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FORECASTS 1973
The forecasters this year expect the economy to 

move ahead at about the same rate as in 1972 
but with gradually decelerating quarter-by-quarter 
growth. They also expect the rate of inflation to 
remain about the same as in 1972. The rate o f un
employment, however, is expected to fall somewhat 
more than in 1972. In general, this year’s crop of 
forecasters foresee few m ajor surprises in store for 
us.

Last year’s consensus forecast fell short of the 
G N P  gain realized in 1972 and also underestimated 
the improvement in the inflation rate. But it over
stated the amount of decline in the unemployment 
rate. This year’s forecasts might have been influ
enced by these 1972 misses. In any case they, in 
general, call for good economic growth, moderate 
price increases, and a modest decline in the unem
ployment rate.

Many forecasters expect to see substantial in
creases in consumer expenditures, particularly for 
durable goods. The durable goods expenditures will 
be buoyed by large, in many cases unexpected, Fed
eral tax refunds brought about by over-withholding 
during 1972. Significantly increased social security 
benefits are also expected to boost consumer outlays. 
The surge in consumption is expected to be especially 
heavy during the first and second quarters of the 
year. Many forecasters predict that automobile sales, 
in particular, will turn in an excellent performance in
1973. On the other hand, some believe that because 
of an expected slowing in residential construction, 
sales of household durables will increase at a slower 
rate than in 1972.

Business investment is expected to increase at 
about the same rate as in 1972, but most of the 1973 
increase is expected in inventory accumulation and 
in expenditures for business plant. The predicted in
creases in plant expenditures are attributed to an 
expected availability of long-term funds at only m od
estly higher interest rates, combined with a stronger 
demand for increased plant capacity.

Business inventories are expected to be a leading 
source of growth in 1973 as businesses respond to 
increases in sales. Many forecasters were surprised 
that inventory investment increased by such a small 
amount in 1972 in the face o f an 8.5 percent increase

in consumption expenditures. Indications, now, seem 
to be that the inventory accumulation will proceed 
more rapidly in 1973.

M ost of the forecasters included in the consensus, 
none of whom anticipated the President’s Phase III 
program, thought that wage and price controls would 
continue at least until April. They expected Federal 
Government expenditures to increase only modestly, 
but state and local expenditures to rise more than 
last year’s 10.1 percent because of revenue sharing.

The 1973 forecasts summarized here represent the 
best efforts of business and academic economists 
during the autumn and early winter of 1972 to pre
dict the performance o f the U. S. economy in 1973. 
This article attempts to convey the general tone and 
pattern of some 50 forecasts reviewed by the Research 
Department of this Bank. N ot all of them are 
comprehensive forecasts, and some incorporate esti
mates of the future behavior of only a few key eco
nomic indicators. Several represent group rather 
than individual efforts.

The vietvs and opinions set forth in this 
article arc those of various forecasters. N o  
agreement or endorsement by this Bank is im
plied.

1972 FORECASTS IN PERSPECTIVE

The consensus forecast for 1972 G N P  published 
in last February’s M onthly R eview  was $1,141.0 
billion, a projected increase of 9 percent over 1971. 
The collection of forecasts ranged from  a low of 
$1,135.0 billion to a high of $1,155.0 billion. After 
allowing for expected price rises, the growth of real 
G N P  was predicted to account for slightly over two- 
thirds of the 9 percent rise. Latest estimates by the 
Department of Commerce indicate a 1972 G N P  total 
of $1,152.1 billion, which is over $11 billion higher 
than the consensus forecast of the business and aca
demic economists. Compared to 1971, when the 
seers overestimated the G N P  by only $3 billion, the
1972 forecasting performance seems to leave some
thing to be desired, at least so far as current dollar 
G N P  is concerned.

In late 1971 and early 1972, forecasters were an
ticipating an increase in the implicit price deflator
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RESULTS FOR 1972 A N D  TYPICAL FORECAST FOR 1973

Percentage
Change

Unit or Preliminary Forecast 1971/ 1972/
Base 1972 1973* 1972 1973

Gross national product ________________ ___________  $ billions 1,152.1 1,261.5 9.7 9.5
Personal consumption expenditures .___________  $ billions 721.1 784.6 8.5 8.8

Durables _________________________ ___________  $ billions 116.3 127.5 12.4 9.6
Nondurables _____________________ ___________  $ billions 299.5 323.8 7.7 8.1
Services __________________________ ___________  $ billions 305.4 332.6 7.8 8.9

Gross private domestic investment ___________  $ billions 180.2 201.5 18.6 11.8
Business fixed ____________________ ___________  $ billions 120.4 135.5 13.8 12.5
Residential structures ________________________  $ billions 53.9 54.0 26.5 0.1
Change in business inventories ______________  $ billions 5.9 10.5 — —

Government expenditures __________ ___________  $ billions 254.9 276.8 9.5 8.6
Net exports _________________________ ___________  $ billions - 4 . 1 - 0 . 6 —

Gross national product (1958 dollars) _.___________  $ billions 789.7 837.1 6.5 6.0
Plant and equipment expenditures ______________  $ billions 88.49 99.46 9.0 12.4
Corporate profits before taxes _______ ___________  $ billions 93.9 105.9 12.7 12.8
Private housing starts ________________ ___________  millions 2.38 2.10 16.1 -  11.7
Automobile sales __________________________________  millions 10.76 11.01 6.2 2.3
Rate of unemployment ________________ ___________  percent 5.6 5.0 — —
Industrial production in d e x _______________________  1967=100 114.1 122.1 6.8 7.0
Wholesale price index ____________________________  1967=100 118.7 122.5 4.2 3.2
Consumer price in d e x _________________ ___________  1967=100 125.1 129.4 3.1 3.4
Implicit price d e fla tor_____________________________  1958=100 145.9 150.7 3.0 3.3

* Figures are constructed from the typical percentage change forecast for 1973.

for G N P  of around 3.2 percent. Compared to their 
performance during the past two years, the forecast
ers came remarkably close to predicting the rate of 
increase in this price index, which actually rose 3.0 
percent during the year. Thus, the consensus was 
for a rate of growth of real G N P  of slightly under 6 
percent for 1972. Real G N P  in 1972 increased 6.5 
percent, compared with the 1972 consensus forecast 
of slightly under 6 percent. The predictions for real 
G N P  were closer to the mark than the predictions 
for current dollar G N P  because of the offsetting 
errors in the predictions of current dollar G N P  and 
prices. Apparently, the wage and price control pro
gram worked even better than our forecasters ex 
pected. Although the forecasters came close to 
predicting the actual amount of increase in the im
plicit deflator, it is of interest that their error was on 
the high side. In past years, forecasters exhibited 
a definite tendency to underestimate the rate of price 
increase.

The consensus of quarter-by-quarter forecasts for
1972 was for current dollar G N P  to rise by approxi
mately $26.5 billion during the first quarter, $25.4

billion in the second, $25.8 billion in the third, and 
$25.6 billion in the fourth. The realized increases 
come to $31.0 billion, $30.3 billion, $24.6 billion, and 
$31.8 billion for the four quarters, respectively. The 
quarterly predictions of the implicit G N P  deflator 
were 3.4 percent, 3.0 percent, 3.3 percent, and 3.3 
percent. For the four 1972 quarters, the implicit 
deflator rose at annual rates of 5.1 percent, 1.8 per
cent, 2.4 percent, and 2.7 percent during the year.

The consensus 1972 forecast projected personal 
consumption expenditures for the year at $717.8 
billion. Current estimates place the figure at $721.1 
billion. Gross private domestic investment was also 
underestimated and by a substantial $12.7 billion 
margin. That account was predicted to reach $167.5 
billion, but it actually totaled $180.2 billion. The 
underestimate was characteristic of all three com pon
ents of gross private domestic investment (inven
tories, business investment, and residential construc
tion ), but much of it was attributable to the greater- 
than-expected continuing upsurge in residential con
struction. A  year ago, the consensus of forecasters 
had private housing starts totaling 2.07 million in
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1972. The realized figure was 2.36 million, a new 
record.

W ith respect to the public sector of the economy, 
government purchases of goods and services were 
predicted relatively accurately. The consensus of 
forecasters projected outlays of $252.7 billion on a 
National Income Accounts basis. The figure 
amounted to $254.9 billion.

Summing the errors in predicting consumption ex 
penditures, gross private domestic investment, and 
government purchases of goods and services, it 
seems that the forecasters were $18.2 billion too low. 
If the one remaining component of G N P, net exports 
of goods and services, had not been considerably 
overestimated, they would have been much further 
from the mark than the $11 billion mentioned earlier. 
Net exports, predicted to show a surplus of $3.0 
billion, actually were $4.7 billion in deficit.

Although the forecasters underestimated the 
growth of real G N P , which is presumably a deter
minant of the unemployment rate, they expected the 
unemployment rate to fall somewhat more than it 
actually did. A s a matter of fact, virtually every 
observer of the economic scene expected a greater 
recovery in unemployment than materialized. The 
unemployment rate, forecast to average 5.4 percent 
for 1972, actually averaged 5.6 percent.

In other areas, the 1972 forecasters underestimated, 
by a slight margin, the recovery of industrial produc
tion. The industrial production index rose 6.8 per
cent for the year, against a forecast of a 6.5 percent 
gain. The recovery in profits, however, was over
estimated. Corporate profits before taxes were pre
dicted to increase 15 percent but in fact rose only 12.7 
percent. The Price Commission’s profit margin 
ruling may have figured in the miss. The forecasters 
were on target with their prediction for a 3.12 per
cent increase in consumer prices.

1973 FORECASTS IN BRIEF
Gross National Product Forecasts for 1973 cu r
rent dollar G N P  center around $1,261.7 billion. This 
typical forecast represents an approximate 9.5 per
cent yearly gain, which is slightly less than the 9.7 
percent increase registered in 1972. Price increases 
are expected to amount to 3.3 percent and thus to 
account for about a third of the rise in G N P  this 
year. Estimates for G N P  range from a low of 
$1,250.0 billion to a high of $1,269.7 billion. The 
typical quarterly estimates indicate that G N P  should 
increase almost $30.0 billion in the first quarter 1973. 
Increases are expected to decline steadily thereafter 
and to dip to approximately $24.0 billion by the 
fourth quarter.

Personal consumption expenditures are expected to 
total $785.2 billion in 1973, up 8.8 percent from 1972. 
Forecasters estimate that expenditures for durable 
goods will increase at a faster rate than those for 
either nondurables or services.

Government purchases of goods and services are 
projected to total $276.6 billion. This estimate repre
sents an 8.6 percent increase, somewhat less than the
9.4 percent gain of 1972. The largest share of this 
year’s increase will occur among state and local 
governments, whose finances will benefit substan
tially from funds obtained through new revenue- 
sharing programs.

Gross private domestic investment is expected to 
rise about 11.8 percent to $201.1 billion. This esti
mated increase is considerably smaller than the sub
stantial 18.4 percent gain registered for 1972. WTiile 
business fixed investment is projected to show ap
proximately the same rate o f increase in 1973 as it 
did in 1972, expenditures for residential structures 
are expected to show only a slight gain this year. 
The forecasters were far from  unanimous about esti
mates for the residential construction sector— projec
tions ranged from an increase of 8.8 percent to a de
cline of 7.6 percent— but more than half projected 
within a range of —1—2.0 percent to — 2.0 percent. A ll 
forecasters, however, did indicate declines from the 
record-high growth characterizing the construction 
industry in 1972. The consensus prediction, in fact, 
indicates an actual decline in real (constant dollar) 
residential construction spending from  its 1972 level. 
Inventory investment is expected to increase around 
$4.9 billion for 1973.

Industrial Production T h e m edian forecast for 
the Federal Reserve index of industrial production 
(1 9 6 7 = 1 0 0 ) is 122.1, which indicates an increase of
7.0 percent, only slightly greater than that of 1972. 
Anticipated gains are greatest in steel, automobile, 
and consumer household durables production.

Housing T h e construction  industry is expected 
to experience some slowing from  its record 1972 
pace. The consensus forecast calls for a total of 2.10 
million private housing starts, around 280,000 less 
than the 1972 total. Forecasters are impressed with 
the growing vacancy rates for apartments and seem 
to believe that pent-up housing demand has been 
largely accommodated by houses built in the 1970-72 
housing boom. Residential construction expenditures 
are expected to total $54.0 billion for 1973, approxi
mately the same as in 1972.

Corporate Profits T h e consensus forecast indi
cates that this year should be slightly more profitable
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TYPICAL* QUARTERLY FORECAST FOR 1973

Quarter-by-Quarter Changes in Billions of Dollars 

Unless Otherwise Noted

I II III IV

Gross National Product 29.9 26.2 24.5 23.9
Personal Consumption

Expenditures 16.2 16.5 15.4 14.9
Gross Private Domestic

Investment 5.7 4.9 5.1 4.0
Net Exports -1 .7 -1 .3 -0 .5 0.0
Government Purchases 7.0 4.8 5.8 6.2

Implicit Price Deflatorf 4.1 3.2 3.5 3.7
Rate of Unemployment(%) 5.2 5.0 5.0 4.9

* Median.

f  Percentage changes at annual rates.

for business than 1972, with pretax corporate profits 
expected to rise 12.8 percent to $105.9 billion. Pre
dictions for growth in profits ranged from  around
11.0 percent to 16.0 percent.

Unemployment M ost forecasters are predicting 
a decline in the rate of unemployment in 1973. Many 
predict the rate will dip below the 5.0 percent mark 
by the end of the year. The median forecast for the 
year is around 5.0 percent, well below the 5.6 percent 
average for 1972. Since the unemployment rate aver
aged 5.2 percent in November and December, how 
ever, the expected fall in the unemployment rate is 
rather small.

Prices T his year the consensus forecast indicates 
some increase in the rate of advance of prices. The 
implicit G N P  deflator, which rose 3.0 percent in
1972, is expected to increase 3.3 percent. The con
sumer price index is also expected to increase more 
rapidly, 3.4 percent compared to 3.1 percent in 1972. 
The wholesale price index, on the other hand, is e x 
pected to rise at a slower rate than it did in 1972.

Net Exports T h e nation ’s trade position , w hich 
showed a deficit of over $4 billion in 1972 was of 
primary interest to forecasters this year. The seers 
were unanimous in projecting an improvement in 
net exports with estimates ranging from  a deficit of 
$3.4 billion to a surplus of $2.0 billion. M ost fore
casters projected net exports around — $0.6 billion 
for 1973, a considerable improvement over this year’s 
hefty deficit.

Quarter-by-Quarter Forecasts T w en ty  forecast
ers made quarter-by-quarter predictions for 1972. 
A s indicated by the accompanying table, these fore
casters generally foresee an increase in G N P  for the 
first quarter of around $30.0 billion, with gradually 
declining quarterly gains over the rest of the year. 
T o  illustrate the diversity in their estimates o f the 
expansion path for G N P , however, the lowest fourth 
quarter forecast called for an increase o f $99.1 billion 
over the fourth quarter 1972 total. The highest 
predicted an increase of $121.8 billion. Prices, as 
measured by the implicit price deflator, are expected 
to increase to 4.1 percent in the first quarter, then 
slow to a rate of 3.2 percent in the second, then grad
ually rise again in the third and fourth. Net exports 
are anticipated to continue to improve until imports 
and exports balance in the fourth quarter. The un
employment rate, on the other hand, is expected by 
most to decline by 0.4 of a percentage point to 4.9 
percent by the fourth quarter of 1973. The fourth 
quarter unemployment estimates ranged from  4.7 
percent to 5.2 percent, so none of the seers is looking 
for a sharply declining unemployment rate during the 
year.

Summary Forecasters generally  underestim ated 
the prime economic indicators for 1972. Prelimin
ary estimates for 1972 indicate that the typical 
forecast for G N P  was some $11 billion lower than 
the actual amount. Overoptimism, on the other hand, 
was reflected in the areas of inventory accumulation, 
unemployment, profits, and especially in the U . S. 
trade position. The typical forecast for net exports 
was $3.0 billion; in actuality, net exports declined 
$4.1 billion. Projections for expenditures for non
durable goods and the percentage increase in the 
consumer price index, however, were right on target.

Forecasters seem to be in substantial agreement 
concerning the 1973 outlook and, as the consensus 
forecast indicates, are anticipating another year of 
favorable economic activity. A ccording to most pro
jections, the 1973 economy will be characterized by a 
declining unemployment rate, an improving trade 
position, and a healthy expansion that will gradually 
slow to more “ normal” growth.

Some forecasters expressed concern over the possi
bility of excessive growth exemplified by overspend
ing that could lead to a new burst of inflation. Most, 
however, believe that the challenge of promoting a 
continued expansion without a rekindling of infla
tionary fires will be met and that the result will be a 
healthy and stable economy for the new year.

William E. Cullison and Carla R . Gregory

16 MONTHLY REVIEW, FEBRUARY 1973Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

February 1973


