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F O R E C A S T S  1 9 6 9

As Usual, An Unusual Year

Forecasting what lies ahead for the economy is 
a com plex task, but once again economic seers have 
examined the business indicators and have come up 
with what they set forth as a preview of 1969. A s 
in all previous years the forecasters are again careful 
to point to the many important uncertainties that 
complicate their task. But this time they note that 
the uncertainties are more difficult than usual. Com 
plications like the Vietnam war, the uncertain fate 
of the tax surcharge, the reaction of consumers to 
increased social security taxes, and the possibility of 
further credit tightening have cast long shadows 
over many a crystal ball. A lso, the apparent failure 
of the tax surcharge to have its anticipated effect on 
the economy in 1968 added confusion. But fore
casters have braved these obstacles and have pro
ceeded with the annual excursion toward the end 
of the limb.

M ost forecasters assume a stabilization of the 
Vietnam hostilities during 1969, with some reduction 
in military commitments likely. They look for an 
extension of the 10%  tax surcharge if the economy 
is continuing to expand rapidly in early 1969, and 
its expiration on schedule if a slowdown has ma
terialized. There is little agreement, however, con
cerning the reaction of consumers to underwith
holding of 1968 taxes following passage of the sur
tax and to the increased social security tax. Some 
expect the economy to be so bullish that these re
straining measures will have little effect on con
sumer expenditures. Other forecasters think that 
during the first half of the year the higher taxes will 
provide enough restraint to dampen the growth of 
consumer expenditures. Apparently comparatively 
few forecasters expect a stringent credit p o licy ; those 
that do, think it will last only a short while.

The forecasts examined here represent the best 
efforts of business and academic economists during 
autumn and winter of 1968 to predict the performance 
of the U. S. economy in 1969. This brief article at
tempts to convey the general tone and pattern of 
some 52 forecasts compiled in the Research Depart
ment of the Federal Reserve Bank o f Richmond. 
Not all of these are comprehensive forecasts and 
some incorporate estimates of the future behavior of 
only a few key economic indicators. Several rep
resent group, rather than individual efforts.

The consensus of the forecasts examined in this 
article call for a 1969 G N P  in the range of $912-$915 
billion. Many of the forecasts were made at a 
time when G N P  growth for the last half o f 1968 
was being underestimated by a substantial margin. 
W hether most of the forecasters would revise their 
1969 projections upward in the light of the final 
figures for the third and fourth quarters of 1968 is 
problematical. A t least two have recently increased 
their G N P  estimates—-one by a substantial $8 billion 
to $922 billion. In any event, in view of the $888 
billion annual rate in the final quarter o f 1968, the 
consensus forecast would represent a rate of increase 
of $10 to $11 billion per quarter. This would be well 
below the quarterly increases in 1968.

The views and opinions set jorth here are those 
of the various forecasters. N o agreement or endorse
ment by this Bank is implied. A  compilation of 
forecasts, with names and details of estimates, may 
be obtained from  the Federal R eserve Bank of 
Richmond.

Prologue T he forecasts from  w hich  a consensus 
has been drawn were published during the last four 
months of 1968 and the first half of January 1969. 
The early predictions during this period generally
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assumed that the tax surcharge would exert a re
straining effect during the last quarter of 1968. 
These generally concluded that a substantial slowing 
would take place during the first half of 1969, with 
the rate of expansion accelerating after the mid-year 
expiration of the surcharge. O f those who pre
dicted quarterly growth, the consensus seemed to be 
that G N P  would grow  approximately $10 billion in 
each of the first two quarters of 1969 and $16 billion 
during each of the last two.

During the course of the forecasting season, the 
prognosticators have apparently become less sure of 
their standard saucer-like quarterly prediction. A  
number of the later predictions indicated that G N P  
would continue to expand strongly throughout the 
first half of 1969, with monetary restraint probably 
producing some moderation in second half growth. 
Others forecast vigorous expansion throughout 1969, 
and at the time of this writing, only two foresee 
some sort of mild recession during the coming year.

1968 in Perspective O ne o f the factors generat
ing some confusion among forecasters this year has 
been the unexpected performance of the economy in 
1968. The continued buoyant performance of the 
economy in the last half, after passage of the fiscal 
restraint package, confounded the experts and for the 
year as a whole, actual business expansion con
siderably overshot the forecasts made at the begin
ning of the year.

A  year ago most predictions for 1968 were gen
erally in close agreement that the 1968 G N P  would 
range from $840 to $845 billion in current dollars, an 
increase of 7.3%  over 1967. After allowance for 
expected price increases, the growth o f real G N P  
was predicted at about 4 .0% . The forecasters ex 
pected rapid expansion during the first half of 1968 
to be followed by more moderate growth during the 
last half. In fact, first half growth was somewhat 
larger and the second half moderation considerably 
smaller than had been anticipated. Latest Com 
merce Department estimates now indicate a 1968 
G N P  of $861 billion in current dollars, an increase 
of 9 .0%  over 1967. A fter allowing for a 4 .0%  rise 
in the implicit price deflator, real G N P  had an in
dicated annual growth rate of approximately 5.0% .

During 1968 the quarterly expansion in G N P  
measured on an annual rate basis was $20 billion in 
the first quarter and $21.7 billion in the second. A d 
vances of $18.1 billion during the third quarter and

an estimated $16.8 billion in the fourth represent a 
continuing moderation from the first half growth, 
but considerably less than expected even in fore
casts made relatively late in 1968.

The various components of G N P , as well as other 
important economic indicators which were projected 
for 1968, almost all show the same tendency on the 
part of observers to underestimate the 1968 expan
sion. The rate of unemployment, predicted to in
crease slightly during 1968, actually fell to 3.6%  
from 3.8%  in 1967. This was the lowest yearly un
employment rate since 1953. Gross private do
mestic investment was expected to increase by 7.7%  
to about $120 billion, but it actually rose 11.5% 
to $127.5 billion.

On the consumer’s side, 1968 personal consump
tion expenditures were expected to be between $523 
and $527 billion, but indications now are that they 
totaled $533.7 billion. The consumer price index 
rose 4 .6%  from  a 1967 average of 116.3, compared 
with year-ago forecasts of a 3.2%  rise. Forecasters 
were also short on their estimates of sales of domestic 
automobiles, which came to 8.6 million units against 
a predicted 8.2 to 8.3 million.

The forecasters underestimated the business sector 
of the economy as well. Corporate profits before 
taxes amounted to $92.1 billion in 1968, well above 
the estimated range of $83 to $87 billion. New 
construction put in place, at $84.7 billion, was closer 
to the predicted range of $80 to $84 billion, but 
still underestimated. The forecasters’ estimates of 
1.4-1.5 million housing starts, on the other hand, 
were almost precisely on target. Similarly, the in
dustrial production index, which was predicted to 
average between 163 and 166 (1 9 5 7 -59 = 1 0 0 ) for 
the year, averaged 164.3. The wholesale price index 
for the year, however, averaged slightly above the 
level foreseen by the prognosticators, 108.7 on the 
1957-59 base as compared with predictions of 108.0 
to 108.5. In only one instance were the seers more 
bullish than the 1968 results. The net exports com 
ponent of G N P  was supposed to range from $4.5 
to $5.5 billion, but it now appears to have amounted 
to only $2.5 billion.

In defense of the forecasters it should perhaps be 
noted that as the year progressed, those who made 
quarter-by-quarter estimates seemed to periodically 
revise these estimates upward. Even in late summer, 
many expected a substantial moderation in business 
expansion during the second half. A s it became ap
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parent that the third quarter data would show no 
such moderation, many held on to an expectation of 
a slower fourth quarter. The unexpectedly strong 
performance of the econom y in the closing months 
of the year, when the business of forecasting 1969 
was getting underway, led to several revisions of 
early predictions for the coming year. O f this 
period, A lbert T . Sommers of the National In
dustrial Conference Board noted: “ It is hard to 
recall a time when the tone of sophisticated discus
sion of economic prospects has fluctuated with such 
volatility.”

Econom ic policy during 1968 also played a role 
in explaining the disparity between the forecasts and 
the results for 1968. The tax surcharge passed as 
expected, but did not dampen the advance to the 
extent anticipated. Government purchases totaling 
$197 billion were somewhat above the predicted 
range of $193 to $196 billion. There was also a 
fairly rapid and unexpected growth of the money 
supply. A s prices continued to rise during 1968, 
the public apparently responded by increasing pur
chases of goods as a hedge against future price in
creases. These actions resulted in a sharp decrease 
in the saving rate in the third quarter, and at the 
very least postponed the slowing effects o f the tax 
surcharge until 1969.

THE FORECASTS IN BRIEF

Gross National Product Forecasts for 1969 G N P  
are concentrated in the area of $912 to $915 billion. 
This would represent a 6 %  yearly gain, substantially 
below the 9 %  advance registered for 1968. The 
forecasts ranged from  a low of $895 billion to a high 
of $933 billion. Price rises are expected to account 
for about half of the anticipated 6 .2%  increase in 
current dollar G N P .

Personal consumption expenditures were most 
often estimated to advance 6 .3%  to $567 or $568 
billion. This represents about three-fourths of the 
percentage increase that was registered during 1968. 
Government purchases of goods and services are ex 
pected to range between $210 to $212 billion. The 
midpoint of this range represents a 7 %  increase 
over 1968 government purchases. This is sub
stantially smaller than the 10.5% gain in 1968. The 
larger part of this increase is expected to occur in 
state and local government expenditures.

Gross private domestic investment is expected to 
rise by about 5 .0%  to $132-$136 billion, also a

smaller increase than the 10.7% rise during 1968. 
Gains in both construction and plant and equipment 
expenditures are projected. M ost forecasters expect 
the increase in business inventories in 1969 to be 
somewhat smaller than in 1968.

Industrial Production M ost predictions call for 
a 1969 average of 168-169 for the Federal Reserve 
index of industrial production (1 9 5 7 -5 9 = 1 0 0 ). 
This represents an increase of approximately 2 ^ %  
over the 1968 figure. Although most forecasters 
expect steel production to slow and automobile out
put to remain about the same, they predict increases 
in the output of other consumer durables, construc
tion materials, capital equipment, and nondurable 
goods.

Construction T he value o f new  construction  put 
in place is expected to be between $89 and $91 billion 
in 1969, an increase of 5%  to 7 %  over 1968. Resi
dential outlays are expected to show the largest per
centage gain ; some forecasters anticipate a rise of 
15% to 18% . Private housing starts are most often 
predicted to rise to 1.65 or 1.70 million, an increase 
of 10%  to 13% . Nonresidential and public housing 
outlays are expected to advance at a rate below the 
4 %  to 5%  recorded in 1968.

New Plant and Equipment E conom ists  have 
been very bullish about business expenditures for 
plant and equipment during 1969. The consensus 
of the forecasts is that they will be $68 or $69 billion 
during 1969, representing an increase o f 5%  to 7 %  
over the expenditures made in 1968. One very 
prominent survey of businessmen’s intentions even 
shows an 8 %  gain.

Corporate Profits Forecasters w ere som ew hat 
uncertain about 1969 corporate profits, but the con
sensus is that corporate profits before taxes would 
be about $90.0 billion. This would be 2 .3%  below 
the 1968 figure. Profits after taxes are expected to 
be between $50 and $52 billion. The midpoint of 
this range represents no change from  the 1968 figure. 
The apparent inconsistency between the estimates of 
before- and after-tax profits results from  the pro
pensity of most forecasters to estimate either before
tax profits or after-tax profits, but not both.

Unemployment T h e  forecasters w ere unanim ous 
in their opinion that the unemployment rate would 
rise from  the 1968 average of 3 .6% . This 15-year
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ECONOM Y IN 1968 AND EXPECTATIONS FOR 1969

Unit or Base 1968* 1969**

Gross national product ___________________________ ___  $ Billions 861 912 to 915
Personal consumption expenditures ___________ ___  $ Billions 534 567 to 568
Government purchases of goods and services ..___  $ Billions 197 210 to 212
Gross private domestic investment ____________ ___  $ Billions 127 132 to 136
Net exports of goods and serv ices_____________ ___  $ Billions 2.5 2.0 to 4.0

Index o f industrial production __________________ ...... 1957-1959 164 168 to 169
Sales of domestic autom obiles____________________ ___  Millions 8.6 8.9 to 9.1
New construction put in place __________________ ___  $ Billions 85 89 to 91
Private housing starts ___________________________ ___  Millions 1.50 1.65 to 1.70
New plant and equipment expenditures__________ ___  $ Billions 64 67 to 69
Change in business inventories __________________ ___  $ Billions + 7 .3 + 6 .0 to + 6 .5
Corporate profits before taxes __________________ ___  $ Billions 92 89 to 91
Corporate profits after ta x e s______________________ ___  $ Billions 51 50 to 52
Rate of unem ploym ent_________ _________________ ___  Per cent 3.6 4.3 to 4.5
Wholesale price index ____________________________ ...... 1957-1959 108.7 111.0 to 112.0
Consumer price index ________________________  — 1957-1959 121.7 125.0 to 126.0

‘"Estimated.
**Rough approximations of typical forecast.

low annual rate is generally expected to move up to 
a range of 4 .3%  to 4 .5%  for 1969. Since the D e
cember 1968 unemployment rate was at a seasonally 
adjusted low of 3 .3% , the 1969 predictions appear 
to call for an average of about 900,000 more persons 
unemployed than was the case at year end 1968.

Prices E stim ates o f consum er and w holesale 
prices imply some reduction in inflationary pressures 
during the year, although most forecasters expect 
prices generally to continue their upward trend. The 
consensus is that consumer prices will advance 3.0%  
to 3.5%  during 1969, and that wholesale prices will 
increase by 2 .1%  to 3 .0% . These predictions com 
pare favorably to the 1968 increases of 4 .3%  in the 
consumer price index and 2 .5%  in the wholesale 
price index.

Summary T h e tax surcharge exercised  som e
what less than its anticipated restraint during 1968 
and the economy advanced considerably faster than 
had been expected. The 1968 economy had the 
characteristics of a boom yea r ; consumer prices rose 
rapidly and the unemployment rate moved to a 15- 
year low. Forecasters think that 1969 G N P  will 
show a slower rate of expansion than 1968 and that

upward pressure on prices should moderate but not 
disappear.

The most common forecast for quarter-by-quarter 
growth in 1969 calls for the rate of expansion o f the 
economy to slow during the first half of 1969 and to 
accelerate during the second. This prediction has 
been standard since autumn of 1968, and although 
most of the prognosticators continue to cling to the 
“ saucer-shaped forecast,”  there have been some im 
portant recent departures from  that view.

Some forecasters now expect the economy to con
tinue to expand at the present rate until the second 
half of 1969, when they foresee a slowdown ma
terializing. M oreover, a number o f these forecasters 
think that the slowdown, when and if it comes, may 
be somewhat more than moderate. T w o o f the 52 
forecasters at the time of this writing expected a 
recession, although one of rather mild proportions 
and brief duration. But a few others are predicting 
continued vigorous expansion throughout the year. 
Finally, the more prudent are simply refusing to 
predict the quarterly performance of the 1969 
economy— and that means that it is, as usual, an 
unusual year.

William E. Cullison
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