
The Unemployment-lnflation Trade-Off:

What 1969 Forecasts Imply
Compared to 1968, most forecasters have pre
dicted a slower economic expansion in 1969. A 
slower economic expansion is not always good 
news. But the recent opinion of most economists 
is that some deceleration in economic activity 
in 1969 is not only desirable, but is essential if 
current inflationary price rises are to be checked 
or reduced. The anticipated slowing of dollar 
gains and the effects on price advances and un
employment vary considerably, however, accord
ing to 11 major business forecasts analyzed by 
this Bank. The results and some implications of 
these forecasts are summarized in this article.

A Slower Economic Expansion

In December 1968, when this Bank solicited 1969 
economic projections from various individuals 
or organizations that customarily make fore
casts, there was wide agreement among the re
spondents that the economy would slow down 
in 1969. There was less agreement on how much 
deceleration is expected. For example, the pro
jections of Gross National Product (G N P) for 
the entire year ranged from a low of $903 billion 
to a high of $921 billion. The median forecast of 
GNP was $913 billion. If this projection is taken 
as “typical,” then GNP is expected to increase

around $52 billion in 1969, or about 6 percent 
over the $861-billion level reached in 1968. 
Although sizable, a $52-billion increase is con
siderably smaller than the extraordinarily large 
$ 7 1-billion increase, or 9-percent gain, recorded 
in GNP during 1968.

The slower economic expansion, according to 
the opinion of most forecasters, was expected to 
start in the final quarter of 1968 as the earlier 
increase in personal and business income taxes 
and some cutback in government expenditure pro
grams began to restrain economic activity. As the 
preliminary figures on economic activity for the 
final months of 1968 began to come in, they 
revealed further rapid gains. GNP, measured in 
current prices, had increased at an annual rate of 
nearly $17 billion in the final quarter, only slightly 
less than the $18-billion rise the previous quarter. 
The rate of increase, measured in dollars of 
constant purchasing power, had declined from 5 
to 3.8 percent. The unemployment level, low 
throughout 1968, was declining, and in December 
the jobless rate was down to 3.3 percent—the 
lowest in 15 years. Moreover, about half the 
fourth quarter increase in GNP was the result of 
higher prices, thus continuing the inflationary 
trend of previous quarters during the year.

The range and quarterly patterns we received
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Table I
GNP, Inflation, and Unemployment

(Based on Surveyed Forecasts)

G N P  N um ber of U nem ploy- Percent
($ billions) Forecasts m ent Rate Inflation*

Range of 1969 Forecasts
903-910 3
912-914 3
915-916 3
917-921 2

1969 Median Forecast 
913

1968 Actual**
861

‘ Percent increase in G N P deflator.
**Preliminary.

for 1969 GNP projections indicate that most fore
casters were probably surprised by this further 
rapid strength in the economy in fourth quarter
1968. The $887.5-billion GNP figure attained in 
the final quarter even surpassed the lowest fore
cast in our survey for first quarter 1969. And, it 
was close to the median GNP figure anticipated 
by the forecasters for first quarter 1969 before the 
fourth quarter 1968 results were in.

The 1969 quarterly forecasts were mixed. Two 
of the predictions showed a more or less steady 
growth rate (in current dollars) of about 1.2 per
cent per quarter for 1969. The results from two 
econometric forecasting models included in our 
survey reflected the general pattern of what once 
was regarded as the “standard forecast,” i.e., a 
slower rate of growth of about 2 percent in the 
first half of the year, followed by a rapid expan
sion of about 4 percent during the second half. 
The remaining seven forecasts as a whole envi
sioned a slightly higher growth rate in the second 
half as compared to the first six months. On the 
whole, the median forecast predicted an annual 
growth rate of about 2.4 percent in the first half 
and about 3.5 percent in the last half of the year.

Despite the availability of additional and some
what surprising information received after the 
orginal projections were made, the substance of 
the projections on an annual basis is not de-

Table II 
1969  GNP Quarterly Forecasts

(Billions of Dollars)

Low High Median

1 Quarter 882.0 899.5 892.1
II Quarter 894.0 910.5 902.8

III Quarter 910.0 928.0 919.3
IV Quarter 925.0 944.0 935.1

stroyed, and the implications for prices and unem
ployment probably are not greatly altered.

So far, the rapid gains in aggregate spending 
through the end of 1968 have continued to exert 
pressure on an already high employment-inflation 
prone economy. Fiscal restraint programs de
signed to curb inflationary pressures had less than 
the desired effects. Consequently, the problem of 
continuing rapid gains in aggregate spending 
and too much inflation still remain largely un
diminished in early 1969.

Less Inflation and More Unemployment

Corresponding to their projections of slower 
economic gains in 1969, most of the forecasters 
we surveyed also predicted less inflation than 
occurred in 1968. The median forecast of the rate 
of price advance was about 3.0 percent, as 
measured by the GNP implicit price deflator. 
Although a 3.0-percent inflation rate is historically 
high, it would represent a full percentage point re
duction from 4.0 percent in 1968. Individual fore
casts of overall price rises expected in 1969 
ranged from a low of 2.5 percent to a repeat 
performance of last year’s 4.0 percent. Thus, 
despite some differences in the actual amount of 
price increases expected, the forecasters in gen
eral see inflation as a continuing problem in 1969. 
Consumer prices were projected to advance about
2.7 percent this year, compared to a 4.2-percent 
rise in 1968, while wholesale prices were esti
mated to rise 2.1 percent, following a 2.5-percent 
increase last year.

The projections of our respondents seem to 
imply that they believed reducing or completely 
eliminating inflation could not be accomplished 
quickly, even if the rate of economic expansion 
were to slow down. Moreover, they seemed to 
believe that a necessary first step in reducing 
inflation in 1969 is to accept some increase in 
unemployment along with the projected slower 
pace of overall economic activity. Consequently, 
their median forecast of a smaller rise in prices 
this year was coupled with a typical projection of 
an increase in the unemployment rate to 4.2 per
cent from the 3.6-percent rate of 1968. Some of 
the forecasters, however, expect the unemploy
ment rate to stay below 4.0 percent, while others 
project a rise above the 4.2-percent typical esti
mate. In most cases, those projecting an unem
ployment rate on the low side predicted the 
largest dollar increases in GNP and rate of price 
advances; those predicting a higher unemploy
ment rate expected smaller increases in GNP and 
prices.
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The treatment by the forecasters of these trade
off relationships between GNP, inflation, and 
unemployment reflect observable conflicts in 
trying to achieve, simultaneously, high employ
ment, reasonably stable prices, and a sustainable 
rate of economic growth. While most everyone 
accepts these objectives as desirable goals of the 
domestic economy, it is also generally recognized 
that imbalances between these goals may appear 
frequently. When such conflicts arise, it may be 
possible to achieve a certain goal only at the ex
pense of not fully achieving others, or of only 
partially accomplishing several of the objectives.

The existence of an inflation-unemployment 
trade-off is widely acknowledged, and was im
plicit in most of the forecasts reviewed. But there 
was lack of agreement among the forecasters on 
the amount of slowdown in business activity and 
increase in unemployment necessary to reduce 
the inflationary momentum. The 1969 Economic 
Report of the President and The Annual Report 
of the previous administration’s Council of Eco
nomic Advisers acknowledged these conflicts in 
goals and labeled the reconciliation of prosperity 
at high employment with price stability the na
tion’s most important unsolved problem of overall 
economic performance. The former Council of 
Economic Advisers, however, differed in their 
report from the forecasts we surveyed on the 
probable trade-off magnitudes. According to the 
Council, GNP should expand about $60 billion in
1969, more than the $52-billion median estimate 
our respondents reported. Of greater significance, 
it expects the unemployment rate can be main
tained below 4 percent (in contrast to a rise to the 
4.2-percent median forecast by our respondents), 
while the price advance is reduced to slightly 
more than 3 percent (about the same as the 
projections we received).

Although these differences in views cannot be 
easily reconciled, it is useful to look at what has 
happened in some past years for an indication of 
the possible range of the inflation-unemployment 
trade-off in 1969.

Past Trade-Offs

Past relationships between the rate of unemploy
ment and price changes undoubtedly influenced 
the forecasters in their contention that a low rate 
of unemployment is generally associated with the 
tendency for price advances to accelerate. The 
dots in the accompanying chart represent the 
plottings of the rate of inflation ( increase of GNP 
deflator) for each year from 1950-68 correspond
ing to the unemployment rate for the same year.

The regression lines in the chart represent an ap
proximation of the average relationships between 
unemployment and overall price increases. The 
lines indicate that to move down the vertical scale 
toward more stable prices, some increase in un
employment along the horizontal scale is sug
gested.

The trade-off pattern between prices and unem
ployment has changed since 1950. The green line 
in the chart illustrates the pattern from 1961 to 
1968, compared to the gray line for the entire pe
riod 1950-68. The pattern since 1961 fits ex
tremely well the actual results for each of the 
years. Since 1965, the unemployment rate has

The rate of increase in prices has usually accelerated 
when unem ploym ent was at a ve ry low level. The gray 
line represents an overall average approxim ation of this 
trade-off pattern over the entire period 1950-68. The 
scatter of dots show ing the inflation-unem ploym ent re
lationships for individual years around this longer-run 
pattern indicates the lack of a precise statistical fit.
On the other hand, the rates of advance in prices and 
m ovem ents in the unem ploym ent rate for each year 
between 1961-68 are represented rem arkably well by 
the overall pattern for this period— the green line. 
These relationships, are the im plicit basis for most 
forecasters suggesting that some increase in unem 
p loym ent m ust be accepted in order to reduce inflation 
in 1969.

Percentage Change from Previous Year 
Implicit GNP Price Deflator

T h e  two lines estim ated were:
1950-68:

log y  =  0.86311 -  0.84182 log X ;  R2 =  .18 
1961-68:

log y  =  1.56660 -  1.90487 log x; R2 =  .85 
y  =  percent change in G NP price deflator from  

previous years, 
x  =  unem ploym ent rate.
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been below 5 percent, and prices have risen over
2 percent per year, as illustrated by the dots rep
resenting the years 1965-68. In the early 1960’s, 
when the unemployment rate was above 5 per
cent, the annual rate of increase in the price level 
was held below 2 percent.

Although the economic forecasters would surely 
point out that many other factors besides the 
level of unemployment may affect short-run in
flationary tendencies, they generally concluded 
that some increase in unemployment is probably 
necessary to reduce the increases in the price 
level. If we accept this basic assumption and as
sume the average pattern of 1961-68 will also hold 
in 1969, the degree of inflation for various unem
ployment rates can be calculated. At the median 
estimate of a 4.2-percent unemployment rate pre
dicted by the respondents, prices (G NP deflator) 
would rise about 2.6 percent in 1969 (according to 
our statistical relationship), or less than the me
dian forecast (3 .0  percent). On the other hand, if 
the former Council of Economic Advisers’ sug
gestion of an unemployment rate below 4 percent 
(say 3.8 percent) is realized, then our statistical 
curve would yield an inflation rate of about 3.8 
percent, or higher than the Council’s projection 
of slightly above 3 percent.

Since all the dots for the years 1961-68 do not 
fall exactly on the regression line, such a me
chanical application gives a misleading impres
sion of exactitude. Although the line for 1961-68 
shows the average relationships between the rate 
of unemployment and price changes, the actual 
rate of price change was greater or smaller than 
the change indicated by the line. Consequently, 
even the most mathematically minded forecaster 
would not expect 1969’s performance to follow 
precisely an estimate based on the average rela
tionship. Moreover, the entire curve depicting the 
average relationship could shift again as it has 
in the past. The forecasts show, however, that a 
major short-run shift is not expected, and the rate 
of price increases is unlikely to be reduced a full 
percentage point below last year’s increase, with
out an unemployment rate above 4 percent. None
theless, the wide variations in the inflation- 
unemployment trade-off in the past suggest that 
whether or not more stable prices can be achieved 
at low unemployment in 1969 is still an unresolved 
question.

The unemployment rate itself, of course, is de
termined by the demand for labor in relation to 
the active labor force. This demand is related to 
the strength of overall spending by businessmen, 
consumers, and government. Notable differences 
were reported by the forecasters in the expected

strengths and weaknesses in these major subcom
ponents of total spending.

Smaller Consumer Gains 

Even though most of the respondents expected a 
smaller rise in consumer spending in 1969, there 
was a wide divergence in their individual projec
tions. The most optimistic forecaster projected a 
gain of $38 billion in consumer spending over the 
1968 level, while others envisioned a rise of only 
about $28 billion. The median forecast was for a 
gain of $34 billion during the year to a level of 
$566 billion for total personal consumption ex
penditures. This represents about a 6-percent in
crease from the previous year’s $534-billion level.

The divergences in consumption projections 
stem largely from differences in the assumptions 
regarding the continuation of the surtax and in 
their assessment of the efficacy of the fiscal re
straints put into effect last July. In general, those 
projecting the largest increases in consumer 
spending this year assumed either an elimination 
of the surtax or a reduction in the surtax rate 
after July. On the other hand, all of those ex
pecting the smallest gains in consumer spending 
assumed the full retention of the 10-percent sur
charge throughout the year. This latter group 
appeared also to expect some delayed effects of 
the earlier fiscal restraints. Most of the fore
casters seemed to agree that the exceptionally 
rapid gains in consumer spending on durable 
goods last year—particularly on automobiles— 
will not be repeated in 1969.

Other Major Sectors 

Projections for gross private domestic investment 
(capital investment, inventories, and residential 
construction) ranged narrowly from a low of $132 
billion to a high of $140 billion for the entire 
year of 1969. The median forecast was $133 bil
lion, a 4.6-percent rise over the preliminary 1968 
level of $128 billion. A few respondents who made 
projections on business fixed investment gener
ally confirmed the findings of the latest SEC- 
Commerce Department survey for the first six 
months of 1969 and the recent McGraw-Hill sur
vey that showed businessmen’s plans to increase 
their plant and equipment expenditures by 6-8 
percent in 1969.

The forecasters in general expect a consider
able deceleration in the rise in government ex
penditures this year. The range of forecasts for 
government spending was $209 billion to $213.6 
billion, with a median of $210 billion. The median 
represents approximately a $13-billion increase,
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Table III 
Summary of 1969  Forecasts

(Billions of Dollars Unless Otherwise Indicated)

Low High Median

G NP 903.0 920.5 912.5
Personal Consum ption 560.6 572.2 566.3
Private Dom estic Investm ent 129.0 135.1 133.4
G overnm ent Expenditures 209.0 213.6 210.0
Net Exports 2.0 6.1 3.7
W holesale Prices* 109.9 112.0 111.0
Consum er Prices* 124.5 126.1 125.4
Industrial Production Index* 166.0 168.6 167.1
U nem ploym ent Rate** 4.0 4.6 4.2

‘ Index, 1957-59 =  100. 
**Percent.

or a 6.5-percent rise, over the previous year. This 
is a marked reduction in the rate of increase in 
government purchases of goods and services when 
the 1969 projection is compared to the rise of 
$19 billion, or 10-percent increase, in 1968. The 
forecasters in general expect an increase to $3.7 
billion in the nation’s net exports this year from 
1968’s $2.4 billion.

To Sum Up

Expectations about the performance of the na
tion’s economy in 1969 vary considerably at this 
time. In a few instances, forecasters pointed to

the danger of an actual economic downturn, or 
recession; others emphasized fears of continuing 
rapid inflation. However, the consensus of those 
persons included in our survey points to a healthy 
economy in 1969; the expansion will continue but 
at a slower pace, prices will continue to rise but 
not as fast, and unemployment, though expected 
to rise, will remain low.

Those persons who have the courage to engage 
in the difficult art of economic forecasting know 
all too well the imprecision of economic forecasts. 
They have learned from experience that economic 
relationships can be unstable, and they know 
that the human behavior behind the decisions 
establishing these relationships is not precisely 
predictable. That the economy could continue to 
expand so vigorously in late 1968, despite earlier 
predictions of a slowing down, therefore, did not 
come as a complete shock to the forecasting ex
perts. It was an example of the instability of re
lationships at work. Neither should it diminish 
our respect for those persons, the forecasters, 
who have the courage to make up their minds 
about the probable course of the nation’s econ
omy. Their present uncertainties can be taken as 
a warning that to be successful, economic policies 
must be kept flexible.

J o e  W. M c L e a r y  a n d  C. S. P y u n

B a n k  A n n o u n c e m e n t s

Two nonmember banks—Bank of Hurtsburo, Hurtsburo, 
Alabama, and Bank of Sevierville, Seviervilie, Tennes
see—began to remit at par on January 6 for checks 
drawn on them when received from the Federal Re
serve Bank.

Sevier County Bank, Sevierville, Tennessee, a non
member bank, began to remit at par on January 10.

And on January 27, another nonmember bank, The 
Farmers Bank, Douglas, Georgia, also began to remit 
at par.
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