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a. Chain-weighted data in billions of 1992 dollars.

b. Seasonally adjusted annual rate.

¢. 1997 data represent the average of the first two quarters.

NOTE: All data are seasonally adjusted.

SQURCES: U.S. Department of Commerce, Bureau of the Census and Bureau of Economic Analysis; and Blue Chip Economic Indicators, July 10, 1997.
quarter. Strong advances in services

As expected, the pace of economic four quarters ended in 1997:11Q, the
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activity slowed in 1997:11Q. Prelimi-
nary estimates show that the econ-
omy grew 2.2% in the second quar-
ter (down from a revised 4.9% the
previous quarter). Second-quarter
growth was led by investment in
producers’ durable equipment, ex-
ports, and federal government
spending. Offsetting these effects
was a decline in consumer spend-
ing for motor vehicles and parts and
an increase in imports. Over the

economy grew at a strong 3.1% clip.

The moderate second-quarter
growth rate was in line with the con-
sensus of economists participating in
the Blue Chip survey. They foresee
that a rebound in consumer spend-
ing could produce an uptick in
1997:HIQ growth, but they expect a
return to the 2% GDP growth range
through 1988.

Real personal consumption ex-
penditures were flat in the second

spending offset sharp declines in
purchases of motor vehicles and
nondurables. Labor disputes that lim-
ited supplies of popular vehicles
may have affected car sales. Real dis-
posable personal income growth
was healthy in the second quarter,
the employment sitation stayed
strong in July, and consumer senti-
ment remains upbeat.

(continued on next page)
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Consumers continue to devote a
growing share of their total spend-
ing to durables. The proportion has
risen from approximately 8.5% in
1970 to more than 13% in the first
half of 1997. The percentage spent
on motor vehicles and parts, how-
ever, has remained fairly stationary
(around 5%). The relative gain in
durables has come at the expense
of nondurable goods sales. Service's
share of total consumer spending
has also grown.

Industrial production continued
to post strong gains in June, led by
high-tech durables and commercial
aircraft. Production of motor vehi-
cles and parts also advanced in
June, but was off sharply for the
quarter. The National Association of
Purchasing Management’s July in-
dexes of output and new orders
continued to reveal a strong manu-
facturing sector. Inventory-to-sales
ratios picked up in May, but are still
low by historic standards.

The value of a nation’s output
(GDP) should equal the income
paid to all who produced it (gross
domestic income or GDID. Since
1995, U.S. GDI has exceeded GDP,
leading some to speculate that the
Commerce Department may be un-
derestimating output. The magnitude
of the recent discrepancy, however,
is not unparalleled, and persistence
in the signs of errors (albeit negative)
is not uncommon.




