
T H E  C H A I R M A N  O F  T H E  
C O U N C I L  O F  E C O N O M I C  A D V I S E R S  

WASHINGTON

A ugust 5, 1968

m e :MORANDUM FOR THE PR ESID E N T

Subject: T ro ika  Review of the Econom ic and B udgetary  Outlook

II. The T ro ika  sta ff  has  com pleted a detailed econom ic and budgetary 
pro jection  for f i s c a l  y e a r  1969, taking account of the effects  of 
the Revenue and Expenditure Control Act,

The expenditure p ro jection s  re flec t

a Vietnam  add-on  of $2. 6 b illion  over 
j the Ja n u a ry  e s t im a te s
i
1 - - a  r i s e  of $1. 0 b illion  in the exem pted i t e m s , due

to in c re a se d  w orkloads and in te re st  paym ents, 
and #

the cutback of $6 billion, of which $ 1 .5  b illion  
i s  a reduction in lending and other fin an cia l  
ad ju stm en ts .

T h is  y ie ld s  curren t e s t im a te s  of

$183. 7 billion  fo r  total F e d e ra l  outlays, com pared  
with $186. 1 b illion  in Jan uary ;

$184. 1 b illion  on the national incom e accounts  
b a s i s ,  down fro m  $185. 0 billion in Jan u ary .

2. B a se d  on the econom ic outlook d e scr ib ed  below, reven u es  for 
F Y  1969 a r e  e st im ate d  at

$178. 6 b illion  for  the unified budget, leaving 
a  defic it of $5. 1 billion; and

$182. 3 billion  on the national incom e accounts  
b a s i s *  leaving a deficit of $1. 8 billion.
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In our M ay T ro ika  m em o, we sa id  that the tax  su rc h a rg e  and 
expenditure cuts would cool off the econom y, m ove unemployment 
higher, and involve r i s k s  of e x c e s s iv e  f i s c a l  r e s t ra in t .  (We 
s t r e s s e d  that fa i lu re  to take f i s c a l  action would have involved even 
g r e a te r  r i s k s .  ) The econom ic outlook now points to an even slower 
growth pattern  than we expected then.

The m ain  re a so n  we expect slow er growth now than we 
did in M ay i s  that F e d e r a l  p u rch ase s  have been running 
higher than we anticipated. This m ean s that in o rd e r  to 
a cc o m p lish  the req u ired  cuts, the decline in p u r c h a se s  
during the co u rse  of the f i s c a l  y ear  will have to be la r g e r  
than w as a s su m e d  in the May fo re c a s t .

R e a l  growth of GNP i s  now pro jected  at a little  m o re  than 
1% (annual rate) f ro m  the second to the fourth q u a r te r s  of 
1968. Then, r e a l  G N P is  e ssen t ia l ly  f la t  - -  no growth at 
a l l  - - i n  the f i r s t  half of next year .

Unemployment would r i s e  slowly in the next few months, 
reach in g  4% in the fourth q u a r te r . Then it  would be 
expected  to r i s e  considerably^further e a r ly  in 1969, to 
between 4 -1 /2 %  and 5% in the second qu ar ter .

Inflation should slow down gradually  to about a 2-1 /2%  
annual ra te  by m id- 1969 .

The tax  b il l  i s  the m edic in e  we need to slow down and curb  inflation. 
But the expected slowdown in ear ly  1969 is  m o re  than we would like.

The r i s e  in the unemployment rate  to a ran ge  of between 4-1 /2%  
and 5% would m ean

only a little  m o re  benefit on the inflation front 
than would be acco m p lish ed  by an unem ploym ent 
r a te  of 4-1 /4%;

su b stan tia lly  h igher unemployment r a te s  for 
N e gro es  and te e n a g e r s .
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In som e ways, the economy in the f i r s t  half of 1969 would 
r e se m b le  the pause  of the f i r s t  half of 1967. At that tim e, 
r e c e s s io n  b ecam e  a w o rr iso m e  th reat  but not a reality .

T h ere  a r e  substan tia l  un certa in ties  in the fo re c a s t .  Our sta ff  has 
t r ied  to m ake the b es t  judgm ents it can.

A s  the economy slow s, the saving ra te  i s  expected to 
fa l l  m a rk e d ly . It could go down even m o re  or not decline 
a s  m uch a s  pro jected . A further decline in the saving 
ra te  would help to buoy the economy.

The pro ject io n s  of spending on plant, equipment, and 
in ven tories  allow for  ad ju stm en ts  by b u s in e ss  f i r m s  
to the slowdown. But they a s su m e  that b u s in e ss  con
fidence about the longer te rm  outlook will not d e te r io ra te .

Homebuilding is  p ro jec ted  to pick up strongly  beginning 
in the fourth q u arter .  Indeed, it i s  the key fac to r  p r e 
venting an outright r e c e s s io n  in the f i r s t  half of 1969.
We a r e  re aso n ab ly  confident that the demand for  new 
hom es would support this strong p erfo rm an ce . But we 
can yt be su re  that m o rtgage  c red it  will be av a ilab le  in 
adequate supply u n le ss  m onetary  policy m oves ap p ro p ria te ly .

The p ro je c te d  r i s e  in housing will req u ire  a v igorous  expansion of 
c red it  in the coming months.

Net inflows of funds into sav ings  and loan a s so c ia t io n s  
in the f i r s t  half of 1968 were 20% below the la s t  half 
of 1967. A su b stan tia l  in c r e a se  will be requ ired  to 
support the lev e l  of housing in the projection.

T h ere  have been encouraging recent declines in in te re s t  
r a t e s .  In part,  these  se e m  to re f lec t  m ark et  expectations 
of fu rther eas ing  action  by the F e d e r a l  R e se rv e .

But these  recen t dec lin es  will have to be followed by 
fu rth er  reductions in in te re st  r a te s  in the coming 
m onths in o rd er  to achieve the housing e st im a te s  in 
the fo r e c a s t .
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In short, the f o r e c a s t  a s s u m e s  a continuing trend toward 
m onetary  e a s e . Otherwise, there  would be fa r  m o re  danger 
that the un com fortab le  pause in growth could turn into a 
disturb ing r e c e s s io n .

X J  \
.Joseph W.  B a r r

/Acting S e c re ta ry  of the T r e a su r y

Arthur M. Okun, C hairm an 
Council of Econom ic A d v ise r s
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