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Near-Term Outlook for Inflation Worsens—But Long-Term Outlook Holds Steady

The near-term outlook for inflation appears less promising now than it did just three months ago—but such
deterioration seems confined to the next couple of years, according to 34 forecasters surveyed by the Federal Reserve
Bank of Philadelphia. Over the near term, the forecasters now expect CPI inflation to average 3.1 percent in 2000 and
2.7 percent in 2001, marking increases from 2.5 percent and 2.6 percent, respectively, in the last survey. According to
an alternative and more inclusive measure, based on the GDP price index, inflation is expected to average 2.1 percent
in 2000, up from 1.8 percent in the last survey, and 2.2 percent in 2001, up from 2.0 percent.

Despite some deterioration in the near-term outlook for inflation, the forecasters see no reason to revise their previous
expectations for inflation over the long run. Measured by the 10-year average rate of change in the CPI, inflation is
expected to average 2.50 percent, the same rate expected in the last survey.

The following table compares forecasts for near-term inflation from the current survey with those from three months
ago.
CPI Inflation (%) GDP Inflation (%)

Previous New Previous New
Quarterly data.
2000: Q2 2.5 3.2 1.7 2.4
Q3 24 2.5 2.2 2.1
Q4 2.5 2.6 2.0 2.1
2001: Q1 2.5 2.7 2.1 2.5
Q2 N.A. 2.6 N.A. 22
Annual average data:
2000 2.5 3.1 1.8 2.1
2001 2.6 2.7 2.0 2.2

Output Growth Revised Sharply Upward in 2000

The persistent strength in the U.S. economy continues to surprise forecasters; therefore, the survey’s panelists are,
again, revising upward their expectations for growth in real GDP in 2000. In the current quarter, the forecasters
expect real GDP to grow at an annual rate of 4.2 percent, marking an upward revision of 1.1 percentage points from
the previous survey’s estimate of 3.1 percent. Averaging over the second and third quarters of the year, the forecasters
expect growth of 3.9 percent (annual rate), marking an upward revision of 0.7 percentage points. For the year as a
whole, the forecasters now expect real GDP to grow at a rate of 4.9 percent, up from 3.8 percent in the last survey.
Real GDP is expected to grow at an annual rate of 3.0 percent in 2001, up just one-tenth of a percentage point from the
last survey’s estimate.
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The outlook for the nation’s unemployment rate is about the same now as it was in the last survey. The rate is
expected to average 4.0 percent in 2000, unchanged from the last survey’s forecast, and 4.2 percent in 2001, down
from 4.3 percent previously.

The following table compares forecasts for selected variables in the current survey with those from three months ago.

Real GDP (%) Unemployment Rate (%)
Previous New Previous New
Quarterly data:
2000: Q2 3.1 4.2 4.0 3.9
Q3 3.3 3.6 4.0 4.0
Q4 2.9 3.1 4.2 4.0
2001: Ql 2.8 2.6 4.3 4.0
Q2 N.A. 2.6 N.A. 4.2
Annual average data:
2000 3.8 4.9 4.0 4.0
2001 2.9 3.0 4.3 4.2

Higher Short-Term Rates Are Seen

An upward revision to the outlook for short-term interest rates accompanies upward revisions to the forecasts for near-
term output growth and inflation. The forecasters see short-term rates, as measured by the rate on three-month
Treasury bills, averaging 6.0 percent in 2000, up from 5.7 percent in the last survey, and 6.1 percent in 2001, up from
5.6 percent previously. Over the next three quarters, the forecasters see the three-month rate averaging 5.9 percent in
the current quarter, rising to 6.2 percent in the third quarter, and rising further to 6.4 percent in the fourth quarter.

In contrast, the current outlook for long-term rates is roughly unchanged from that in the last survey. Long-term
interest rates, as measured by the rate on 10-year Treasury bonds, will average 6.5 percent in 2000, the same rate
expected in the last survey, and 6.4 percent in 2001, up just one-tenth of a percentage point from the last survey’s
forecast of 6.3 percent, as shown in the following table.

3-Month Treasury Bill (%) 10-Year Treasury Bond (%)

Previous New Previous New
Quarterly dara:
2000: Q2 5.7 5.9 6.6 6.4
Q3 5.8 6.2 6.5 6.5
Q4 5.8 6.4 6.4 6.6
2001: Ql 5.7 6.4 6.3 6.6
Q2 N.A. 6.2 N.A. 6.5
Annual average data:
2000 5.7 6.0 6.5 6.5
2001 5.6 6.1 6.3 6.4

Probabilities Shift Toward Higher Growth and Inflation in 2000

The current survey’s results for the near-term outlook can be summarized by comparing the probabilities that the
forecasters are assigning to various possible ranges of growth in real GDP and in the GDP price index with those
assigned in the last survey. As the following table shows, those probabilities have increased at the higher ranges of
growth in real GDP, indicating that the forecasters think such growth is more likely now than it was three months ago.
The forecasters are now assigning a probability of three-quarters (75.19 percent) to the possibility that real GDP will
grow at a rate of 4 percent or better in 2000, up substantially from the probability of about one-third (36.43 percent)
assigned in the last survey.



Probabilities For Year-Over-Year Growth
In Real GDP in 2000 (%)

Growth Rate Range (%)  Previous  New

6.0 or more 0.58 4.66
50t05.9 4.94 25.75
40t04.9 30.91 44.78
30t03.9 43.94 17.08
20t02.9 13.73 6.04
1.0t0 1.9 3.48 1.31
0.0t00.9 1.21 0.32
-1.0to -0.1 0.82 0.05
20t0-1.1 0.21 0.00
Less than -2.0 0.18 0.00

Similarly, the probability that inflation (as measured by the GDP price index) will average 2.0 percent or more in 2000
currently stands at about two-thirds (67.73 percent), up from the last survey's estimate of about one-half (45.88
percent), indicating that such a range for inflation is more likely now than it was in the last survey, as the following
table shows.

Probabilities For Year-Over-Year Growth
In GDP Prices in 2000 (%)

Growth Rate Range (%)  Previous  New

8.0 or more 0.03 0.00
70t07.9 0.06 0.07
6.0t06.9 0.09 0.10
50t05.9 0.18 0.50
40t04.9 1.00 4.90
3.0t03.9 7.64 14.58
2.0t02.9 36.88 47.58
10t01.9 46.73 28.73
0.0t00.9 6.70 3.36
Will decline 0.70 0.18

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 abour 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 email: dean.croushore@phil.frb.org

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.phil. frb.org/econ/spf/index.html.
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