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FEconomiic Activity

Percent change from preceding quarter

Real GDP and Components, 1997:1Q° GDP AND BLUE CHIP FORECAST
(Final estimate, s.a.a.r.b)
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o; ‘;392 $ Quarter  quarters Actual
Real GDP 101 1 5.9 4.1 Biue Chip forecast, June 10
Consumer spending 65.5 57 3.2 dn
Durables 27.3 18.8 7.9
Nondurables 16.3 4.6 2.0
Services 22.6 3.4 2.8 I
Business fixed
inves.tment 21.0 11.0 9.3 30-year average
Equipment 18.0 12.7 9.6 3
Structures 3.2 6.6 8.8
Residential investment 4.5 6.7 3.7
Government spending 0.4 0.1 1.5 2
National defense -8.2.. -10.2 -3.4
Net exports -22.3 - —
Exports 22.4 10.8 9.7 1
Imports 44.7 19.9 10.5
Change in business
inventories 315 - - 0 I
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a. Chain-weighted data in billions of 1992 dollars.
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b. Seasonally adjusted annual rate.
NOTE: All data are seasonally adjusted.

SOURCES: U.8. Department of Commerce, Bureau of the Census and Bureau of Economic Analysis; and Blue Chip Economic Indicators, June 10, 1997.

The economy shot up 5.9% in the
first quarter, according to the Com-
merce Department’s final appraisal.
The slight uptick from the previous
estimate resulted from weaker-
than-expected growth in imports.
The exceptional first-quarter per-
formance~—the best in nine years
—reflected advances in personal
consumption, inventory accumula-
tion, exports, and producers’
durable equipment.

Economists participating in the

June 10 Blue Chip survey expect the

expansion to ease back into a pace
more consistent with the economy’s

underlying growth potential. They

foresee real GDP expanding 2.3% in
the current quarter and throughout
the remainder of 1997, then tapering
off o 2.0% by the last half of 1998.
Forecasters believe that con-
sumers will tighten their belts some-
what in the current quarter. (Con-
sumer spending typically accounts
for about two-thirds of GDP.) Dur-
ing April and May, real personal
consumption expenditures rose at a
2.3% annual rate—somewhat off
the first-quarter pace, but still rela-
tively strong. Growth in real dispos-
able personal income remains solid,

although it also ratcheted down a bit
in May.

Month-to-month changes in stan-
dard housing indicators usually con-
tain more noise than information,
and individual series often move in
opposite directions. May’s 4.8% de-
cline in housing starts is not particu-
larly noteworthy when compared
with the recent behavior of this
index, but it did mark the third con-
secutive monthly decline. While an
extended drop in starts is not un-
precedented in an expansion, it is
relatively rare. Nevertheless, both
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a. Seasonally adjusted annual rate.

b. Chain-weighted data in 1992 dollars, seasonally adjusted.

c. Excludes inventory vailuation adjustment.

d. Includes inventory valuation and capitat consurmption adjustment.

e. Seasonally adjusted.

f. U.S. dealers’ current stock as a share of daily average sales (includes domestic and imported vehicles).

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the
Federal Reserve System; and Ward's Automotive Reports.

building permits and starts remain at
relatively high levels, and anecdotal
evidence suggests that the housing
sector remains strong. Builders re-
port that new home sales are rising,
mortgage applications continue to
stream in, and consumers’ attitudes
about home buying are widely char-
acterized as upbeat.

Business fixed investment, partic-
ularly for computers and other infor-
mation equipment, has increased at
a rapid clip throughout the current

expansion. More recently, invest-
ment in nonresidential structures
also seems to have fallen in line.
Business investment helps boost
worker productivity, which is neces-
sary if workers are to see their real
wages rise. Moreover, productivity
advances are an important source of
long-term economic growth. Since
1991, productivity gains in the manu-
facturing sector have accelerated. In
fact, they have exceeded their 35-
year trend since 1995. The continued

strong performance of corporate
profits, relatively high levels of ca-
pacity utilization, low interest rates,
and the booming stock market all
bode well for continued strength in
plant and equipment spending.

Production of motor vehicles and
parts rebounded somewhat in May,
as the strike against Chrysler ended.
Although inventories of cars and
light trucks increased sharply in
April, they do not appear to be at
unusually high levels.



