is 8till great uncertainty about the course
likely to follow over the next year. After
wpansion a slowdown now seems likely but its severity
1in matters of considerable dispute. GNP apparently
~wusl rate of less than 1% in the first quarter of.the year, wilh the
susing sector pa?kicula*ly weak, but there are still some signs of
in personal consumption. The balance of opinion now is that
be little growth, or perhaps some decline in output, in the
the year resulting in an increase in rezl GNP beiween
about 23%. But few would dismiss the
zrowth will continue more strongly during much of

will be followed by a full recession during the

The evidence on inflation is clearer, but uniforml

nsumer prices
taking
the wholesale stage ices of finished goods accelerated
wwal rate of increase of over in the first quarter. These may
vever represent peaks for loe ye: 1s far as published price indices
have so far been fairly

jest, and increases in earnings have been slightly below last year's
p.-a. 't is difficult to assess how far this moderation
cramme and how
dards to facilitate
snt for the Teamste: ] ] prospects for several ofher
settlements suggest that the chances of earnings centinuing to
increase at rates consideraoly below the current rate of price inflation
>rz not very high.

i

The dollar has been sirong despite news on inflation. This seems

nave been due mainly to the change in financial policies last November,
but the actual and expected improvement in the current account of the
balance of payments relative to other wmajor economies has also probably
neen a major factor. In the first quarter of this year, the deficit
o merchandise trade Tell to an annuzl rate of $21 billion compared with
ze of $28 billion in 1978. The monthly

in Narch was the lowest for nearly two years, with

/ Growmm
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rowth in monufactured CXPOTLS looking particularly stirong.
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current account may drop U bout 810 billion compared with 316

billion in 1978.
ig still difficult to interpret. Afier

months of virtually no net growt! he main monetary
sregates “CC”ESE3EEEHEE:EElE_EEIiEELiifi}' his may pernaps have
sarked the end of a pericd of severe distortion in the monetary

regates during waich technical changes 1ir sh management induced

'ﬂy new monetary regulations and higher interest rates gave a
misleading £ monetary tightness. In fact, borrowing
continued to increase fairly steadily through the period and seems’
to have strengthened considerably recently. Credit conditions have
generally beer perceived to be tight. After several months of
keeping interest rates St cady, the Federal Reserve Board have now
oved to firm lightly the rate for Federal Funds - the key short—

term rate — to take their target level to apparently about 1044,

B Althouzh it is widely accepted that combatting inflation is the
top economic priority, aiffer view about prospects for
conomic activity this year have I duced varying policy prcscriptlohs.

of the Administration have hitherto shoym concern

TEMLOT laemoers
taroat rates micht tip the economy into

that further rises in interes
recession But they now see risks that growih coyld
actually turr ut to te too

consicer that 1 208 in

fast for at least part of thils year and
interest rabtes now have less effect on
activity to. ‘They have therefore been suggesting
further ning of monetary policy might be appropriate The
and, faced with a forecast of
& wea ed evidence on the monetary aggrezg rate
T shrained posture. Theixr latest moves

have up until nos t e a more
came only after pressure had been put on

to increase intezx
uld turn out to be mainly symoolic.

them and the

is nearing complction of its first Budget Res solution
arts in October. An apparently tighter

1980, whic!
the President reguested in January looks likely,
ral deficit reduced well below 530 billion

assumption of a weaker eccnomy.
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