion loss corresponds to a reduction of about 0.6 percentage point
(annual rate) in the growth of real GDP. This figure is at the low end of the range suggested by BEA in
the advance NIPA release for the second quarter. The BEA estimates incorporated a somewhat larger
production loss (2.3 million units) than we did because they compared actual production to announced
schedules. In addition, BEA appears to have assumed that more of the losses were In high-value
medium and heavy trucks, which seems to us at odds with GM'’s actal tmck production in June.
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CBO BUDGET AND ECONOMIC PROJECTIONS!

1958 199% 2000 2001 2002 2003 2004 2005 2006 2007 2008

Budget projections
{Billions of dollars; fiscal years)

outlays 1654 1721 1769 1817 1iB40 1918 1988 2073 2126 2211 2303
Receipts 1717 1801 1848 1903 1878 2053 2142 2243 2342 2446 2553
Surplus 63 a0 79 86 139 136 154 170 217 236 251
on-budget2 -41 -37 ~46 -45 1 ~10 0 5 44 55 64
Memo s
Surplus as a
shaxre of GDP 0.7 0.9 0.9 0.9 1.4 1.3 1.4 1.5 i.8 1.9 1.9

Economic assumptions
{Calendar years)

----------------- Percent change, Year over yeaAr----reaccmeomecoeoma=
Nominal GDP 5.0 4.3 4.1 4.0 4.6 4.7 4.6 4.5 4.4 4.4 4.3
Real GDP 3.3 2.1 1.8 1.8 2.4 2.4 2.4 2.3 2.2 2.1 2.1
CPI-U 1.7 2.6 2.7 2.6 2.5 2.5 2.5 2.5 2.5 2.5 2.5
-------------------- Percent, annual average---~-=ecc-ceccccco—mena-

Unemployment rate 4.6 4.7 5.1 5.5 5.7 5.7 5.7 5.7 5.7 5.7 5.7

Yield on selected

Treasuries
Three-month 5.1 5.2 4.8 4.6 4.4 4.4 4.4 4.4 4;4 4.4 4.4
Ten-year 5.8 6.1 5.8 5.6 5.4 5.4 5.4 5.4 5.4 5.4 5.4

1. The projections assume that revenuss and mandatory outlays evolve according to
laws in effect at the time the projections were made. Discretiocnary spending is
assumed to egqual the statutory caps in 1999 through 2002 and to grow at the rate of
inflation in succeeding years.

2. The on-budget surplus excludes the OASDI surplus and the Postal Service deficit.

Source., Congressional Budget Office, The Economic and Budget Outlook For Fiscal
Years 1999-2008: A Preliminayy Update, July 15, 19398B.
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UNIVERSITY OF MICHIGAN SURVEY RESEARCH CENTER: SURVEY OF CONSUMER ATTITUDES
(Not seasonally adjusted)
1997 1998 1998 1998 1998 1998 1988 1998 1998
Dec Jan Feb Mar Apr May Jun Jul Aug
(p)
Indexeg of consumer sentiment (Feb. 1966=100)
Composite of current and expected conditiomns 102.1 106.6 110.4 106.5 108.7 106.5 105.6 105.2 104.5
Current conditions 111.4 113.5 120.0 113.7 115.5 113.9% 115.4 113.3 115.7
Expected conditions 96.1 102.2 104.2 101.9 104.3 101.7 99.3 100.0 97.3
Personal financial situation
Now compared with 12 months ago* 123 124 142 128 131 130 130 132 132
Expected in 12 months+* 136 141 145 134 138 134 134 139 137
Expected business conditions
Next 12 months* 142 148 155 158 162 158 150 145 146
Next 5 years* 109 123 121 119 121 118 116 11% 109
Appraisgal of buying conditions
Cars 135 145 149 146 145 148 152 139 153
Large household appliances* 166 171 170 167 169 166 170 162 168
Houges 161 172 170 176 178 172 171 169 170
Willingness to use credit 39 55 56 49 51 54 50 54 49
Willingness to use savings 75 74 78 82 70 78 68 82 78
Expected unemployment change - next 12 months 114 106 99 100 97 102 105 111 109
Expected inflation - next 12 months
Mean 3.4 2.8 2.6 2.9 2.7 3.1 3.2 3.1 2.8
Median 2.8 2.3 2.4 2.5 2.4 2.6 2.7 2.6 2.5
Expected inflation - next 5 to 10 years
Mean 3.9 3.4 3.2 3.3 3.2 3.3 3.3 3.1 2.9
Median 3.1 2.9 2.9 2,8 2,7 2.8 2.9 2.7 2.6
* -- Indicates the question is one of the five equally-weighted components of the index of gentiment.
{p) -- Preliminary
(£} -- Final

Note: Figures on financial, businesas, and buying conditions are the percent reporting ‘good timee’ (or
Expected change in
unemployment is the fraction expecting unemployment to rise minus the fraction expecting

'hetter’) minus the percent reporting ‘bad times’

unemployment to f£fall, plus 100.

(or

'worsge'),

plus 100.
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