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DOMESTIC NONFINANCIAL DEVELOPMENTS

Recent developments. Growth of domestic output appears to have

slowed from last quarter's strong pace. Domestic spending advanced briskly
in early 1985, particularly in the consumer area. But some of the increase
reflected higher sales of imported products; industrial production has been
relatively weak in the past few months., Inflation at both the consumer and
producer levels remained moderate.

Industrial production declined 0.5 percent in February after small gains
in the three previous months, The fall in output last month-—attributable
only in part to severe weather——was widespread among products and materials.
Qutput of business equipment declined for the second month in a row, and
production of nonauto consumer goods also fell. However, auto assemblies
averaged around 8~1/2 million units in January and February--up sharply
from the pace of the second half of 1984, Overall industrial capacity
utilization dropped to 80.7 percent in February, about 2 percentage points
below its recent high in July of 1984.

Labor demand grew more slowly in February than in the previous four
months, with nonfarm payroll employment expanding by 120,000—1less than
half the recent average monthly increment. Employment declines in
manufacturing and construction, the latter mainly weather-related, offset
some of the continued hiring strength in the retail trade and service
sectors. The civilian unemployment rate in February edged down 0.1
percentage point to 7.3 percent—1little different from the rates prevailing

since May of last year.
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Consumer spending rose vigorously in early 1985. Total retail sales
increased 1-1/2 percent in February after two months of little net change;
outlays for discretionary items such as general merchandise, apparel, and
furniture and appliances were especially strong. Sales of new autos in
January and February averaged 11 million units at an annual rate, the
strongest two-month pace since 1979.

Spending on business equipment, however, has decelerated in recent
months, after posting spectacular gains over the preceding two years,

In January, indicators of equipment spending were mixed, as shipments of
nondefense capital goods from domestic producers fell sharply while imports
of capital goods surged. New orders for nondefense capital goods at domestic
firms--which had been sluggish since mid-1984—also dropped sharply in
January; softness in bookings in the past few months has been widespread,
with particular weakness in the office and computing machinery category.

On the other hand, business outlays for motor vehicles apparently advanced.
In addition, expenditures for nonresidential construction continued to rise
briskly in January, paced by a large gain in outlays for office and other
commercial building, and permits continued to move up. Over all, respondents
to the February McGraw~Hill Survey anticipated a 9-1/2 percent increase in
nominal plant and equipment outlays for 1985, virtually the same as the
November reading.

Investment in business inventories has slowed considerably since last
autumn., Although inventory-sales ratios at the factory level generally
remain low, firms in a number of industries-—including apparel, home goods,

metals, and some types of machinery—have continued to adjust output in an
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apparent response to sagging orders. At the retail level, stocks at general
merchandisers, which had been burdensome late last year, apparently have
been brought into better alignment with sales,

Housing activity strengthened somewhat in early 1985, with total private
housing starts in January and February averaging 1-3/4 million units at an
annual rate. In the single-family market, activity generally has trended
higher since autumn. Single-family starts in February were 7 percent above
the fourth-quarter average and sales of both new and existing houses rose
moderately in January. House prices have continued to rise at approximately
the rates observed over the past year; after adjustment for quality advancements,
prices of new homes in the fourth quarter were about 5 percent above year-earlier
levels.

Recent price and wage data have shown no tendency toward acceleration.

The consumer price index was up 0.2 percent in January, as weak petroleum
product prices again held down overall consumer prices. Food prices rose
0.2 percent, because lower meat prices offset much of the effect of a
freeze-induced price hike for fruits and vegetables. Excluding food and
energy, consumer prices rose 0.4 percent in January--a bit more than in the
previous two months. With producer prices virtually flat in the first two
months of 1985, near—-term inflation prospects remain favorable,

Wage inflation leveled off in late 1984 and early 1985, with year-over-year
changes in the hourly earnings index fluctuating around the 3 percent mark
since last autumn. Wage adjustments remain moderate in all major sectors,
although wages of manufacturing workers have grown somewhat faster than
those of employees in the service, transportation, and public utilities

sectors. Over the four quarters of 1984, output-per—hour in the nonfarm
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business sector rose 2-1/2 percent—holding unit labor cost increases to
less than 2 percent for the year,

Qutlook. The staff estimates that real GNP is rising at about a 3
percent annual rate in the current quarter, compared with a 4.9 percent
rise in the fourth quarter. As noted, although private domestic final
purchases continue to rise vigorously, these demands are being met in large
part out of imports, thereby damping the impetus to domestic production and
employment. Prices, as measured by the fixed-weighted price index for
gross business product, are expected to rise 3 percent, about the same as
in the fourth quarter,

The policy assumptions underlying the staff projection for 1985 are
essentially unchanged from the last Greenbook. For monetary policy, Ml
growth is assumed to be in the upper part of the Committee's range for this
year and to slow in 1986. Interest rates are expected to remain near
recent levels this year, but to tend lower in 1986 as a tighter fiscal
policy takes hold. For fiscal policy, the staff estimates that the federal
budget deficit in the current fiscal year will be $206 billion on a unified
budget basis (for a total deficit of $218 billion). Assuming the enactment
of a deficit reduction package on the order of $50 billion, the deficit is
projected to fall to $186 billion in fiscal year 1986 ($191 billion on a
total budget basis). The staff'’'s expectation regarding the exchange rate
has been revised, with the dollar now projected to peak on a quarterly
average basis in the second quarter, and then to decline gradually over the
next year-and-a-half.

After two years of vigorous expansion, economic activity is expected

to grow moderately in 1985 and 1986. Real GNP 1is projected to rise about
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3-1/4 percent this year and 2-1/2 percent next year. Consumer spending,
particularly for autos and other durables, is expected to remain robust in
1985, bolstered by continued gains in employment and real income and favorable
spending attitudes. Thereafter, advances in household spending are expected
to moderate, as increases in employment and income taper off. Growth in
business fixed investment is expected to slow considerably from the 1983-84
pace, reflecting a flattening of nonresidential construction by late this
year, as well as the deceleration now underway in equipment outlays.
Housing starts are expected to average around 1-3/4 million units in 1985
and 1986-—about the same as in 1984, In the external sector, the anticipated
decline in the foreign exchange value of the dollar should contribute to an
upturn in export demand and an appreciable slowing in import growth by 1986,

Given the growth path for real GNP in 1985 and 1986, the staff expects
little, if any, pressure on capacity in either product or labor markets.
Unemployment is expected to fall below 7 percent later this year but to be
essentially unchanged in 1986. On the production side, capacity utilization
remains flat over the next two years.

The outlook for inflation in 1985 has improved from the projection
in the last Greenbook, and the fixed-weighted price index for gross business
product is now expected to rise only about 3-1/2 percent. In large part,
the more favorable near-term outlook is attributable to the sustained
strength of the dollar on foreign exchange markets. In 1986, prices are
projected to rise 4 percent, with the acceleration reflecting mainly the
assumed depreciation of the dollar. Increases in unit labor costs are
expected to pick up a bit over the next two years as wage gains edge up and

productivity growth slows to about trend rates.
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STAFY GNP PROJECTIONS

Percent changes, annusl rate

Gross domestic
business product

fixed-weighted
price index Unsmployment
Nominal GNP Real GNP rate
Total Excluding food (percent)
and energy
2/6/85 3/20/8% 2/6/85 3/20/85 2/6/85 3/20/85 2/6/83 3/20/85 2/6/83 3/20/85
Amnual changes:
1983 <> 7.7 7.7 3.7 3.7 3.8 3.8 4.6 4.6 9.6 9.6
1984 <1> 10.8 10.9 6.8 6.9 4.0 4.0 4.3 4.3 7.5 7.5
1985 7.2 7.1 3.6 3.6 3.7 3.5 4.3 4.1 6.9 7.0
1986 6.7 6.4 3.0 2.8 3.9 3.8 4.3 4.1 6.6 6.7
Quarterly changes:
1984 Qi <1> 14.9 14,9 10.1 10,1 4.2 4.2 3.4 3.4 7.9 7.9
Q2 <1> 10.7 10.7 7.1 7.1 4.1 4.1 S.4 5.4 7.5 7.5
Q3 <> 5.6 5.6 1.6 1.6 4.0 4.0 4.9 4.9 7.4 7.4
Q<1 6.4 7.8 3.9 4.9 3.3 3.2 3.8 3.8 7.2 7.2
1985 Q1 8.1 7.4 3.8 3.1 3.7 3.1 4.4 3.7 7.2 73
Q2 7.4 6.4 3.6 3.5 3.7 3.5 4.3 4.3 6.9 7.1
Q3 6.8 6.5 3.5 3.3 3.8 3.5 4.1 3.8 6.8 6.9
Qe 6.6 6.7 3.3 3.3 3.8 3.7 4.1 3.8 6.7 6.8
| qQl 6.7 6.2 2.8 2.4 3.8 3.9 4.2 4.1 6.7 6.8
R 6.4 5.9 2.4 2.4 4.0 3.9 hob 4.1 6.7 6.8
Q3 6.7 6.6 2.7 2.8 4.3 4.1 4.5 4.4 6.6 6.7
Qs 7.0 6.8 2.8 2.6 4.5 4.3 4.5 4.4 6.6 6.7
Two—quarter changes: <2>
1984 Q2 <1> 12.8 12.8 8.6 8.6 4.2 4.2 4.4 4.4 -1.0 -1.0
Q@ <1> 6.0 6.7 2.7 3.2 7 3.7 4.4 4.3 -3 -3
1983 Qz 7.8 6., 3.7 3.3 3.7 3.3 4.3 4.0 “e3 ~.1
Q4 6.7 6.6 3.4 3.3 3.3 3.6 4.1 3.8 -.2 -3
1986 Q2 6.6 6.0 2.8 2.4 3.9 3.9 4.3 4.1 N .0
Q4 6.9 6.7 2.8 2.7 44 4.2 4.5 b4 -1 -.1
Four—quarter changes: <3
1983 Qb <1I> 10.4 10.4 6.3 6.3 3.7 3.7 44 b& -2.1 -2.1
1984 Q4 <> 9.3 9.7 5.6 5.9 4.0 4.0 4.4 4.4 =-1.3 =-1.3
1985 Qb 7.2 6.8 3.6 3.3 3.8 3.4 4.2 3.9 -3 -k
1986 4 §.7 M 2.2 2.9 4.2 4.0 4.4 4.3 -1 -1

<1> Actusl.
<2> Percent change from twe qUErteily esrlier..
<3> Percent change from four quarters esrlies.
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CONFIDENTIAL - M1 GROSS NATIONAL PRODUCT AND RELATED ITEMS
CLASS 11 FOMC (Quarterly figures are seasonally adjusted. Expenditures and {ncome
figures ars billions of current dollars st snoual rates.)

March 20, 1985

1983 1984

Q Q2 LE] Q4 Qi Q2 CE} [

Gross Natiomal Product 3173.8 3267.0 3346.6 3431.7 3553.3 3644.7 3694.6 13764.2
Final sales 3216.8 3286.4 3350.9 3419.0 3479.5 3594,1 3622.8 13728.9
Private 2538.0 2604.2 2661.1 2727.6 2775.1 2850.4 2861.8 2947.2
Domestic final purchases 2518.4 2610.7 2677.5 2757.4 2826.6 2909.1 2952.4 2996.4
Personal consumption expenditures 2070.4 2141.6 2181.4 2230.2 2276.5 2332.7 2361.4 2997.4
Goods 1034.6 1073.0 1095.8 1122.8 1152.2 1179.0 1178.6 1191.3
Services 1035.8 1068.6 1085.7 1107.5 11246.6 1153,7 1182.8 1206.1
Gross private domestic investment 405.0 449.6 491.9 340.0 623.8 627.0 662.8 634.3
Residential structures 113.3 129.8 142.3 143.4 151.27 135.6 15%.3 1%3.l1
Business fixed investment 334,6 339.3  353.9 383.9 398.8 420.8 435.7 44S5.9
Change in business inventories -42.9 ~19.4 ~4.3 12.7 73.8 50.6 71.8 3s.3
Nonfarm ~32.6 ~5.4 11.6 14.1 60.6 47.0 63.7 25.9
Net exports of goods and services <1> 19.6 ~6.5 ~-16.4 -29.8 =51.% =58.,7 -90.6 -~49,2
Exports 328,35 328.1 342.0 346.1 358.9 362.4 368.6 169.4
Imports 308.9 334.5 358.4 375.9 410.4 421.1 459.3 418.5
Gov't. purchases of goods and services 678.8 682.2 689.8 691.4 704.4 743.,7 761.0 T781.7
FPederal <2> 273.0 270.5 269.2 266.3 267.6 296.4 302.0 316.3
State and local 405.8 411.6 420.6 425.1 436.8 4A7.4  458.9 #65.4
Gross national product in
constant (1972) dollars 1491.0 1524.8 1550.2 1372.7 1610.9 1638.8 1645.2 1664.8
Personal income 2662.8 2714.4 2763.3 2836.5 2920.5 2984.6 3047.3 3098.9
Wage and salary disbursements 1608.1 1642.1 1671.3 1715.4 1735.7 1793.1 1819.5 1847.3
Disposable personal incoms 2261.4 2302.9 2367.4 2428.6 2502.2 2554.3 2606.4 2647.8
Saving rate (percent) 5.7 4.2 5.0 5.3 6.1 5.7 6.3 6.3
Corporate profits with I.V.A. and C.C. Adj. 179.1  216.7 245.0 260.0 277.4 291.1 282.8 297.3
Corporate profits before tax 161.7 198.2 227.4 225.% 243,3 246.0 224.8 235.8
FPederal government surplus or defieit (-)
(N.I.A. basis) -188.7 ~-167.3 -180.9 -180.5 -16i.3 -163.7 -180.6 -193.3
High employment surplus or deficit (=) <D -80.9 ~74.2 ~-102.% ~-113.1 ~113,3 ~129.6 -~-146.1 -168.2
State and local govermment surplus of -
deficit(=) (N.1.A. basis) 34k 43.9 47.4 S1.2 3.9 %S 47.6 $%5.2
Excluding social insursance funde ~1.9 7.0 9.5 12.0 13.4 12.6 4.3 10.7
Civilian labor force (milliens) 110.7  111.2 112.1 112,131 112.7 1135 113.8 114.2
Unsmploymest rate (pescest) 10.4 10.1 9.3 8.3 7.9 1.5 7.4 7.2
Nonfarm payroll esploympet. 88.8 89.6 90.4 91.7 92.8 93.F .6 95.4
w‘etﬂu“ 18.1 18.3 18.6 19.0 19.4 19.6 19.7 19.7
Todustrial MM(WM) ) 138,35 144,53  151.8 135,53 159.8 163.1 165.& 164.7
Capacity utilisscfise o) memsfacturing (percent) 0.7 73.%  77.4 78.% 0.7 §i.& 82.% 81.6
Materials (percess): - 0.1 733 77.5 79.6 .6 2.8 82.% 0.8
Housing starts, private (millicm units, AK.) .6h 160 L7868 170 195 1.86 1.6 1.5%
New suto sales (millions, A.R.) 8.46 216 9.2 9.9 10.52 10.60 10,30 10.2%
Domestic nodels 6,06 .o.&-‘ 6. 9% ,oaﬁ'_ . 522 8.23 7.94 7.5
’0“1“ sodels 2.4 1."«‘ 1“.3{*“» 1.‘}: 2.3 20“ 2.38 2.79
Paymests yicg estimstes are : casl Developasats

section of this part of the Cresabooks..

{2 Components of purchases and total receipts snd total expenditurme mmumm Sector Accowat table
which follows.

<3> Estimstes in table are svaluated at s 6 perceat high esployment unsmploysset rats.
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CONFIDENRTIAL - FR PERCENT CHANGES IN GROSS NATIOMAL PRODUCT
CLASS 11 roMC AND RELATED ITEMS
(Annual rates compounded quartarly)

March 20, 1985

1983 1984

a Q2 Q Q4 Qi Q Q3 Q4

Constant (1972) Dollars

Gross national product 3.3 9.4 6.8 5.9 10.1 7.1 1.6 4.9
Pinal sales 1.1 6.4 4.9 4.2 3.6 10.3 -1.0 8.5
Private 3.5 8.6 6.2 6.3 4.2 8.5 -2.4 9.1
Domestic final purchases 4.0 12.1 6.9 9.7 7.6 9.5 2.3 3.6
Personal consumption expenditures 2.6 10.0 3.8 6.8 A.6 7.9 o7 3.6
Goods 3.5 12.6 S.4 9.5 7.8 10.7 -1.9 3.5
Services 1.5 7.3 2.1 3.8 1.2 b6 3.8 3.8
Gross private domestic investment 34.0 52.% 38.4 37.0 71.6 -2.2 4.9 -14,3
Residential structures 64.4 78.5 31.6 4.0 21.3 1.2 -4.6 -5.3
Business fixed investament .2 9.3 18.7 30.6 20.6 21.3 13.7 6.3
Gov't. purchases of goods and sarvices -8.1 =-2.6 -5 -4.3 1.0 18.6 S.4 6.3
Federal -17.3 -5.9 -5.3 -8,7 -2.8 45,2 6.2 15.3
National defense 7.0 7.4 -1.9 9.3 3.8 12.0 =-2,2 15.7
State and local -1.1 -2 2.7 =1.4 3.5 3.7 4.8 o4
Disposable personal income 2,1 3.4 7.7 8.2 8.6 6.3 3.9 3.8
Current Dollars
Gross national product 8.5 12.3 10.1 10.6 14,9 10.7 5.6 7.8
Finsl sales 5.9 8.9 8.1 8.4 7.3 13.8 3.2 12.2
Private 8.0 10.9 9.0 10.4 7.2 11.3 1.6 12.5
Domestic final purchases 5.7 15.5 10.6 12.5 10.4 12.2 6.1 6.1
Personal consumption expenditures 4.8 14,5 7.6 9.2 8.6 10.2 5.0 6.2
Goods 3.6 15.7 8.8 10.2 10.9 9.6 ~-.1 4.4
Sarvices 6.1 13.3 6.6 8.3 6.2 10.9 10,5 8.1
Gross private domestic investment 34,3 52.0 43,2 45.3 78.0 2.0 24,9 -16.1
Residentisl structures 79.3 71.9 44,4 3.3 23.6 12.1 -.6 -5.7
Business fixed investment -5.5 5.7 18.5 38.4 16.5 23.9 14.9 9.8
Gov't. purchases of goods and services -1.3 2.0 4.5 .9 7.8 24,3 9.6 11.3
Federal -8.9 -3.6 -2.0 -4.3 2.0 50.3 7.8 20.3
Natioaal defense 8.0 9.8 3.3 13.1 12.5 14.7 -8 21.4
State and local 4.2 5.8 9.0 hob 11.5 10.0 10.7 5.7
Disposable personal incoms 4,3 7.3 11.7 10.7 12.7 8.6 8.4 6.5
Personal income 3.6 8.0 7.4 11.0 12.4 9.1 8.7 6.9
VWage and salary disbursemsnts 5.6 8.7 7.3 11.0 9.7 8.8 6.0 6.3
Corporate profits with I.V.A. and C.C.M}. 93.9 1l1l4.4 63.4 26.8 29.6 21.5 -11.1 22.0
Corporate profits before tax 1S.4 125.8 73.3 =-3.1 35.3 5.0 -30.6 21.2
Nonfars payroll employmsnt 5 3.4 3.7 5.8 4.8 4.5 3.3 3.8
Manufacturing -9 5.0 7.0 9.1 7.3 4.5 2.1 1.1
Nonfarm business sector
Output per hour LY 8.1 2.1 1.0 2.9 5.5 =1.1 2.9
Compensation per hour 5.7 3.5 2.2 4,1 6.1 3.7 3.6 3.7
Unit labor costs 1.3 -4.2 ol 3.0 3.1 -1.7 4.7 .8
GNP implicit deflator <1> 5.0 2.6 3.1 4.4 4.4 3.3 3.9 2.8
Gross domestic business product
fixed-weighted price index <2> 2.7 3.9 4.3 3.5 4.2 4.1 4.0 3.2
Excluding food and snergy 4.9 3.5 S.4 3.8 3.4 S.4 4.9 3.8
Consumer price index (all urban) o 4.3 4.2 4.2 5.2 .7 3.7 3.6
Industrial production 10.1 18.4 21.8 10.2 11.5 8.6 6.3 -2.2

<l>1uluding the federal pay incresse, the rate of change in 1983-Q4 was 4.4 percent.
<2> Uses sxzpenditures ia 1972 as weights.



I-9

CONFPIDENTIAL - R GROSS NATIONAL PRODUCT AND RELATED ITEMS
CLASS II FOMC {Quarterly figuras are sessonally adjusted. Expenditures aud incoms
figures ars billions of current dollars at annual rates.)

March 20, 1988

Projectad

19835 1986

al Q Q3 ] Q Q2 @ Q4

Gross National Product 3832.4 3892.3 13953.8 4018.6 4079.2 4138.4 4208.1 4275.3
Final sales 3793.0 3855.3 3918.0 3981.8 4044.9 4105.6 4172.8 4243.0
Private 2995.4 3043.8 3092.5 3142.0 3192.0 3241.3 3296.6 3353.1
Domestic final purchases 3059.7 3118.0 3173.8 3228.1 3280.1 3331.5 3388.2 3443.9
Personal consumption expenditures 2448.0 2489.9 2530.6 2572.7 2613.8 2655.9 2699.3 2741.9
Goods 1213.9 1230.7 1247.1 1264.1 1280.5 1297.2 1314.3 1330.)
Services 1234,1 1259.2 1283.5 1308.6 1333.3 1358.7 1385.0 1411.§
Gross private domestic investment 651.1 663.1 679.0 692.3 700.5 708.4 721.2 734.3
Rasidential structures 155.4 161.2 166.9 169.7 171.2 171.8 176.3 180.8
Business fixed investment 456.3 466.9 476.4 483.8 495.0 503.8 S512.6 S21.2
Change in businass inventories 39.4 37.0 35.8 3.8 34.3 32.8 32.3 32.3
Nonfarm 32.4 32.0 13.8 36.3 34.3 32.8 32.3 32.3
Net exports of goods and services <> 64,3 =~74,1 ~81.2 -86.1 -88.1 -90,2 -91.6 -90.8
Exports 366.3 366.9 368.8 372.9 378.9 385.4 394.5 404.3
1aports 430,86 A41.0 450.0 459.0 467.0 475.6 486.1 495.1
Gov't. purchases of goods and services 797.6 811.5 825.% 839.8 8%2.9 864.2 876.3 890.0
FPederal < 325.3  330.3  336.1 342.1 347.3 351.0 355.2 360.8
State and local 472,3  481.1 489.4 497.7 505.4 513.2 S21.1  529.2
Gross nationsl product inm
constant (1972) dollars 1677.6 1691.9 1705.6 1719.6 1729.7 1739.8 1752.0 1763.4
Personal income 3150.2 3204.8 3260.3 3320.6 3374.1 3428.9 34835.1 3542.2
Wage and salary disbursements 1880.9 1913.9 1945.3 1977.7 2010.5 2041.3 2071.9 2103.6
Disposable personal incoms 2692.7 2737.9 2782.4 2831.0 2882.9 2928.4 2975.5 3022.)
Saving rate (percent) 5.9 5.8 5.7 5.8 6.0 5.9 5.9 5.8
Corporate profits with I.V.A. and C.C. Adj. 305.3 303.9 304.7 302.3 296.4 295.4 298.8 303.8
Corporate profits before tax 239.0  234.1 232,99 227.0 217.1 213.9 214.0 217.5
Federal government surplus or deficit (~)
(N.1.A. basis) -193.,2 -195%.3 -~193.6 -190.6 -~188.3 -190.0 -191.4 -191.7
High employmeat surplus or deficit (~) <3> =167.5 =173.1 =174.6 <=174.3 <=171.4 <~172.5 ~-174.9 -175.4
State and local goveronment surplus oz
deficit(=) (N.1.A. dasis) 58.7 58.9 7.0 93.8 52.1 52.0 52.6 53.3
Excluding socisl insurancs fusde: 13.4 12.8 10.1 6.1 3.6 2.7 2.5 2.4
Civilian lsbor force (millioms) 115.1  115.4 115.8 116.3 116.8 117.3 117.7 118.1
Unemployment rate (perceit) 7.3 7.1 6.9 6.8 6.8 6.8 6.7 6.7
Nonfarm psyroll employmest - 96.2 9.7 97.4 9.0 98.5 98.9 99.4 99.8
Maoufacturing 19.8 19.9 20.0 20.1 20.2 20.2 2.3 20.4
Industrial produthr(lwhmf 165.1  166.4 167.9 169.5 170.8 172.0 173.3 174.7
Capacity utilisssiisy ail all ssmufseturisg (percent) 81.2 81.0 81.6 81.0 81.0 81.0 81.0 81.0
Materials (M 80.3 80.3 0.4 80.4 80.5 80.4 80.5 80.35
Housing starts, pﬁmmﬂmbt-k 1.7% 1.8 1.73 1.73 1.79 1.79 1.80 1.80
New asuto sales (millfesd . K. 10.9¢ 10.88 (1,00 1.05 10.93 10.90 10.%0 10.70
Domestic sodale .0,’ 8.30 8,25 '.n 8.15 $.00 7.90 7.70
Foreign models 2,43 2.5% 2,78 2.8% 2.80 2.90 2.9 3.00

<L> Balancs of paywsuts dats sad details uaderiying theee estimates are shows in the Internsttomsl ﬁ-lonnn
section of this pert of the Gressbook, .

{2> Compoments of purchases aud total recsipts anéd total expenditures ave shows ia the Federsl Sector Accowat table
whick follows.

< Estimstes ia table sre evaluoated st.a & percent kigh employmst wssuploysest rats.
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CLASS 11 FOMC

PERCENT CHANGES IN GROSS RATIOMAL PRODUCT
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AND RELATED ITEMS
(Annual rates compounded quacterly)

March 20, 1985

Projected
1985 1986
Q Q Q1 Q4 Ql Q QA Q%
Constant (1972) Dollars
Gross nationsl product 3.1 3.5 3.3 3.3 2.4 2.4 2.8 2.6
final sales 2.5 3.8 3.3 3.4 2.7 2.6 2.9 2.7
Private 2,7 4,0 3.6 3.4 2.9 2.8 3.2 2.9
Domestic finsl purchases 6.2 4.9 4.3 3.7 3.0 2.7 3.0 2.6
Personal cousumption expenditures 6.2 4.1 3.5 3,2 2.8 2.7 2.5 2.1
Goods 7.0 4.6 3.8 3.4 2.9 2.7 2.5 2,0
Services 5.3 3.5 3.2 3.0 2.6 2.6 2.5 2.3
Groes private domestic investment 9.4 5.9 5.9 5.2 2.0 1.7 1.9 3.9
Residential structures 3.0 12.0 11.1 3.6 .0 -2.3 6.6 6.4
Business fized investment 6.9 7.5 6.5 6.0 5.3 4.6 4.2 3.9
Gov't. purchases of goods and services 1.9 3.2 3.0 3.3 2.1 1.7 1.7 1.8
Federal 2.6 3.5 3.8 4.6 2.2 1.4 1.3 1.5
National defense 6.8 7.1 5.6 4.2 1.8 1.1 2.4 4.1
State and local 1.4 2.9 2.4 2.4 2.0 1.9 1.9 1.9
Dispossble personal income 4.5 3.9 3.5 3.5 3.7 2.5 2.4 2.1
Current Dollars
Gross national product 7.4 6.4 6.3 6.7 6.2 5.9 6.6 6.8
?insl sales 7.1 6.7 6.7 6.7 6.5 6.1 6.7 6.9
Private 6.7 6.6 6.6 6.6 6.5 6.3 7.0 7.0
Domeatic final purchases 8.7 7.8 7.4 7.0 6.6 6.4 7.0 6.7
Personal cousumption expenditures 8.7 7.0 6.7 6.8 6.6 6.6 6.7 6.5
Goods 7.8 5.6 S.b 5.6 5.3 5.3 Seb 5.0
Services 9.6 8.4 7.9 8.1 7.8 7.8 8.0 7.9
Gross private dosastic investaent 11.0 8.9 3.6 8.1 4,9 4.6 7.4 7.4
Residential structures 6.1 15.8 14,6 7.1 3.6 1.4 10.9 10.6
Business fixed investment 9.7 9.6 8.4 8,1 7.9 7.3 7.2 6.8
Gov't. purchases of goods sad servicas 8.4 7.1 7.1 7.1 6.4 S.4 5.7 6.4
Yederal 11.8 6.3 7.2 7.4 6.4 42 4.8 6.4
National defeuse 14,7 10.1 9.4 7.5 6.3 4.8 6.4 8.2
State and local 6.1 7.7 7.1 6.9 6.4 6.3 6.3 6.4
Disposable peracaal -income 7.0 6.9 6.7 7.2 7.5 6,5 6.6 6.4
Personal incoms 6.8 7.1 7.1 7.6 6.6 6,7 6.7 6.7
Wage and sslary disbersemssss 7.5 7.2 6.8 6.8 6.8 6.3 6.1 6.3
Corporate profits vith L[.V.&, and C.C.AMdJ. 11.3 -1.8 1.0 -3.1 7.6 -1.4 4.8 6.9
Corporate profits befors tax s.7 =-7.9 -2.1 9.7 ~16.3 -5.8 .3 6.7
Nonfars pagrell employmest 1.0 2.5 2.6 2.6 1.9 1.8 2.0 1.7
Mamufacturing 6 2.0 2.0 .0 1.8 1.8 1.6 1.4
Nonfarm business seetor
Output per hour 1.8 1.1 1.2 .2 8 N ; 1.2 1.6
Compensation per hour 4.3 4.2 4.3 4.3 4.8 Aob 4.3 4.6
Uait lsbor coets 2.5 3,1 3.1 3.1 A0 3.6 3.3 3.2
GNP implicit deflater <1> 4,2 2.8 3.2 3.3 3.7 3.3 3.7 4.1
Groas dommstic business product
fized-weighted price indez <> 3.1 3.5 3.5 3.2 3.9 3.9 4.t 4,3
Excluding food and energy 3.7 4.3 3.8 .& 4.1 4.1 4.4 44
Consumsr price index (all urbem) 3.1 3.3 3.5 3.8 4.0 A0 4.2 LI
Industrial production 1.0 3.2 3.7 3,7 3.1 2.9 3.2 3.3

315 ¥acluding Federal pay Increass, the rate of changs in 1985-Q1 is 1.8 parceat and in 1986~Ql is 1.6 peresut.

<2 Uses expenditures in 1972 as weights.
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March 20, 1985
CONFIDENTIAL - FR GROSS NATIONAL PRODUCT AND RELATED ITEMS
CLASS 11 FOMC (Expenditures and income figures are billions of curremt dollars.)

--—Projected——
1979 1980 1981 1982 1983 1984 1985 1986

Gross national product 2417.8 2631.7 2957.7 3069.2 3304.8 3664.2 3924.3 4174.5
Final sales 2403.5 2641.4 2931.7 3095.4 3318.3 3606.3 3887.0 4141.6
Private 1929.2 2103.7 2335.2 2444.9 2632.,7 2858.6 3068.5 3270.7
Domestic final purchases 1915.9 2079.7 2307.2 2425.9 2641.0 2921.1 3144.9 3360.9
Personal consumption expenditures 1507.1 1668.0 1849.1 1984.9 2155.9 2342.0 2510.3 2677.7
Goods 813.4 883.,5 966.1 1002.6 1081,5 1175.3 1238.9 1305.6
Services 693.7 784.5 883.0 982.2 1074.4 1166.7 1271.4 1372,2
Gross private domestic investment 423.0 401.9 4B4.2 414.9 471.6 637.0 671.9 Tl16.l
Residential construction 118.5 102.9 104.3 91.3 132.,2 153.8 163.3 175.0
Business fixed investment 290,2 308.8 353.9 349.6 352,9 425.3 471.3 508.1
Change in business inventories 14.3 -9.8 26,0 =-26.1 ~-13.5 57.9 37.3 32.9
Nonfarm 8.6 -4.5 18.2 -23.9 -3.1 49.3 33.6 32.9
Net exports of goods and services <1> 13.2 23.9 28.0 19.0 -8.3 -62.5 -76.4 -90.2
Exports 281.3 338.8 369.9 348.4 336.2 364.8 368.7 390.8
Imports 268.1 314.8 341.9 329.4 344,4 427.3 445.1 481.0
Gov't. purchases of goods and services 474,4 537.8 596.5 650.5 685.5 747.7 818.6 870.8
Federal <2> 168.3 197.0 228.9 258.9 269.7 295.6 333.4 353.6
State and local 306.0 340.8 367.6 391.5 415.8 452.1 485.1 517.2
Gross natlonal product in
constant (1972) dollars 1479.4 1475.0 1512,1 1480.0 1534.7 1639.9 1698.7 1746.2
Personal income 1951.1 2165.3 2429.4 2584.6 2744.3 3012.8 3233.9 3457.6
Wage and salary disbursements 1237.6 1356.7 1493.1 1568.7 1659.2 1803.9 1929.5 2056.8
Disposable personal income 1650.2 1828.9 2041.7 2180.5 2340.1 2577.7 2761.0 12952.3
Saving rate (percent) 5.9 6.0 6.7 6.2 5.0 6.1 5.8 5.9
Corporate profits with I.V.A. and C.C.Adj. 194,8 175.4 190,0 159.2 225.2 287.1 304.0 298.6
Corporate profits before tax 252.7 234.6 221.3 165.6 203.2 237.5 233.2 215.6
Federal government surplus or deficit (=)
(N.I.A. basis) ~16.1 -61.3 -64.,2 -148.2 -178.6 ~175.2 =193.1 -190.4
High employment surplus or deficit (-) ~20.8 -36.4 -31.3 -61.6 -92.7 -139.3 -172.3 -173.5

State and local government surplus or
deficit (-) (N.I.A. basis) 30.
Excluding social insurance funds 6

6 1 52.8 57.1 52.5
8 .6 10.3 10.6 2.8

Civilian laber force (millions) 105.0 106.9 108.7 110.2 111.6 113.5 115.6 117.5
Unemployment rate (percent) 5.8 7.1 7.6 9.7 9.6 7.5 7.0 6.7
Nonfarm payroll employmeat (millions) 89.8 90.4 91.2 89.6 90.1 94,2 97.1 99.1
Manufacturing 21.0 20.3 20,2 18.8 18.5 19,6 19,9 20.3
Industrial production (1967=100) 152.5 147.0 150,9 138.6 147.6 163.3 167.2 172,7
Capacity utilization: all manufacturing (percent) 86.0 79.6 79.4 71.1 75.2 81.7 81,1 81.0
Materials (percent) 87.6 80.4 80,7 70.1 75.2 82.0 80.4 80.5
Housing starts, private (million units, A.R.) 1.72 1.30 1.10 1.06 1.70 1.76 1.75 1.77
New auto sales (millions, A.R.) 10.68 9,04 8.56 8.00 9.18 10.39 10.97 10.84
Domestic models 8.36 6.62 6.24 5.77 6.77 7.95 8.32 7.94
Foreign models 2,32 2.42 2.32 2,23 2,41 2.44 2.65 2.90

<1> Balance of payments data underlying these estimates are shown in the International Developments section of this
part of the Greenbook,

2> Components of purchases and total receipts and total expenditures are shown in the Federal Sector Accounts table
which follows.
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CONFIDENTIAL - MR PERCENT CHANGES IN GROSS NATIONAL PRODUCY
CLASS I1 FOMC AND RELATED ITEMS

——Projected=—
1979 1980 1981 1982 1983 1984 1983 1986

Constant (1972) Dollars

Gross national product 2.8 -3 2.5 -2.1 3.7 6.9 3.6 2.8
Final sales 3.5 .5 1.5 -7 3.2 5.0 4.1 3.0
Private 4.0 .1 1.6 -1.3 4.1 S.3 4.0 3.2
Domestic final purchases 2.9 -1.0 2.2 -.2 5.6 7.6 4.8 3.3
Personal consumption expenditures 2.7 .5 2,0 1,3 4.8 5.3 4.2 2.9
Goods 1.9 ~1.4 1.7 N 6.0 7.1 4.3 3.1
Services 3.7 2.7 2.3 2.3 3.4 3.3 4.0 2.7
Gross private domestic investment -2 -11.8 10.7 ~-15.9 13.7 31.0 4,2 3.6
Residential structurass -5.3 <=20.3 -5.5 ~14.8 41.7 12.2 3.0 3.5
Business fixed investment 7.3 -2.4 5.5 -4,6 2.5 19.6 8.4 5.3
Gov't. purchases of goods and services 1.3 2.2 .9 2.0 -3 3.5 4.6 2.4
Federal 1.8 4.2 3.7 6.1 -6 S.4 8.0 2.6
Nationsl defense 2.6 3.9 5.0 7.6 7.1 5.7 7.3 3.1
State and local 1.1 1.0 -6 -6 .0 2.2 2.2 2.2
Disposable personal income 2,7 N 2.7 .9 3.5 6.7 4.1 3.2
Current Dollars
Gross national product 11.7 8.8 12.4 .8 7.7 10.9 7.1 6.4
Final salss 12.4 9.9 11.0 5.6 7.2 8.7 7.8 6.5
Private 13.1 9.0 11.0 4.7 1.7 8.6 7.3 6.6
Domestic final purchases 12.3 8.3 10.9 5.1 8.9 10.6 7.7 6.9
Personal counsumption expenditures 1.9 10.7 10.9 7.3 8.6 8.6 7.2 6.7
Goods 11.7 8.6 9.3 3.8 7.9 8.7 5.4 5.4
Services 12.2 13.1 12.6 11.2 9.4 8.6 9.0 1.9
Gross private domestic investmsat 9.4 -5.0 20.5 ~-14.3 13.7 35.1 $.5 6.6
Residential structures 6.6 -13.2 1.3 -12.4 44,7 16.3 6.2 7.2
Business fixed investment 16.6 6.4 14.6 ~1.2 9 20.5 10.8 7.8
Gov't. purchsses of goods snd services 9.5 13.4 10.9 9.0 5.4 9.1 9.5 6.4
Federal 9.6 17.1 16.2 13.1 4.2 9.6 12.8 6.1
National defense it.% 17.3 17.2 16.8 11.7 10.4 11.8 7.0
Stats and local .9 1t.4 1.9 6.9 6.2 8.7 7.3 6.6
Disposable personal income 12.0. 16.8 11.& 6.8 7.3 10.2 7.1 6.9
Personal income 12.6 11.0 12.2 6.4 6.2 9.8 7.3 6.9
Wage and salary disbursemmats 11.9 9.6 10.1 S.1 5.8 8.7 1.0 6.6
Corporate profite with L[.V.A. and C.C.Ad3. 1.2 ~9.9 8.3 ~16.2 41.5 27.8 5.9 -1.8
COtpottto ’u‘tu m tan 10.3 -7.1 -3.7 -2%.2 22.8 16.9 -1.8 -7.6
Noafarms P.’rm m 3.6 N3 8 -7 & 4.5 1.1 2.1
Wututiu‘ 2.6 -3.6 -6 -$.9 1.3 5.9 t.7 1.8
Nonfarm business sector
Qutput per hoer ¥ -7 1.3 Y 3 3.3 2,7 1.6 1.0
Compensation per hour 9.0 10.3 %6 8.8 A9 8.1 4.0 [ 991
Unit labor costs 10.7 122 3.0 7.7 1.4 1.4 2.4 3.4
GNP implicit deflator 8.6 -z %.6 ¢.0 3.8 3.7 3.4 3.5
Grose domsstie business produet
fized-weighted price indez <1> %.9 16.0 %*.4 (] 3.8 4.0 3.3 3.8
Counsumer prices index (all urban) 11.3 13.% 16.3 6.1 .2 4.3 3.4 3.9
Industrial ptodllctlﬂll &b ‘3'6 2.6 -8.1 6.4 1007 2.‘ 3.3

1> Uses expenditures in 1972 as weights,



March 20, 1985
FEDERAL SECTOR ACCOUNTS
(Mllions of dollars)

I FRB staff estimates
Fiscal _#Y1985¢872/ VY19868/2] CYi985% Calendar quarters; not seasonally sdjusted
Nt n, TRB u, oY ns 1984 | 1985 1966
A - j }M!L M. statt A/ Staff  198A*  Scaff IV 1 11 1 v LS 111
Uniffed budget receipts . N (1] m 735 794 189 683 744 166 177 206 186 175 184 230 199
Unified budget outlaye PN |+ "7 941 972 975 867 950 239 234 23 236 247 241 243 243
Surplus/deficit(~), wnifiad budget  ~I7} ~210 -206 ~I78  -186  -18&  -206 -13 -57 ~-27 -50 -72 ~57 ~-13 ~44
Surplus/deficic(-), of f-budget
u-ulu’ * -10 -13 -i2 -2 -5 -10 -14 1 -4 -5 -5 -1 -1 -2 -1
Coubined daficit to be finsnced ~18% ”@ =218 -180 =191 -195 ~220 -72 -61 -32 -55 -13 ~-58 ~15 ~45
Means of finsncing cowhined deficit: ) ‘
Met borrowing from public 1)1 210 200 181 186 199 199 ' 64 40 &5 51 64 58 15 30
Dacrease in cash oparsting hslasce ? 10 10 0 0 -5 ] 13 8 -8 -3 10 -5 o -5
Othert ‘ N ’ 1 [} -1 5 2 13 - 12 ~4 6 0 5 ° 0
Cash operating halance, end of period 0 20 20 20 20 17 10 18 10 18 20 10 15 15 20
temo: Sponsored agency borrowing? 0 42 M4 A$ 20 32 16 3 2 4 5 s 5 5 s
1IA Budget N
Sessonally adjusted 1 rates o
taceipts 688 758 751 827 810 705 768 722 748 760 175 790 804 816 829
ixpenditures 860 98 843 992 1000 880 961 917 41 955 968 980 993 1006 1020
Purchases 283 27 kY1) 353 U9 296 333 316 328 330 336 342 347 351 155
Defense 215 2 262 272 261 221 248 231 23 245 251 255 - 239 262 266
Nondetanse 68 | 1 { 1] 8 a8 74 86 85 86 83 8s a7 88 89 89
All other expesditures 517 621 618 '3y 651 584 628 601 616 625 632 638 646 658 665
urplus/deficic(~) -172 -190 ~194 ~166 -190 -175 -193 -195 -193 ~195 ~194 ~191 -188 ~190 -191
ligh employment surplus/deficic(-) ‘
evaluated at 6§ percent unemployment -126 0.8, ~171 n.a, ~173 -139 -172 -168 -168 -173 ~174 ~-174 -171 -173 -175
S—epctusl e—estinated u.s.--not available
. Budget of the Usited States Government, Fiscal Year 1986 (Bebruary 1985). 3. Includes Federsl Finsncing Bank, Postal Service Pund, Rural
. The CBO baselins budget setimstes show reveouss of $733 billion Electrification and Telephone Revolving Fund, Rural Telephone Bank
and $788 billion, unified outlays of $938 billion and $995 billion, and and Strategic Petroleum Reserve.
deficite of $203 billion and $206 hillion 1in fiscal yesrs 1985 and 1986, 4. Chacks 1ssued less checks patid, accrued items and other transactions.
rospectivaly. Off-budget outlsys are projscted to be $1] billion in 5. Sponsored agency borrowing includes net debt tesuance by Pedersl
fiscal 1985 and $9 Mllion in fiscal 1986, Home Loan Banks, FHLMC (excluding participation certificates), PMMA
(The Economic Outlook, Pabrusry 1985.) (excluding mortgage-backed securities), Pederal Land Banks, Pederal
Intermediate Credit Banks, Bauks for Cooperatives, snd Student Loan
ote: Details may not 8dd to totals dus to rounding. Marketing Associstion marketable debt on s payment basis. The

Administration's definition of borrowing by these agencies is somewhat
broader. -



DOMESTIC FINANCIAL DEVELOPMENTS

Recent developments. Although the federal funds rate is up only a

little from the level prevailing prior to the last FOMC ‘meeting, other
short~term rates have risen 30 to 75 basis points. Puhblished data showing
strong M1 growth, together with signs of tauter reserve positions,
heightened concerns about a tightening of monetary policy. The collapse

of E.S.M. Government Securities and resultant problems of Ohio savings

and loans briefly induced a widening of spreads between short-term Treasury
and private yilelds. Long~term market interest rates have increased as

much as most short~term rates, owing partly to the lack of progress

toward federal deficit reduction. New commitment rates for conventional
home mortgages also have moved up since the lagst FOMC meeting.

Growth of Ml in February surged to a 14 percent annual rate, putting
the level of this aggregate close to the top of the parallel band asso~
ciated with its 1985 target range. Overall transactions balances may
still have been boosted by previous declines in market interest rates,
but Ml appears to have been little affected by the January 1 cut in the
minimum balance on MMDAs and Super NOWs to $1,000. The broader monetary
aggregates, by contrast, grew more slowly last month. Rates on MMDAs and
money market mutual fund shares became relatively less attractive as
market interest rates rose, and inflows into these components of M2
slackened. Institution~only money funds, included in M3, posted a sizable
outflow, and thrift large timé'deposits leveled off. However, reliance
of commercial banks on large CDPs' increased as thelr credit growth was

more than double the January pace. M2 and M3 stayed above the upper ends
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of their target cones in February, but remained within their associated
parallel bands.

Credit flows to nonfinancial sectors in the aggregate appear to
have moderated substantially so far in 1985 from the record fourth~
quarter pace. Borrowing by nonfinancial corporations apparently was
lighter in January~February, despite continued net retirements of equity
and a likely widening of the gap between capital expenditures, including
inventories, and internally generated funds. Although business loans at
commercial banks and nonfinancfal commercial paper both spurted in
February, taken together thelr average growth over the two months was off
appreclably from that registered in the final three months of last year.
Bond financing also has moderated since the fourth quarter.

Federal government borrowing in the current quarter, though still
sizable, also has slackened, in part owing to slower~than~normal disburse~
ment of tax refunds and a rundown in the Treasury's cash balance. Note
and bond issuance continues to account for the bulk of new funds raised.
Sponsored agency financing has been subdued, with paydowns of debt expected
this quarter at Farm Credit Banks and only a small amount of borrowing
at Federal Home Loan Banks, despite a pickup in advances to member thrift
institutions. Overall borrowing by state and local governments apparently
has increased somewhat in early 1985. Tax~exempt bond issuance has
diminished considerably since the year~end surge, which included many
revenue bonds for corporate financing; the net liquidation of short~term
tax~exempt securities has slowed substantially as well, reflecting the

reduced run~off of HUD project notes.
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Consumer credit growth apparently has remained substantial, associated
with continued strength in sales of autos and other consumer goods, as
well as a further downward drift in consumer finance rates, at least
through early February. Despite the mounting ratio of installment debt
outstanding to disposable income, the repayment burden evidently remained
manageable through year~end, judging by available data on delinquencies
on such debt.

Residential mortgage credit flows seem to have changed little, om
balance, so far this year, FSLIC~insured savings institutions reported
net mortgage lending in January below the fourth~quarter pace, as well as
runoffs of mortgage~backed security holdings. Their new and outstanding
commitments also fell. GNMA originations have been stronger, however,
and growth 1in real estate loans held by commercial banks has been well
maintained on average over January and February. At all major lenders
through early February, home mortgage credit demands continued to shift
toward fixed~rate and away from adjustable~rate conventional loans, while
the average closing~rate spread on these types of loans widened further.

Outlook. Overall borrowing by nonfinancial sectors in the second
quarter 1s expected to remain close to the reduced pace projected for
the first quarter, with a slowing of private borrowing about offsetting
a strengthening of Treasury debt issuance. The federal budget deficit is
expected to decline somewhat less than usual at the time of spring tax
payments, and federal borrowing, seasonally adjusted, is anticipated to
increase along with a catch-up of refund disbursements and a replenishment

of the Treasury cash balance.
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State and local borrowing is likely to move lower, as-=~with bond
rates remaining above recent lows~~the pace of new general obligation
and refunding issues tapers off. The financing gap of nonfinancial
corporations 1in the coming quarter is likely to edge up a little, as
capital spending rises a bit and internal funds stay about flat, but
business borrowing is expected to drop off in the second quarter if the
Phillips debt~equity swap 1s completed before the end of March.

In the household sector, consumer installment borrowing is projected
to come off some in the second quarter, along with moderating purchases
of consumer durables and growing repayments on indebtedness incurred
earlier. Home mortgage flows seem likely to rise only slightly; the new
constraints on asset expansion at thrift institutions, coupled with more
cautious underwriting standards on the part of loan originators and
insurers, should tend to temper credit expansion relative to expenditures
on residential construction.

On balance, short~term market interest rates are anticipated to
remain around recent levels over the near future, but long~term rates
could edge off with diminished concerns about a monetary policy tighteninge.
However, credit markets may remain skittish, and spreads between private
and Treasury yields are likely to be especially sensitive not only to the
resolution of the E.M.S. Government Securities and Ohio thrift situations

but also to any new information bearing on credit quality.



INTERNATIONAL DEVELOPMENTS

Recent developments. The trade-weighted average exchange value

of the dollar has declined, net, by about 3/4 percent since the last FOMC
meeting. Early in the period the dollar was very strong, rising some 5
percent to a record high, bolstered by upward revisions in U.S. real GNP
statistics for the fourth quarter of 1984 and by market perceptions that

the Federal Reserve may have begun tightening bank reserve provisions.

. Most recently the dollar has weakened
sharply, in the wake of low February industrial production figures for
the United States and,particularly, after the closing of privately-

insured Ohio thrift institutions.

» U.S. authorities sold a total of $322.5 million, of
which $306 million was agalnst marks and $16.5 million was against
sterling.

The U.S. merchandise trade deficit increased in January from the
low December rate. Exports remained at the strong December rate, but
Imports rose sharply after several relatively low months. The January

deficit, at a $120 billion annual rate (s.a.), was considerably higher
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than the rate for the fourth quarter as a whole, but was still lower than
the extraordinarily large third-quarter rate.

Net capital inflows through U.S. banking offices amounted to
$13-1/2 billion in January, a sharp turnaround from net outflows for
December and the fourth quarter as a whole. Foreign net purchases of
U.S. corporate bonds remained strong in January, while purchases of
Treasury securities dropped sharply; there were small net sales by
foreigners of U.S. corporate stocks. Foreign official reserve assets in
the United States declined sharply in January and,

» presumably dropped
further in February.

For 1984 as a whole, there were large private inflows through banks
and through net foreign purchases of U.S. Treasury securities and U.S.
corporate bonds. The apparent increase in net foreign purchases of
corporate bonds reported in U.S. balance of payments accounts is
exaggerated when compared to recent years, however, due to a reclassifi-
cation in reporting certain Euro-bond 1issues.

Economic recovery abroad continued at an uneven pace. Real GNP
growth slowed in the fourth quarter in Germany, France, and Canada while
it rose in the United Kingdom and, especially, in Japan. Japan recorded
its highest fourth quarter growth rate since 1972 (6.3 percent,
Seaeasres)e Available industrial production data for the first quarter
show a very unclear picture: severe winter weather in Europe has
reportedly had significant impacts on production in several countries.

Inflation rates in early 1985 appear to have generally risen

somewhat from late 1984 levels, partly reflecting seasonal effects, but
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perhaps also in part reflecting the dollar's sharp rise in the last
several months. Unemployment abroad remains at historically high rates
in all countries. Recent data indicate continuing record trade and
current account surpluses for Japan. Germany's trade and current
accounts remain in strong surplus, as do Canada's. Trade deficits appear
to be declining in France and the United Ringdom, while rising in Italy.

Several major developing countries are experiencing difficulties in
meeting the monetary/fiscal targets of their IMF programs. This, in
turn, is hampering the completion of multi-year bank debt reschedulings
(Brazil, Argentina, Philippines) or the access to further IMF drawings.
Inflation remains high in Mexico, Brazil, and Argentina, though Mexico
and Argentina have recently moved to raise interest rates substantially,
and Brazil has enacted various measures limiting public expenditures.
The Mexican government also recently increased the daily rate of
devaluation of the peso. Mexico reported real GNP growth of 3-1/2
percent in 1984, well above earlier estimates.

UeSe—chartered banks reported a $2 billion decline in gross claims
on foreigners for the fourth quarter, bringing the fourth quarter-to-
fourth quarter decline to $30 billion. (Over one-third of the decrease
reflected the higher exchange value of the dollar.) Most of the declinme
for the year was in claims on G-10 countries and represented a sharp
cutback in interbank placements. Total claims on non—-OPEC developing
countries showed little change for the year: claims on Brazil increased
by $3 billion, while claims on nearly all other developing countries

declined.
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Qutlook. The staff continues to project a moderate depreciation of
the dollar throughout the period, though on a higher path than in the
last Greenbook.

The projection for GNP growth for major foreign industrial
countries is little changed at just under 3 percent for 1985 and 1986.
For non-OPEC developing countries the projection is for growth of around
4-1/2 percent. Inflation rates on average in major industrial countries
abroad are forecast to be slightly above the U.S. rate in 1985 and
slightly below in 1986.

The staff forecast for the current account shows a somewhat larger
deficit for 1985 ($114 billion) and little change in the 1986 projection
(8131 billion) as compared to the last Greenbook. The effects of a
higher assumed path for the dollar over the entire period are largely
offset by those of a lower projection for U.S. economic activity and,
especially in 1986, a downward reassessment of U.S. oil consumption and

imports.
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OUTLOOK FOR U.S5. NET EXPORTS AND RELATED ITEMS
(BILLIONS OF DOLLARS, SEASONALLY ADJUSTED ANNUAL RATES)
ANNUAL 1984 1985 986
1984 1935-P 1986-P Q4 Q1-P Q2-P Q3-P Q4-P Q1P Q2-P Q3-P Q4-P
1. GNP EXPORTS AND IMPORTS 1/
CURRENT $, NET -62.5 -76.5 -90.3 ] -90.6 -499.2 | -64.4 -74.2 -81.3 -36.2 | -88.2 ~90.3 -91.7 -90.9
EXPORTS OF G+S 366.8 368.7 390.8 1 368.6 369.4 | 366.3 366.9 363.83 372.9 | 378.9 385.4 394.5 46404.3
IMPORTS OF G+S 427.3 645.1 481.0 ) 459.3 418.5 | 430.6 4641.0 450.0 &459.0 | 467.0 475.6 4G86.1 4695.1
CONSTANT 72 $, NET -14.2 =25.9 -29.1 -27.0 -10.2}1 -21.8 -25.1 -27.7 -28.9 | -29.7 -29.7 -29.1 -28.1
EXPORTS OF G+S 166.3 1646.2 149.2 | 147.6¢ 1648.2 | 146.2 146.0 1646.0 146.6 147.3 148.1 149.9 151.6
IMPORTS OF G+S 160.5 172.1 178.4 { 174.4 158.4 | 168.0 171.1 173.7 175.5 | 177.0 177.8 179.0 179.7
2. U.S. MERCHANDISE TRADE BALANCE 2/ -107.4 -113.1 -127.9 |{-131.8 -91.5 |-101.3 ~-110.9 -117.7 -122.6 [-124.8 -127.7 -130.2 -128.9
EXPORTS 220.3 224.2 233.8 | 222.5 225.0 | 225.6 226.2 223.2 223.9 | 226.8 230.3 235.2 242.38
ALRICULTURAL 38.4 364.0 36.3 36.3 38.7 35.0 34.0 33.4 33.6 35.0 35.8 36.7 37.8
NONAGRICULTURAL 181.9 190.2 197.4 ] 186.2 186.3 | 190.4 190.2 189.8 190.3 | 191.8 194.5 198.5 204.9
IMPORTS 327.8 337.3 361.7 | 354.2 316.6 326.7 335.1 340.9 346.5 | 351.6 358.0 365.3 371.7
PETROLEUM AND PRODUCTS 57.3 52.6 50.64 57.8 56.4 6.4 55.4 55.6 53.2 50.1 49.8 50.9 50.3
NONPETROL EUM 270.5 286.7 311.3 | 296.4 260.2 | 280.4 279.7 285.3 293.3 | 301.5 308.2 314.4 321.0
3. U.S. CURRENT ACCOUNT BALANCE ~101.7 -1146.4 -131.0 | -134.6 -964.7 | -99.9 -110.9 -119.4 ~-127.3 |-126.6 -130.0 -132.9 -134.5
OF WHICH: NET INVESTMENT INCOME 13.1 13.7 10.9 11.5 16.2 15.0 13.9 13.2 12.7 11.6 11.2 11.1 9.6
6. FOREIGN OUTLOOK 3/
REAL GNP--TEN INDUSTRIAL 4/ 2.9 3.0 2.9 4.0 3.9 2.5 3.2 3.0 3.0 2.9 2.8 2.7 2.7
REAL GNP--NONOPEC LDC 5/ 4.2 4.4 4.6 4. .5 .3 4. 4.3 6.3 4.4 5.7 5.1 5.5
CONSUMER PRICES~-TEN IND. 4/ 4.9 4.2 3.9 2.5 4.8 4.9 .9 . 4.0 3.9 .9 .7 .

1/ ECONOMIC ACTIVITY AND PRODUCT ACCOUNT DATA.
27 INTERNATIONAL ACCOUNTS BASIS.
3/ PERCENT CHANGE, ANNUAL RATES.

4/ WEIGHTED BY MULTILATERAL TRADE-WEIGHTS OF G-10 COUNTRIES PLUS SWITZERLAND; PRICES ARE NOT SEASONALLY ADJUSTED.

*5/ WEIGHTED BY SHARE IN NONOPEC LDC GNP.
P/ PROJECTED
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