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FOURTH QUARTER 1995

Long-Term Inflation Expectations Continue to Slide

Expectations for long-term inflation continue to fall, according to 47 forecasters surveyed by the Federal Reserve Bank of
Philadelphia. The forecasters now expect inflation, as measured by the Consumer Price Index, to average 3.0 percent over the next
10 years, down from their expectation of 3.2 percent in last quarter's survey, with half the forecasts falling in the range of 2.7
percent to 3.2 percent. As the following table shows, the Philadelphia Fed's measure of long-term inflation expectations has fallen
0.3 percentage points since the beginning of the year and 0.5 percentage points since the 1994 fourth-quarter survey.

Long-Term (CPI) Inflation Expectations

Survey Date 93Q4 94Q1 94Q2 94Q3 94Q4 95Q1 95Q2 95Q3 95Q4

3.45 345 350 348 3.5 330 335 320 3.0

Improvement on the Near-Term Inflation Front

Optimism on the long-term inflation front is also carrying over to the near term. The forecasters now expect fourth-quarter CPI
inflation to average an annual rate of 2.6 percent, down from last quarter's forecast of 3.2 percent. Although the forecasters see
inflation rising to an annual rate of 2.9 percent over the first-half of 1996 and to an annual rate of 3.0 percent in the third quarter,
these forecasts are lower than those from the last survey, as the following table shows.

Near-Term (CPI) Inflation Expectations

Quarterly Annual
1995 1996
Q4 Q1 Q2 Q3 Q4 1995 1996
Current Survey 2.6 2.9 2.9 3.0 3.0 2.8 3.0
Previous Survey 3.2 33 33 33 N.A. 32 3.2
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Slower Growth Over the Next Three Quarters

The forecasters are revising downward their expectations for real GDP growth over the next three quarters, following the
unexpectedly strong third quarter. Real GDP is now expected to grow at an annual average rate of 2.3 percent in the fourth
quarter, down from the previous survey's expectation of 2.8 percent. Growth will accelerate to 2.6 percent in the first quarter of
1996 and is expected to be 2.5 percent in the second quarter, both down 0.2 percentage points from last quarter's forecast.

The downward revisions to near-term real growth are having little effect on the forecasters' outlook for the unemployment rate,
which will average 5.6 percent over the next two quarters, down from the forecast of 5.7 percent in the last survey. The
unemployment rate will average 5.6 percent in 1995 and 5.7 percent in 1996.

A downward revision to the interest-rate forecast is accompanying the optimistic inflation outlook. The forecasters expect the rate
on three-month Treasury bills to average 5.5 percent in 1995 and to fall to 5.1 percent in 1996, down 0.1 and 0.5 percentage points
from the last survey. The rate on 10-year Treasury bonds is expected to average 6.6 percent in 1995 and 6.1 percent in 1996, down
0.2 and 0.4 percentage points from the last survey.

The following table compares this quarter's forecast for selected variables with that of last quarter's survey.

Real GDP 3-month T-bill Yield 10-year T-bond Yield
Previous New Previous New Previous New
Quarterly data: '
1995: Q4 2.8 2.3 5.5 53 6.5 6.0
1996: Q1 2.8 2.6 5.5 52 6.5 6.0
Q2 2.7 2.5 5.5 5.1 6.5 6.0
Q3 2.6 2.6 5.5 5.1 6.5 6.0
Q4 N.A. 2.3 N.A. 5.1 N.A. 6.1
Annual average data:
1995 2.9 33 5.6 5.5 6.8 6.6
1996 2.5 2.6 5.6 5.1 6.5 6.1

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

For further information about the Survey of Professional Forecasters, contact:

Dean Croushore, Assistant Vice President and Economist, Federal Reserve Bank of Philadelphia
Ten Independence Mall

Philadelphia, PA 19106 (215) 574-3809

To subscribe to the survey, contact the Research Department's Publications Desk at (215) 574-6428. This three-page writeup
contains partial results of the survey. More detailed tables are available. These tables can be accessed on the Internet at:
http://www libertynet.org/ ~ fedresrv/fedpage.html.
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