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DOMESTIC NONEFINANCIAL DEVELOEMENTS

Overview

Although a few surprises have popped up in the incoming deta
since the last Greenbook, they have not been such as to cause us to
alter the %Lasic contours of our baseline projection. The forecast
presented herein--built on the assumption of a stable federal funds
rate--gtill shows a period of sluggish econcmic growth, during which
inventory investment moderates, followed thereafter by GDP expansion
around the trend rate of potential output growth. On net, real GDP
is projected to rise a shade more than 2 percent this year and just
under 2-1/2 percent during 1996. The unemployment rate remaing
arcund 5-3/4 percent through next year, and inflation at the
congumer level runs in the vicinity of 3 percent.

Perhaps the most important surprise recently was the plunge in
autc sales in April, which has prompted an even deeper cutback in
motor vehicle production than was anticipated in the last Greenbook.
Restrained in large part by the cut in auto assemblies, growth of
real GDP is expected to be held to a gain of only about 1 percent at
an annual rate this quarter. Nonethelesgs, financial market
conditions generally appear conducive to sustained expansion in
domestic final demand. Notably. as indications of a slackening in
activity have emerged, bond markets have rallied, pushing long-term
rates sharply lower and providing added 1ift te equity prices as
well. Moreover, export trends appear likely to be quite favorable
at current exchange rates. Thus, an inventory adjustment of the
magnitude that seems in prospect should not derail the current
eccnomic upswing.

The step-up in the rate of rise of the core CPI over the past
few months has reversed the low readings of late last year and moved

the twelve-month change up to 3.1 percent:; however, we expect little
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further pickup in this measure of inflation during the forecast
period. Labor ccsts remain under remarkable restraint, and the
current easing cf pressureg on industrial capacity sheould help slow
the rise in materials cogts in coming months. The steep dacline of
the dollar against the yen and some European currencles since the
start of the year will leave its imprint on the prices of autog and
some other gcods: but with the depreciation of the dollar much more
limited c¢n a trade-weighted basis, we anticipate only a little
pressure from imported inflation overall. All told., the increase in
the core CPI is projected at 3 1/4 percent this year and a shade
less in 1996.
Key Aggumptiong

As noted above, we have retained ocur previous baseline
assumption that the federal funds rate will be held near 6 percent
through the end of 1996. Forward rates point to flatnessg--1f not
some easing--in the funds rate over the balance of the year, rather
than the moderate increases that were built into the term structure
a couple of months ago. Longer-term rates are now at considerably
lower levels than we anticipated would be reached this year or next.
However, given the underlying trends in aggregate saving and
investment, we believe that the momentum of the recent bond rally
has pushed intermediate- and long-term rates below levelg that are
sustainable. In the forecast, ag growth of final demands for goods
and services displays reasonable momentum and the prospect of Fed
easing grows more remote, the yield curve ig expected to steepen
somewhat.

Of course, anything sgaid at this time about the fiscal outlook
is highly conjectural. The budget committees of both houses have
now passed resolutions calling for elimination of the federal

deficit by fiscal year 2002, but the process of reaching an
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agreement on the details of the proposals--especially one that is
acceptable to the Administration or that is veto-proof--will likely
take several months. As in the last Greenbook. our working
assumption is that legislation will be enacted embodying deficit
reduction of about $20 billion in fiscal 1996 and another increment
of $30 billion in fiscal 1997. A smooth path to budget balance by
2002 would require deeper cuts in the next couple of years -
gsomething more akin to what is specified in the congressional budget
proposals. However., our expectation is that the compromise
eventually reached will involve a stretching out of the timetable or
a backloading of the restraint--either of which makes a further,
major anticipatory bond market effect unlikely. On the possibility
that we are being too cautious in our agsumptions about fiscal
restraint, we also pregent, at the end of this section. an
alternative simulation that incorporates considerably larger cuts in
the federal budget deficit over the near term.

The outcome of the fiscal debate ig potentially of some
importance to participants in foreign exchange markets. While
greater fiscal restraint would, all other things equal, point toward
lower domestic interest rateg and & weaker dollar, the behavior of
exchange rates in recent days suggests that short-run effects on the
dollar could run in the opposgite direction. Market participants
perhaps are reassessing the "rigk premia" asgsociated with concerns
about the ability of the U.S. government to manage its fiscal
affairg and avert longer-range ecconomic instability. As it is,
gvrations of the dollar have left its average trade-weighted vaiue
ageingt other G-10 currencies little changed cn net from what it was
at the time of the last Greenbook, and we continue to aaticipate
that the dollar will fluctuate arocund the current level through

1996.
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Cur expectaticns regarding other aspects of the external sector
have also changed little since March. Foreign GDP growth is
projected at about 3 percent in 1995 and 3-1/2 percent in 1996--off
from the 4-1/4 percent pace of last year. Activity in Mexico is
predicted to continue declining thrcough most of 1995 and then to
turn up in 1996; however, we believe that the steepest part of the
drop in that country’s GDP is occurring in the first half of this
vear and that the most negative effects on the growth of our net
exports to Mexico may already have passed. The aggregate current
account deficit of the United States iz expected to widen to about
$200 billion at an annual rate by the end of 1%95, before narrowing
glightliy in 1996 as lagged exchange rate effects contribute to a
gignificant positive swing in resl net exports. We expect the
recent upswing in world oil prices to be transitory; by the fourth
quarter, the spot price of West Texas intermediate, which moved
above $20 a barrel for a brief time early this spring, is expected
to drop back te $18.50 a barrel late this vear, the same level as
was forecast in the last Greenbook.

In the credit markets, we continue to think that the
"tailwinds" that arose last year as banks became more aggressive
lenders will dissipate. The shift back in lending behavior dces
seem to be slower in coming than we had anticipated., and a
tightening of credit policies, like those that usually reinforced
Fed tightenings in the past, is not in evidence yet. OJur
expectation, however, is that institutions will start tc become a
bit more cautious in their lending, as they reexamine swollen loan
portfolios against a backdrop of a legs robust economic
environment -and as they perhaps experience a few more

delinquencies.
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Near-term Forecast

Data received since the BEA prepared its advance report point
to little change in the first-quarter estimate of real GDP growth.
However, the rate of increase in domestic final sales appears likely
To be revised up somewhat, while inventory change probably will be
revised down moderately. The only key first-quarter report still
outstanding -the Marech report on merchandise trade--will be released
tomorrow.

This quarter, real GDP growth is projected to slow to roughly
1 percent at an annual rate. Inventory accumulation. which, on ocur
estimate, accounted for more than a half percentage peint of the
first-quarter rise in aggregate output, likely will be a sizable
negative in the second quarter. Growth of final sales is projected
to be a little above 2-1/4 percent, the same as what available data
indicate for the first quarter; in the second half of 1%94. final
gales had increased at an annual rate of about 5 percent, on
average.

SUMMARY OF THE NEAR-TERM QUTLOOK
(Percent change, at annual rates, unless otherwise noted)

1995:Q1° 1995:Q2
Real GDP 2.8 .G
Previous 2.5 1.7
Final gales 1.8 2.1
Previous 1.9 3.7
Unemployment rate2 5.5 5.7
Previous 5.3 5.5
Industrial production 4.6 -3.0
Previous 6.7 1.2

1. Figures shown for real GDP and final saleg are from the BEA'g
advance report for the first quarter.
2. Quarterly average, percent.
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Evidence of a further slowdown in activity has been showing up
fairly consistently in recent weeks in indicators of production and
gsales. Although the data from the labor market surveys for April
contained a larger than usual amount of "noise," owing to problemsg
of seasgonal adjustment and some other special factors, we interpret
the data asg pointing to a slowing in the growth of labor demand from
the pace earlier this year. A rise in initial claims for
unemployment benefits in late April and early May reinforces this
impression. Importantly, the figures on manufacturing payrolls
square with other information on the industrial sector, which
guggests rather strongly that factery output will be down
appreciably this quarter.

Much of the second quarter slowdown in real GDP growth is
expected to result from a decline in production of motor vehicles.
In the last Greenbook, we had anticipated that automakers would be
cutting assemblieg this quarter to work off a moderate firgt-gquarter
backup of stocks and to adjust to lowered expectations of sales for
1995 as a whole. But, because of industry regpecnses to the stunning
dive in sales in April, motor vehicle production locks now to be
gubtracting 1-1/2 percentage points from the second-quarter GDP
growth rate. We expect that mest of the decline in output will show
through as a sharp negative swing in inventory accumulation. Sales
are projected to move back up somewhat in May and June.

Nonetheless, the industry is not expected to get back to a desired
balance between production and sales until some time in the third
quarter.

Regidential investment i1g alsoc likely to be a sizable negative
in the second quarter, as the sharp decline in housing starts since
the start of the year translates, with a lag, into diminished

expenditures for construction. With builders and homebuyers
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recently expressing some increased optimism about the housing
market, we think that starts will begin to tilt back up in coming
months; nonetheless, the average level of starts this quarter
probably will still be down a little from that of the first.

We are projecting only a moderate gain in consumer spending
this quarter. Although disbursement of delaved tax refunds and
gaing in wealth from higher gecurities prices are pluses, the data
on retail sales for April provided a weak start for the quarter.

First-quarter growth in real BFI exceeded our forecast by a
gsizable amount, partly because of an unexpected spike in aircraft
deliveries.! Although aircraft outlays likely will drop back in
the gecond quarter, orders for other capital goods have been strong
in the past couple of months and we are projecting that second-
quarter PDE growth will come in at a still robust 10 1/2 percent at
an annual rate. Indicators of construction spending have been
strong as well, with big gains in March in both construction put-in-
place and new building permits.

We have made only minor changes to our second-guarter forecast
of government purchases, as few second-quarter indicators currently
are available. TFederal putrchases are expected to continue declining
this quarter, though less rapidly than in the first, and we think
state and local purchases, which were essentially flat in the first
quarter, will post a moderate advance this period.

Real exports of goods and services were virtually flat in the
BEA advance estimate for the first quarter. Although merchandise
trade figures for March will not be available until tomorrow, it is
fairly clear that the first-quarter contraction in shipmentsg to

Mexico put a sizable dent in what had been a2 strong uptrend in

1. Also, gome of the data that had led us to predict a first-
quarter slowdown in spending were revised up sharply just after the
March Greenbook was completed.
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exports through the end of last year. As noted earlier, this drag
should be abating, allowing the underlying uptrend in exports to
begin to reasgsgert itself this quarter. Reflecting in part the
adjustment of inventories. import growth is expected to remain at
around the first-quarter pace, which was much more moderate than the
rates of growth in either 1993 or 1994,

The CPI excluding food and energy is projected to rise at an
annual rate of about 3-1/2 percent this quarter; the increases
projected for May and June (a quarter percent per month) are
slightly smaller than that in April. ZEfforts to clear out excess
stocks of autos and other consumer goods should resgtrain price
increases to some degree, and auto finance charges should
decelerate. At the same time, however, the ongoing pass-through of
materials cost increases will maintain pressure on the prices of
finished goods. The total CPI alsc is forecast to rise at a rate of
about 3-1/2 percent, as both food and energy prices accelerate from
relatively low first-quarter rates of increase.

The Longer-Run Qutlook fgr the Fconomy

The coursge of the economy through the summer will depend to an
important degree on the shape of the inventory correction that now
appears to be unfolding. ©On that count, we believe that businesses
are moving quickly tc clear away overhangs that have developed this
year, but we don’t think that the process will be completed by mid-
year. Thus, a downshift in stockbuilding is expected to subtract
considerably from output growth in the third quarter as well.
Thereafter., inventory investment is essentially a neutral factor im
the GDP forecast.

Growth of domestic final demand obviously has slackened
congiderably already, and only moderate advanceg are anticipated. on

average, in coming quarters. Consumer spending seems unlikely to
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regain its former vigor now that pent-up demands for vehicles and
other durables have been largely satisfied and income growth is
giowing. 1In addition, business fixed investment is not likely to
maintain the frenetic growth pace of the past several quarters.
However, lower mortgage rates ghould restore an upward tilt to
regsidential construction. In the external sector, an improving
export trend and a goftening of demand for imports is likely to

produce solid gains in real net exports over the next year and a

half,
SUMMARY QOF STAFF GDP PROJECTIONS
(Percent change, at annual rates)
156385

Q2 Q3 Q4 19986
Real GDP .9 1.9 2.8 2.4
Previous 1.7 2.1 2.3 2.3
Final sales 2.1 3.4 2.4 2.5
Previous 3.7 2.8 2.4 2.3
Real PCE 2. 3.0 2.1 2.1
Previcusg 3.7 2.1 2.1 2.0
Real BFI 10.4 9.7 6.1 5.3
Previous 14.3 8.0 6.1 4.9
Real regidential investment -17.9 -.6 3.8 2.8
Previous -9.0 1 Jh 1

Real GDP growth averages about 2-1/4 percent over the 1995-96
period. reversing at least some of the overshooting of full
employment that cccurred during 1994. Still, the projection
anticipates that a modest degree of inflationary pressure remains
through the end of next year. To restore z downward trend to
inflation, resource utilization rates would likely have to be
lowered somewhat further. Partly with that in mind, we later

provide a model gimulation of & tighter monetary policy that might
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produce the additicnal slack: we also present the symmetric
case of an easier policy.

Perscnal consumption expenditures. We have been expecting for
some time that the growth of real personal consumption expenditures
would slow appreciably in 1995, but the slocwdown has been sharper
than expected.

The surprise has been largely concentrated in auto sales, and
an assessment of the recent weakness in that sector is obvicusly
important in gauging whether consumer demand ig likely to firm in
coming months. Unfortunately, while we have been consistently less
optimistic than the automakers about industry sales prospects, we
share their puzzlement at the sharp drop last month. Such
fundamentals as income growth, interest rates, and relative prices
would not seem to justify a contraction of demand of that
maghitude--especially so suddenly. We don’t think it would be wise
to ignore this development entirely, however, and thus we have
viewed it as a signal that the underlying trend of demand is weaker
than we had been agsuming. Thus, while we expect & rebound from the
low April pace, we have reduced our prediction of total light
vehicle sales in both 1995 and 1996 by just over a quarter-million
units, to an average of 14.7 million: this figure comparesg with
gales last year of nearly 15.1 million units.

Consumer outlays for durable goods other than vehicles are
projected to rise at a rate of about 3 percent in the second half of
1995, and an increase of 2-1/4 percent is predicted for 1996.
Purchases of non-vehicle durables increased more than 30 percent
over the three years ended in 1994, and we think that hcuseholids
will not keep pushing spending up at a rapid pace from levelg that
already seem quite high. With increases in real outlays for

nondurables and services also expected to proceed at moderate trates
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in coming gquarters, total PCE is predicted to rise 2-1/4 percent
over the four quarters of 1995 and 2 percent in 199%9%&.

After reversing gome of its first-guarter bulge over the near
term, the personal saving rate changes little over the remainder of
the forecast horizon, holding in a range that is moderately above
the average for 1993 and for 1994. Basically, we think that factors
that might tend to exert downward pressure on the saving rate will
be roughly in balance with factors that might be working to push it
higher. Amcng the former is the large rise in stock market wealth
since the start of the year; a likely pickup in mortgage
refinancings would algo be a plus, although much of the refinancing
activity would involve the exchange of recent adjustable-rate loans
for fixed-rate loansg, with no payment reduction and little cashing
out of equity. On the other gide, the more moderate pace of
employment growth may make households a little more cautious about
gpending. especially in light of the run-up in indebtedness that has
occurred over the past couple of years.

Regidential investment. We exXpect to see moderate increases in
housing starts in the second half of this year and in the early part
of 1996. Impetus for this anticipated rise comes primarily from the
drop in mortgage interest rates that has occurred since late last
vear. This drop in rates has made single-family houses more
affordable and prompted a considerable improvement in perceived
homebuying conditions. It will take a few monthg of increased
demand to bring the stock of unsold units back to comfortable
levels, but we expect that by the fourth quarter single-family
starts will be up about 8 percent from the depressed pace of March
and April. Multifamily starts also should resume a mild upward

trend in coming months, although we continue to believe that the
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overhang of vacant units in many locales will put a low ceiling on
aggregate apartment construction.

Our housing forecast for the next couple of years continues to
be shaped in part by cur perceptions of how economic conditions will
be interacting with some important demographic trends. Most
notably, we think that economic circumstances are favorable enough
to allow young adults to start forming separate households at a
faster pace; thug far in the 1990s, household formation has been
surprisingly low. In additicn, our projection that single family
starts will continue to make up a high share of the total reflects
an expectation that good cash-flow affordability and the increased
availability of low downpayment loans will result in an inching up
of the homeownership rate, which is still below the peak reached
around 1980.

Business fixed investment. Some of the puzzles that we
perceived in the indicators of investment spending in the last
Greenbook cycle have since been solved. 1In particular, data that
seemed to be pointing te a siump in computer investment were revised
up sghortly after the March Greenbook was completed, and subsequent
data on orders and shipments of office and computing equipment have
been quite strong. Strength also has continued to be evident in
orderg and shipments of most other types of capital goods, and most
indicators of nonresidential construction alsce have been fairly
robust. On the basis of these indicators, we now think that
business fixed investment will remain gquite brisk through the third
guarter of 1995.

Later this year, however. and in 1996, effects of the economic
gslowdown should begin to damp business investment more perceptibly.
The need to add to capacity will seem less urgent as the economic

expansion slows, and reduced rates of growth of profits and business
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cagh flow also will Degin to instill an element of greater caution
in buginess investment decisions. We are projecting that the growth
of total BFI will slow to a rate of about 6 percent in the fourth
quarter of this year and that next year’s gain will be around
5 percent. Growth of real investment in office and computing
equipment ig projected to slow to a pace of 12-1/2 percent in 1996,
compared with an average rate of more than 30 percent cover the firgt
four years of the expansicn. Real investment in other types of
equipment is expected tc increase cnly a little gver the course of
next year. Even so, the level of spending would remain high, so
that the stock of capital equipment would continue to expand at a
relatively brisk pace, consistent with the view that rapidiy
changing technology and competitive pressures t¢ increase efficiency
will continue to induce companies to invest heavily.

Invegtment in nonregidential structures is expected toc rise
10 percent over the four guarters of 1995 and 5 percent in 1996. On
the whole, indicators of underlying market conditions in this sector
of the economy have continued to improve, and as nonresidential
construction usually hag lagged behind other sectors of the economy
over the course of the businesgs cycle, we anticipate that some of
its current sgtrength will carry over into next year. By the end of
13%6, the level of invegtment in nonregidential structures is
expected to have reversed fully the sharp declines that took place
earlier in the 199%0s. (However, the projected level of investment
at the end of 1696 still is considerably below the peaks of the mid-
1980s.)

Ipveptory invegtment. Over the past four quarters, noanfarm
inventories have increaged more than 5 percent. At least until
recently, the pace of final sales required a rapid accumulation of

stocks tc maintain a normal buffer, let alone to provide an extra
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hedge against materilals price Increases and other supply problems
that might be encountered in an environment of higher capacity
utilization, lengthening order times, and less relisgble delivery
performance. With demand trends now perceived to be moderating and
pressures onh capacity easing in many secters, we believe that
businesses will be geeking to trim Inventory accumulation sharply.

Real nonfarm business inventories are expected to grow at a
rate of about 4 percent in the current quarter and at an average
rate of about 2 percent thereafter.2 Arithmetically, the slowing
of nonfarm stockbuilding subtracts about 1 percentage point from
real GDP growth in the second quarter and clese tc 1-1/2 percentage
points in the third, but part of the inventory adjustment likely
will be accomplished through a damping of import growth rather than
through cuts in domestic production. From the third quarter
forward, quarterly changes in the rate of accumulation are small and
generally have little influence on the growth of real GDP.

Government purchases. On our baseline assumption about fisecal
policy, federal purchases of goods and services are expected to
continue trending lower from mid-1995 through the end of 1996, but
with some shifts in the mix. Reductions in defense expenditures
will occur at a slower rate than in 1993 cor 1994, while nondefense
purchases, which showed only small declines in the past two years,
are expected to start falling more rapidly. All told, we think that
federal purchases will fall about 4-1/2 percent in both 1995 and
1696. For both the defense and nondefenge categories, the predicted
declines this year and next are quite gimilar to these contained in
___ET_¥Eg_incoming inventory data of recent weeks suggest that the
BEA's advance estimate of inventory accumulation in the first
quarter was about 36 billion toc high (annual rate). Following
"best change" methodology. we have carried that higher level of
accumulation through subsequent quarters. As a result, the level of
inventory change in the forecast is $6 billion above the trajectory

that we would be writing down if the revised first-quarter data
actually were in hand.
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the last Greenbook. ©On a unified basgis, the federal deficit in
figcal 1995 has been nudged down toc $166 billion: the forecast of
the deficit for fiscal 1996 has been raised about $10 billion, to
$190 billion, mainly because of technical factors.

State and lccal purchases of goods and services are expected to
remain on a modest uptrend, rising about 1-1/2 percent in real terms
thig year and 2 1/4 percent mnext year. Considerable variation
currently isg evident in the financial fortunes of governmental
units, but even in those jurisdictions where revenue growth has been
especially good., pressures for tax relief are preventing spending
from moving up the way it often has in the past. Indeed, the
constraints on sgpending might be even greater were it not for the
fact that legislators in a number of states have been unwilling to
approve tax cuts ag big asg their governors had proposed.

Meanwhile, states and localities are facing major uncertainties
regarding the future of federal grants, as well ag uncertainties
related to potential shifts in the balance of responsibilities
within the federal system. Without hazarding a guess as to how
those uncertainties will be resolved, we think that slow to moederate
growth of state and Iocal purchases is the mogt likely pogsibility
in coming quarters, although the risks in this part of the forecast
may be somewhat greater than usual.

Net exports. After increasing about 11-1/2 percent in 1994,

real exports of goods and services are expected to increase about

5 percent in 1995 and 9 percent in 1996. The smaller increase this
vear 1s mainly & reflection of the slowing in foreign economic
growth, exapgerated in the very near term by the sharp current
account adjustment in Mexico; with the latter influence waning, the
gtrong competitive position of the United States shows through more

fully again in 1996. Real imports of goods and services, after
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riging at rates of arcund 13 percent., on average, in 1993 and 1%%4,
are projected to increase at rates of roughly 5 percent to 6 percent
this year and next. The slowdown from past rates mirrors the
deceleration in growth in the U.S. economy and the effects of dollar
depreciation on the prices of imports. (More detail on exports and
imports is contained in the Internaticonal Finance section of the
Greenbook.)

Labor markets. Businhesses seem to be moving fairly quickly to
adjust employment ag the growth of cutput slows. We are
anticipating a moderate bounceback in hiring in May, as some of the
gpecial factors that affected the April numbers are reversed.
Thereafter, job growth is projected to proceed at a rate of about
135,000 a month through the third quarter. compared with average
gaing in the first quarter of about 235,000 a month. Fourth-quarter
gains in employment are prcjected to be slightly less than those of
the third quarter.

STAFF LABOR MARKET PROJECTIONS
(Percent change, Q4 to Q4, unless otherwise noted)

106564 1885 1996

Qutput per hour, nonfarm business 2.0 .8 1.5
Previous 1.4 .8 1.4
Nonfarm payroll employment 3.1 1.7 1.3
Previous 3.1 1.8 1.1
Civilian unemployment ratel 5.6 5.8 5.8
Previous 5.6 5.7 5.8

1. Average for the fourth quarter.

By adjusting labor input fairly quickly as growth of output
slows, businesses are expected to achieve ancther year of
productivity gain in 1995. We are forecasting, in particular. that

output per hour in the nonfarm business sector will rise 0.8 percent
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over the four quarters of 1995. Some near-term slippage is followed
by renewed gains in the second half of the year.

The forecast for 1956 has output and labor input moving ahead
at rates that are roughly in line with those that might be expected
in the "steady sgstate." Output rises at a pace about in step with
potential, and productivity increases at a rate that matches our
estimate of the trend rate of productivity growth. Under these
circumstances, job growth over the four quarters of 1996 is expected
to be about 1-1/2 million, compared with increases of 3-1/2 million
in 19%4 and 2 million in 1995.

Our forecast of labor market conditions also is dependent on
our assumptions aboutr labor force participation. After rising only
slightly over the first few years of the current expansion, the
participation rate began tilting up a bit more noticeably late last
yvear, and it has increased somewhat further over the first four
months of 18%5. But with economic growth moderating this year, the
rige in participation is expected to slow again. We are predicting
cumulative net gains in the participation rate of about
1/2 percentage point over the four quarters of 1995 and
1/4 percentage point in 1996. Growth in the number of job-seekers
of the magnitude we anticipate holds the unemployment rate steady,
given our forecasts of output and labor demand.

Wages and prices. The surprisingly small first-quarter
increase in the employment cost index has caused ug to revige down
our forecast of compensation. The increase in the index for
benefits was minute and provided dramatic evidence of the success
firms are having in gaining control of non-wage labor ccsts,
egpecially those related tec medical care. Although we do not expect
increases in benefits in coming quarters to be nearly so small as

that in the first quarter, the trend probably is lower currently
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than we previously had forecast. We now are predicting that the ECI
for benefits will rise only 2-1/2 percent this year, more than a
percentage point lesg than the increase of 1994. Only a moderate
pickup in the rate of increase is predicted for 1996, to
3-1/4 percent. Much faster rates of increase--in the range of
5 percent to 6-1/2 percent--had prevailed over several years leading
up to 1994,

The marked glowing of the rise in benefit costs of the past
vear cor 0 has not been accompanied by an offsetting acceleration of
wages. The rise in the ECI for wages and salarieg over the year
ended in March--2.9 percent--was cloge to the increassesg reported in
each of the two preceding years. Moreover, recent anecdotzl reports
do not geem to be pointing teo any significant pickup in wages,
although there continue o be a few scattered references to
shortages of qualified workers. Our forecasgt of the ECI for wages
and salaries continues to show a relatively mild uptilt in coming
quarters, with the year-to-year rate of change moving up to
3.4 percent by the end of 1996.

STAFF INFLATION PROJECTIONS
(Percent change, Q4 to Q4, unless otherwise noted)

1884 1995 1996
Consumer price index 2.6 3.1 3.0
Previous 2.6 3.1 3.6
Excluding food and energy 2.8 3.3 3.1
Previous 2.8 3.2 3.2

ECI for compensation of
private industry workers 3.1 3.1 3.4
Previous 3.1 3.4 3.7

1. December to December.

Cur forecast of core inflation from mid-1995 forward has been
reviged down in this Greenbook, but the size of the revision is not

as large ag the downshift in our forecast of hourly compensation.
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For 1995, glightly lower rates of inflation in the second half of
the year about offget the slightly larger-than-expected step-up of
the first half: the gain over the four quarters of the year--
3.3 percent--is just a hair more than was projected in the March
Greenbook. TFor 1996, the forecast of core inflation has been
revised down 0.1 percentage point to 3.1 percent. The rise in this
index in 1994 was 2.8 percent.

In making only a small downward revision to the price forecast
for the period ahead while msking a more sizable cut in the forecast
of hourly compensation, we have been swayed in part by the
comparative performance of alternative models that we use in price
forecasting. Specifically, models that relate changes in price
inflation directly tc the degree of slack have been performing
relatively well while similar models for wages have been tending to
overpredict the rate of wage change for scme time. One possible
explanation for this divergence might simply be that the data are
wrong. Another possible explanation, though, is that structural
changes in the economy may have heightened workers’ concerns about
job security and restrained real wage demands--indeed, anecdotal
reports supporting this explanation have been numerous. How long
such circumstances might persgist is not clear. But, in view of the
uncertainties, we have taken the pragmatic approach of leaning in
the direction of forecasting models with the best track record.

The glight "bump" in the forecast of core inflatien in 1995
reflects near-term pressures from import prices and materials
prices. Core inflation slows in 1996, when these twe influences are
expected to be less strong than in 1995. Abstracting from the two
influences, the forecast of core inflation shows a pattern of very
gradual acceleration from 1994 to 1996, consistent with the modest

excess of aggregate demand over potential supply.
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The total CPI is expected to increase 3.1 percent in 1995, up
from 2.6 percent in 1994. A rise of 3.0 percent is predicted for
1996. Energy prices rise somewhat faster than core inflation in the
forecast for this year, but the rate of rige drops back next year to
well belcew that of the core CPI. By contrast, food prices
decelerate this year, to a pace about a percentage point below that

of core inflation, but then pick up a little in 1996.3

With
regard to the focd price outlook, we gtill are assuming that crop
yields will be "normal" this year, despite some recent delays in the
planting of graing. At this juncture, our feeling is that the
potential gize of the 1995 harvest has not been greatly impaired by
the planting delays, but the situation could become more sericus if
the raing do not let up.4
Alternative Simulations

Using the Board staff’'s eccnometric models, we’ve run two
gimulations that employ alternative assumpticns about the fed funds
rate. We also have run a simulation of the economy with an
assumption of faster deficit reduction than is assumed in the
bageline forecast.

In the first of the fed funds alternativesg, the funds rate is
raised 50 basie peints in the third gquarter of 1995 and another

50 bagis points in the fourth. It then remains unchanged through

1996. The second fed funds simulation is symmetric to the first and

3. The BLS indicated a few months ago that changes in methodology
that it instituted at the start of 1995 were likely to take
0.4 percentage point off the rate of rise in the CPI for food at
home, which accounts for gbout two-thirds of total food in the CPI.

4, Historically, delays in planting have occurred fairly often in
early stages of the annuzl crop cycles. TUsually, a favorable turn
in the weather hag created a2 window of opportunity for farmers to
catch up before sericus damage is incurred; the one big exception to
the usual pattern was the experience of 1993, when heavy rains
persisted past mid-year and kept millions of acres from being
planted.
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has the funds rate moving down 100 basis points in the second half

of this year and showing no further change thereafter.

ALTERNATIVE FEDERAL FUNDS RATE ASSUMPTIONS
(Percent change, Q4 to G4, unless otherwise noted)

1894 1995 1996

Real GDP
Bageline 4.1 2.1 2.4
Higher funds rate 2.0 1.8
Lower funds rate 2.2 3.0

Civilian unemployment rate1

Bageline 5.6 5.8 5.8

Higher funds rate 5.8 6.0

L.ower funds rate 5.8 5.5
CPI excluding food and energy

Baseline 2.8 3.3 3.1

Higher funds rate 3.3 2.9

Lower funds rate 3.3 3.3

1. Average for the fourth quarter.

As shown in the table., the alternative sgimulation with the
higher funds rate keeps growth of real GDP in a range of 2 percent
or less this year and next. The civilian unemployment rate rises a
little azbove the baseline projection. and this--together with
dollar appreciation associated with the risk in interest rates--
pushes the core rate of inflaticn down. By contrast, the
alternative with the lower funds rate takes the civilian
unemployment rate back down to 5-1/2 percent by the end of 1996. At
that unemployment rate, pressures from the tightening of labor and
product markets fully offset the effects of a slower rige in import
prices; the core CPI moves up in 1996 by the same amount as in 1995,
with the underlying trend headed up more gignificantly as the
economy moves into 1997,

The simulaticn that i1s based on an alternative assumption about
fiscal policy allows for $50 billion in deficit reduction in fiscal

1996, rather than the $20 billion in the baseline forecast. The



I-22
amount of near-term deficit reduction under this altermative is
coemparable in magnitude to reductions that are outlined in the House
and Senate budget committee proposals. We have assumed that the
incremental reduction comes entirely on the spending side, with cuts
in nondefense purchasgses, transfers, and federal grants to states and

1ocalities.5

Ag in our baseline forecast., the fed funds rate
remains unchanged through the end of 1996. In addition, we have not
allowed for anticipatory effects in the stock and bond markets--but
given the short time period involved, the GDP consequencesg of such
responses would not obviously be large in any event.

The simulated economic ocutcome under this alternative fisceal
scenario ig depicted in the table below. The additional fiscal
restraint holds GDP growth to around 2 percent through 1996, and the
unemployment rate moves up to 6 percent. Inflation rates are littile
affected, in part hecause states are expected to make up for some of
the loss of federal revenue by raiging indirect businesgs taxes,
adding to the prices paid by consumers.

ALTERNATIVE FISCAL ASSUMPTION
(Percent change, Q4 to Q4, unless otherwise noted)

1994 1995 1996

Real GDP

Baseline 4.1 2.1 2.4

Larger deficit reduction .. 2.0 1.9
Civilian unemployment ratel

Baseline 5.6 5.8 5.8

Larger deficit reduction Ces 5.8 6.0
CPI excluding food and energy

Baseline 2.8 3.3 3.1

Larger deficit reduction ces 3.3 3.2

1. Average for the fourth quarter.

5. The baseline package includes a tax credit for children, plus
variocus spending cuts.
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Class I1 FOMC

STAFF PROJECTICNS OF CHANGES IN GDP

{Percent, anoual rate)

PRICES, AND UNEMPLOYMENT

May 17 1995

GDP fixed-weight

Congumer

Unemployment.
rate
{level except

Percent change from four guarters earlier, for unemployment rate, change in percentage points

Nominal GDP Real GDP price index price index? as noted)
Interval 3/22/95 5/17/95 3/22/95  5/17/95 3/22/95  5/17/95 3/22/9% 5/17/85 3/22/95 5/17/95
ANNUAL
19922 5. 2 5.2 23 23 32 32 30 30 7 4 7 4
19932 54 5 4 31 31 30 30 30 30 6.8 6 8
19942 6 2 5 2 4 0 4 1 27 27 26 26 6. 1 61
1995 54 5 2 29 30 30 30 31 31 5.6 5.7
1996 4 7 48 23 23 29 29 30 30 5.7 5.8
QUARTERLY
1993 Q12 4 4 4 4 12 12 4 2 4 2 31 31 70 70
Q22 4 2 4 2 2 4 2.4 24 24 28 28 70 70
Q32 38 38 2.7 27 20 20 17 i7 6 7 6 7
042 77 77 6.3 & 3 24 24 33 34 65 65
1954 Q12 6.1 6 1 33 33 31 31 22 2 2 6.6 6 6
022 72 72 4 1 41 29 29 25 2.5 6.2 6 2
Q32 6.2 6 2 40 40 30 30 36 36 6 0 6 0
042 58 6 4 46 51 26 26 22 22 5.6 56
1995 Q12 58 51 25 28 35 31 32 32 5.5 55
02 41 35 17 9 27 29 31 3.6 5.5 5 7
03 44 45 z1 19 27 30 31 32 5.6 5 7
Q4 46 5 3 z 3 28 27 29 3.0 28 5.7 5.8
1596 @l 149 4 8 23 2.1 31 32 30 29 57 5 8
Q2 48 48 2.4 2 4 28 2.8 30 30 57 5.8
03 48 49 2.3 25 28 28 30 30 5.7 5 8
04 4 7 48 22 2 4 29 2.8 30 390 58 58
TWO-QUARTER?
1993 Q22 43 4 3 L8 18 33 33 3.0 30 - 3 -3
Q12 5.7 5 7 45 45 22 22 25 25 -5 -5
1994 027 6.6 6.6 37 37 30 3.0 23 23 -3 -3
Q42 6 0 6 3 4 3 4 6 28 28 2.9 z9 -8 -6
1995 Q2 49 4 3 21 18 3L 30 11 33 -1 1
04 4 4 9 2.2 23 27 29 39 30 2 1
1996 Q2 49 48 24 2.3 30 1.0 30 29 0 o
04 4 7 48 22 25 2 2 8 3.0 30 1
FOUR-QUARTER?
1992 042 6 4 6 4 37 37 3.2 32 3.1 31 3 3
1993 04?2 50 50 31 31 28 28 27 27 - 8 -.8
1994 042 [ 65 40 4 1 29 29 2.6 2 6 -9 -9
1995 Q4 4 7 46 21 21 29 30 31 31 1 2
1996 o4 48 4 8 23 24 29 29 30 30 1 0
1 Feor all urban consumers
2, Actual
3 Percent change from two quarters earlier: for unemployment rate, chanpge 1in percentage poinks.
4
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REAL GROSS DOMESTIC PRODUCT AND RELATED ITEMS, ANNUAL VALUES

{Seascnally adjusted annual rate) May 17, 1995
Projected
Item Unitl 1988 1989 1990 1551 1992 1593 1994 19985 1996
EXPENDITURES
Nominal GDP Bill & 4900 4 5250 8 5B46 1 5724 8 60620 2 6343 3 6738 4 7090.0 T429 7
Real GDP Bill 87% 4718 6 4838 0 4897 3 4867 6 4979 3 5134 5 5344 0 5503 1 5627 3
Real GDP % change 33 146 2 3 37 31 4 1 2.1 2 4
Gross domestic purchases 25 9 -4 -1 41 39 45 2.2 21
Final sales 4 2 15 12 -4 38 30 3.4 2.4 25
Private dom final purch 42 5 -1 - 8 S 1 50 4 9 3.2 27
Personal cons expend 4 2 12 7 0 4 2 30 3.5 2.2 21
Durables 8 5 -5 -8 -1 3 9 6 20 g8 6 g 22
Nondurables 32 12 -1 -1 6 32 13 3z 19 18
Services 37 17 17 12 i35 25 2.4 27 23
Business fixed invest 55 -4 7 6 2 6 7 16.0 12 .9 113 5 3
Producers’ dur equip 91 17 29 -3 2 10 21 3 15 5 i1 7 5 3
Nonres structures -1 2 23 -3 % -12 4 -3 4 156 4.6 9 7 5 3
Res structures 9 -7 1 -15 2 7 17 0 81 31 57 2 8
Bxports 12 5 11 3 7 8.1 50 58 11 6 53 9 3
Imports 36 26 4 4 0 8 6 12 4 13 8 59 6 5
Government purchases 2 20 33 - 8 7 -1 0 -i0 -5 L
Federal -3 4 -6 2.8 -32 8 -6 9 -5 g -4 3 -4 4
Defense -3 2 15 15 -7 0 -1 3 -5 0 -8 2 -4 4 -4 5
State and local 29 4 0 3.6 B 6 30 20 16 22
Change in bus invent Bill 87§ 19 9 25 8 5 7 -11 25 15 3 47 8 42.3 26 2
Nonfarm 26 9 29 9 3.2 -1 3 -2 0 i8 5 40 7 39.4 24 7
Net exports -104 © -73 7 -54 7 -i% 5 -32 3 -73 9 -110 ¢ -119. 9 -110 2
Nominal GDF % change 77 6 0 4 7 33 6 4 50 6 5 4 6 4 8
FMPLOYMENT AND PRODUCTICN
Nonfarm payroll employ Millions 105 2 107 8 109 4 108 3 108 & 119 5 113 4 116 2 117 7
Unemployment rate 2 55 53 55 6 7 7 4 6 8 6 1 57 58
Indastrial prod index % change 32 -1 -2 2 4 0 36 60 146 30
Capacity util rate-mfg E 83 6 83 2 81 3 768.0 79.2 80.9 83 4 83 2 81 7
Housing starts Millions 1.49 1 38 1 19 1 01 1 20 1 29 1. 46 1 31 140
Light Motor Vehicle Sales 15.43 14 53 13.85 12 21 12 8¢ 13 89 15.07 14 B8 14 81
Autoe sales in U. S, 16.63 9 91 9 50 8 39 8 35 8 72 9 24 § 70 8 86
North American prod. 7 54 7 08 6 80 6 14 6 26 6 75 7 28 7.01 7 13
Other 3.10 2 83 2 60 2 25 2 10 1 97 1 96 1.62 173
INCOME AND SAVING
Nominal GNP Bill % 49908 2 5266 8 5567 .8 5740 8 6025 8 6347 8B 5726.9 7060 © 7387 1
Nominal GNP ¥ change 7 8 6 1 149 32 5 1 5.0 6 1 4 4 4 7
Nominal perscpal income 71 6 5 6 5 37 8 1 28 6 8B 55 4 7
Real disposable income 3 2 11 11 9 50 5 4 4 2 4 19
Personal saving rate % 4.4 40 4 2 5.0 55 4 1 41 48 4 6
Corp. profits, IVA&CCAZ] 2 change 10 2 -6 3 2 3 8.8 96 234 4 9 26 21
Profit share of GNP % 7.4 6 9 6 8 5 8 6 7 77 8 1 80 79
Federal surpl./def Bill $ -136 6 -122 3 -163 5 -202.9 -282 7 24] & -159.1 -149 2 -146 1
State/lecal surpl /def 38 4 44 8 251 17 0 24 .8 26 3 26 2 29 3 33.90
Ex social ins. funds -18 4 -17 & -35 6 -46 5 -31 6 -49 © -3%.3 -35.4 31 1
PRICES AND COSTS
GDP implicit deflator 2 change 1 2 4.4 4 5 33 26 18 2.3 2.5 24
GDP fixed-wt price index 4 2 4 4 4.6 36 32 28 2.9 30 29
Gross domestic purchases
fixed-wt price index 41 4.4 5 2 29 3 2 25 29 30 29
CPI 4 3 4 6 6 3 390 3l 27 26 31 10
Ex {focd and energy 4 5 4 4 53 4 4 35 31 28 33 31
ECI, hourly compensation? 4 8 4 8 4 6 4 4 35 36 31 31 3 4
Nonfarm business sector
Output per hour 5 -1 4 4 23 32 18 2.0 8 15
Compensaticon per hour 38 31 6 2 4 7 51 24 33 33 3.5
Un.t labor cost 33 4 6 57 23 19 6 13 2.6 19
1 Percent changes are from fourth gquarter to fourth quarter 2 Private-industry workers
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Class II FOMC

REAL GROSE DOMESTIC PRODUCT AND RELATED ITEMS, QUARTERLY VALUES

(Seasonally adjusted, annual rate except as noted) May 17, 1995
1992 1993 1994
Item Unit [o3 1 Q2 03 Q4 01 Q2 G3 Q4 ol Q2
EXPENDITURES
Nomioal GDP Bill 3 5896 & 5971 3 6043 6 6169 3 6235 9 6299 9 €359 2 6478 1 6574 7 6689 9
Real GDP Bill @87%$| 4918 5 4947 5 4980 5 5060 7 5075 3 5105.4 5139 4 5218 ¢ 5261 1 5314 1
Real CDP % change 31 2.4 35 57 12 2 4 27 6 3 33 41
Gross domestic purchases 32 3.7 38 57 2.7 33 40 58 5.0 4 6
Final sales 4 8 15 35 56 2 2 4 32 6 4 22 15
Private dom. final purch 5 7 4 2 39 6 7 3.5 37 5.3 74 5 8 27
Personal cons expend 58 17 39 L 16 26 39 4 0 4 7 13
Durables 15 5 4 10 0 13 2 3 2 g8 77 i5 5§ 8 8 4
Nondurables 4 2 -7 27 6 9 -1.6 16 28 24 3.8 22
Services 4 5 3.4 32 30 3.1 14 36 20 40 11
Business fixed invest -1 i5 ¢ 50 75 15 1 15 6 12 2 211 109 9 2
Producers’ dur equip. -13 22 7 11 ¢ 12 9 200 21 6 16.2 27 5 18.6 6 1
Nonres structures 29 -1 6 -8 9 55 25 3 5 33 -il1 8§ 20 &
Res structures 22 4 22 7 8 23 8 53 -7 6 9 4 28 2 10 ¢ 70
Exports 6.1 15 53 7 2 -1 0 77 -3 2 21 7 -35 16 6
Imports 6 6 13 0 84 6 5 11 6 14 9 7.4 16 O S5 18 5
Government purchases is -3 0 34 o 59 1z 11 -1 -4 9 -1 2
Federal -1 3 -4 8 8.6 11 -15 4 -3 6 -3 0 -5.0 -1 3 -7 9
Defense 72 -5 1 11 5 -3 3 -20 0 -2.2 -9 2 -3 6 -16 0 -4 1
State and local 332 -1.8 1 8 9 4 4 37 29 -1 4 2.9
Change in bus invent Bill 87s% 6 3 4 2 5 2 6.6 18 5 18 9 13.6 10.8 25.4 59 .2
Nonfarm -14 3 -19 1.8 & 3 19.7 22 .8 20 9 10 7 221 51 7
Ket exports -17 9 -34 1 -38 ¢ -38 5 -57 6 -69 3 -86 3 -82 2 -104 ¢ -111 8
Noeminal GEP % change 71 52 49 8 6 4 4 4 2 18 77 & 1 72
EMPLOYMENT AND PRODUCTION
Nonfarm payroll employ Millicns 108 1 108 4 108 7 109 1 i69 7 110 3 110 8 111 4 112 0 113 0
Unemployment ratel 2 73 75 75 73 70 70 6 7 6.5 6 6 6.2
Industrial prod. index % change 9 58 34 6.2 51 7 33 5.3 71 60
Capacity util rate-mfg.l |3 78 4 79 1 79 4 80 1 B8O 8 80 & 80 7 81 4 82 3 83.1
Housing starts Millions 1 24 115 1 18 1 23 1 16 1 25 131 1 47 1 36 1 44
Light Motor Vehicle Sales i2. 46 12 81 12 7% 13 22 13 23 14 11 13 69 14 53 15. 45 14 76
autoe sales in U 2. 8 33 8 41 8 24 8 .43 8 32 8 93 8 &5 8 97 9. 45 9 15
North American prod. 6 12 5 25 6 25 6 40 6 36 6 87 6 68 7 0B 7 44 7 16
Qther 221 2 16 1 99 2 03 1 96 2 07 1 97 1 89 2 00 199
INCOME AND SAVING
Nominal GNP Bill 3 5907 7 5979 1 6049 4 Gla7 0 6243 .9 6303 3 6367 8 6476 2 6574 0 6682 5
Nominal GNP ¢ change 6 8 4 9 4 8 g8 0 51 38 4 2 70 6 2 6.8
Nominal personal income 8 2 56 37 15 3 -5 8 8 6 2.4 6 7 53 77
Real disposable income 589 21 17 10 6 -7 4 4 7 8 4 3 34 35
Personal saving ratel % 53 5.5 5.0 6 2 4 0 4 6 19 4 0 35 4 1
Corp profits, IVAECCAd] % change 18 8 5 -40 0 101 1 9.6 30 7 18 4 37 0 -17 9 33 6
Profit share of cHpl & 70 6.9 6 0 70 71 75 77 8 2 77 g 2
Federal gevt surpl. /def Bill § -27¢ 9 -284 8§ -293 9 =-272.1 -283 5% =-237.0 -224 9 ~-220 % -176.2 -i45 1
State/local surpl.s/def 19 9 25 9 30 4 33 1 21.6 25 3 23 9 34 5 25.2 27 0
Ex social ins funds -45 7 40 5 ~46.3 -33 8 -44 7 -41 1 -2 4 -31 7 -40 7 -38 9
PRICES AND COSTS
GDP implicit deflator ¢ change 38 27 13 27 33 16 1.0 13 29 29
GDP fixed-wt. price index 39 33 27 28 4 2 2.4 20 24 31 29
Gross domestic purchases
fixed-wt price index 386 34 3.2 25 33 26 16 24 25 32
CPI 29 29 32 35 31 2.8 17 3.4 22 25
Ex food and energy 37 33 33 36 35 3.5 2 4 29 29 2.9
ECI, hourly compensation? 40 29 28 39 4 2 35 34 3.4 30 3 4
Nonfarm business sector
output per hour 4 2 19 28 38 -2 0 4 4 0 4 9 29 21
Compensation per haur 5.7 4 6 5.8 4 5 21 24 2 8 2.4 6 1 7
Unit labor cost 1.4 26 2.9 5 41 2.0 -1 2 24 31 29
1 Not at an annual rate 2 Private-industry workers
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Class II FOMC

REAL CROSE DOMESTIC PRCODUCT AND RELATED

ITEMS, QUARTERLY VALUES

(Seasonally adjusted, annual rate except as noted) May 17, 1995
Projected
1994 1995 1596
Item Units Q3 Q4 o1 a2 Q3 Q4 o1 Q2 03 Q4
EXPENDITURES
Nominal GDP Bill 3§ 6781 7 6897 2 6982.9 7F043 3 7120 B 7213 1 7298 3 7385.0 7474 0 7B61 S
Real GDP Bill. 87$)] 5367 0 5433 8 5471 7 5483 8 5509 1 5547 7 5576 6 5609 9 5644 4 5678 2
Real GDP % change 4 0 51 28 9 19 28 21 2.4 25 2 4
Gross domestic purchases 4 4 42 37 11 17 25 18 2.2 23 20
Final sales 4 3 57 I 8 21 3.4 2.4 24 26 25 2.6
Private dom. final purch 11 6 8 36 25 309 2.8 28 28 27 25
Persconal cons expend 3.1 51 14 23 3.0 21 21 22 2 2 21
Durapbles 58 20 4 4 7 2 6 3 20 13 2.4 27 25
Nondurables 33 31 15 2.0 286 15 1.8 18 13 18
Services 22 23 31 30 23 2 4 2.4 23 23 21
Business fixed invest 14 1 17 .6 19 3 10 4 9. 7 61 55 55 5 3 51
Producers’ dur equip 18 1 19 6 20 8 10 6 10 2 58 52 53 5 4 35
Nonres structures 16 11.0 14 1 9 9 78 71 6 6 6 1 4 9 39
Res structures -6 0 23 -6 6 -17 9 -6 18 4 9 41 15 6
Exports 14 8 20 2 6 & 6 7.0 8 5 8 8 95 9 9 5
Imports 15 ¢ 11 4 59 6 9 4.9 5.7 60 71 7 549
Government. purchases 6 7 -4 1 -1 6 9 -.2 -1 2 -11 1 4 3
Federal 10 @ -14 4 -4 B -1 7 -4 8 -6 0 -7.0 -39 -3 Z -3 4
Defense 12 8 -21 8 -7 1 -7 6 7 -3 0 4 7 -5 3 4 2 37
State and local 4 3 23 2 23 2.4 15 2.1 23 2.3 22
Change in bus invent Bill 875 57 1 49.4 63 0 47 5 26 5 32 3 28 5 26 5 25 8 23 8
Nonfarm 47 4 41 7 58 3 44 0 24 5 30 B 27 .0 25 0 24 3 22 3
Net exports -117 ¢ -1i07 1 -119 7 -)22 4 -120.3 -117 2 -114 2 -112 1 -109 7 -104 6
Nominal GDP % change 6 2 6.4 51 35 45 53 4 8 48 4 9 4 8
EMPLOYMENT AND PRODUCTION
Nonfarm payrell employ Milliens 113 9 114 .8 115.6 116.0 116 .4 116 8 117 1 117 5 117 ¢ 118 32
Unemployment ratel $ 6.0 56 55 5 7 57 5.8 58 5.8 5 8 5.8
Industrial prod index % change 4.9 5.9 ) =3 0 15 313 2.9 2.9 3.0 31
Capacity util rate-mfgl % 83 .6 84 5 84 7 83 1 82 5 82. 4 82 1 81 8 81 5 81 3
Housing starts Millions 1 47 1.51 1.31 1 27 131 136 1 3% 1 39 1 40 1 40
Light Motor Vehicle Sales 14 65 15 .44 14 90 14 18 14 68 14 55 14 65 14 76 14 86 14 96
Auto sales in U 8 g 09 9 25 & 84 4 44 8. 80 8 73 8 78 8 85 8 89 8 93
North American prod 7 09 7 .42 7 03 6 83 7 20 7 00 7 08 7 12 7 14 7 18
Other 2 01 1 83 1 81 1 61 1.60 173 1 7¢ 173 175 175
INCOME AND SAVING
Nominal GNP Bill % 6779.6 6871 3 6357 9 7013 6 7092 5 7176 0 7260 6 7341.8 7433 4 7512 8
Nominal GNP % change 59 5.5 51 32 4 6 48 4 B 4 6 51 4 3
Nominal personal income S 4 8 8 75 50 4 3 5.2 4 9 4 3 4 4 51
Real disposable income 31 75 4 4 4 2.4 2.3 209 -2 27 2.0
Personal saving rate!l ] 41 4 6 52 47 16 47 4 9 4 4 145 4 5
Corp profits, IVAsCCAd] % change 72 31 3 -2.2 4 5 8.1 6 2.9 8.1 -2 8
Profit share of GNP! 2 8 2 8.2 g1 79 79 8.0 7.9 79 8 o 7.8
Federal govt. surpl./def Bill § -154 0 -161 1 -154 7 ~-136.4 -150 2 -155.4 +157 3 -131.6 -143 0 -152 &
State/local surpl. /def 23 ¢ 28.8 33 5 26 7 9.9 27 0 286 0 31 4 35.8 35 8
Ex. social ipns funds -41 4 -36.4 -31 6 -38 2 -34 7 -37 3 -35.2 -32 7 -28 2 -28 2
PRICES AND COSTS
GDP implicit deflator % change 19 13 2 2 27 2 6 2 4 27 28 2.4 23
GDP fixed-wt price index 3.0 2.6 31 29 20 29 32 2.8 2.8 28
Gross domestic purchases
fixed wt. price index 35 2.6 28 32 31 28 31 2.8 2.8 28
CPI1 36 2.2 32 36 32 28 2.9 30 30 30
Ex foocd and energy 31 23 332 16 3.0 3.0 3.1 31 31 31
ECI, hourly compensation? 33 26 23 34 3.2 33 3.3 33 34 3.4
Nonfarm business sector
Output per hour 32 4 0 7 -7 10 21 16 1535 14 14
Compensation per hour 31 35 4 1 25 32 33 3.8 30 3.5 35
Unit labor cost -1 -6 34 33 23 1z 21 14 2.1 21
1 Not at an annual rate 2 pPprivate-industry workers



strictly Confidential (FR) NET CHANGES IW REAL GROSS DOMESTIC PRODUCT AND RELATED ITEMS?

Class II FOMC (Billions of 1987 dollars} May 17, 1995
1992 1953 1964

Item Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 02 1991 1992 1993 1994
Real GDP 37 7 29 0 43 0 70 2 14 6 30 1 34.0 78 6 43 1 53 ¢ 13. 86 179 9 157 3 215 &
cross domestic purchases 38.8 45 1 47 9 69 8 33 7 41 .8 51 1 74 4 64 9 60 7 6.4 201 6 201 0 240 7
Final sales E7 5 18 4 42 1 68 8 27 29 7 40 ¢ 80 7 28 5 19 2 20,7 186 8 153 1 177 2
private dom. final purch 55 1 41.7 35 1 66 3 35.9 38 6 54 5 76 9 61 9 29 8 -32 8 202 2 205.9 211 4
Persconal cons expend, 46 .1 14 © 32 2 45 8 13 8 22 0 33 0 34 0O 40 1 11 5 -5 138 1 102 8 123 4
Durables 15 7 4 107 14 3 3.7 11.2 90 18 1 10 9 5 -5.5 41 1 42.0 44 0
Nondurables 10 7 -1 8 71 17 8 -4 2 4 3 7.4 6 3 10 3 6 0 =17 1 33.8 13 8 i3 9
Services 19 7 15.3 14 4 13 7 14 4 6.4 16 & 96 18.9 51 221 63 1 47 0 45 5
pusiness fixed invest. L ig.0 6 4 a7 15 4 20 7 16 9 29 3 16 4 14 3 -33 3 34 0 86 3 81 0
Producers’ dur equip -1 2 18 .6 99 11.8 18 4 20 7 16 .6 28 2 20 9 75 -11 9 3% 1 83 9 74 1
Nonres structures 11 -6 ~3 5 -21 9 1 2 1 2 4 6 69 -21 4 -5.1 24 5 9
Res structures 9 2 9.8 [ 10 8 27 -4 1 4 7 13 5 54 39 12 30 2 16 8 70
Change in bus invent. -19 8 10 5 10 14 11 9 4 -5 9 -2 2 14 6 33 8 34 4 -6 9 4 2 8.6
Nonfarm ~28.9 12 4 17 45 13 4 31 -1 9 -10 2 11 4 29 6 i3 3 -8 3 4 4 310
Farm 912 -1 8 ~2.8 -3 1 -1 5 -2 7 -4 0 8 0 32 4 2 10 14 -2 76
Net exports -10 -16 2 -4 8 4 -19 1 ~11 7 =17 0 4 1 -2l 8 -7 8 15 9 -21 & -43.7 -24 9
Exports 8 4 21 7 4 10 2 -1 5 11 0 -4 9 29 9 -5 6 24 3 42 2 28.1 34 5 727
Imports S 4 168 3 12 3 ¢ 9 17 5 22 8 12 0 25.8 16 2 32 ¢ 22 2 49.9 78 1 97 ¢
Government. purchases 3.4 ~7 1 7 8 21 -14 1 28 25 -3 -11 6 ~2.8 8.0 5 2 -9 1 -9 3
Federal -1 2 -4 6 77 10 -15.4 -33 -2 7 -4 5 -9 4 -7 0 -12.4 209 -25 9 -20 7
Defense -4 9 -3 4 71 -2 2 ~14 2 -1 4 -5 9 -2 2 -10. 2 -2 4 -1%. 9 -3 4 -23 7 186
Hondefense 3.8 -1.2 6 32 -1.3 -1 8 32 -2 03 g -4 05 74 6 4 -2.2 -1 1
State and local 1.5 -2 5 1 11 13 6 1 52 4 2 -2 1 4 1 485 3 2 16 8 11 4

1 Annual changes are from Q4 to Q4
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NET CHANGES IN REAL GROSS DOMESTIC PRODUCT ARD RELATED ITEMS!

Class 11 FOMC (Billions of 1987 dollars) May 17, 1995
Projected
1994 1995 1996 Projected

Item 03 Q4 Q1 02 Q3 Q4 Q1 Q2 Q3 Q4 1993 1994 1995 1996
Real GDP 52 9 66.8 37 8 12.2 25 3 38 6 28 9 33 3 4 5 33 8 157 3 215 8 113.9 130 5
Cross domestic purchases 58 2 56 9 50 5 14.8 23 2 35 § 25.9 312 32 2 28 7 201 0 240 7 124 0 118 0
Final sales 55 1 74 4 24 3 27 7 46 2 32 8 3z 7 35 13 35 2 35 8 183 1 177 2 131.0 138 9
Private dom. final purch. 45 4 74 3 40 5 28.3 44 5 32 5 32.2 32 9 31 9 30 0 205 9 211 4 145 8 126 §
Perscnal cons expend. 26 9 43 9 1z 4 20 7 27 1 18 9 18 9 19 9 20.6 19 4 102 8 123 4 79 1 78 7
burabkles 7.4 25.2 -6 6 2 8.4 2.8 18 313 is is 42.0 44 O 4 8 12 56
Nondurables 91 85 4 1 5 6 72 4 2 51 51 52 5.2 138 33 9 21 2 20 6
Services 10 4 11 1 15.0 14 8 11 5 11 9 11.9 11 5 11 s 10.6 47 0 45 5 53.2 45 6
Business fixed invest. 22 1 28 2 31 9 18 6 17 .8 11 & 10.6 10 7 10 5§ 10 3 6,3 81 0 79.8 42 2
Preducera’” dur equip. 21 5 24 2 26 7 14 8 14 5 B 6 79 81 8 4 8.6 83 9 74 1 64 7 33.0
Nonres structures .6 40 5.2 38 31 29 28 26 2.1 17 24 6 9 15.1 91
Res structures -3 6 13 -39 -10 9 -3 2.0 27 22 8 3 16.8 70 -13 1 60
Change in bus invent. -2.1 -7 7 13 6 -15. 5 -21 0 58 -3.7 -2 0 -7 20 4 2 38 6 -17 1 -8 4
Nonfarm -4 3 -5 7 16.90 -14 3 -1% 5 6.3 -3 7 2.0 ~ 7 -2 0 4 4 31 0 ~10 9 -8 4
Farm 22 -2 0 -3.0 =12 =15 -5 0 0 0 0 -2 76 -6.2 0
Net exports -5.2 9.9 -12.6 2.7 21 3.0 3o 21 24 51 -43 7 -24 9 -10.1 12 6
Exports 22.6 31 4 -1 0 11 2 12 1 14 9 15 6 17 2 17 3 18 o 34 5 72 7 37 1 &8 1
Imports 27 9 21 5 11.6 13 8 10 © 11 8 12 6 15 1 14 9 12 9 8.1 97 6 47 2 55 5
Government purchases 14 g -2 g -3 6 290 -4 2.7 -2 5 3 10 7 9.1 -9 3 -4 7 -5
Federal 8.8 -13 1 -39 -1 .4 -4.0 -4 9 -5 7 -3.1 -2.5 -2 56 25 9 -20 7 -14 2 -13.9
Defense 6.9 -13.8 -4 0 -4 =37 -1 8 -2 5 -2 8 -2 2 -1 09 -23 7 -19.6 -9 7 -9 4
Nondefense 18 8 1 -1.0 -3 -3 3 -3.2 -3 -~ 3 -7 -2 2 -1 1 -4 5 -4.5
State and local 6.1 33 3 3.4 318 22 32 3.4 35 33 16.8 11 4 g5 13 4

1. Annual changes are from Q4 to 04
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riscal year 19594 1995 | 1996

Ttem 199232 1994® 1995 1996 Qla Q22 32 n4a Q1e Q2 Q3 Q4 r ol Q2 3 04

UNIFIED BUDGET Not seasonally adjusted

Receiptsl 1153 1257 1360 1397 289 363 318 a08 307 411 335 316 300 430 351 330
outlaysl 1409 1461 1526 1586 348 363 371 380 378 386 3gz 394 401 395 396 410
Surplus/deficit? -255 =203 ~166 -190 -59 0 -53 -73 -71 24 -47 -78 -101 35 ~45 80
On-budget -301 -259 -237 -250 -66 -33 -55 -87 -83 ~14 -53 -85 -108 -6 -51 34
Cff-budget 46 56 71 60 8 33 2 14 12 29 [ 7 7 41 [ 4
surplus excluding
deposit insurance? -283 =211 -183 -197 -65 3 -57 =17 -77 23 -51 -79 -104 35 -48 ~-79
Means of financing
Borrowing 249 185 159 219 51 8 17 60 66 -2 35 85 77 14 44 58
Cash decrease 6 17 5 -29 5 -6 15 9 8 -16 3 -4 20 -45 0 25
Other3 0 1 4 -1 2 -2 1 5 -3 -7 9 -3 4 -4 1 -3
Cash operating kalance,
end of period 53 36 31 60 45 51 ki 27 18 34 31 35 15 60 &0 35
NIPA FEDERAL SECTOR geasonally adjusted, annual rate
Receipts 1242 1355 1448 1513 1338 1381 1389 1409 1437 1474 1472 1492 1495 1532 1533 1549
Expenditures 1497 1529 1599 166D 1514 1526 15473 1570 1592 1610 1622 1647 1654 1663 1677 1702
Purchases 447 439 433 425 438 435 444 432 433 435 432 427 426 424 423 421
Defense 107 296 285 282 292 292 301 285 284 287 284 283 284 282 280 278
Hondefense 140 144 148 143 146 144 144 147 149 148 148 144 142 142 142 142
Other expenditures 1049 1050 1166 1235 i076 1091 1099 1138 1159 1176 1191 1220 1228 1240 1254 1281
Surplus/deficit -254 =174 -151 -147 -176 -145 -154 -161 -155 137 -150 156 -157 -132 143 -153

FISCAL INDICATORS?

digh-employment (HEB}

surplus/deficit -211 -164 -174 -166 ~158 -140 -161 -184 ~183 -159 171 -176 -176 151 -163 -173
Change in HEB, percent

of potential GDP -1 ~.7 2 -1 -6 -3 3 3 0 4 2 1 Q -3 2 1
Fiscal impetus (FI),

percent, cal vyear -4 1 =7 3 -6 2 -9 5 L;f 2 -4 2 34 -3 8 -1 5 -2 1 -5 27 -5 1 -1 8 1 -2 3

1l OMB’s February 1995 deficit estimates are 51393 billion in FY2?5 and %197 billion in FY96 CBO’'s March 1995 deficit estimates are $175 billion
in FY93 and $210 billion in FY6 Budget receipts, cutlays, and surplussdeficit include corresponding social security (0ASDI) categories The
0ASDI surplus is excluded from the on-budget deficit and shown separately as off-budget, as classified under current law The Postal Service
deficit is included in off-budget outlays beginning in FY90

2 OMB’s February 1995 deficit estimates, excluding deposit insurance spending, are $205 billicon in FY95 and $203 billion in FY96 CBO's March
1995 deficit estimates, excluding deposit insurance gpending, are $19%1 billion in FY95 and $218 billion in FY96

3 oOther means of financing are checks issued less checks paid, accrued items, and changes in other financial assets and liabilities

4 HEB is the NIPA measure in current dcllara, with cyclically sensitive receipts and cutlays adjusted teo the level of potential output generated
by 2 4 percent real growth and an associated unemployment rate of & percent Quarterly figures for change in HEB and FI are not at annual rates
Change in HEB, as a percent of nominal potential GDP, is reversed in sign FI is the weighted difference of discretionary changea in federal
spending and taxes (in 1987 dollars), scaled by real federal purchases For change in HEB and FI, negative values indicate restraint

a--Actual .
b--Preliminary



DOMESTIC FINANCIAL DEVELOFPMENTS

Recent Developments

The powerful rally in capital markets witnessed over the
intermeeting period was apparently triggered by data indicating more
slowing in the economic expansion than market participantg had
previcusly anticipated. The soft cast tc real side indicators was
enough to convince many that the Federal Reserve had written the
last chapter in the current episocde of policy tightening. Indeed,
sentiment hag clearly shifted toward the expectation that the next
move will be an easing--though the PPI and CPI rose enough in April
that such a step is seen ag being some months away.

Mcney-market rates have cheanged little, on balance, over the
intermeeting period, but intermediate- and loanger-term Treasury
yvields have shed roughly 60 basis points. Yields on corporate
securities have fellowed those on Treasuries, preserving their very
narrow risk spreads. The drop in market yields has been passed
through to mortgage rates, with the thirty-year fixed-rate mortgage
yield falling to a fourteen-month low. The prospect of an economic
slowdown apparentiy has not weighed heavily on stock prices: Major
equity indexes have risen from 4-1/2 percent to 7 percent over the
intermeeting period, reaching new highs. Besidesg the spur provided
by lower interest rates, incoming earnings reports by and large have
continued to provide pleasant surprises.

The flows of tax payments and refunds always make it difficult
to interpret the behavicr of the monetary aggregates at this time of
vear. However, the staeff’s agssessment is that the catch-up in tax
refunds that had been delayed in the first gquarter, as well as
elevated nonwithheld tax payments, buocyed the growth of ligquid
deposits last month. Despite the boost from tax-related flows, Ml

eked out a rate of increase of just 2 percent in April. Declines in

I-30



I-31
market interest rates apparently made the returns on small time
deposits and money market funds appear more favorable, and these
components of MZ both pogted double-digit growth rates. On net. M2
expended at a 4 percent rate last month, a bit faster than in March.
With banks funding rapid asset expansion, and with institution-only
money funds rising steeply as well, M3 expanded at a 6 percent rate
in April. The growth of the monetary aggregates relative to that of
nominal income appears to have picked up a bit this year. As of
April, M2 was a bit below the midpeint of its 1 percent to 5 percent
annual range while M3 remained somewhat above the upper bound of its
0 percent to 4 percent annual range.

Bank credit expanded at a 14 percent annual rate in April
reflecting brisk growth of both securities and loans. The former,
however, was propped up to a significant degree by revaluation of
off-balance-sheet positions. The strength in lending in April was
widespread., led by robust incresses in the business and consumer
categories. Although spending on durable goods has softened. the
level has remained sufficient to produce a continued hefty demand
for credit; the rapid rise in consumer loans at banks last month is
consistent with reports of continued aggressive pricing of such
loang and the marked willingness of banks to extend credit. Our
recent survey of senior loan officers also suggests that terms and
standards on business loans have eased even further of late.
Buginess demand for such credit has been elevated, owing importantly
to the need to finance the ongoing buildup of inventories and fixed
capital. Real estate loans grew at a 9 percent rate last month
after expanding at a 12 percent rate in the first guarter; the steep
decline in fixed-rate mortgage rates has reduced demand for

adjustable-rate loang, which banks are more likely to hold.
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As yet, the revival of merger and acquisition activity does not
appear to have left a major imprint on bank balance sheets.

Although our recent loan officer survey suggests considerable demand
for merger-related credit, much of the bank involvement to date has
been to provide backup lines of credit. When short-term credit has
been necessary. the commercial paper market has proved
accommodating. in part because strong inflecwg into money market
mutual funds have increased their appetite for new issues.

Underwriting in the corporate bond market hag been lethargic
this year, but data for the first weeks of May suggest a gtirring in
activity as some firms sought to lock in lower market yields.
Degspite the buoyant stock market, new equity offerings have not
picked up much and, in total, have been easily outstripped by share
retirements.

Qutside of what c¢an be read on bank balance sheets, no current-
quarter information is available on credit tec the household sector.
Total consumer ingtallment credit expanded at a 13-1/2 percent rate
last gquarter, just a touch lesgs rapidly that it did over the course
of 1994. There were few signs of strains associated with that debt
locad: Althcough estimates of scheduled mortgage and consumer debt-
service payments edged up relative to income over the past two
quarters, those measures remained well below their 1989 highs: and.
with the major exception of auto loans at finance companies, the
readings on loan delinquencies were still low as of a few months
ago.

Grogs offerings of tax-exempt bonds have continued to be light
over the past few months. Issues for new capital have been limited,
and municipal yields have not reached levels low enough to make
refunding attractive. Retirements of securities that were refunded

in advance are estimated to be sizable, and we think that the stock
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of municipal securities outstanding has fallen about $20 billion
gince the beginning of the vear.

U.5. government debt is now egtimeted to have increased at a
seasonally adjusted 7-3/4 percent pace in the first gquarter, but its
growth has slowed markedly this quarter. The inflow of tax
receipts, up considerably from last year, has allowed the Treasury
to replenish its cash balance while refraining from borrowing, on
net, in the public market.

Qutlook

In preparing its eccnomic forecast, the staff has retained the
assumption that the federal funds rate will hold steady at 6 percent
over the remainder of 1995 and all of 19%6. The extent of the drop
in bond yields over the intermeeting period remains gomewhat
baffling, and we sense that the market may have gotten a bit beyond
the fundamentals. We think that bond market participants will come
to share that assessment, too, as decent growth in final demand over
the coming months and the absence of policy action both fail to
confirm their more bullish scenarios for securities prices. In that
environment, long-term yields should edge higher over the balance of
the year. 1In 1996, bond yields might rise gtill further as the
economy expands at its potential and growth in net private demands
for capital continues to press hard on limited domestic supplies--
despite the assumed federal fiscal restraint.

The growth of the broad monetary aggregates has tilted up of
late, and it is anticipated to remain on that higher trend through
1996. Moreover, with money market conditions stable for a time, the
upward creep of rates on liguid depesits should reduce cpportunity
cogts somewhat. providing a 1ift to the monetary aggregates. The
expansion of M3, at about 4-1/4 percent this year. should be just

under that of nominal GDP and then should slip back a bit in 1996.
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MZ growth is anticipated te be a little more subdued., and M2
velocity should rise this vear and next.

Growth of the debt c¢f the nonfinancial sectors is expected to
average a little more than 5 percent this year and about 5 percent
in 1996. Growth of federal debt should average 5-1/4 percent in
both 1995 and 1996, though the quarterly pattern of federal
financing is expected to be velatile. Nonfederal debt, which is
anticipated to increase 5 percent this year, will probebly slow next
year as both businesses and households ease their borrowing.

Despite a substantial drop-off in inventory investment, overall
capital spending by nonfinancial corporations over the next year and
a half should be strong enough to generate considerable external
financing needs; the recent sizable gap between expenditures and
internal funds 1s expected to persist over coming quarters. With
longer-term yields remaining below levels reached last year, we
anticipate that the recent move toward greater hond financing will
be extended. However, bank loans are likely to continue growing at
a good c¢lip, given overall borrowing needs--and what we expect will
be only a gradual tightening of lending policies. The recent rise
in share prices should etimulate some rise in gross equity
offerings. But if merger and acquisiticen activity remainsg brigk in
the quarters to come--and we’'ve assumed it will--the outstanding
stock of equities is likely to continue to decline.

In the household sector, spending on durables and housing
should be accompanied by at least moderate debt growth. The growth
of household debt is expected to come in at 6-1/2 percent in 1995
before edging back to just below 6 percent in 1996. Both mortgage
and consumer credit are expected to grow a little faster than
nominal petrsonal income, raising households’' debt-service burden

gomewhat. A more cautious attitude on the part of lenders sglso may
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emerge, though a radicsl shift in credit practices is unlikely to
develcp in the generally faverable eceonomic climate that we've
forecast. With unemployment remaining low, delinquencies should not
rige sharply, and lcan losses should remain subdued.

With spending by states and localities likely to grow only
moderately in 1895 and 1996 and much of the heavy volume of issuance
from the mid-1980s scheduled to be called, that sector’s debt is
anticipated to contract for a while. In total, the debt of state
and local governments is expected te ghrink at rates of
6-3/4 percent and 4-1/2 percent this year and next, respectively,
trimming 1/2 percentage point from the average growth of nonfederal

debt each year.
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{Percent}

CHANGE IN DEBT OF THE DOMESTIC NONFINANCIAL SECTORS!

--------------------- Nenfederal ---~--------=--------~
----- Households---~-- ----~--MEMQ---~~---
State and Private
Federal Home Cons local financial Nominal
Total? govt, Total Total mtg. credit Busineasas govt, assets GDP
Year

1982 9.8 19 7 7.4 5.5 4.7 4.4 B 8 9.3 10 1 3.2
1983 11.9 18.8 10.1 11.8 10.8 i2 6 8.7 9.7 12.5 11.0
1984 14 & 16.9 13.¢ 13.0 11.7 18.7 15.6 8.1 i2.8 91
1935 15.5 16 5 15.2 15.3 i3.2 15.8 12.1 31.6 12.4 70
1986 12.3 13.6 11.9 12.0 14.3 9 6 1z.2 8.8 7.3 4.7
1987 9.4 8.0 S 8 11.4 14.9 5.0 7.9 1z 1 8.1 8.0
1988 8.9 8.0 9 2 1G.5 12.7 7.2 8.7 6.0 8.6 77
1989 7.8 7.0 8.1 g 2 10.8 6 2 6 9 g.3 5 8 6.0
1990 6.3 11.0 5.0 6 5 7.9 2.0 3.4 5.7 4.7 4.7
1991 4.4 11.1 2.4 4.7 6.5 -1 8 -1 0 7.4 -1 0 3.5
1992 4.8 1¢c 9 2.8 5.8 6.7 a.7 -0.1 1.8 0 7 & 4
1593 5.4 8.3 4.3 7.1 6.4 7.8 0.6 7 1 -0.3 50
1994 5 0 4.7 5.2 8.2 6 3 13.6 38 -2 9 5.7 6.5
1995 5.2 5.3 5 1 6.5 5.8 9.0 6 5 -6 7 1.0 4 6
1896 4.9 5.3 4.7 5.8 5 8 7.1 5 4 -4.4 1.0 4 8

Quarter (seascnally adjusted annual rates)
1894:1 5.3 6.3 4 9 7.1 6.2 8.4 3.6 0.7 7.6 6.1
2 4.4 1.8 4.7 7.2 5.5 13.8 3.7 -2 B 6.0 7.2
3 4.9 3.9 5.3 8.7 7.2 13.8 3.8 -4.9 2.0 6.2
4 5.1 4.5 5.4 8 8 5.8 15.8 3.9 -4.8 6.7 6 4
1895:1 5.9 7.8 5.2 6.7 5.7 8.3 6.6 -7.8 1.5 5.1
2 4.4 2.4 5.2 6.5 5.6 9.4 6.6 -7.4 0.6 3.5
3 4.6 3.4 5 0 6.1 5.6 8.8 6.3 -6.4 o7 4.5
4 5.4 7.1 4.8 6 1 5.7 8.2 5.7 -5.7 1.0 5.3
1%96:1 5.8 8.8 4.7 5.9 5.7 7.6 5.5 -5.1 1.0 4.8
2 4.4 3.9 4.6 5 8 5.7 7.1 5 3 -4.8 10 4 8
3 4.5 4.1 4.6 5.6 5.7 6.7 5.2 -4.4 1.0 4 9
4 4.4 3.9 4.¢ 5.5 5.7 6.2 5.1 -3 7 1.0 4.8

1. Data after 1994:4 are staff projections. Changes are measgured

from end of

the preceding period to

end of period indicated except annual nominal GDP growth, which is Q4 to Q4.
2. On a guarterly average basis, total debt growth is projected to be 5.0 in 1995 and 5.0 in 1996.
Nonfederal debt is projected to

Federal debt rises 4.5 percent i 1995 and 5.8 percent in 1986€.

inc¢rease 5.2 percent in 1995 and 4.7 percent in 1996.
2.6.3 FOF



Cconfidential FR Class 11
May 17, 1998

FLOW OF FUNDS PROJECTIONS: HIGHLIGHTS!
(Billions of dollars})

Calendar year
-1984- s -eemeooo- 1995---~-mmmmmn aeemeaaos 1996---~--=~---

1994 1995 1996 Q4 Q1 Q2 Q3 Q4 Q1 Q2 3 Q4

Net funds raised by domestic
nonfinancial sectors

1 Total 580 4 624.0 649.0 884 7 716.6 521.7 5%8.7 699 1 772.1 600.8 612.1 611.1
2 Net equity issuance -40 9 -47.2 -15.0 -102 0 -46.,8 -60.0 -50.0 -32 0 -24.0 =-14.0 -12.0 -10.0
3 Net debt issuance 621.3 671 2 664.0 656 .7 763.4 581 7 608 7 731.1 796.1 61l4.8 A24.1 821 1
Borrowing sectoxs
Nenfinancial buginess
4 Financing gap? 58.4 138.,5 135.3 90.2 143.7 141.2 132 7 140.5 133.8 133.4 135 1 138 8§
5 Net equity issuance -40.9 -47.2 -15.0 -102 0 -46.8 -60,0 -50.0 -32.0¢ -24.0 -14.0 -12.0 -10.0
3 credit market borrowing 143.3 250.6 221.¢6 150.7 257.9 261.2 251.0 232.3 225.6 220.9 220.2 21%8.5
Hougehalds
7 Net borrowing, of which: 351.4 301.5 289.2 397.7 30%.4 306.3 29%4.7 295.4 294 0 290 8 286.6 285 4
8 Home mortgages 187.7 182,5 194.7 180.5 180.0 180.0 183.0 187.0 1%1.0 193.0 19%9&6.0 199.0
S Congumer credit 117.5 88 1 75.8 145 .4 g§1.9 94,2 2G.2 §6.2 81.0 78.0 74.0 70 0
i0 Debt/DPI (percent)? 90.1 90.9 2.0 81.¢ 91.90 91.7 g1.8 82.0 82.1 92.8 82.8 93.0
State and local governments
11 Net borrowing -29 3 -64.2 -39.7 -46.6 -75.7 -70.2 -58,2 -51.7 ~46.2 42,2 ~38.2 ~32 2
12 Current surplusé -62.3 =-52.3 -~49 3 -68.4 -47.3 -54.6 -51.9 -55,3 -53.3 -50.9 ~46.5 -46 5§
U.8 government
13 Net borrowing 155.9 183.4 193.0 155 0 271.8 84 4 122.2 255 1 322 7 145 3 155.5 148.4
14 Net borrowing;quarterly, nsa 155.9% 183.4 193.0 56.7 66.0 -1 7 34 8 84 .7 77.3 13.6 43.8 58.2
15 Unified deficit;qguartexly, nsa 186.1 171.7 191.3 74.0 71.3 -24.4 46.5 78.3 101.2 -34.9 45.2 79.8
Funds supplied by
16 depository institutions 187.7 226 9 226.4 147.4 285.5 207.1 205.6 209 5 221 7 2285.7 226.7 231 7
MEMO: (percent of GDP)
17 om. nonfinancial debt? 188.1 187.9% 188.3 188.3 188.7 1839.1 18%.2 18%9.3 182 g 18%.7 189.5 189.4
18 Dom nonfinancial borrowing 9.2 9.5 8 9 g.58 10 % 8.3 8.5 10 1 10 9 8.3 8 3 8.2
19 U.8. governmentS 2.3 2.6 2.6 2.2 3.8 12 1.7 3.5 4,4 2.0 2.1 2.0
20 Private 6.9 £.3 6.3 7.3 7.0 71 6.8 6.6 6.5 6.4 6.3 6.3
1. Data after 1994:4 are gtaff projections.
2. For corporations: Excess of capital expenditures over U.S. internal funds.
3. Annuals are average debt levels in the year (computed as the average of year-end debt positions) divided by nominal GDP.
4. NIPA surplus, net of retirement funds.
5 EBExcludes government-insured mortgage pool securities.

2.6.4 FOF



INTERNATIONAL DEVELOPMENTS

Recent Developments

The foreign exchange value of the doilar in terms of the other
G-10 currencies has risen about 1 percent, on balance, since the March
FOMC meeting. During the first three weeks of the intermeeting period,
the dollar declined substantially, especially against the yen,
prompting heavy intervention by the Bank of Japan and, on two days,
substantial U.S. intervention purchases. In mid April, the dollar
reached a record low against the ven and a near-record low against the
mark bringing its total declines against those currencies gince the
beginning of the vear to 20 percent and 13 percent respectively. Near
the end of the intermeeting period, the dollar reversed course
strongly, registering increases of 9 percent against the yen and 7
percent against the mark relative tc the mid-April lows.

The dollar’s weaknesgs for much of the period may have been
attributable to the further indications of a softening of U.5. economlc
activity in the near term. Increasing trade tensions with Japan may
have been a factor as well, given market perceptions that the lack of
progress might lead the Administration to accept a decline in the
dellar against the yen as a way to achieve external adjustment vis-a-
vis Japanh. Neverthelegs, the depreciation of the dollar appeared to
have gone beyond what could be justified by news about economic
fundamentals. The cessation of the dollar's decline and its subsequent
rise may have been helped along by a variety of factors, including
improvements in the outlook for the U.S. budget deficit and for
economic conditions in Mexico--both of which had been cited as weighing
negatively on the dollar in recent months. Other such factors included
monetary easing abrcad, the completion of the French presidential
election and an easing of exchange rate pressures in Europe, repeated

statements by G-7 officials that the dellar had covershot on the
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downside, and clarification that the U.S5. Administration would resort
to the threat of punitive tariffs in the trade dispute with Japan.

Short-term interest rates in the major foreign industrial
countriesg on average have declined substantially relative to U.S.
rates since the March FOMC meeting. Early in the period, the Bank of
Japan reduced ite discount rate 75 bagis pointe and its overnight call
money rate by a teotal of about 80 basis points, to a level of around
1-1/4 percent. The Bundegbank reduced its discount rate 50 basis
points, and German three-month interest rates have declined almost
that much; three-month rates in France, Italy. and Canada have declined
roughly 100 bagis points. Foreign long-term interest rates have
declined about 50 bagis points on average over the pericd, not quite as
much as U.5. long-term rates.

Financial conditions in Mexicec have calmed considerably in recent
weeks. The peso appreciated about 15 percent during the first half of
April and hasg gince traded in a fairly narrow range just below & per
dollar. The rate on three-month peso-denominated Treasury bills has
declined to about 50 percent, more than 30 points below itsg peak in mid-
March. Mexican stock market prices advanced over the intermeeting
period as well and have now reversed more than two-thirdsg of their

decline since the crigis broke in December.

Intervention by the Desk on April 3 and 5 totaled $1.6 billion
againgt the mark and $1.0 billion against the yen, split evenly between
the accounts of the Treasury and the Sygtem. The Bank of Mexico drew
another $3 billion from the Treasury's Exchange Stabilization Fund
(ESF) on April 19 but did not engage in any transactions with the
Federal Reserve during the period, although the earlier swap drawing of
$1 billion wag rolled over at maturity on May 11. Total Mexican
drawings outstanding on the ESF now are at $7 billion, and those with

the Federal Reserve remain at 81 billion.
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The rate of economic expangion in the major foreign industrial
countries ag a group mederated in the first guarter freom the strong
pace in 1994, although recent indicatord have varied acrecss countries.
In Japan, where output remains well below potential, the growth of
industrial production slowed to an annual rate of about 5 percent in
the first quarter. The Japanese government approved a figcal stimulus
package amounting to 1/2 percent of GDP to finance rebuilding the Kobe
area and to help offget anticinated depresgsing effects of the recent
appreciation of the yven. Indicators of production and domestic demand
growth in France, Italy, and Canada weakened. However, in western
Germany capdacity utilization rose during the first quarter, and in the
United Kingdom real GDP continued to grow at a fairly strong pace.
Preliminary data for Mexican GDP in the first quarter showed a 9.1
percent drop from the fourth quarter level, not seasonally adjusted (in
recent yearg, the decline from the fourth quarter to the first quarter
has averaged about 5 percent;.

Consumer price inflation remained gubdued in the major foreign
industrial countries except Italy, where prices have accelerated over
the past few months. However, producer price increases in the United
Kingdom and Canada and recent wage settlements in Germany point to some
increase in underlying inflation presgsures in those countries.

The U.5., nominal trade deficit in goods and services widened
substantially in January-February from its fourth-quarter level as
imports continued expanding while the growth of exports came to an
abrupt halt. Despite a gsignificant increase in imports from Mexico,
the rate of expansion of imports slowed noticeably from the rapid pace
recorded in 1994. The leveling-off of exports reflected the
combination of a sharp decline in exporte to Mexico and substantial
increases in shipments to Japan and other Asian countries. Trade data

for March will be released on May 18.
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The rate of increase in non-0il import prices slowed
significantly in the first quarter, ag the prices of imported food and
autosg declined. The price of imported cil rose moderately in the first
quarter, and WTI gpot-o0il prices have risen to nine-month highs more
recently, partly as a result of continued tensions between the United
Stateg and both Iran and Iraq. The WTI spot price is currently abcut
420 per barrel, nearly 5 percent above the level at the time of the
March FOMC meeting.

Outleok

We expect real net exports of goods and services to decline
somewhat further in the second guarter and then to begin making a net
pogitive contribution to GDP growth. With the downward adjustment of
U.8. net exports to Mexico by now probably largely completed and with
the gdditioconal decline in the dollar earlier this year providing
stimulus, we expect the expansion of real net exports to add a little
less than 1/4 percentage point to the annual rate of GDP growth over the
next gix quarters. The depreciation of the dollar should algo resgult
in significantly larger increases in non-oil import prices in the near
term. This outlook ig much the same as the previous one. The growth of
real GDP abroad is still expected to slow noticeably this year from
last year’'s pace--primarily because of the recession in Mexico and a
sharp slcwing of Canadian growth to a more sustainable rate--and to
pick up in 1996. The dollar ig projected to follow the same path as in
the March Greenbook.

The dollar. We project that the foreigh exchange value of the
dollar in termg of the other G-10 currencies on average will be little
changed from current levels through the end of the forecast period. We
alsc expect that the CPI-adjusted value of the dollar in termg of the
currencies of key developing countries will depreciate moderately, on
balance, both this year and next. The sharp real appreciation of the

dollar against the peso has already partially reversed, and that
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procesgs will likely continue, with the peso remaining in the
neighborhocod of 6 per dollar until later this year and Mexican
inflation running well above U.8, inflation. We also expect the dellar
to depreciate moderately in real terms against the currencies of the
major Asian developing countries.

Foreign G-7 countrieg. Real GDP growth in the major foreign
industrial countries (weighted by U.S. nonagricultural exports) is
projected to average between 2-1/2 percent and 3 percent (annual rate)
over the forecast period, slightly legs than in the March Greenbook.

In Japan, real output is projected to expand moderately over the
balance of 1995 and gcmewhat fasgter in 1996, We expect that the
negative effects of the appreciation of the yen on Japanese real net
exports will be about offset by increasged stimulus to domestic demand
resulting from the recently approved supplementary budget and the
easing of interest rates by the Bank of Japan. Real output growth in
Germany is projected to average about 2-3/4 percent (annual rate) over
the forecast period. The gtrength of the mark should weaken German net
exports, but domestic demand, especially investment spending, is
expected to grow fairly strongly. Real GDP growth in Canada, France,
and Ttaly has been revigsed down somewhat in the near term ag recent data
have come in weaker than expected in those counties. Even so, growth
in all three ccuntries igs expected tc be at or above potential rates.

Consumer price inflation in the foreign G-7 is projected to
remain in the vicinity of 2 percent on average through 1996, although
this average masks increasing differences across countries. At one end
of the spectrum, recorded Japanesge congumer prices are expected to
decline at a rate of about 1/2 percent per year as the economy remains

well below potential and the effectes of the yen appreciation are passged
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through to domestic prices.’ At the other end, with Italian GDP
projected to approach potential, the cumulative effects of the past
depreciation of the lira should push Italian inflation up to 6 percent
over the forecasgt period. For similar reasons and because of a
projected rise in interest rates, U.K. headline inflation is expected
to increase to nearly 4 percent.”

Our forecast assumes that foreign short-term interest rateg, on
average, will move up from current levels over the forecast period,
especially in the United Kingdom and Italy, where the inflation outlock
is worsening. Short-term rates in Germany should eventually increase
somewhat ag well, with output projected to approach potential by the
end of 1996. French interest rates should recede from their recent
highs as the uncertainty surrocunding the recent election subsides, and
then could move up a bit as German rates increase. Long-term rates
abroad are projected to rise somewhat on average.

Qther countrieg. The real GDP of major developing country
trading partners of the United States (weighted by U.5.
nonagricultural export sharesg) is forecast to increase 3-1/4 percent
during 1995 and 5 percent during 1996. The forecast for aggregate
growth in 1995 has been revised upward by about 1/4 percentage point,
mainly becauge of improved growth prospects for Asian developing
economies.

Mexico's real GDP ig projected to fall 4 percent in 1995 ag =
regult of fiscal and monetary tightening, sharply reduced net private

capital inflowg, and increased uncertainty. We expect that the

1. The actual rate of deflation in Japan could be significantly greater
because of measurement error. A recent survey of large-gcale discount
stores in Japan showed their prices falling at a & percent annual rate; unit
value indexes show similar declines.

2. The underlying inflation rate ghould rise somewhat less, but is
unlikely to meet the U.K. government's medium-term goal of being within the
iower half of the target range of 1 to 4 percent in early 1997,
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stabilization of financial markets, now apparently under way, will
support a turnaround in real activity by year-end and significant
positive growth during 1996. Given the rapid adjustment of Mexico's
trade balance early this year, we expect the current account to show a
much improved deficit of a little more than $5 billion in 1995 and
roughly a zero balance in 1996.

Although financial markets in Argentina have stabilized somewhat
over the past two months leading up to the reelection of Pregident
Menem, continuing problems in the banking sector and high interest
rates have led us to revise down to zero that country’s projected real
GDP growth in 1995. In Brazil, an unexpectedly strong expansion of
output in the first quarter has led us to raise the outlook for that
country’'s GDFP growth in 1995. The outlook for Brazil in the longer term
remains clouded, however, by the real appreciation of its currency of
about 30 percent since mid-1994 and by the government’s limited success
in implementing fiscal reforms. On average, we expect GDP in cur major
Latin American trading partherg to decline a little over 1 percent over
this year but to rise by 2-1/2 percent next year, about the game asg in
the March Greenbook.

We project that growth in our major Asian developing-country
trading partners will average nearly 7 percent this year and next,
Thisg forecast is somewhat stronger than our previous projection
because of the additional stimulus to net exports that many of these
countries are likely to gain ag a result of recent depreciation of
their currencies vis-a-vig the yen.

U.S. real net exports. With the downward adjustment of Mexico’'s
external deficit now largely completed, we expect the growth of U.S.
real exports of goods and services to pick up fairly strongly over the
period ahead. We expect the effects of the recent depreciation of the
dollar against G-10 currencies on average to help push real export

growth close to a 1C percent rate by 1996. Growth of real GDP and
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especially fixed invegtment in most of our major export markets in
Europe and Asia will further gsuppert the expansion of exports.
Notwithstanding this acceleration, the projected growth of exports is
noticeably lower than the rate of expansion in 1%994. Some of this
slower export growth can be attributed to the projected slowing of
growth abroad. More importantly, export growth in 1994 exceeded what
could be explained by historical relationshipse. Tc the extent that
thege relatienships may have changed, there is some risk that export

growth will exceed our predictions again in 1995 and 1996.

QUANTITIES OF GOODS AND SERVICES
{percent change freom end of previous period, gaar)

1994 1995 1996
g1 Q2 H2
Exports of G&S 11.6 -0.6 6.6 7.3 9.3
of which:
Services 4,6 -4.3 7.8 6.6 5.1
Computers 29.5 16.8 26.1 26.1 26.2
Other goods’ 10.3 -2.9 3.8 3.8 6.5
Imports of G&S 13.8 5.9 6.9 5.3 6.5
of which:
Services 1.4 11.5 -0.6 1.1 2.8
0il -1.7 10.7 25.9 9.4 0.1
Computers 36.3 2.8 31.1 22.8 20.4
Other goeds® 14.0 7.4 1.2 1.3 4.0

* NIPA basis, 1987 dollars,
1. Nonagricultural exports of goods excluding computers
2. Non-o0il imports of goods excluding computers

We expect non-oil imports other than computers to decelerate
sharply for the balance of 1395 as a result of the combined effects of
the depreciation of the dollar and the substantial slowing of growth in
U.S. domestic demand. These factors are expected to reduce the growth
of non-oil dimports excluding computers substantially for the balance
of 1995; these imports should resume expanding somewhat faster than GDP

during 1996. Imports of computers are projected to bounce back in the
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near term from an unexpected deceleration in the firgt quarter and then
to grow about in line with domestic expenditures on office and
computing egquipment in real terms. Our forecasst does not assume that
gsanctions will actually be impoged on Japanese luxury cars: to that
extent there is some downside rigk to our import forecast, although in
the event of full imposgition of the sanctions, reduced imports from
Japan likely would be at least partly offset by increased imports from
Europe. On the other hand, there 1s some upside risk to the import
feorecast since, like exports, imports grew substantially faster in
1994 than could be explained by historical relationships.

The quantity of oil imports gshould rise in the current quarter as
gseasgonally higher consumption and inventory accumulation set in.
During the remainder of 1995, 0il imports are prejected to remain on an
upward trend as U.5. 0oil consumption keeps pace with economic activity
and domestic production resumes its decline.

0il prices. As a result of the recent increase in spot oil
pricesg, we have revised up our path for o1l import priceg in the near
term. We are assuming that the WTI gpot price will average about $20
per barrel in the second quarter and will fall to $18.50 per barrel by
the fourth gquarter ag GDP growth in North America slows and world oil
production picks up. This pattern of gpot prices ig consistent with an
0il import price that falls from a little over $17 per barrel in the
second quarter to $16 per barrel by yvear-end. 01l priceg should remain
in that vicinity, agsuming that Iraq returns to the world oil market in
1996.

Pri f -gil d t tg. The priceg of U.5. non-oil
imports other than computers are expected to rise substantially in the
second quarter, at a rate of about 5 percent in the second half of 19%5
and at about half that rate during 19986, These prices will be boosted
in the near term by the lower value of the doilar. Prices of non-

agricultural exports cther than computers are projected to decelerate
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over the forecast period, in line with the slowing in U.S. domestic

prices of tradable goods.

SELECTED PRICE INDICATORS
(percent change from end of previoug period except as noted, ar)

------- Projection--- ---

1954 1995 1696
1 Q1 Q2 H2
US domestic prices’ 3.5 5.5 5.7 2.9 2.2
Nonag. exports® 4.9 9.5 5.8 3.2 2.3
Nen-¢0il imports” 3.9 3.5 6.5 4.6 2.3
Cil imports 15.41 16,02 17.15 16.13 1£.00

_{(Q% level, $b1)

1. Selected PPI and GDP categories (ex. computers) weighted by U.S.
eXports.
2. Excluding computers.

Nomi trad d t t bal . The nominal trade
deficit on goods and gervices ig expected to widen through mid-1995 and
then to narrow over the rest of the forecast period. The deficit on net
investment income is projected te increage. As a consequence, the
current account deficit will increase this year to about $§190 billion
and will remain about that rate next year, approximately 2-1/2 percent

of GDP.



STRICTLY CONFIDENTIAL - FR May 17, 1995
CLASS II FOMC
REAL GDP AND CONSUMER PRICES, SELECTED COUNTRIES, 1993-S6
(Percent; gquarterly change at an annual rate except as noted)
Projected
Projected 1934 1995
Measure and country 1993 1994 1895 1996 Q2 Q3 Q4 Q1 Q2 Q3 Q4
REAL GDP
Canada 3 2 5.6 2.6 2.6 6.6 5 6 5.9 32 21 2.3 2.6
France -1.0 3.7 2.8 3.4 51 3.3 2.6 18 3.2 3.2 3.2
Germany =0.1 4.0 2.6 2.9 4.2 4.4 4.0 2.2 2.5 28 2 9
W. Germany -0.58 3.3 2.0 2.4 3.6 4.2 3.0 1.2 2.2 2 4 2.4

Italy -0.2 2.7 3.3 3.5 4 0 5.4 0.1 2.0 3.3 38 4 0
Japan -0.5 6.9 2.2 31 0.7 3.5 ~-3.4 0.7 2.8 2.8 2.5
United Kingdom 2.6 4.2 3.0 2.7 5.6 3.7 3.1 3.1 2.9 3.0 3.0
Average, weighted by 1587-89 GDP 0.3 2.9 2.6 3.1 3.5 4.1 o 8 1.8 2.8 3.0 3.0
Average, weighted by share of

U.S8. nonagricultural exports

Total foreign 2.8 4.3 29 3.5 NA NA NA& N& NA NA NA

Foreign G-7 1.6 4.1 2.6 2.8 4.8 4 6 30 24 25 27 2 8

Developing countries 5.5 5.1 3.3 4.9 NA NA NA NA NA NA NA
CONSUMER PRICES(1)
Canada 1.8 0.0 3.0 2.4 1.4 2.2 1.3 4.2 3.5 2.4 2.0
France 2.1 1.6 1.6 1.5 2.5 0.6 1.7 2.2 1.1 15 1 4
Western Germany 3.7 2.8 2.4 2.5 2.7 1.4 1.3 3.8 2.3 1.8 1.7
Italty 4.1 38 5.8 6.0 3.4 3.0 4.7 6.1 8.2 2.4 5.6
Japan 1.2 0.8 -0.5 -0.5 1.3 -0.9 2.1 2.3 0.7 0.0 -0¢.1
United Kingdom 1.6 2.6 3.7 3.8 7.4 0.1 2.6 3.6 76 1.2 2.4
Average, weighted by 1987-89 GDP 2.2 1.8 20 2.0 2.6 0.6 2.3 19 3.3 1.3 1.7
Average, weighted by share of

U.S. non-oil imports 1.9 1.1 1.7 15 1.1 0.7 1.6 1.5 2.6 1.3 1.3

Note. Annual values are measured from Q4 to Q4.
1. Not seascnally adjusted.
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U S INTERNATIONAL TRANSACTIONS IN GOODS, SERVICES, AND THE CURRENT ACCQURT

(Billions of dollars, seasonally adjusted annual rates)

1992 1993 1994 ANNUAL
Q1 Q2 Q3 Q4 Q1 02 Q3 Q4 Q1 Q2 1961 1992 1993
NIPA Real Net Exports
of Goods & Services (87%) -17.9 -34.1 -38.9 -38 5 -57.6 -69%.3 86.3 -82 2 -104 0 -111.8 -19 5 32.3 -73 9

Exports of G&S 571.0 573.1 580.5 580.7 589.2 600.2 585.3 625 2 619 6 643 9 542.6 578 8 602 5

Goods 416.0 421 5 427 4 441.1 433.9 443.3 438.5 468 1 464 4 484 6 397.1 426.5 445.9
Agricultural 38.9 38.4 490.5 41.3 39.1 39 3 36.9 35.1 36.6 37.5 35 5 39.8 38.8
Computers 47.1 52.3 56.2 60.1 60 S €62.9 68.5 74,0 76 © 79.3 41 4 53 9 66.6
Other Goods 330.0 33¢.8 330.7 339.9 333.9 341.1 333 1 355.1 350.9 3867.8 320.2 332.8 340.%8

Services 154.9 151.6 153.1 149.6 155.3 1hk6.9 156.7 157 1 155.2 159.2 145.5 152.3 156.5

Imperts of G&S 588.8 607.1 619.4 629.3 646.8 663.6 681l.6 707 4 723.6 755.6 562.1 611.1 676 3
Goods 489.5 509.,7 521 7 530.2 546.6 567.4 577.1 599 9 615 2 648.3 464.4 512.8 £72.8

oil 47.2 51.6 53.1 52.8 53 4 57.7 56.7 58.1 56.5 0.3 49 2 51.2 56 5

Computers 51.2 57.5 64 .7 68 .4 73.3 80.0 87.8 94 6 99 7 106 © 41 6 60.5 83 9

Other Goods 391 1 400.6 403 9 409.0 419.9 429.7 432 6 447.2 458.9 481 0O 373 7 401 2 432 4

Services 99.3 97 4 97.7 99 . ¢ 100.1 1Q2.2 104.5 107 6 108.5 107 .4 $7.7 98 3 103 6
Memo: (Percent change 1/)

Exports of G&S 6.1 15 5.3 7.2 ~1.0 7.7 -1.2 21 7 -3 5 16.6 8 1 50 58
Agricultural 13.4 -5 0 23 7 §.1 -19.7 21 -22.3 26.1 -23.2 10.2 10 ¢ 9.5 -5 3
Computers 24 .4 52.0 33.3 30.8 5.4 13.8 40.7 36.2 16.6 13.1 26 7 34 8 23.1
Other Goods 3.1 1.0 -0.1 11.5 -6.8 8.9 9.1 29.2 -4.6 20.7 7 2 3 8 4.5
Services 5.9 -8.3 4.0 -8.8 16.1 4.2 0.5 1.0 -4.8 10.7 4.7 -2.0 50

Imports of G&S 6.6 13.0 8.4 6.5 11 6 14 .9 7.4 16.0 9 5 18.9 4.0 B.6 12 4
0il 0.9 42.8 12.1 -2.2 4.6 36 3 -6.8 10.2 -10 6 29.7 g 3 12.1 10 9
Computers 53.5 59.1 60.3 24.9 31.9 41.8 45.1 34.8 23.4 32 2 45 .6 48 7 38 3
Other Goods 2.4 10.1 3.3 5.1 11.1 9.7 27 14.2 10.9 20.7 2.9 5.2 9.3
Services 7.2 -7.4 1.2 5.4 4.5 8.7 8.3 12.4 3.4 -4 0 -6.2 1 4 8.7

Current Account Balance -33.4 -66.2 -74 4 -97.5 -79.4 -102 4 -111.4 -122.3 129 0 -151.3 -6.9 67.9 -103.9

Goods & Serv {BOP)}, net -15.5 =-41 5 ~51.1 -53.4 -57 7 -76.3 -89.0 -79.8 -97.3 -106.8 -28.5 -40.4 -75.7
Goods (BOP), net -72.3 -97.3 -109,4 -105.3 -116.8 -134 9 -145.9 -132.7 -148 2 -166.9 -74.1 -96.1 -132.6
Services (BOP), net 56.8 55.8 58.3 52.0 56 1 58.6 56.9 52.8 50.9 60.3 45.6 55.7 56.8

Investment Income, net g 7 6.5 4.9 -2 9 7.4 2.7 8.1 -2.4 -3.3 -11 3 14.8 4.5 4.0
Direct, net 50.8 51 0 47.1 42.0 54.86 50.8 55.9 48.4 45 8 43.4 55 ¢ 47 7 52.4
portfolio, net -41.1 ~44.5 -42.2 -44.9 -47.2 -48.1 -47.8 -50 8 -49 1 -54.7 -40.5 -43 2 -48.5

Unilateral Transfers, net -27.7 -31.1 -28.2 -41.2 ~29.1 -28 8 -30.5 -40.1 -28,4 -33 5 6.7 -32 0 -32.1

1/ Percent change (AR) from previous period; percent changes for annual data are calculated Q4/04.
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OUTLOOK FOR U.S5.

NIPA Real Net Exports

of Goods & Services (873) -117.

Exports of G&8 666
Goods 505.
Agricultural 40,
Computers 85.
Other Goods 378.
Services 161.
Imports of Ga&aS 783.
Goods 674 .
il 64.
Computers 115.
Other Goods 444 .
Services 108.
Memo: (Percent change 1/)
BExports of G&S8 14
Agricultural 38.
Computers 37.
Other Goods 12.
Services 5.
Imports of G&S 15.
0il 29.
Computersa 35.
Cther Goods 12.
Services 5.
Current Account Balance -163.
Goods & Sexv (BOP), net -115.
Goods (BOP), net -178.
Services (BOP), net 63,
Investment Income, net -16.
Direct, net 40.
Portfolio, net -56.

Unilateral Transfers, net -32.
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Projection
1985 1996
0l Q2 Q3 Q4 Q1 Q2 Q3
.1 -119.7 -122.4 -120.3 -117.2 -114.2 -112 1 -108.7
696.9 708.1 720.2 735.0 750.6 767.8 785.1
534.4 542.5 551.8 564 0 577.5 592 4 607.6
45.9 44.3 43.8 44 .6 45,2 45.8 46 . 4
80 6§ 105 6 111.% 118.¢& 125.7 133.2 141.2
388.9 392 6 396.1 400 B 406.6 413 4 420 0
182.5 165.8 168.4 171.1 173.1 175.4 177.5%
8l6.6 830.4 840.4 852.2 864.8 879.9 894.8
704.5 718.5 728.5 739 7 751.6 766.0 780.0
55.5 58.8 61.7 61.5 60.9 52.3 63.3
129.8 138.9 1l46.6 153.9 161.6 169.7 177 3
516.2 520 8 520.3 524.3 529.1 534 0 53%.4
1i2.1 111.8 111.% 112.5 113.3 113.9 114.8
2 -0.6 6.6 70 8.5 8 8 95 9.3
8 0.0 -12.9 -4.7 77 5.4 5.3 5.2
7 16.8 26.1 26.2 26 2 26.2 26.2 26.2
8 ~2.9 3.8 3.7 4.8 5 9 6.9 ©.5
] ~4.3 7 8 6.8 6.6 49 5.3 4.9
4 5.9 6.9 4.9 5.7 6 0 71 7.0
8 -10.7 25.8 21.2 -1.3 -3.6 8 7 6.1
7 2.8 31.1 23.9 21.6 21.6 21.6 19.3
8 7.4 i.2 0.4 3.1 1.6 KIS 4.1
7 11.5 -0.6 -C 2 2.3 2.7 2.1 3.3
------------------------- Projection --- -~----------------
9 -i81.6 -193.5 ~190.5 -203.2 -188.5 -1%0 B -184 9
5 -120 5 -127.6 -~126 1 -119.5 -114.1 -111 ¢ -107.7
7 ~181.5 -1981.8 -~194.2 -190 8 -187.8 -187.2 -186 3
2 61.0 64.2 68.1 71.2 73.7 76.2 78.8
¢ -28.1 -33.9 -32.4 -41.2 -41 9 -47.3 -44 7
8 38.5 41 2 42.1 42.1 43 0 44.3 45.6
7 -67.6 -75.1 ~-74.5 -B83.3 -84.9 -91 & -90.4
3 -32.0 -32.0 -32.0 -42.5 -32.5 -32.5 -32.5

INTERNATIONAL TRANSARCTIONS IN GOOCDS,

SERVICES, AND THE CURRENT ACCOUNT

seasonally adjusted annual rates)
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