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Economic Activity

Percent change from previous quarter

GDP AND BLUE CHIP FORECAST
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Real GDP and Components, 1998:11Q%
(Advance estimate)
Change, Percent change, last:
billions Four 5
of 1992 $ Quarter  quarters
Real GDP 26.3 14 35
Consumer spending 71.4 5.8 5.2
Durables 17.1 10.0 11.3 4=
Nondurables 21.9 5.9 4.5
Services 33.6 4.8 4.3
Business fixed
investment 25.6 11.4 12.9 3 ——
Equipment 30.9 17.8 17.7
Structures -2.3 -45 0.8
Residential investment 9.4 13.2 9.0 =
Government spending 11.8 3.7 0.8
National defense 6.7 9.5 -3.8
Net exports -54.4 — —
Exports -20.6 -8.1 0.8 1
Imports 33.8 11.9 11.8
Change in business
inventories -46.7 — —
11na va
1997
Billions of dollars
100
CHANGE IN INVENTORIES
6 -
80 = —
5
60 ]
_ — ] 4
40 3+
2 -
0
1 -
0 e
0 -
oo | | | | | | 1 |

7
FINAL SALES TO DOMESTIC PURCHASERS
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a. Chain-weighted data in billions of 1992 dollars.

NOTE: All data are seasonally adjusted.
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SOURCES: U.S. Department of Commerce. Bureau of Economic Analysis; and Blue Chip Economic Indicators, July 10, 1998.

As expected, the economy grew
more slowly in the second quarter
than in the first. According to the
Commerce Department’s advance
estimates, real GDP grew at an an-
nualized rate of 1.4% in 1998:11Q.
This stands in stark contrast to the
first quarter’s revised growth rate of
5.5%, but the slowdown may not
warrant much concern. At several
other times in the current expan-
sion, GDP growth has slipped for a
quarter or two before rebounding.
Forecasters currently expect real

GDP to grow at a rate of 2.2% in
the third quarter and 3.3% for the
entire year.

The major factors leading to the
slowdown in GDP growth were
weakened net exports and a smaller
inventory accumulation. Inventories
rose $44.7 billion in the second
quarter after growing a revised $91.4
billion in the first. This came as no
surprise to forecasters, who had
been expecting inventory accumula-
tion to slow after its spectacular
growth in the last few quarters. The

dip in net exports, caused by plung-
ing exports to Asia as well as contin-
ued rapid growth of imports, was
equally significant. However, con-
sumer spending, business fixed in-
vestment, and residential investment
remained strong. Indeed, final sales
to domestic purchasers (GDP ex-
cluding net exports and inventories)
grew 6.3%, nearly equaling the
strong first quarter growth of 6.6%.
After a small gain in May, indus-
trial production dropped in June.
(continued on next page)
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Economic AE:tivity (cont.)

Percent change from corresponding month of previous year

Net percent rising
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NOTE: All data are seasonally adjusted.

SOURCES: U.S. Department of Commerce, Bueau of Economic Analysis and Bureau of the Census; Board of Governors of the Federal Reserve System;
National Association of Purchasing Management; and National Association of Realtors.

Much of this decline is related to
the now-resolved General Motors
strike although industrial production
excluding motor vehicles and parts
also dipped slightly. Some of the
overall decline was likely related to
the recent trimming of inventories
and declining exports to Asia.

The slump in the manufacturing
sector is shown clearly in the Na-
tional Association of Purchasing
Management index. An index of
less than 50 indicates contraction in

the manufacturing sector; an index
of more than 50 indicates growth.
For both June and July, this index
has been showing contraction in
the manufacturing sector, following
an extended growth streak. The
resolution of the General Motors
strike should reverse some of this
slump, but adverse economic condi-
tions in Asia may put a damper on
manufacturing for the rest of 1998.
In contrast to the pause in the
manufacturing sector, consumers

continue to display confidence. Real
personal consumption expenditures
have grown 5.4% since last June,
while real disposable income has
grown 3.0%. The robust housing
sector provides key evidence of
consumers’ continued optimism.
This June, new home sales soared to
a record annual rate of 935,000
units. Existing home sales slipped
somewhat for the month, but still re-
main near record levels.



