ECONOMIC OUTLOOK SURVEY

FIRST QUARTER 1991

Dean Croushore and Leonard Mills
Federal Reserve Bank of Philadelphia

According to the February survey, 35 professional forecasters were unanimous in saying that the U.S.
economy is currently in recession, although the recession has not yet been officially declared by the National
Bureau of Economic Research. Despite the recent gloom, the 35 forecasters still expect the economic
recovery to begin in the second quarter. They also expect lower inflation for 1991 and see further slight
declines in interest rates. In contrast to the past few years, net exports are not seen as a major source of
strength for 1991. '

More Pessimism in Near Term Outlook
The forecasters see a 90 percent chance that real GNP will decline in the first quarter, which shows more

pessimism than at the time of the last survey. But they now expect a stronger second half recovery. A
comparison of expected real GNP growth in the December 1990 and February 1991 surveys follows:

December February
1990 1991
Survey Survey

1991:Q1 -0.9 -1.9
Q2 0.1 0.2

Q3 1.3 1.7

Q4 25 29
1992:Q1 n.a. 3.2

The average level of real GNP is now expected to be 0.3 percent lower in 1991 than in 1990. The
forecasters’ probability estimates have shifted downward, reflecting the slightly greater pessimism. The
mean probabilities attached to the 1991 changes in real GNP are as follows:

Change in Real GNP December February
1991 1990 1991
Survey Survey
4 percent or more 1 1
2.0 to 3.9 percent 9 7
0.0 to 1.9 percent 43 34
-2.0 to -0.1 percent 38 48
less than -2.0 percent 8 9



More Optimism on Inflation

Partly because oil prices have fallen much more quickly than was anticipated at the time of the last
survey, the expected inflation rate for 1991 has fallen about 1 percent for the CPI and 0.5 percent for the
deflator. The 1991 inflation rate is now expected to be 4.2 percent for the CPI and 3.8 percent for the GNP
deflator. The mean probabilities attached to the 1991 changes in the GNP deflator have also shifted
downward:

Change in GNP Deflator ~ ~ December February
1991 1990 1991
Survey Survey
8 percent or more 1 1
6.0 to 7.9 percent 6 5
4.0 to0 5.9 percent 58 4
2.0 to 3.9 percent 30 43
less than 2.0 percent 5 7

Interest Rates Expected to Bottom Out in Mid-1991

The three-month Treasury Bill rate is expected to fall from a quarterly average of 6.0 percent (discount
basis) in the first quarter to 5.75 percent in the third quarter, before rising back to 6.0 percent by year-end.
Similarly, yields on high-grade corporate bonds are expected to fall from 8.8 percent to 8.5 percent in the
third quarter before rising slightly.

Most Sectors Follow Real GNP Path

Asin the last survey, personal consumption expenditures, nonresidential and residential investment all
are expected to decline in the first half of 1991, but to recover in the second half.

In contrast to the previous survey, further substantial increases in net exports are not expected for 1991.
And due to the outbreak of war, federal government purchases are now expected to be strong in the first
half of 1991.

Major Assumptions

As usual, the outlook is based on several assumptions. The Persian Gulf war is expected to end by the
Spring of 1991 with no damage to Saudi oil facilities. Oil prices are assumed to fall sharply when the war
ends, and then stabilize around $22 per barrel at year-end. Most of the forecasters see the federal fundsrate
declining to between 5.50 and 5.75 by mid-1991 and rising thereafter. No new federal tax initiatives are
expected, and the budget deficit is projected to be over $300 billion in FY 1991, declining slightly in FY 1992.

This survey was formerly conducted by the National Bureau of Economic Research and the American
Statistical Association. The quarterly survey beganin1968. After consulting with the NBER, Dean Croushore
and Leonard Mills took over the survey beginning in June 1990. For further information, please contact:

Dean Croushore or Leonard Mills
Economic Research Department
Federal Reserve Bank of Philadelphia
Ten Independence Mall
Philadelphia, PA 19106

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