
Economic Activity 
Peicent oi iorecasts 

Real GDP and Components, 1996:lvQa 
(Final estlrnate) 

change, Percent change, last: 
b ~ l l ~ o n s  Four 
of 1992 $ Quarter quarters 

Real GDP 65.2 3.8 3.1 
Consumer s p e n d i n g  39.0 3.4 2.7 
Durables 7.5 5.0 5.4 
Nondurables 6.4 1.8 1.8 
Serv~ces 25.0 3.8 2.6 

Busrness fixed 
investment 10.6 5.5 9.5 

E q u i p m e n t  -1.3 -0.9 9.7 
Structures 11.2 26.0 9.1 

Resrdent~al investment -1.2 -1.7 3.9 
Government s p e n d l n g  -2.7 -0.8 1.9 

Na t i ona l  defense -5.5 -6.8 0.2 
Net e x p o r t s  39.0 - - 
Exports 46.8 25.0 7.4 
Imports 7.8 3.3 8.3 

Change in business 
inven to r i es  -1 7.2 - - 

Percent change irom correspond in^ month 01 prevlous yeai 

Real personal 
consumption expenditures 

- Real disposable personal Income 

33 DISTRIBUTION OF ECONOMISTS' REAL GDP 

50 
FORECASTS FOR 1997 C I 

I December 1996 I 

Annual percent change 
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[HOUSING INDICATORS 1 1 8  

a. Chain-weighted data in bill~ons of 1992 dollars. 
NOTE: All data are seasonally adjusted. 
SOURCES: U.S. Department of Commerce, Bureau of the Census and Bureau of Economic Analysis; and Blue Chip Economic Indicators, December 10, 1996 
and March 10, 1997. 

The nineteenth-cerit~~r). 11istori;ln 
'rhomas C:arlyle once suggestecl tli;lt 
economics was siri111ly :I matter of 
supply ancl cleinxncl. i\lthoi~gh this 
may he true, cletermining \\.hether 
economic changes rellect s u ~ ~ p l > .  or 
demancl is n o  simple Iii:ltter. The 
clistinction is crucixl, lie\\-ever. be- 
cause demancl pressures raise out- 
1 ~ 1 t  ancl lif t  prices,  hereas as si~pply 
pressures raise oiitpiit lo\\.er 
prices. ?'lie kict that recent strength 
in :~ctual (ancl projectecl) oiltpcit 
growth w:ls not accomp:uniecl Iy :LC- 
celerating inflation suggests that 

s~lpply effects may he especizdly im- 
1x)rt;~nt. ?'he ciifficulty, of course, lies 
in assessing their fituse strength ancl 
contribution to gro\vth. 

With a strong push from esports 
ant1 consumer spending, real GI)l' 
:~d\.ancecl 3.8% in 1996:IV(). raising 
last year's overall GDI-' gro\\.th to 
2./t%i ().ear over pear) horn 2.0%1 in 
1995. Ilespite the faster pace of out- 
put gro\\-th. the GDP price incies in- 
creasecl only 2.l(H) in 1996. com- 
p:~~ecl \\-it11 2.4%) in 1995. Continilecl 
strength in the consumer ~inci 111ani1- 
k~ct~iring sectors, together with lorv 

inventory le\.els, have ~ x ~ n i i ~ t e d  
economists l~articipating in March's 
I31~1e Chip s~ir\.ey to revise their out- 
looli for 1997 econo~iiic gro\\-th up- 
\varcl, \vithoiit raising their inflation 
projections. 

Real clispos:~t)le personal income 
contini~ed to climh in Fel,r~lary. acl- 
\.ancing 3.7?41 on :I !;ex-over-year 
tx~sis. lvhile consumer outlays, slo~v- 
ing slightly, \Yere up 2.8°/0. Con- 
sumer attitudes remain positi1.e. as 
sales oi' nen. :me1 esisting homes at- 
test. Housing st;~rts clirnbecl 12.2% in 

Icorltirzcled 012 ico..'if / I L I ~ O )  
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Economic Activity (cont.) 
Percent change irom corresponding month 01 prevlous year Percent 

1 INDUSTRIAL PRODUCTION AND CAPACITY UTILIZATION 1 86 

Percent change 

IPRODUCTIVITY TRENDS IN MANUFACTURING~ I 

Ratio Percent change iron1 corresponding month oi previous year 

Percent 

1961 1966 1971 1976 1981 1986 1991 1996 

a. Output per houc 
b. Chain-weighted data in 1992 dollars. 
NOTE: All data are seasonally adjusted. 
SOURCES: U.S. Department of Commerce, Bureau of the Census; U.S. Department of Labor, Bureau of Labor Statistics: and Board of Governors of the 
Federal Reserve System. 

February. their highest level in al- 
n~os t  three years, while permits gre~v 
3%, reversing J:un~i:usy's decline. 

Industrial outp~lt  continued to 
show surprising strength in Febru- 
;uy, rising 3.8941 o n  a year-over-year 
basis. New coreless for clural~le goocls 
were up 1.5(!4), following January's 
4.1o/ii gain. Factory orders for all 
man~lkuct~lrecl proclucts increased 
2.5% in January. 'The ratio of unfillecl 
orders to shipnients rem;uins low. 
giving little ex-iclence that hottle- 
lleclis ;ire cleveloping. Incleecl. 

cap2ucity ~~tilization re~llains ~~nc le r  
35%. a level often associatecl with 
capacity constmints. 

The economy's ability to accorn- 
nloclate growing de~ilancl withoclt 
price increases clepencls largely on 
the pace of labor productivity ancl 
the acc~~mulation of capital. Overall 
nonfarm productivity gro\vth has 
11een a lackluster 1.1% per 1 7c~u1 -, - over 
the current business expansion. The 
nc~nfarm sector, however, inclucles a 
growing se~vice coni1ponent, in 
w~hich procluctivity is notoriously clif- 
ficult to measure ancl prol~ably un- 

derstatecl. I-'rocluctivity in the manu- 
facturing sector, which is easier to 
gauge, has grown at a healthy 3.4% 
:~nnual rate over the s a n e  pesiocl. 

In aciclition, the U.S. is esperietlc- 
ing an unprececlentecl 1,oom in 
business fixed investment. Most of 
this is attributable to computers, 
which shc)~lld enhance xvorliers' 
procluctivity, especially in many ser- 
vice industries. In view of these cle- 
velopments, nlaIly econo~llists I ~ O T V  

woncler whether we acc~~rately cap- 
ture supply-sicle contributions to the 
econo~nic outlook. 
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