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FO R EC A ST S  1968
The Question Marks Grow Bigger

Each year business forecasters are plagued by 
certain imponderables which seem at the time to 
complicate severely the forecast of the year ahead. 
The year 1968 would seem to be no exception in 
this regard. Major problems for the forecasters in 
1968 include government policy, especially the pro
posed surtax and Federal spending, the course of 
international economic and financial events following 
the recent British devaluation, the outcome of labor 
settlements, the Vietnam War, and last but not 
least the November elections. All of these issues, 
however resolved, will have important effects on the 
economy in 1968.

One indication of the number and seriousness of 
the complications affecting 1968 is the relatively 
small number of forecasts currently available. Tardi
ness on the part of forecasters is usually a sign that 
they are still puzzling over some major uncertainties. 
This brief article will attempt to convey the general 
tone and pattern of the predictions we have been able 
to assemble. This year they number about 40, in
cluding several group efforts.

The views and opinions set forth here are those of 
the various forecasters. No agreement or endorsement 
by this Bank is implied.

PROLOGUE

The last few months of 1967 saw an acceleration 
in the pace of economic advance. Most forecasters 
expect continued expansion of the economy this year 
at a pace that will produce continuing upward 
pressure on prices, even with the passage of a tax 
increase and some tightening of monetary policy. 
They envision especially rapid expansion in the first

half, followed by more moderate growth in the 
second. This pattern they explain primarily by 
special developments in the automobile and steel 
industries.

Automobile production rebounded sharply follow
ing the labor settlements late last year, and produc
tion is expected to continue strong for some time as 
demand from the last two quarters of 1967 is being 
pushed into the first half of 1968. This bunching 
of demand is expected to be worked off by the 
second half, however. The steel industry is also 
expected to be busy in the first half as steel users 
build up inventories to hedge against a possible late 
summer strike. But the pace at most steel mills is 
expected to slacken in the second half as steel users 
pare their inventories to more normal levels. In 
addition to these two major influences on the pat
tern of expansion, most forecasters see the effects 
of tighter money, already evident, being felt more 
heavily in the second half, especially since large 
Federal financing requirements will put some limita
tions on Federal Reserve policy early in the year. 
Also, forecasters generally opine that any tax in
crease will not take effect until spring and hence 
will not have much impact on the economy before 
the second half. They feel that by midyear spending 
for Vietnam, already tapering off, may have reached 
a plateau. The only possible area of slowdown seen 
for the first half is the housing sector, but most ob
servers believe that commitment backlogs are suf
ficiently large to keep the housing industry rolling 
at about the present pace through the first half.

Whereas possible recession was the prime concern 
of forecasters last year, inflation seems to be the main
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worry for 1968. In addition to the forces of “ de- 
mand-pull” which are expected to be widely evident 
in the first half, pressures on prices from the cost 
side will continue strong. Labor contracts covering 
2.8 million workers will expire in 1968 and unions 
are now aiming at the 6%  per year increases achieved 
by the auto workers, well in excess of the old 3.2% 
guidepost. Despite large productivity increases which 
may result in a slower rate of growth of unit labor 
costs, forecasters expect strong upward pressures 
on both the wholesale and consumer price indexes 
as strong demand will permit producers to pass along 
such costs increases as occur.

1967 IN PERSPECTIVE

Predictions for 1967 ranged from minor recession 
to near boom. A  sharp reduction in inventory in
vestment was widely expected as was a substantial 
slowdown in expenditures on plant and equipment. 
The principal uncertainty was whether or not a 
cumulative downturn could be averted and, if so, 
how fast the economy would rebound in the subse
quent recovery. The pattern most commonly ex
pected was one of slow growth or actual decline in 
the first part of the year followed by a rapid resur
gence in the second half, perhaps with the reemer
gence of excess aggregate demand. In actual fact, 
the quarterly increases in current dollar GNP during 
the year were $4.2 billion in the first quarter, $8.8 
billion in the second, $16.1 billion in the third, and 
$16.4 billion in the final quarter. A  larger increase 
in the fourth quarter was prevented only by the 
occurrence of strikes in major industries.

The overall growth of the economy in 1967 was 
about in line with most of last year’s forecasts. Fore
casts for 1967 ranged mainly from $780 billion to 
$790 billion, with a median estimate of $785 billion. 
In current dollars, GNP actually turned out to be 
about $785 billion, or 5.7% above the 1966 figure. 
This increase was low, both absolutely and relatively, 
compared with increases in the previous six years 
of expansion. The increase in real GNP was only 

' 2.6% , the lowest since the 1.9% gain in 1961 and 
considerably below the 5.8% growth in 1966. Prices 
increased about 3.0% in 1967, accounting for about 
half the rise in GNP.

Although the overall economy performed about as 
expected in 1967, some of the component parts were 
variously higher and lower than the predictions. 
Gross private domestic investment, for example, at 
$111 billion in 1967 was some $6 billion below the 
average forecast and $6.5 billion, or 5.5%, less than 
in 1966. This shortfall was due largely to the fact 
that inventories rose by only half the expected $8

billion increase, and also to a leveling off in capital 
spending. Expenditures on plant and equipment 
rose only 1.5%, well below expectations. Notably, 
however, gross private domestic investment turned 
up in the third quarter and in the fourth quarter 
equaled the 1966 figure at an annual rate. Govern
ment purchases of goods and services, on the other 
hand, grew at a 14.3% annual rate to $177 billion, 
about $7 billion more than generally forecast. Both 
Federal and local government expenditures rose 
sharply. The largest part of the growth in Federal 
expenditures occurred in the first quarter. Personal 
consumption expenditures, the largest component of 
GNP, were close to most projections at $492 billion, 
an annual growth rate of 5.7%. Spending for 
durables, however, grew less than 2.0%, reflecting in 
large part lower auto sales. Sales of domestic autos 
fell 9.6% to about 7.6 million units, down con
siderably from estimated sales of about 8.5 million 
units. Net exports, a very small part of GNP, grew 
greatly in the first quarter, experienced a similarly 
sharp decline in the fourth quarter, and for the year 
as a whole totaled $5.1 billion, somewhat above pre
dictions ; forecasts had called for a 10%-20% decline 
from 1966’s $5 billion of net exports.

On the employment front, forecasters were gen
erally on target. During the year the total civilian 
labor force grew by over 1.6 million while the 3.9% 
unemployment rate was up very little from 3.8% 
in 1966. After some declines late in the first half, 
total employment rose fairly steadily through the rest 
of the year and for the year was over 1.4 million 
greater than in 1966. Nonfarm employment rose by 
some 1.6 million while the secular decline in farm 
employment moderated somewhat. The number of 
farm workers fell by a little less than 150,000.

Industrial production, burdened by the greatly re
duced rate of inventory accumulation and slow car 
sales, declined from a record 159.5% of the 1957-59 
average in December 1966 to 155.6% in June. The 
index rose less than a point over the next four months 
but jumped 2.6 points in November and another 
2.3 points in December to reach 161.6 at yearend. 
For the year the index rose about 0.5%, well below 
the 4.2% projected growth. Capacity utilization, 
meanwhile, fell from an annual rate of 90.5% in 
1966 to 84.7% in 1967. Corporate profits before 
taxes totaled about $79 billion in 1967. This was in 
the range of expectations but about $3 billion, or 
roughly 3.6%, less than in 1966. After declining 
by 7.7% in the first quarter, profits then leveled off, 
and rose in the last two quarters.

Prices in 1967 rose generally less than was ex
pected. Consumer prices increased about 2.7% while
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the wholesale price index was virtually unchanged. 
Increases in the prices of services and nonfood com
modities were principally responsible for the rise in 
the consumer index. The stability of wholesale 
prices was attributable to declines in farm product 
and processed food prices; industrial commodity 
prices rose sharply in the second half, however.

Monetary policy was easy throughout the year, 
but showed some signs of tightening in December. 
Despite the easy policy, long-term rates rose to 
30-year highs in the face of record private demand 
for funds, and short rates turned up after midyear. 
Fiscal policy was highly stimulative during the year.

THE FORECASTS IN BRIEF
Gross National Product Forecasts for 1968 GNP 
are heavily concentrated in the range from $840 bil
lion to $845 billion. The midpoint of this range—  
$842.5 billion— represents an increase of 7.3% in 
current dollars. After allowance for expected price 
increases, the growth in “ real” GNP would be 
about 4.0%.

The forecasters are generally in close agreement 
that government purchases of goods and services will 
range from $193 billion to $196 billion. The mid
point of this range represents a 9.9% increase, con
siderably below the large 14.3% increase in 1967. 
Defense expenditures are expected to level off as 
the year progresses. The bulk of the growth in non
defense public expenditures is expected to occur at 
the state and local level where the increase, if realized, 
will be exceeded only by 1967’s record rise.

Most forecasters see gross private domestic in
vestment increasing about 7.7% over 1967, but the 
full range of forecasts— $114 billion to $127 billion 
— indicates considerable diversity of opinion. In
creasing inventories are expected to provide the 
major boost in the investment area, but most ob
servers expect an assist from plant and equipment 
expenditures and from residential construction.

Consumer spending is most commonly forecast to 
grow by between $31 billion and $35 billion. The 
midpoint of this range amounts to about a 6.7% 
rise from 1967. Durable goods spending should re
cover sharply from 1967 and spark the growth. 
Rising wages and increased Social Security benefits 
will push up personal income, and many forecasters 
expect the personal savings rate to decline from the 
high 7%  level of last year. Recent surveys of con
sumers’ buying intentions, however, have tempered 
optimism somewhat. The effect of higher Social 
Security benefits will also be moderated by larger 
contributions.

Predictions for net exports range from $1.0 billion

below to $1.0 billion above 1967’s $5.0 billion total. 
The forecasters’ inability even to agree on whether 
this small but significant variable will rise or fall in
1968 reflects the present turbulence in international 
markets.

Industrial Production Most predictions call for 
a 1968 average of 163-166 on the Federal Reserve 
index of industrial production. The midpoint of this 
range represents a 4.8% increase from the 1967 
average, still well below the 6.7% annual rate of 
increase from 1961 to 1966. The predicted resur
gence of automobile sales and inventory building in 
steel and other industries will provide the main 
stimulus, especially in the first half. Increases in 
construction and in consumer spending for durables 
will further improve the index.

Construction The value of new construction put 
in place is most often expected to be between $80 
billion and $84 billion. The midpoint of this range 
represents a 6.5% increase over 1967. Residential 
construction, usually about a third of the total, is 
expected to be a bright spot if the interest rate 
structure does not create any acute shortage of 
mortgage funds. Forecasters seem to expect about 
a 15% growth in 1968. Housing starts may be as 
high as 1.5 million units if the 1967 pace continues 
through the year, but most forecasts are for about 
1.45 million new starts, assuming a tax increase.

The large public construction sector, also about 
a third of the total, is expected to grow by about 
7%. This sector includes such items as schools, 
hospitals, highways and streets, and sewer and water 
facilities. Industrial and commercial construction 
— covering such things as factories, warehouses, and 
office buildings— is forecast to rise by about 3% 
after falling to $13 billion in 1967, principally as a 
result of reduced industrial expenditures.

New Plant and Equipment M ost forecasters 
agree that plant and equipment outlays will grow 
around 5% in 1968 to some $65 billion. A  few, 
however, feel expenditures may decline unless busi
ness and monetary conditions become more favorable 
early in the year. Restoration of the investment tax 
credit last year should provide incentive for invest
ment in 1968 but the effect is hard to measure.

Corporate Profits Corporate profits before taxes 
are most often expected to be in an $83-$87 billion 
range, an increase of about 6.2% at the midpoint. 
Business hopes to cover some of the higher costs of 
labor and materials through price increases but will 
also try to protect profit margins by improving pro
ductive efficiency. Increased payroll taxes for Social
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E C O N O M Y  IN 1967 A N D EXP E C TA T IO N S

Unit or Base

FOR 1968

1967* 1968**

Gross national product _________________________ $ Billions 785 840 to 845

Personal consumption expenditures __________ $ Billions 492 523 to 527

Government purchases of goods and services — $ Billions 177 193 to 196

Gross private domestic investment____________ $ Billions 111 118 to 121

Net exports of goods and services __________ $ Billions 5 4.5 to 5.5

Index of industrial production __________________ ____ 1957-1959 157 163 to 166

Sales of domestic automobiles __________________ Millions 7.6 8.2 to 8.3

New construction put in place __________________ $ Billions 77 80 to 84

Private housing starts __________________________ Millions 1.3 1.4 to 1.5

New plant and equipment expenditures _________ $ Billions 61 64 to 65

Change in business inventories __________________ $ Billions + 4 + 5 to + 7

Corporate profits before taxes __________________ $ Billions 80 83 to 87

Rate of unemployment __________________________ Per cent 3.9 3.9 to 4.0

Wholesale price index __________________________ .... 1957-1959 106.1 108.0 to 108.5

Consumer price index __________________________ 1957-1959 116.3 119 to 121

"'Estimated.
**R ough approxim ations of typical forecast.

Security, and higher costs of money will tend to re
duce before-tax profits while passage of the surtax 
bill would cut into after-tax profits.

Employment and Unemployment Periods of full 
employment seem to provide forecasters with little 
incentive for discussion. Most forecasters contented 
themselves with simply predicting the rate of unem
ployment. Predictions in most cases were either 
3.9% or 4.0%, virtually the same as in 1967. Some 
of those who discussed the employment situation ex
pressed the opinion that the main labor problem will 
be a continued shortage of skilled labor with attendant 
upward pressure on wages.

Prices Estimates of consumer and wholesale 
prices call for a faster rate of inflation than in 1967. 
The consumer price index is forecast to rise by 
about 3.2%, somewhat more than the 2.7% rise in

1967. The three components of this index, food, 
nonfood commodities, and services, are expected to 
rise, with the largest rise in the services. The in
crease in wholesale prices, foreseen at about 2.0%, 
is in marked contrast to practically no change in 1967.

Summary Growth in the public sector and an 
expansive monetary policy last year prevented a 
recession in the face of a slowdown in private in
vestment and consumption. In 1968 the private 
sector should move strongly upward while the public 
sector will continue to grow but at a slower rate. 
In general, the forecasters see 1968 as a year of 
rising economic activity. Although they do not 
characterize it as a boom year, they generally predict 
that inflation will be a serious problem as strong 
aggregate demand supports upward price pressures 
which will continue to arise from the cost side.

Joseph C. Ramage
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