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ASA/NBER Business Outlook Survey:
First Quarter 1975

The following summary based on a quarterly suivey, which is con-
ducted jointly by the American Statistical Association and the National
Bureau of Economic Research, is not a formal research report. These
quarterly summaries will be published in each issue of Explorations in
Economic Research for informational purposes only and therefore have
been exempted from the rules governing submission to, and critical
review by, the Board of Directors of the National Bureau of Economic
Research.

Professional forecasters of business developments have substantially low-
ered their estimates of the levels of real GNP, industrial production, and
other measures of U.S. economic activity for each quarter of 1975, but
they still expect that these indicators will stop declining in the second
quarter of the year and start increasing, though quite slowly, in the second
half. This can be inferred from the February 1975 survey of the Business
and Economic Statistics Section of the American Statistical Association and
the comparison of its results with those of the preceding (December 1974)
survey. The quarterly ASA surveys are the consensus of about 50 members
representing a cross-section of reputable economic forecasters. The predic-
tions are evaluated for the ASA by the National Bureau of Economic
Research. an independent nonprofit research institution, as part of a
continuing program of collection and study of economic forecasts con-

252



ASA/NBER Business Qutlook Survey 253

ducted by Dr. Charlotte Boscharr of NBER and Professor Victor Zarowitz
of the Graduate School of Business of the University of Chicago anc NRER.

RECESSION DEEPENING BUT ENDING; SLOW RECOVERY
IN SECOND HALF OF 1975

According to the medians of the individual member forecasts, GNP in
current dollars will rise 6.6 per cent in 1975, considerably less than in
1974 when it increased about 8 per cent. The concurrent rise in the GNP
implicit price deflator, however, is expected to be 9.9 per cent (somewhat
higher than the 9.1 per cent rate of inflation predicted in December 1974).
Thus the forecasters anticipate that real GNP will decline by 3 per cent in
1975, continuing the 2.2 per cent decline estimated for 1974. The quarterly
median predictions of real GNP (in billions of 1958 dollars at annual rates)
reach their lowest values in the first and second quarters of 1975 at $791,
then rise to $807 in Q4 1975 and to $818 in Q1 1976; the level for 1975
as a whole is $796 billion. Should these forecasts prove correct, then a
year from now constant-dollar GNP would still be about $28 billion below
its last peak value ($845.7 billion in the last quarter of 1973). Similarly, the
index of industrial production (1967 = 100) is seen as descending to a
trough of 117 in the first and second quarters of 1975, then rising slowly te
123 in Q1 1976, and so remaining throughout below its last peak value
(127 in Q4 1973). And the rate of unemployment is to stay at 8.2 per cent
of the {abor force in the second and third quarters of 1975, then to fall but
slightly to 8 per cent in Q1 1976.

STAGNANT BUSINESS INVESTMENT; MODERATE
INVENTORY ADJUSTMENT

Expenditures on plant and equipment will increase by 4.4 per centin 1975
as compared with a 12.2 per cent gain in 1974. Such a rise in the dollar
volume of business capital outiays implies a decline in real terms (after
allowing for the effects of inflation on costs of capital goods). Investment in
business inventories, expressed in billions of doilars at annual rate, is seen
as falling from $14.4 in Q4 1974 to $0.7 in Q2 1975, then rising slowly to
$8.0 in Q1 1976. Movements in this low range have often been associated
with the recent business recessions, but it is worth noting that these median
forecasts involve no actual liquidation of (i.e., negative change in) business
inventories. Some observers, of course, anticipate such a liquidation, but
the forecasts here considered predict a less painful and rather swift end to
the current process of downward inventory adjustment.
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EARLY BUT WEAK UPTURNS IN HOUSING AND
CONSUMER DURABLES

Housing starts in the first quarter of 1975 are expected to be at about the
level of the preceding quarter (a little below | million units at annual rate),
which is seen as their nadir in the current recession. The starts will then
pick up and rise to 1.5-1.6 million units late in 1975 and early in 1976, |
conformity with past cyclical patterns, then, residential cons‘ruetion will
once more lead the other processes in the impencling business recovery.
However, the predicted upturn in housing starts is a weak one, accounting
for a little less than half of the decline in 1973-1974. The starts in 1975
would still be 6 per cent lower than in 1974. Consumer expenclitures for
durable gaods, measured in current dollars at annual rate, are forecast to
increase from $121.4 billion in Q1 1975 (down a mere fraction from the
preceding quarter) to $137.8 billion a year later. However, this would still
leave these outlays about 0.7 of 1 per cent lower in 1975 than in 1974 and
would certainly amount to a further decline when expressed in constant
dollars.

CORPORATE PROFITS TO DECLINE LESS THAN IN
EARLIER RECESSIONS

Corporate profits after taxes, which reached 3 peak annual rate of $94.3
billion in the third quarter of 1974, will fall in each of the next three
quarters and reach their lowest level in this recession at slightly less than $72
billion in Q2 1975, according to the median forecast from the February
ASA/NBER survey. In previous recessions, the downturns in profits oc-
curred much earlier, before rather than after the peak in general business
activity, and the declines in profits were typically larger than the one now
predicted. The different behavior of current-dollar profits in the present
recession is presumably attributable mainly to inflation and its distorting
effects on inventory valuation. In the second half of 1975, profits are
expected to rise again, at first very slightly, to reach $81 billion in Q1
1976; their level in the year 1975 as a whole is to be 14 per cent
below that of 1974.

ASSUMPTIONS UNDERLYING THE FORECAST OF AN UPTURN

With no recorded exceptions, the forecasters assume that fiscal policy will
support the recovery by tax rebates and reductions, increased investment
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credits, and larger government deficits. They generally foresee an expan-
sionist monetary policy as well. Othery assumptions, less frequently re-
ported but apparently unopposed, are that there will be no new wage-price
controls and no new oil embargo and military conflict. The views on the
energy problem are more differentiated; some of the panelists anticipate
increases in taxes on, and prices of, gasoline, but no rationing is expected
and problems in this area do not seem to receive much emphasis. A rise of
nearly 11 per cent in national defense purchases during the year 1975 is
forecast.
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TABLE 3 Estimated Probability of Decline in GNP
in Constant Dollars

- —_—
Q4 74 QL75 Q275 375 (a7
Estimated probability 1o to to to t
{chancesin 100) Q1 75 Q275 Q375 Q475 Q1 76
— — —_—
Less than 1 1 1 I 3 9
1-10 0 0 6 17 18
11--20 0 2 6 6 J]
21-30 1 0 12 9 8
31-40 0 3 5 6 0
41-50 0 12 7 4 0
51-60 I 8 5 0 0
61-70 i e 1 t] 0
71-80 9 8 2 0 2
81 and over 33 4 I I 0

Median probability

{chances in 100) 92 57 29 15 8
Mean probability
(chances in 100) 88.7 60.5 36.2 223 15.0

SOURCE:  American Statistical Association and National Bureau of Ecoromn Research, Business Outlook
Survey, February 1975,
NOTE:  The total number of forecasters included is 46,



TABLE 4 Mean Probability Distributions of Changes
in GNP and Prices, 1974-1975

Mean Probability Attached to

Per Cent Possible Per Cent Changes, 1974-1975
Changes Implicit
1974-1975 GNP in Current $ Price Deflalor
+16 or more 0.0 0.0
+15.0to0 +15.9 0.0 0.0
+14.0t0 +14.9 0.0 0.0
413.0t0 +13.9 0.0 0.7
+12.0t0 +12.9 0.1 2.8
+11.0to +11.9 1.0 10.7
+10.0to +10.9 2.0 25.3
+9.0to +9.9 7.7 26.7
+8.0to +8.9 15.4 18.3
+70to +7.9 28.0 9.9
+6.0to +6.9 22.3 4.4
+50t0 +59 13.0 0.8
+4.0t0 +4.9 6.8 0.3
+30to +39 2.8 0.1
+2.0to +2.9 1.1 0.0

SOURCE: American Statistical Association and National Bureau of Economic Research, Business Qutlook
Survey, February 1975,
NOTE: The total number of forecasters included is 41.
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TABLE 6 Forecasters’ Atfiliation

I

Primary Affiliation Number of Forecasters

——

Manufacturing 12
Commercial banking 5
Other financial institutions '
Consulting or research 9
Merchandising 0
Trade association !
Academic 9
Government 3
Labor union 0
Other 3
Total 46

SOURCE:  American Statistical Associalion and Nation al Burea onomi¢ Res k
o O 0 « reau Of E o .
ooy, Fobruary 1975. C vic Research, Business Outlook



TABLE 7 Key Assumptions Underlying Forecasts

Assumption

Numiber of Forecasters

Monetary Policy
Accommadating
Too restrictive
Increase in money supply
5-6%
6--8%
8-10%

Energy Problem
No new embargo
Increase in tax
Ford’s program adopted
Tariff
No big taxes
Increase in prices
No rationing

Fiscal Policy
Tax rebate
Tax cut
Increased investment credit
Large deficit

Other assumptions
No wage-price controls
No incomes policy
No military conflict

ﬁﬁh\\‘\h\\

SOURCE:  American Statistical Association and National Bureau of Economic Research, Business Outlook

Survey, Febraary 1975,



Current National Bureau Titles:

ECONOMICS OF THE FAMILY: MARRIAGE,
CHILDREN, AND HUMAN CAPITAL

Theodore W. Schultz, editor $12.95

This volume represents an important recent development in economics
—the application of economic theory and its use in empirical analysis in
the area of marriage and fertility. The theoretical advances of this book
pertain to fertility behavior, the derived demand for children and child
quality, the relations between quantity and quality of children, a theory of
marriage, and the increasing price of human time population equilibrium.
The empirical anaiysis consists of a wide array of significant recent
investigations with applications to family behavior in the United States and
elsewhere as well an analyses of the U.S. marriage market, child-care
facilities, the impact of women’s education on their hushands’ earnings,
and other aspects of the economy of the family.

FOREIGN TRADE REGIMES AND ECONOMIC
DEVELOPMENT

jagdish N. Bhagwati and Anne O. Krueger, editors

Volume 1: Turkey, Anne O. Krueger $17.50 cloth
5.00 paper

Volume 2: Chana, ). Clark Leith $15.00

Volume 3: Israel, Michael Michaely $12.50

In this ambitious research project sponsored by the National Bureau of
Economic Research, the authors analyze the phenomena of exchange
control, liberalization, and economic development in less developed coun-
tries. Ten volumes will be published on individual countries plus syntheses
volumes prepared by the Co-Directors, Jagdish N. Bhagwati and Anne O.
Krueger. Three major topics covered in each country study are: The
Anatomy of Control, the economic efficiency and distributional implica-
tions of alternative methods of exchange control; The Liberalization
Episode, devaluation and liberalization are differentiated and examined to
determine effectiveness of government policy; and Growth Relationships,
the relationship of the exchange control regime to growth via state
efficiency and other factors.



Another /16) Journal

s

ANNALS OF
ECONOMIC AND SOCIAL MEASUREMENT

The Annals of Economic and Social Measurement, a journal of computers,
information retrieval, and research methodology, was created in 1972 to
promote the exchange of ideas in quantitative research. This quarterly
journal contains articles generated within the National Bureau's research
Program, mainly but not solely dealing with data generation, computer
application, and methodological problems. Although research methodol-
gy is stressed, descriptions of computer programs, information retrieval
techniques, and data sets are also published. Such an emphasis means that
scientists can benefit from work in fields outside their immediate range of
research. The journal’s objective, therefore, is to provide rapid and wide
dissemination of advances in the state of the art—resulting in more effec-
tive use of the computer in quantitative analysis.

Participants in workshops held by the NBER's Conference on the Com-
puter in Economic and Social Research and researchers affiliated with the

special issues will focus on such topics as the analysis of consumer
demand data, stochastic control theory applications, and data documenta-
tion techniques.

The Annals of Economic and Social Measurement is published quarterly
in Winter, Spring, Summer and Fall. Subscription rates are $10.00 per
year—individuals, $15.00 per year-—institutions; single and back copies
are $5.00. Subscribers to National Bureau publications, except those who
subscribe only to FER. receive the ANNALS a« part of their subscription
plan. For further information, please contact s, Leslie Music, Subscrip-
tions Department, National Bureau of Economic Research. 261 Madison
Avenue, New York, N.Y. 10016.



