
FORECASTS 1971
Recovery in Sight?

Forecasting the economy’s performance for the 
coming year is a difficult task, and all too often the 
forecasts prove to be less accurate than the predictor 
may have desired. For example, in the waning 
months of 1969, few if any of the seers incorporated 
a protracted automobile strike in their projections. 
But, as is well known, the strike had widespread and 
significant effects upon the economy. The estimates 
of the quarter-by-quarter change in GNP had been 
reasonably accurate until effects of the General 
Motors strike began to appear, but then the fore
casting error began to mount.

In general, last year’s forecasts might be summed 
up as having been accurate with respect to the di
rection of the economy, if not to the magnitude of 
its changes. The only exception to this evaluation is 
the rate of price increase, which was expected to 
slow. The forecasters thought that slackening con
ditions in labor and product markets would be re
flected in a smaller rate of increase in prices. Some 
slowing of price inflation did occur in the second 
half of 1970, but the implicit price deflator— the 
price index for G N P— in 1970 ended up showing a 
higher growth rate than in 1969.

This year forecasters are aware of the possibility 
of some major strikes during 1971, and most note 
that the threat of a steel strike will affect the 
economy even if the strike does not materialize. 
Many expect an abatement of inflationary forces 
during 1971 notwithstanding the continuation of 
strong cost-push pressures. Also, 1971 is expected 
to be a year of significant recovery for the construc
tion industry. The impetus to general economic re
covery is expected to come from that industry, from 
state and local government spending, and from con
sumer spending. Capital outlays and Federal Gov
ernment expenditures are expected to contribute 
little to economic growth in 1971.

The consensus of forecasts examined in this article 
indicates a 1971 GNP of around $1,050 billion. 
Based upon current Department of Commerce esti
mates for 1970 GNP, this figure would represent a 
gain of approximately 7.5%, which is greater than 
the 4.9% rate in 1970. Economists are predicting a

rather large jump in current dollar GNP during the 
first quarter of 1971. This gain is expected to result 
partly from consumer purchases of durable goods 
deferred from the last quarter of 1970 because of 
the automobile strike. Also, adding to the gain will 
be business inventory accumulation because of a re
plenishment of automobile dealer stocks and a build
up of steel stocks in anticipation of a possible strike 
in that industry. None of the forecasters expects an 
end to inflation in 1971, but many think that its rate 
of growth will be slightly less in the fourth quarter 
than in the first.

The 1971 forecasts summarized here represent the 
best efforts of business and academic economists 
during the autumn and winter of 1970 to predict the 
performance of the U. S. economy in 1971. This 
article attempts to convey the general tone and pat
tern of some 50 forecasts reviewed by the Research 
Department of this Bank. Not all of them are com
prehensive forecasts, and some incorporate estimates 
of the future behavior of only a few key economic 
indicators. Several represent group rather than in
dividual efforts.

The views and opinions set forth in this article 
are those of the various forecasters. ATo agreement 
or endorsement by this Bank is implied.

1970 Forecasts in Perspective A  year ago most 
projections of current dollar GN P for 1970 centered 
around $986.5 billion, an increase of 5.8% over 1969. 
The forecasts ranged from a low of $966 billion to a 
high of $990 billion. After allowing for expected 
price increases, the growth of real GNP was pre
dicted to account for about one-third of the 5.8% 
rise. Latest estimates by the Department of Com
merce indicate a 1970 GNP total of $976.8 billion, 
which is well within the range of our forecasters. 
Compared to 1969, wrhen the seers had predicted a 
GNP of around $912 to $915 billion and the eco
nomic aggregate actually totaled $931.4 billion, 1970 
was a banner year for forecasters. The most fre
quent estimates for 1970 GNP, however, were a good 
deal larger than the actual GNP recorded; so 1970 
could only be called a “ banner year” when compared
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RESULTS FOR 1970 AND TYPICAL FORECAST FOR 1971

Gross national product _________________________
Personal consumption expenditures _________
Government purchases of goods and services ....
Gross private domestic investment ___________
Net exports of goods and services ___________

New plant and equipment expenditures _________
Change in business inventories ________________
Corporate profits before taxes __________________
New construction put in place _________________
Private housing starts _________________________
Domestic automobile sales _____________________
Rate of unemployment _________________________
Industrial production index _____________________
Wholesale price index __________________________
Consumer price index _________________________
Implicit price deflator __________________________

Percentage
Change

Unit or 
Base

Estimated
1970

Forecast
1971*

1969/
1970

1970/
1971

$ billions 976.8 1,049.6 6.9 7.4
$ billions 617.2 663.4 6.9 7.5
$ billions 220.5 233.9 3.9 6.1
$ billions 135.4 145.0 —  3.1 7.1
$ billions 3.7 4.5 . . . . . . . .

$ billions 80.4 80.8 6.6 0.5
$ billions 3.2 5.2 _
$ billions 82.6 89.2 —  9.4 8.0
$ billions 91.4 98.7 0.5 8.0

millions 1.43 1.70 —  2.7 19.0
millions 7.2 8.5 — 14.9 18.0
per cent 5.0 5.5 — —

1957-1959 167.6 173.5 —  3.0 3.6
1957-1959 117.1 119.4 3.6 2.0
1957-1959 135.3 140.5 6.0 4.0
1958 134.8 139.6 5.3 3.6

* Figures are constructed from  the typical percentage change forecasted for 1971.

with the poor 1969 performance. If there had been 
no automobile strike during the fall, 1970 might 
indeed have been a memorable forecasting year.

The consensus of the quarter-by-quarter forecasts 
for 1970 was that GNP was expected to rise by ap
proximately $10 billion during the first quarter. 
$10.5 billion in the second, $14 billion in the third, 
and $16 billion in the fourth. GNP actually in
creased $7.8 billion in the first quarter, $11.6 billion 
in the second, $14.4 billion in the third, and between 
$5 billion and $6 billion in the fourth. The average 
predicted increase for the first three quarters of 1970 
was $11.5 billion, compared to an actual average 
increase of $11.3 billion. Compared to past per
formances, therefore, their estimates for current dol
lar GNP were close indeed.

Unfortunately, the forecasts for GNP measured 
in 1958 dollars were less accurate. The predictors 
thought that prices would rise from 4%  to 4.5% 
over the year. In fact, the implicit price deflator 
for GNP rose 5.3% over the course of the year. 
In contrast to the predicted moderate slowing from 
the 4.7% increase during 1969, the inflation rate 
for the year was moderately higher than in 1969.

In any event, GNP measured in 1958 dollars is 
now expected to total $724.7 billion for 1970. This 
figure represents a decrease of 0.4% from the 1969 
total. It might be noted that the forecasters have 
rather substantially underestimated the rate of price 
increase in each of the last three years.

The estimates of the various components of GNP, 
as well as other important economic indicators which 
were projected for 1970, generally reflected a ten
dency to underestimate the slowing of the economy 
from its 1969 pace. The rate of unemployment, pre
dicted to average 4.3% to 4.5% for the year, was 
actually 5.5%. Gross private domestic investment 
was expected to increase by 4%  to about $145 or 
$146 billion ; it actually fell by approximately 3%  to 
$135.4 billion. The estimators’ over-optimism with 
respect to the 1970 performance of construction and 
inventory investment accounted for most of their 
error in the investment sector.

On the consumer side, 1970 personal consumption 
expenditures were expected to be around $614 bil
lion, but they appear now to have totaled $617.2 
billion. Personal consumption was one of the few 
aggregate series that was underestimated. The
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underestimate cannot be easily rationalized since do
mestic automobile sales, which account for a signi
ficant proportion of consumer expenditures, were 
substantially overestimated. They were expected to 
total around 8 million units in 1970, but current 
indications are that they will total 7.2 million.

The consumer price index rose over 6%  from its
1969 average, which was higher than the average 
forecast of a 5% rise. The forecasters also tended 
to underestimate the slowing of the business sector 
of the economy. The index of industrial production, 
which was predicted to average between 172 and 173 
for the year, actually dropped to an average of 167.6. 
Corporate profits before taxes dropped 9.4% to 
$82.6 billion in 1970— again well below the estimated 
range of $90 to $91 billion.

Apparently, almost all of last year’s forecasters 
underestimated the extent of the downturn in the 
economy and expected inflation to subside more 
than it did. With respect to the two economic goals 
of price stability and full employment, it is un
fortunate that the predictions were not realized.

THE 1971 FORECASTS IN BRIEF

Gross National Product Forecasts for 1971 GN P 
are concentrated around $1,050 billion. This esti
mate represents an approximate 7.4% yearly gain, 
somewhat more than the 4.9% advance registered 
for 1970. The forecasts range from a low of $1,031 
billion to a high of $1,059 billion. Price rises are 
expected to account for about half of the anticipated 
increase in current dollar GNP. Most of those who 
made quarterly forecasts expect GNP, measured at 
seasonally adjusted rates, to increase by almost $30 
billion during the first quarter, $20 billion in the 
second, $17 billion in the third, and $18 billion in 
the fourth quarter.

As a rule, personal consumption expenditures are 
estimated around $663.5 billion. This represents an 
increase of 7.5%, which is somewhat more than the 
6.9% increase registered during 1970. Government 
purchases of goods and services are expected to total 
$234 billion. This increase of approximately 6%  is 
again projected to be larger than the 1970 gain of 
3.9%. The forecasters expect a further decline in 
defense spending, but they think that other Federal 
Government expenditures will rise enough to offset 
the decline. State and local government expendi
tures, on the other hand, are predicted to be one of 
the strongest sectors of the economy in the coming 
year, mainly because of anticipated improvements 
in the capital markets.

Gross private domestic investment is expected to 
rise by about 7.1% to $145 billion, which is a sub-

TYPICAL* QUARTERLY FORECAST FOR 1971

Q u a rte r-b y -Q u arte r  C h a n g e s  in B illions o f  D o lla rs  

U nless O th erw ise  N o te d

I II III IV

Gross National Product 29.5 20.0 17.0 18.2
Personal Consum ption 

Expenditures 18.5 10.9 12.0 11.0
G ross Private D om estic 

Investm ent 7.1 3.4 0.0 4.0
Net Exports 0.0 0.0 0.0 0.2
Governm ent Purchases 3.2 3.0 3.5 3.3

Im plicit Price D efla torf 3.9 3.5 3.4 3.1

* Median.
f  Percentage changes at annual rates.

stantial improvement over the 3.1% decline during
1970. Plant and equipment spending is projected to 
remain almost unchanged, but the overwhelming ma
jority of forecasters expect construction spending to 
show a rapid recovery from the depressed conditions 
of the past two years. Construction, therefore, will 
combine with increased business inventory invest
ment to offset the rather lackluster spending pace 
predicted for producers’ durable goods.

It should be mentioned that no clear consensus 
emerged for investment spending. In the case of 
gross private domestic investment, the estimates most 
often clustered between 6.6% and 7.4%, but the 
median estimate was that it would rise by 7.4%. 
Moreover, the estimates ranged widely from a 4.3% 
to an 11.4% rate of increase. Likewise, even 
though more plant and equipment spending forecasts 
fell in the zero to 1% range than in any other range 
of equal magnitude, the median estimate called for 
an increase of 2% . The predictions ranged widely, 
from a decline of 4%  to an increase of 7.7%. Esti
mates for inventory investment show even less of 
a consensus. It was most often estimated to be be
tween $5 and $5.5 billion. The median estimate was 
$6 billion, however, and the figures cited by our 
group of forecasters ranged between $3 billion and 
$11.1 billion.

Industrial Production M ost predictions call for 
the Federal Reserve index of industrial production 
(1957-59=100) to average around 173 or 174 
during 1971. This estimate represents a 3.5% in
crease in the index, compared to the actual decline 
of 3% on record for 1970. The forecasters expect
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a recovery in automobile production from the strike- 
affected conditions of 1970 as well as an expansion 
in the production of other consumer durables.

Several of the forecasters think that the threat 
of a steel strike will cause forward building of steel 
inventories during the first half of 1971. Many of 
them, however, seemed to believe that a major work 
stoppage in that industry would be avoided.

Construction The value of new construction put 
in place is expected to total $98 to $99 billion in
1971, an increase of around 8%  over 1970. Both 
residential and nonresidential construction outlays 
are expected to show the effects of the recovery in 
the construction industry. Private housing starts are 
commonly expected to rise almost 20% to a total of 
1.7 million units. Forecasters usually base their pre
dictions for a recovery in the construction industry 
upon greater availability of funds in the mortgage 
market combined with pent-up demands engendered 
during the last couple of years.

New Plant and Equipment M ost of the fore
casts indicate that firms will spend $80.8 billion for 
plant and equipment during 1971. This forecast is 
for almost no increase in expenditures over the $80.4 
billion totaled in 1970 and represents a substantially 
smaller growth rate than the 6.6% recorded during 
1970. The low estimate for 1971 seems to stem from 
the generally bearish investment plans of private 
businesses.

Corporate Profits Forecasters are far from 
unanimous about the future for corporate profits, 
and the predictions for the growth of profits before 
taxes range from 5% to 15%. Most of the esti
mates, however, are in the neighborhood of 8%  
growth, which would raise the total to $89.2 billion 
for the year. Such a growth of corporate profits 
would suggest a sizeable increase over the 9.4% de
cline which corporate profits recorded in 1970. 
Profits after taxes are also expected to show an 8%  
growth rate to $48 billion. Since most forecasters 
estimate either before-tax profits or after-tax profits, 
very little can be inferred about their assessment of 
corporate tax liabilities in 1971.

Unemployment The unemployment rate is pro
jected to average 5.5% by most of the observers of 
the 1971 scene, and the forecasts range between 4.8% 
and 6.1%. Since the unemployment rate reached a 
high of 6%  in December to average 5% for the year, 
our forecasters are predicting some downward move
ment in the unemployment rate during 1971.

Prices This year nearly all o f our forecasters 
are predicting some moderation in the rate of in
flation. The most common prediction is that the 
implicit price deflator for GNP will increase by only 
3.6%— well below the 5.2% increase of last year. 
The most pessimistic of our forecasters predicts an 
an increase of only 4% . The consumer price index 
is generally expected to rise by almost 4%  during 
the year. Estimates for the increase in this index 
ranged from 3%  to 4.6%. Wholesale prices are ex
pected to increase by a smaller amount, approxi
mately 2% , during the year.

Quarterly Forecasts Eleven of our forecasters 
made quarter-by-quarter predictions for the 1971 
econom y; the details of their forecasts are sum
marized in the quarterly table. They call for a 
relatively rapid rate of growth for GNP during the 
first quarter attributable mainly to recovery from the 
automobile strike, some slight tapering off during the 
second and third, and a slight acceleration again 
during the fourth quarter. Prices are expected to rise 
somewhat less in the fourth quarter than in the other 
three, but always at a more moderate annual rate 
than in 1970.

Summary The econom y slowed considerably 
more than anticipated during 1970. This slowing, 
however, was accompanied by a faster rate of infla
tion than had been anticipated. Prices actually ac
counted for the entire increase in current dollar GNP 
during 1970.

The 1971 consensus is for a resumption of growth 
in real GNP, some abatement of inflation, and a 
decline in the unemployment rate from its fourth 
quarter 1970 level. This year the forecasts might 
be called “ cautiously optimistic,”  and most of the 
experts think that 1971 will be a better year for 
business than 1970, but not startlingly so.

William E. Cullison

A  compilation of forecasts in booklet form, with names and details of estimates, 

may be obtained from the Federal Reserve Bank of Richmond.
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