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a. Growth rates are percentage rates calculated on a fourth-quarter over fourth-quarter basis. Annualized gwwth rate for 1996 IS calculated on an estimated 
July over 1995:IVQ basis. 
b. Adjusted for sweep accounts. 
NOTE: Ali data are seasonally adjusted. Last plot IS estimated for July 1996. Dotted lines represent growth ranges and are for reference only. 
SOURCE: Board of Governors of the Federal Reserve System. 

The semirlnni~al I:ecler;~l Iieser-v-e 
monctar!. polic). testimony :inel re- 
port to Congress. clcliverecl 11)i 

Chairm;~n Greenspan o n  July 18. 
sutunlarizes [lie Fecl's viwv of ~ L I S -  
rent economic conclitions ancl its 
outlooli for econo~nic performance 
tl~rougki 1997. The report :~lso pro- 
vicles pro\.isionxl ~.anges for inone- 
t ; ~ y  aggrcg:ites in 1997. 

Ch;~ir~n:in Greenspan reportecl 
that the econoln). performecl lvell in 

the first lialf o f  1996. After rising only 
0.5041 in 199S:IVQ. real Gl>P in- 
cre;isecl :it a 2.29/0 annual Kite in 
1996:IQ. ancl plrtial chta for 1996:IIQ 
inc1ic;kte significantly stronger growth 
since then. Ahout 1.4  nill lion \vorli- 
ers \yere ;~clclecl to nonfarm p a ~ ~ o l l s  
in the first six inonths of 1996, ;lucl 
Ji~nc's  ~lncmploytllent rate fell to 
5.3'%1. a sis-year low. 

At the s;imc tirne, the core intla- 
tion r;ltc. measureci I,y the Consumer 

I'rice Incles (CI'I) less foocl ancl en- 
ergy [xices. increased :lt a 2.8% an- 
nual nlte over the first h:llf of  1996, 
a l~out  0.6 percentage point lower 
t11:ln the srrlile periocl a year carlier. 
'I'lie coesislence of ~nocleratc infla- 
tion ;iilcl lo\\- i~nernploy~nent rate 
contraclicts the tratlitional supposi- 
tion th:~t Ion. ~~nemployment rates 
:uid/or higll c:~p:~cit)- utilizr~tion rates 
necess;iril\; leacl to I~igher inf1;ition. 
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Monetary Policy jcont.) 

Economic Projections by FOMC Members and 
Other Reserve Bank Presidents, 1996 

Change, fourth quarter 
to fourth quarter, percent 

February July July 
central central central 

tendency tendency tendency 
for1996 for1996 for1997 

Nominal GDP 4.25-4.75 5-5.5 4.25-5 

Real GDP 2-2.25 2.5-2.75 1.75-2.25 

CPI 2.75-3 3-3.25 2.75-3 

Average level, fourth quarter, percent 

Civilian 
unemployment 5.5- About 5.5- 
rate 5.75 5.5 5.75 

12-month percent change 

1 CONSUMER PRICE  INDEX^ 

Percent change, annual rate 

1 REAL GDP GROWTH 1 

a. Shaded area represents the FOMC's central tendency for 1996. set in July 1996. 
b. Vertical line indicates break in data series due to survey redesign. 
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor, Bureau of Labor Statistics; and Board of Governors of 
the Federal Reserve System. 

Looliing 21hc:lcl. the report fincis 
"gootl reasons to I,elieve that eco- 
nomic gron-th will mocle~lte some. 
althoi~gli the ti~ning ancl extent of 
the clon-rlturn :Ire ~lncertain." ?'he 
psojections of the Fecleral Reserve 
Go\,-ernors :urlcl Reserve I3:lnk I'resi- 
clents "reflect the 1 . i ~ ~  that sustain- 
able economic growth is likely in 
store." l'lieir for.ec:ists for real GIII' 
growth center ~tro~incl 2.5%) for 1996 
;tticl 2.0'i/ir tor 1997. linemployn~ent 

n~tes are espected to remain aroilnd 
5.50% to 5.75% through 1997. 

The forecasts for inflation. nieas- 
~lrecl I,y tlle four-cluarter change in 
the CI'I, :Ire for 3% to 3.25% in 1996 
ancl 2.75%) to 3% in 1997. These 
h)recasts are consiste~lt with 1991- 
95 infkltion rates. 

While there is little eviclence of an 
imminent inflation spike, the report 
cites "rno~lnting pressures in the 
Izti~or rnarliet" that must be closely 

monitoretl. It emphasizes that the 
Federal Reserve has hecome "espe- 
cially vigilant to incipient inflationary 
j>ressures that coulti ultimately 
threaten tlle health of the expan- 
sion." In pursuit of lo\\- inflation, "the 
Fecleral Reser-ve res~iai~ls committee1 
to preventing a sustained pickup in 
inflation ant1 ultimately :ichieving 
and preserving price st:tl,ility." 

(cor7fi1lrlcd or2 IIL~~PLI,:IC') 
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3950 I THE M2 AGGREGATEa 
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15,000 [ DOMESTIC NONFINANCIAL DEBT I 

Billions of dollars 

Percent 

23 1 GROSS SAVINGS AS A SHARE OF GDP 1 

a. Data for July 1996 are estimated. 
b. Growth rates are calculated on a fourth-quarter over fourth-quarter basis. Annualized growth rates for 1996 are calculated on a July over 1995:IVQ basis for 
M2 and M3, and on a May over 1995:lVQ basis for domestic nonfinancial debt. 
NOTE: All data are seasonally adjusted. Dotted lines are target ranges. 
SOURCES: Board of Governors of the Federal Reserve System; and U.S. Department of Commerce, Bureau of Econom~c Analysis. 

The report inclucles tile P'ecler:il 
O p e n  klarliet Colnmittee's (1;OhlC;) 
prc-)visional r-anges lor cle1)t ;ind the 
monetary aggregates in 1997: 1% to 
7% for hI2 ancl 2U.i) to 6%) for M3, 
along xvith 3% to 7% f'or clel~t in the 
clomcstic nonfinancial sec~tors. The 
s:ime sanges \\-cl-e set for 1990. In 
the first l1:iIf of tll:it !-ear. h I 1  ancl M3 
growtll rates \Yere at the ilpper enel 
of their xinges, \\.llilc tile gro\\.til 
r.:ttc for c l c l ~  \\.as ne;ii- its mielpoint. 

l'lw FOhl(;'s fosec;ists of inf1:ition 
ancl seal C;I)I' growth suggest that it 
\\-oLIIcI not 13e s~lrprising to see M2 
ancl hl3 gron.th rates :it the upper 
ericls of' their ranges througlio~~t 
1996 >inel 1997.  

Cll:iil.rn:in Grecnsp;in once again 
c~nphasizecl "the critical importance 
to our nation's economic n.elkire of 
continuing to rec l~~ce our fecleral 
I~uciget cleficit." [He noted that fur- 
tller efforts ;it cleficit reduction will 

ine\'it:iI>ly recj~~ire Congress to acl- 
dl-ess the increase in entitlement 
spencling that \\-ill result from shifts 
in the ;ige composition of the na- 
tion's :iclult pop~~la t ion.  He statecl 
th;it "Ion-er i)uclget cleficits are the 
surest anci most ciirect \\/a!. to in- 
crease national saving," ~vllich in 
turn \\-ill Ion-es real interest rates. 
increase in\-cstment, ancl strengthen 
Americ:uns' ability "to compete even 
nlor-e etfecti\-cly in \vorlcl m;u.liets." 
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