Economic Research Department

SECOND QUARTER 1991

Sticking by their outlook from February, the economic forecasters surveyed in May by the Federal Reserve Bank
of Philadelphia still expect the recession to end this summer and modest economic growth and lower inflation to
follow next year.

The results are based on a median forecast of 42 professional forecasters working in academic institutions,
professional associations, and such sectors as financial services, manufacturing, transportation, and energy.

The forecasters expect real GNP growth to be flat in the second quarter, but to increase about 2.4 percent inthe
second half of 1991. Overall, they forecast a 2.6 percent rate of real GNP growth for next year.

Consumer price inflation is still expected to be lower in 1992, falling to 3.9 percent. Unlike in February, however,
the forecasters now think interest rates are as low as they will get in the next 12 months.

Median Forecasts

Treasury

Real GNP Unemployment CPl Inflation Bill Rate

Growth Rate Rate (discount)
1991: Q1 (actual) -2.8 6.5 3.5 6.1
Q2 -0.2 6.8 2.8 5.6
Q3 1.9 6.9 3.8 5.5
Q4 2.8 6.8 38 5.7
1992: Q1 3.0 6.7 4.0 6.0
Q2 3.1 6.6 38 6.2

Consumption Recovers First

Leading the way out of recession will be personal consumption, followed by residential investment and, later,
business fixed investment. Inventories are also expected to grow. The forecasters foresee no growth in
government expenditures and slight declines in net exports, both reversing recent trends.
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Reduced Chances of an Extended Recession
The forecasters are slightly more optimistic now than in February that recession will end after the second quarter.
The mean probabilities for a decline in real GNP for each quarter are as follows:

Mean Probability February May
of a Decline 1991 1991
in Real GNP Survey Survey
1991: Q2 60 60
Q3 33 31
Q4 19 17
1992: Q1 12 11
Q2 n.a. 10

improvement Foreseen for 1992

The forecasters continue to believe that economic growth and inflation will improve in 1992. Real GNP
is expected to grow 2.6 percent next year after declining 0.5 percent in 1991. Inflation as measured by
the Consumer Price Index is expected to fall to 3.9 percent, down from 4.4 percent in 1991. Measured
by the GNP deflator, inflation falls to 3.4 percent, from 3.9 percent. :

The forecasters assessed their uncertainties by assigning the following probabilities to their forecasts:

Change In

Real GNP 1990-91 1991-92
4 percent or more 1 8

2.0 to 3.9 percent 6 55

0.0 to 1.9 percent 30 29
-2.0 to -0.1 percent 58 6
less than -2.0 percent 5 1
Change in

GNP Deflator 1990-91 1991-92
8 percent or more 1 2

6.0 to 7.9 percent 4 7

4.0 10 5.9 percent 43 35

2.0 to 3.9 percent 47 51

less than 2.0 percent 5 5

The Philadelphia Fed's Survey of Professional Forecasters was formerly conducted by the National Bureau
of Economic Research (NBER) and the American Statistical Association. The survey, which beganin 1968,
is conducted each quarter. The Federal Reserve Bank of Philadelphia, in cooperation with the NBER,
assumed responsibility for the survey in June 1990.

For further information about the Survey of Professionai Forecasters, please contact:

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

Phitadelphia, PA 19106

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