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FORECASTS 1970

A Cooling Economy?

Forecasting what lies ahead for the economy is a 
complex and often frustrating task, but once again 
economic seers have examined the business indicators 
and have come up with their preview of 1970. As 
usual, each forecaster was careful to point to the 
several uncertainties which clouded his glimpse into 
the future. The most common assumption was that 
the income tax surcharge would be allowed to expire 
in June, after having dropped to a 5% rate through
out the first half of 1970. Since many of the fore
casts were made before the final tax bill was passed, 
very few of the forecasters could examine the im
pact that the tax reform legislation will have on the 
economy. Most assume that the reform provisions 
will have a relatively small impact on the economy 
during calendar 1970. They seem to be in agree
ment that defense spending will fall from its 1969 
level, but uncertainty about the Vietnam war con
tinues to obscure the future in that area.

The 1970 forecasts summarized in this article rep
resent the best efforts of business and academic 
economists during the autumn and winter of 1969 to 
predict the performance of the U. S. economy in 
1970. This brief article attempts to convey the gen
eral tone and pattern of some 30 forecasts reviewed 
by the Research Department of this Bank. Not 
all o f them are comprehensive forecasts, and 
some incorporate estimates of the future behavior 
of only a few key economic indicators. Several 
represent group rather than individual efforts.

The views and opinions set forth here are those 
of the various forecasters. No agreement or endorse
ment by this Bank is implied. A  compilation of fore
casts in booklet form, with names and details of 
estimates, may be obtained from the Federal Reserve 
Bank of Richmond.

The consensus of the forecasts examined in this 
article calls for a 1970 GNP in the range of $985 
to $988 billion. Based upon current Department of 
Commerce estimates for 1969 GNP, this figure, if

accurate, would represent a gain of around 6% . A  
6%  increase would mean that the rate of expansion 
of the economy in the new year would be less than 
the 7.7% rate in 1969 and the 9.0% increase in 1968.

This year several economists are predicting a re
cession, although one of short duration and small in 
magnitude. They are careful to define a recession 
as does the National Bureau of Economic R esearch - 
two or more successive quarters of contraction in 
GNP measured in constant dollars. Those who an
ticipate a recession think that we will emerge from it 
during the second half of 1970. Nearly all of the 
forecasts are for saucer-like quarter-by-quarter 
growth rates. The “ saucer-shaped forecast” is a 
term coined in recent years to mean slowing in the 
rate of expansion in the first half of the year and 
some acceleration of the rate of expansion in the 
second. Also, it may be worth mentioning that most 
of the pundits predict that GNP measured at an an
nual rate will exceed $1 trillion in the fourth 
quarter of 1970.

None of the forecasters expect an end to inflation 
in 1970, but many of them think that the rate of 
inflation will slow during the latter part of the year. 
The consensus is that prices will account for around 
4%  to 4.5% of the 6%  predicted rise in current 
dollar GNP. These price predictions mean that real 
GNP is expected to increase by 1.8% to 2.0% , and 
slower real growth is expected in the first half of 
the year than in the second.

1969 Forecasts in Perspective A  year ago most 
projections of GNP for 1969 fell between $912 to 
$915 billion in current dollars, an increase of 6%  
over 1968. The 52 forecasts ranged from a low of 
$900 billion to a high of $933 billion. After allow
ance for expected price increases, the growth of real 
GNP was predicted to account for about half of the 
6%  increase. Since latest Department of Commerce 
estimates now indicate a 1969 GNP total of $932.3
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billion, an increase of nearly 8.0% over 1968, it is 
clear that the $915 billion figure severely under
estimated actual 1969 GNP. As was stated in the 
University of Michigan’s economic outlook publica
tion, “ Now it can be told, 1969 was not a vintage 
year for forecasts.”

In defense of the predictors, however, only part 
of their error was due to mistaken judgments about
1969. In the first place, the Department of Com
merce published a revision of the GNP accounts in 
July. This revision pushed the 1968 and subse
quent 1969 quarterly figures upward by about $5 
billion. Clearly, if the forecasters had known of 
the pending revision, they would have made corre
spondingly higher estimates of 1969 GNP. Also, 
most of the 1969 forecasts were made before the 
fourth quarter (and some before the third quarter) 
GNP estimates for 1968 were announced, and the 
performance of the economy during these quarters 
surprised nearly everyone. Due to the income tax 
surcharge, forecasters had been expecting some sig
nificant amount of cooling in the economy during 
the third quarter, or if not then, at least in the fourth 
quarter. Since this did not happen, almost all of the 
forecasters underestimated 1968 GNP.

In any event, the 52 forecasts for 1969 GNP 
probably would have ranged between $905 and $938 
billion after allowance for the GNP accounts re
vision. Even so, only three of the 52 would have 
predicted a 1969 GNP total of over $930 billion. 
The estimates would have fared better had the con
sensus been drawn in percentage terms since per
centage changes would not be affected by either the 
July revision or the mistaken estimates for the last 
half of 1968.

The most frequent percentage increase projected 
for 1969 GNP measured in current dollars would 
have been 6.5%, and the guesses ranged from 5.3% 
to 9.1%. Using revised figures, a 6.5% increase 
would place 1969 GNP at approximately $922 billion, 
and the percentage figures would put the range of 
1969 forecasts from $911.6 to $944.5 billion. 
Also, most forecasters predicted that around 3.5% 
of the increase would be due to price increases and 
that the remaining 3%  would be the “ real” growth 
in GNP. Actually, prices increased by 4.7% for the 
year. GNP measured in constant dollars did in
crease by approximately 3% , so the error in the 
1969 forecasts is mostly attributable to an under
estimation of the rate of inflation during the year.

The forecasters who predicted the quarter-by-

quarter expansion of the 1969 economy generally 
thought that GNP would increase at an annual rate 
of $11 to $11.5 billion in the first and second 
quarters and at an annual rate of $14 to $16 billion 
in each of the last two. The actual quarterly rate of 
expansion, however, was $16.2 billion in the first 
quarter, $16.1 billion in the second, and $18.0 billion 
in the third.

Estimates of the various components of GNP, as 
well as other important economic indicators which 
were projected for 1969, generally showed the same 
tendency on the part of observers to overestimate 
the slowing of the economy from its 1968 pace. The 
rate of unemployment, predicted to average 4.3% to 
4.5% for the year, was actually only 3.6%. This 
was about the same as the 1968 average, the lowest 
yearly figures since 1953. Gross private domestic 
investment was expected to increase by 5%  to about 
$132 to $136 billion; it actually rose 10.8% to 
$140 billion.

On the consumer side, 1969 personal consumption 
expenditures were expected to be around $567 or 
$568 billion, but indications now are that they totaled 
$576 billion. The consumer price index rose almost 
6%  from a 1968 average of 121.3, twice the average 
forecast of a 3%  rise. Forecasters were high on 
their estimates of domestic automobile sales. Actual 
sales were 8.5 million units against a predicted 9 
million units.

The forecasters also tended to overestimate the 
slowing of the business sector of the economy. 
Corporate profits before taxes amounted to almost 
$94 billion, well above the estimated range of $89 
to $91 billion. The index of industrial production, 
which was predicted to average between 168 and 
169 for the year, averaged 172.2. On the other hand, 
forecasters underestimated the slowing in residential 
construction. New construction put in place was very 
close to its predicted range of $89 to $91 billion, but 
forecasts for 1.65 to 1.70 million housing starts 
were substantially higher than the 1.5 million units 
started in 1969. Finally, net exports of goods and 
services, which were expected to total between $2 
and $4 billion, actually amounted to $2.1 billion 
in 1969.

It should perhaps be noted that many of the fore
casters who made quarter-to-quarter estimates peri
odically raised their estimates as the year progressed. 
The most common forecast for quarter-to-quarter 
growth in 1969 called for the rate of expansion of the
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economy to slow during the first half of 1969 and 
to accelerate during the second half. It became ap
parent early, however, that this saucer-shaped fore
cast did not accurately depict the performance of the
1969 economy since the economy did not respond to 
fiscal and monetary restraints as quickly as had been 
anticipated. As prices continued to rise during 1969, 
consumers and businessmen apparently responded by 
increasing purchases of goods as a hedge against 
further price increases. This pervasive “ inflationary 
psychology” is at least one explanation for the dis
parity between the forecasts and the results for 1969, 
particularly in the realm of price level increases.

THE 1970 FORECASTS IN BRIEF

Gross National Product Forecasts for 1970 GNP 
are concentrated in the area of $985 to $988 billion. 
This estimate represents an approximate 5.8% 
yearly gain, substantially less than the 7.7% advance 
registered for 1969. The forecasts range from a low 
of $966 billion to a high of $900 billion. Price rises 
are expected to account for about two-thirds of the 
anticipated increase in current dollar GNP. Most 
of those who made quarterly forecasts expect GNP, 
measured at annual rates and in current dollars, to 
increase by $10 billion during the first quarter, $10.5 
billion in the second, $14 billion in the third, and $16 
billion in the fourth quarter.

As a rule, personal consumption expenditures are 
estimated to range between $613 and $615 billion. 
The midpoint of this range represents an increase of 
6.7% which is somewhat less than the 7.3% increase 
registered during 1969. Government purchases of 
goods and services are expected to total $226 to 
$227 billion. This increase of approximately 5.4% 
is again projected to be less than the 1969 gain of 
7.3%. The forecasters expect some decline in de
fense spending, but they think that other Federal 
Government expenditures, as well as state and local 
government expenditures, will rise enough to more 
than offset this decline.

Gross private domestic investment is expected to 
rise by about 4.0%, to $145 or $146 billion, sub
stantially less than the 10.8% rise during 1969. The 
growth rate of plant and equipment spending is pro
jected to slow during the year, and the overwhelming 
majority of forecasters expect the change in busi
ness inventories to be less than in 1969.

Industrial Production Most predictions call for 
the Federal Reserve index of industrial production

(1957-59=100) to average around 172 or 173 during 
1970. This estimate represents almost no increase 
in the index, as compared to the actual percentage 
increase of 4%  on record for 1969. The forecasters 
not only expect a decline in automobile production 
and sales, but they also think that steel production 
will fall from its 1969 level. They predict a con
tinued slump in private residential housing and al
most no increase in the rate of spending for furniture 
and household equipment. Several of the forecasters, 
in fact, expect total production of consumer durable 
goods to remain constant or decline in 1970. H ow 
ever, a large majority of them predict an increase of 
around 3%  in the production of nondurable goods.

Construction The value of new construction put 
in place is expected to total $94 to $94.5 billion in 
1970, an increase of around 2.3% over 1969. Resi
dential outlays are expected to show a smaller per
centage gain than nonresidential construction, but 
nevertheless, an increase. These anticipated advances 
in construction outlays, however, are predicted to be 
less than the rate of increase in building costs during 
the year so that “ real” outlays will not rise. Private 
housing starts are commonly expected to fall slightly 
in 1970. A  prediction of more Federal aid to hous
ing provides the basis for expecting housing starts 
to drop only slightly.

New Plant and Equipment M ost of the fore
casts indicate that firms will spend $73.5 to $74.5 
billion for plant and equipment during 1970. The 
midpoint of this range would indicate an increase of 
nearly 4% , which is a substantially smaller growth 
rate than the 11.2% recorded during 1969. The 4%  
estimate seems to underscore the general bearish feel
ings of the forecasters, since usually reliable surveys 
based upon businessmen’s intentions in the fall of
1969 showed that they then planned to increase their 
plant and equipment spending by about 10% in 1970.

Corporate Profits Forecasters are far from 
unanimous about the future for corporate profits, and 
the predictions for before-tax profit range from con
stancy at the 1969 level to an estimated 15% decline. 
The predictors seem to fall into two groups as far 
as profit estimates are concerned. More of them 
think that profits will be $90 to $91 billion for 1970, 
but almost as many think that corporate profits 
before taxes will fall by around 10%, which would 
place their 1970 consensus at about $84 billion. 
Profits after taxes are expected to be $47.5 to $48 
billion, which is almost a 6%  decline from the 1969
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RESULTS FOR 1969 AND TYPICAL FORECAST FOR 1970

Unit or Base 1969* 1970**

Gross national product________________ ____________  $ billions 932.3 985 to 988
Personal consumption expenditures ...____________  $ billions 576.0 613 to 615
Government purchases of goods and services____  $ billions 214.7 226 to 227
Gross private domestic investment ...____________  $ billions 139.9 145 to 146
Net exports of goods and services__ ____________  $ billions 2.1 1.0 to 3.9

New plant and equipment expenditures ___________  $ billions 71.3 73.5 to 74.5
Change in business inventories ________ ____________  $ billions + 7 .8 + 6 .0 to + 7 .0
Corporate profits before taxes ________ ____________  $ billions 93.7 90 to 91
New construction put in place ________ ____________  $ billions 91.9 94.0 to 94.5
Private housing starts _______________ ____________ millions 1.49 1.45 to 1.46
Domestic automobile sales_____________ ____________  millions 8.5 7.9 to 8.0
Rate of unemployment________________ ____________  per cent 3.6 4.3 to 4.5
Index of industrial production_________ ____________  1957-1959 172.2 172 to 173
Wholesale price index__________________ ____________  1957-1959 112.8 116.0 to 117.0
Consumer price in d ex______________________________  1957-1959 127.4 133.0 to 134.0
Implicit price deflator ________________ ____________  1958 128.1 133.2 to 133.8

^Preliminary or estimated figures.
**Figures are rough approxim ations of the typical forecast for 1970.

figure. Since most forecasters estimate either before
tax profits or after-tax profits, the two profit con
sensuses imply nothing whatsoever about the cor
porate tax liability in 1970.

Unem ployment The unemployment rate is pro
jected to average 4.3% to 4.5% by most of the ob
servers of the 1970 scene. The forecasts range 
between 3.7% and 5.0% with all of them showing a 
higher unemployment rate for 1970 than the average 
in either 1968 or 1969.

Prices This year more persons estimated the 
rate of increase in the implicit deflator for GNP 
than for any of the other price indexes, and the con
sensus is for an increase of from 4 to 4.5% . Com
pared to the 4.7% increase registered in 1969, the
1970 price predictions show only a moderate slowing 
in the rate of inflation. The “ standard” forecast for 
quarterly price behavior during 1970 calls for little 
if any progress on the inflation front until the second 
half of the year. The most common estimate for con
sumer prices indicates an increase of about 5%. The 
wholesale price index is expected to increase by 
approximately 3% .

Summary The econom y advanced considerably 
faster than anticipated during 1969. The 1969 GNP 
had been expected to be 6.5% higher than 1968, with 
prices rising by about 3.5% during the year. 
Actually, prices rose by 4.7% for the year, although 
GNP measured in constant dollars did increase at 
the 3%  rate which had been expected. The quarter- 
by-quarter growth in 1969 was expected to be saucer
like, with slowing in the rate of growth in the first 
half and expansion in the second.

The 1970 quarter-by-quarter consensus is also for 
a saucer-like expansion path for GNP, and again the 
seers are calling for a slower rate of expansion of 
GN P for the year. In fact, some economists expect 
a recession (strictly defined) to come and go during
1970. The general feeling is that the second half 
of 1970 will see a slowing in the rate of price ad
vances and an increase in the growth of real GNP.

In summary, most of the experts are looking for a 
year of less real growth in the economy, less inflation, 
and more unemployment. They seem to be in virtual 
agreement that the tightened monetary and fiscal 
policies of 1969 will have some results in 1970.

William E. Cullison
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