
Ĥ Through A Glass Darkly
1965

Whether there be prophecies, they shall fail. . . . Whether 
there be knowledge, it shall vanish away. Fo r we know in part 
and we prophesy in part. . . . For now we see through a glass
darkly. / Corinthians 13

Just as there is a hunting season and a mating season, there is a fore
casting season, which runs roughly from September through January. 
Unlike the first two activities, however, no license is required for fore
casting. Anyone is free to try his hand, and any number can play. If 
statistical information were kept of such things, this year would probably 
establish a record for the number of individual predictions of the level 
of business activity. Large numbers of people seem not only willing 
but eager to state publicly what they think will happen in 1965. Such 
was not always the case.

In 1945, a considerable number of highly respected economists 
projected a decline in economic activity and a large rise in unemploy
ment in the immediate postwar years. The evidence for such a gloomy 
picture was strong. Their most recent information—the experience of 
the Thirties— indicated that consumers would save a rather large per
centage of their incomes. Government spending would be sharply cur
tailed when the war ended, and it was difficult to see why businesses 
would spend a great deal of money on plant expansion when consumers 
were likely to have less income (because of layoffs from war pro
duction) with which to buy the products those plants would produce. 
In fact, of course, consumers had a secret weapon in the huge amounts 
of liquid assets they had accumulated during World War II; and the 
result, when they cashed them in and went on a buying spree, was not 
recession but inflation. No wonder economists and others in the fore
casting business displayed a certain reluctance to get out on a limb 
for some years.

Conditions today, of course, are quite different from those at the 
end of World War II. No such surprise is likely to be in store for the 
forecasting fraternity now. Yet it remains a perilous occupation. Con
sumers are unpredictable creatures. Businessmen can change their 
minds about how much inventory they want to hold; and events abroad 
can change the Federal Government’s spending plans, even against 
its will. Considering all the uncertainties of even the immediate future, 
it is remarkable that so many people are willing to make a public 
announcement that might return to haunt them later. Part of the ex
planation is that there is a greatly enlarged demand for this sort of 
information. Increasingly, private business concerns are basing capital 
spending plans, production schedules, and advertising campaigns on 
an estimate of what general business conditions will be. And the state 
of the economy is much more a concern of public policy than it used 
to be. Perhaps another part of the explanation lies in the relative safety 
of numbers. When there are many players in a game, it is hard to 
remember the performance of any one of them.
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T h e  G ro ss  N a t io n a l  P r o d u c t
Forecasts today tend to be more specific than they were 
twenty or thirty years ago, both because we have much 
more statistical information about the economy now and 
because the methods available for analyzing the data— 
electronic computers and econometric models— are much 
farther advanced. Most forecasters speak in terms of the 
Gross National Product because this is the most com
prehensive measure we have of “general business activity.” 
It is designed to measure the total value of all final goods 
and services produced within the country in any given 
year. The Commerce Department, which estimates it, di
vides it into four main parts with several subdivisions.

Consumer purchases represent nearly two thirds of the 
total. Past experience shows that purchases of nondurable 
goods (such as food and clothing) and services (such as 
housing and transportation) follow rather closely the 
behavior of disposable personal income— the amount of 
household income left over after taxes are paid. Durable 
goods purchases, however, of such things as automobiles 
and house furnishings, have been much more volatile and 
have conformed less closely to the behavior of disposable 
personal income.

Gross p riva te  domestic investment represents the value 
of those goods that are produced, not for immediate con
sumption, but for future use in making other things or, in 
the case of residential housing, in providing future services 
to the owners or, in the case of inventory change, in 
providing for future sales. All of the subdivisions of 
domestic investment have been subject to wide swings, 
but the least predictable element of all is the change in 
business inventories. At times this has been a sizable 
negative figure, at other times a fairly large positive one.

Net exports of goods and services is the surplus of 
what we sell abroad over what we buy from foreigners. 
At times, too, this has been a negative figure, but in 
general it has fluctuated much less than inventories.

Government purchases bear no predictable relationship 
to personal income or GNP. So far as the Federal Govern
ment is concerned, however, we know its intentions, at 
least, well ahead of time; the budget for the fiscal year

Gross National Product
(Billions of Dollars)

1961 1962 1963 1964p

Gross National Product . . 518.7 556.2 583.9 622.3
Personal consumption expenditures 337.3 356.8 375.0 399.2

Durable g o o d s .............................. 43.7 48.4 52.1 57.0
Nondurable g o o d s ........................ 155.4 162.0 167.5 177.1
Services ................................................ 138.3 146.4 155.3 165.1

Gross private domestic investment 68.8 79.1 82.0 87.7
New c o n s tr u c tio n ........................ 41.0 44.2 46.6 48.9

Residential nonfarm . . . . 21.1 23.6 25.2 26.0
Other .......................................... 19.8 20.6 21.3 22.9

Producers’ durable equipment . 25.9 29.0 31.0 35.1
Change in business inventories . 1.9 5.9 4.4 3.7

Net exports of goods and services 4.6 4.0 4.4 6.7
E x p o r t s ................................................ 27.6 29.2 30.7 34.9
I m p o r ts ................................................ 23.0 25.2 26.3 28.2

Government purchases of goods
and s e r v i c e s .................................... 108.0 116.3 122.6 128.7
F e d e r a l ................................................ 57.4 62.9 64.7 65.6

National d e f e n s e ........................ 49 .0 53.6 55.2 55.3
State and l o c a l .............................. 50.6 53.5 57.9 63.0

p Preliminary
Source: Office of Business Economics, U. S. Department of Commerce.

ending in June of 1966 was submitted to the Congress 
last month. State and local government spending also has 
been fairly predictable in recent years.

There are probably as many ways of forecasting GNP 
as there are forecasters. The methods range all the way 
from a sort of “seat of the pants” judgment to extremely 
sophisticated econometric models containing dozens of 
simultaneous equations that must be solved by electronic 
computers. Between these extremes, there are various 
levels of sophistication. Probably the most usual approach 
is to estimate the individual components of GNP 
and then, by a process of trial and error, modify them 
so as to get a total and components that seem to be 
consistent with one another. The conscientious forecaster 
will always examine the record to see what light past 
behavior throws on the present situation, but he never 
will be content simply to project past trends into the future.

W h a t  t h e  F o r e c a s te r s  S a y
Of some fifty forecasters who since last September have 
committed themselves to a specific figure for 1965, only 
one foresaw a GNP of less than $650 billion; and only 
one clearly indicated a figure larger than $660 billion.

Gross National Product
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Forecasts of the 1965 GNP lie  w ith in  a n arro w  ran g e . All 
predict a  continuation of gro w th , a t least in the first half 
y e a r .

Thus, better than nine out of every ten forecasts fall 
within a range of 1% percent. This is very close to 
unanimity. Why?

One possible explanation is not very flattering to the 
forecasting fraternity, so we will only mention it in pass
ing. To some extent, forecasters are like the proverbial 
Irish laundresses— they take in one another’s washing. 
Forecaster A is pinned down to an estimate, perhaps by 
the board of directors of his company. Forecasters B, C, 
and D, who have been under some pressure to produce 
their own estimates, seize gratefully upon A’s figures. A, 
seeing his estimate confirmed by independent observers, 
concludes that he must have been right. As the number 
of forecasts mounts, it becomes increasingly perilous for 
any new projection to differ from the consensus. And so 
a “standard forecast” is built up.

There are, however, enough truly independent estimates 
to make this only a partial explanation. The truth is we 
have some facts that limit the amount by which opinions
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can reasonably differ over several components that make 
up a very large portion of the Gross National Product. 
At least this is true for the first half of the year. The 
horizon gets foggier very rapidly the farther we go into 
the second half. Let us take the components individually.

Consumer spending on nondurable goods and services 
has moved very closely with disposable income in the 
past. The personal income tax cut in March of last year 
provided an important stimulus to these types of outlays 
by increasing the amount of income consumers had left 
over after taxes. Yet, even so, nondurables and service 
purchases grew less rapidly than disposable income, as 
consumers saved a larger percentage of their income. 
Most observers think that consumers have lagged in their 
adjustment to the tax cut and that they will tend to catch 
up. This would mean a considerable impetus from these 
types of consumer spending, at least in the first quarter 
of the year. The second-quarter prospect is not as good; 
the tax cut was a two-stage affair, part in 1964 and the 
other part in 1965, yet the rate at which income taxes 
were withheld from pay checks was reduced the full 
amount in 1964. Thus, many taxpayers may have to pay 
the Government a lump sum next April 15 instead of 
getting a refund, as some of them had been accustomed 
to. This could very well put a crimp in spending plans 
for a while, but there is no reason to think it would be 
any more than temporary.

When it comes to sales of durable consumer goods, 
there is less dependable information and, hence, more 
disagreement among the “experts.” Forecasts of total new 
passenger automobile sales have ranged all the way from 
71/4 million to 8.3 million. First-quarter sales are very

likely to be good because of the backlog of buyers whose 
cars were not delivered last fall because of the auto strikes. 
Beyond that, however, there is little agreement and even 
less evidence to rely on. Some forecasters point to rising 
replacement demand and the increase in the number of 
children reaching driving age as forces keeping demand 
at a high level. Others believe that four good automobile 
years in a row would be simply too good to be true. 
Pessimists tend to believe, too, that sales of household 
furnishings will tend to be somewhat slow until the rate 
of formation of new households picks up two to four 
years from now.

One of the largest items in private domestic investment

is residential construction. After a surge in late 1963 and 
early 1964, this component declined for most of last year. 
The “baby boom” that occurred just after World War II 
will produce in 1967 or 1968 a bulge in the number of 
people reaching the marrying age; and experts expect the 
demand for new houses and apartments to rise consider
ably at that time. In the meantime, opinion is divided. 
In view of the availability of large amounts of money for 
mortgage lending at relatively low rates of interest, how
ever, few observers look for any drastic decline in housing 
construction. For this year, the estimates range from a 
small decline to a small rise.

The two items “other construction” and “producers’ 
durable equipment” together represent business investment 
in new productive tools and facilities. Since 1961, busi
nessmen have engaged in the longest and largest expansion 
of fixed investment in the postwar period. For the im
mediate future, forecasters have the benefit of several 
surveys of businessmen’s capital spending intentions. The 
McGraw-Hill survey, released last November, indicated 
that businessmen planned to increase their annual spend
ing on plant and equipment by 5 percent over 1964, 
compared with a 14-percent increase in 1964 over 1963. 
This implied to some people a probable slowdown in the 
last half of 1965. However, a joint survey by the Com
merce Department and the Securities and Exchange Com
mission, made public in December, indicated a rise in 
these outlays at a rate of 8 percent in the first half of
1965 over the average for all of 1964. A slowdown 
could still occur in the last half of the year, of course, 
but studies by the National Industrial Conference Board 
reveal that appropriations by business for capital spend
ing have been running well ahead of actual outlays, so 
that the backlog of “unspent appropriations” is still grow
ing. Most observers seem to be in fairly general agreement 
that business investment in fixed capital will provide a 
considerable expansionary force, but not so much as last 
year.

Probably the most difficult item to estimate is business 
investment in inventories. The change in business inven-

Domestic Investment
Bi ll ions of D ol la rs  Bi ll i ons of Dol lar s
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Source: U. S. Department of Commerce.

Business investm ent in inventories has been quite m oder
ate  in the economic exp ansion  since 1961. Investm ent in 
producers' durable equipm ent has been lon g er sustained  
than a t a n y  tim e in the postw ar period.

New Automobile Sales
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Sources: Automobile Manufacturers Association and U. S. Depart
ment of Commerce.

Sales of new  p assenger autom obiles f in a lly  b roke the  
m agic 8-m illion m ark  last y e a r , if  im ported cars a re  
included. Projections fo r 1965 v a ry  b etw een  714 m illion  
and 8.3 m illion.
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tories has fluctuated widely from year to year, and fore
casters’ misses in this area have been wider than in any 
other. The two main reeds on which the seers seem to 
be leaning now are to some extent contradictory. On the 
one hand, inventory-to-sales ratios are very low by his
torical standards. Some say this is because computers 
have made it possible to plan production with much 
smaller stocks than heretofore. Others say it is because 
there has been no expectation of inflation and that, if an 
inflationary psychology should develop, businessmen might 
go on a spree of inventory buying. Both sides agree, 
however, that there is plenty of room for inventory ac
cumulation if businesses should decide to do so. The other 
reed consists of the widely accepted view that users of 
steel are attempting to build up stockpiles of the metal to 
hedge against a possible steel strike sometime after next 
June. If negotiations continue until late spring and an 
agreement is reached without a strike, the steel-using 
industries will almost certainly cut back on their orders 
while they work off their accumulated inventories. If there 
is a strike, production will also be curtailed and inven
tories run down. Most forecasters thus expect inventory 
accumulation in the first half, followed by either a runoff 
or a much slower accumulation in the second half. There 
seems to be little agreement on the size of the respective 
movements, however.

Very few forecasters see much change in either net 
exports or Federal Government spending. Many expect 
net exports to decline slightly because exceptionally large 
grain sales pushed our exports higher than usual last year. 
Federal spending for the first half of 1965 is already 
budgeted, and the President’s budget message in January 
called for a very slight increase over the previous fiscal 
year. Of course, most forecasters had not heard the budget 
message when they made their estimates, but few expected 
any great increase.

State and local government spending has increased 
nearly every year since World War II and, in recent years, 
at a remarkably stable rate. Most forecasters expect it to 
continue its upward climb next year.

Nearly every crystal ball shows 1965 as a good year 
and better than 1964. Surprisingly enough, however, this

unanimity leaves open the $64 question: Will the present 
business upswing end next year? Some observers think 
there is a real possibility of this, based largely on the steel 
situation and doubts about automobile sales and business 
spending on plant and equipment in the last half of the 
year. The Administration has thought enough of the possi
bility to prepare a bill to cut excise taxes, with a view 
to stimulating consumer spending. On the other hand, a 
considerable body of opinion continues to believe that in
flation is a menace. This group fears that wage negotia
tions will lead to pay increases greater than productivity 
gains, with a resulting increase in costs and prices.

When the last equation is solved and the last guess 
hazarded, this fact remains: The only certainty about the 
future is that it is uncertain. The modern forecaster is, 
hopefully, more scientific than the Roman augur examin
ing the entrails of his sheep; yet no matter how sophisti
cated his analysis, no matter how objective his calcula
tions, time alone can prove him right or wrong.

L a w r e n c e  F. M a n s f i e l d

THE PER JACOBSSON FOUNDATION 
INAUGURAL LECTURES

The first lectures given under the auspices of this Foundation 
were delivered in Basle on November 9, 1964, by Mr. 
Maurice Frere, former President of the Bank for International 
Settlements, and Mr. Rodrigo Gomez, Director General of the 
Bank of Mexico. Their subject was "Economic Growth and 
Monetary Stability."

The proceedings of this inaugural meeting, including the 
full texts of the two statements and the introduction by 
Ambassador W. Randolph Burgess, are being published by 
the Foundation in English, French, and Spanish for free 
distribution.

Requests for copies (indicating the language desired) should 
be addressed to:

THE PER JACOBSSON FOUNDATION  
International Monetary Fund Building 
Washington, D. C. 20431 
U. S. A.

Employment Diversification in Mississippi
As the well publicized national economic expansion moves 
into its fifth year, it is appropriate to review Mississippi’s 
growth to see how she has fared. In terms of various 
economic indicators, many sectors of Mississippi’s eco
nomic activity have shown rapid growth. For example, 
total personal income for the state reached $3,461 million 
at a seasonally adjusted annual rate in November, an 
increase of nearly 8 percent over the November 1963 
level and nearly 33 percent above February 1961, the 
turning point of the current economic expansion. Helping 
to boost personal incomes in 1964 were above-average 
cash receipts from farm marketings and a steady upward 
trend in manufacturing payrolls, which were nearly 10 
percent greater in December than they were a year earlier. 
This trend reflects in part a 3-percent increase in non

farm employment from December 1963. The banking 
community has also experienced sizable gains, as indicated 
by 1964 record levels of total deposits at member banks 
located in the southern half of the state. Also, member 
bank loans in December were nearly 14 percent higher 
than a year earlier.

However, expansion in some areas of Mississippi’s 
economic activity did not proceed so rapidly. Department 
store sales, for instance, were the same in November 1964 
as they were a year ago and were only one percent above 
the February 1961 level. Also, preliminary data for the 
first eleven months of 1964 indicate that the state’s total 
employment, including agriculture, grew only one percent, 
in contrast with a national rise of nearly 2 percent over
1963.
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