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ECONOMIC TRENDS 

USA: Monetary Policy Dampens Upswing 

T he recent turmoil around the dollar has 
overshadowed the fact that the cyclical upturn 

in the USA is now entering its fifth year without any 
notable tensions having emerged. After a long period 
of moderate growth, production expanded apace 
throughout 1994. Real gross domestic product was 
4.0% up on 1993, at a similar current rate. Aggregate 
utilization of capacity exceeded the long-term 
average. The number of employed went up fast with 
unemployment in early 1995 at 5.7% of the 
economically active population - one percentage 
point down on the previous year - despite a marked 
expansion of the labour force. Even in this advanced 
phase of the upswing price rises have remained 
modest; in January the cost of living was up 2.8% on 
its level one year earlier. 

Although the monetary reins have been 
progressively tightened for a year, domestic demand 
has been expanding at almost the same pace up 
to the present, the main contributory factor being 
investment activity. Thanks to high utilization of 
capacity and bright earnings prospects, the propensity 
to invest remained high despite increased interest 
rates. This has been especially evident in machinery 
and equipment (1994: +17.5%). Commercial and 
industrial building, which had stagnated as a late 
consequence of speculative excesses in the 80s, has 
now revived. The retarding effects of the increase in 
interest rates have so far become visible only in 
residential building; following a surge up to the middle 
of last year it has since been on the decline. 
The marked growth in employment has caused a faster 
increase in disposable income. Despite greater 
propensity to save, the basic trend in private 
consumption growth has remained more or less 
unchanged (1994: +3.5%). Real government demand, 
in contrast, was curtailed again slightly last year as part 
of the consolidation drive. 

Demand from abroad revived distinctly last year, 
partly due to the economic recovery in Western Europe. 
The current rate of increase of exports of goods and 
services was still noticeably higher than the annual 
average increase (+9.0%). At the same time the import 
boom has stepped up (+13.5%); the main contributory 
factor here has clearly been the increasing rate of 
utilization of domestic resources. Altogether, the overall 
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import surplus rose by a similar amount to last year. 
The current account deficit in 1994 ought to come to 
some 150 billion dollars (1993:104 billion dollars); this 
would correspond to 2.2% of gross domestic product. 
This figure is thus well below the highest mark in the 
80s (1987: 3.7%). 

Despite the high utilization of resources the increase 
in consumer prices averaged 2.6% in 1994, down 
again slightly on the previous year. Apart from short- 
term fluctuations, the current rate has evidently hardly 
risen to date. At the producer level, too, there is so far 
no sign of lasting price rises in finished products, unlike 
raw materials. The favourable development of wage 
costs has played a key role here. Gross hourly wages 
were a mere 3% up on the previous year and the 
current wage agreements are keeping to the moderate 
trend. Accounting for the continuing rise in productivity, 
unit labour costs in 1994 were only just about 1% 
above the previous year. 

Fiscal policy over the last two years has achieved 
notable consolidation successes. From a high of 4.3% 
of gross domestic product in 1992, the overall fiscal 
deficit looks to have been curbed to less than 2% by 
1994. This was partly attributable to a cyclical increase 
in revenue and drop in spending, but largely to 
measures to reduce the structural deficit. Aside from 
tax increases, spending cuts also played a major part. 
In the current fiscal year that began last October the 
tendency for the deficits to decline for cyclical reasons 
has so far persisted; the effects of the consolidation 
measures, on the other hand, may be expected to have 
phased out. The draft budget for 1995/96 entails a 
slight rise in the deficit with substantial spending and 
tax cuts. Owing to the political shift of power in 
Congress, however, the outcome of the budget debate 
is still open. 

The Federal Reserve raised the key interest rates 
again at the beginning of February, doubling the key 
rate on the money market to some 6% in the space of 
a year. The aim of the tighter money policy is to slow 
down growth in demand and production to the 
estimated rate of capacity growth of 21/2% to avoid 
inflationary tensions. Monetary policy has evidently 
succeeded in reinforcing stability expectations, as 
indicated at least by the decline in capital market 
interest rates; the rate for ten-year government bonds, 
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E C O N O M I C  T R E N D S  

w h i c h  had  reached  8 . 0 %  last a u t u m n ,  d r o p p e d  aga in  

to  a l m o s t  71/2% by  ear ly  March.  The  d e v e l o p m e n t  

o f  m o n e y  s u p p l y  w a s  m a r k e d  by  m o n e t a r y  restr ic t ion,  

a l t h o u g h  M 2  has  e x p a n d e d  n o t i c e a b l y  in r ecen t  

m o n t h s  a f te r  hav ing  rema ined  s tab le  dur ing  the s e c o n d  

half  o f  1 994.  In v i e w  o f  the  e x p e c t e d  eas ing  o f  cyc l ica l  

s t ra ins  and  the  c o n t i n u e d  m o d e s t  p r i ce  r ises, the  

Federa l  Rese rve  is un l ike ly  t o  raise in teres t  rates again ,  

a s s u m i n g  t h e  r e c e n t  d o l l a r  w e a k n e s s ,  w h i c h  is 

p r o b a b l y  no t  leas t  d u e  to  t he  M e x i c a n  crisis, is 

t e m p o r a r y .  

For  o v e r  a yea r  n o w  m o n e t a r y  po l i cy  has been  

gea red  t o  a sof t  land ing  for  the  e c o n o m y ,  w h e r e  

resou rces  are no t  ove rs t ra ined  and  the  e c o n o m y  does  

no t  re lapse  into recess ion .  P rospec ts  l ook  br igh t  in 

pa r t i cu la r  b e c a u s e  in v i e w  of  the  m o d e s t  rise in w a g e s  

and  pr ices  the  Federa l  Reserve  has a v o i d e d  any  ab rup t  

b rak ing  ac t i on  till n o w  and  t i gh tened  the  m o n e t a r y  reins 

on l y  g radua l l y .  The  ef fec ts  on d e m a n d  wil l  b e c o m e  

m o r e  a p p a r e n t  in t he  cou rse  of  th is  year. H igher  in terest  

ra tes  h a v e  so  far  had  a m a r k e d  impac t  on l y  on  

resident ia l  bu i ld ing,  bu t  the  pace  of  g r o w t h  in bus iness  

i nves tmen t  wi l l  a lso  s l o w  d o w n  in future.  A sharp  cu rb  

is h o w e v e r  un l ike ly  because ,  w i th  the  m o d e r a t e  r ise in 

costs,  ea rn ings  p r o s p e c t s  are s t i l l . compara t i ve ly  g o o d .  

Grow th  in e m p l o y m e n t  a n d  i n c o m e  wil l  g radua l l y  

recede.  As, in add i t i on ,  t he  p ropens i t y  to  save  is l ike ly 

to  rise, pa r t l y  t h a n k s  t o  h igher  in terest  rates, t he  

expans ion  of  p r i va te  c o n s u m p t i o n  wil l  a lso  s l ow  d o w n  

slightly. Expor ts ,  too ,  o u g h t  t o  increase less rapidly,  in 

par t icu lar  b e c a u s e  t he  e x p a n s i o n  of  impor t s  looks  l ike 

s low ing  d o w n  in t he  No r th  A m e r i c a n  pa r tne r  count r ies .  

As a who le ,  g r o w t h  in real g ross  d o m e s t i c  p r o d u c t  in 

the USA in 1995  is l ike ly  t o  s tow d o w n  to  a round  3 % .  

A t  a s l ight ly  l owe r  cu r ren t  rate, the  rise in a g g r e g a t e  

ut i l izat ion o f  c a p a c i t y  wi l l  f la t ten out.  This imp roves  the  

p rospec ts  o f  k e e p i n g  t he  acce le ra t i on  of  the cos t  and  

pr ice upswe l l  t yp ica l  o f  t he  late phase  of  an u p s w i n g  

wi th in  na r row  b o u n d s .  T h e  ra te  of  inf lat ion wil l  a v e r a g e  

b e t w e e n  3 and  31/2% th is  year.  

Compiled by the Department of World Business Trends of 
the Hamburg Institute for Economic Research (HWWA). 

Economic  Indicators 

1994 1995 
1993 1994 I~Q. 2"~Q. 3~Q. 4~hQ. 1993 1994" latest 

value 

Real gross domestic product' 3.1 4.0 0.8 1.0 1.0 1.1 Umemployment rate 3 6.7 6.1 5.7" 
Domestic demand 3.9 4.7 1.2 1.1 1.1 1.0 Hourly rate of pay ',5 2.5 2.6 2.7" 

Private consumption 3.3 3.5 1.1 0.3 0.8 1.2 Consumer prices 5 3.0 2.6 2.8 a 
Government consumption -0.8 -0.7 -1.2 0.3 1.6 -1.0 Producer prices s,6 1.2 0.7 1.8 ~ 
Fixed asset investment 11.3 12.2 2.5 2.1 2.1 2.9 Interest rate, short-term 7 3.0 4.4 5.8 b 

Equipment 18.0 17.5 4.4 1.5 4.2 4.3 Interest rate, long-term 8 5.9 7.1 7.6 b 
Commercial and 
industrial buildings -1.4 1.9 -3.1 4.8 0.4 2.2 Money supply, M15,9 10.5 2.4 1.1 b 
Residential buildings 8.2 8.5 2.4 1.7 -1.5 0.2 Money supply, M2 ~,~ 1.7 0.7 1.0" 

Net exports 2 -0.8 -0.6 -0.4 -0.1 -0.1 0.1 External value of the dollaP ,'~ 2.6 -2.0 -6.1" 
Exports 4.1 9.0 -0.9 3.9 3.5 4.7 Terms of trade 5 0.7 0.0 c - 
Imports 10.7 13.5 2.3 4.4 3.7 3.1 Balance on current account" -1.6 -2.2 ~ - 

, Change over preceding period in %, quarterly values sesasonally adjusted. 2 Change expressed as % of gross domestic product of preceding period. 
3 % of labour force; new survey method as of January 1994. ' Private sector, excl. agriculture. 5 Percentage change over preceding year. 6 Finished goods. 
' Federal Funds. 8 Public sector bonds, maturity 10 years. ~ 1993 and 1994:4 ~ Quarter. '~ For 18 industrial countries. ~ In % of gross domestic product. 
"January. b February. ~ Estimate. 

Sources:  National statistics; Deutsche Bundesbank; own calculations. 

H W W A  Index of World Market  Prices of Raw Mater ia ls '  
(1 975=1 00) 

Raw Materials and Groups of Materials 

Total index 
Total, excl. energy raw materials 
Food, tropical beverages 
Industrial raw materials 

Agricultural raw materials 
Non-ferrous metals 

Energy raw materials 

' On dollar basis. 2 Annual Average. 

1994 
AA 2 February November December January 

147.8 130.0 159.9 155.9 160.6 
143.2 126.8 158.9 159.2 163.6 
113.5 99.4 121.1 118.2 119.1 
165.9 147.7 187.7 190.5 197.5 
171.8 150.2 195.4 196.3 204.7 
171.2 147.8 204.3 212.8 220.2 
150.4 131.9 160.5 153.9 158.8 

1995 
February 3.3. 17.3 

163.0 163.7 162.9 
163.0 164.9 164.9 
118.6 121.2 120.6 
196.7 198.2 198.7 
210.2 214.5 217.2 
209.3 206.8 203.3 
163.1 162.9 161.6 
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