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praft Trendlime H.P.M, Januery 7, 1976

Tha forscests for 1976 ere now in, and, a8 the attached table sheows,
there ssens ts he & coneensus forecest which lecks towards an epproziwmately
glix percent growth in output, & =iz perceat rete of inflation, end aw
unewploymeat rate of about 7=1/2 percent durdng thiz yesr. On the whele
this consessus forecast csa be takem 28 & “bemch mark" from which we cam
examing what might ceuse a devistion frem the stsnderd view.

As we ere sll sware, the stesp decline of the lnat.quartar of 1974 and
the firet quarter of 1975 wee brought to a screechimg halt in the gecond
quartar of 1975 mainly &8 & result of & messive government deficit. This
governmsnt deficit wes due lw port o buil¢-~in characteristics of the tax
and spending structure sad 1n part te overt actlon teken by the government
to cut tex rveceiptez. The third guarter of 1975 sew & repid rise im G.N.P.
largely beceuse the lnventory llquidetion of the first and second quarters
was haltsd. Preliminary indicstions ere that the feurth querter of 1975
will show o slight increase dm CH.P. over the third quarter. Such & slow-
dowa in the rste of reeovery ls te be sxpected; the questicn is whether a
Bore subatantilal vecovery will cake place lster im 1976,

The gome of “chicken®™ pleyed by the Admimistration snd the Congress
with respect to retalaing the lover tew schedule passed durinmg the sharp
daeline was reeolved im 2 senmsible wey: Congress got the substance, which
is a continvetion of the 1975 tax schedule for at least the fivst pert of
1976, wheress the Adwinistraticn got the words to the effect that 4if
possible spending will be constrained. Thus we can expect a continued large

deficit nmot only in the remainder of fiscal 1576 (the current year) but im



Teble I

ECONCMIC FORKCASTS POR 1976

Porecagter Real G.N.P, Inflation® Unemp loywent
{Percent Change) {Rate)

As Gllbezt Hacbner

(Phile.Nacicnal Bank) 5.6 5.8 7.8
fewin I, Rellner ‘

(Memufacturers Hanover) 6.6 5.5 7.4
A, Gary Shillimg

(Whice, Weld & Co.) 5 . & 7.5
Arnold Moskowitw

(Deen Witter & Co.) 3.1 5.8 8.5
Roy E. Moor

(Becksr Securlties) 5.3 5.4 8.3
Norman Reberiscen

(Mallen Bank) 5.5=6 5.8 7.7
Mlichael K. Bvene

{Chase Buonometries) 6.9 6 percent 7.3 by

for firat helf yesr's end

More after that

Walter W. Heller

Georgs L. Perry 7 6.5 7.5

(Nat. City Baak of

Minacaspolis)
Ozto Ecketedin

{Data Resourcss, Inc.) 6.2 [ 7.3
Vhartsn Bconcwmstrie
Porecast Associates 5«6 6=7 7.9
B.C.ko.A. Graduate
School of Mansgement 5.6 1 5.5 8.1
Prudentisl 5.8 6.5 7.5 oz lesa
RCA . 5.4 5.3 8
Matropeliten Life 5.7 6.7 7 byd?ear's

en

G N.2P. Deflater

Soures: ¥.Y. Times, Jounwawmy 4, 1976



The Treuwd of Budeet Deficits

(In
Plecal Recelpts
Years
1970 183,743
1871 188,392
1972 208,649
1973 232,225
1974 264,932
1975 278,750
1976 300,800

1977(est) 350,000

Sourees H.Y. Timss, Jenuary 4, 1976

TABLE II.

nillions)

Outlaye

195,588
211,425
231.876
246,526
268,392
313,446
379,400

395,000

Defficite

~2,845
-23,033
=23,227
~14,301

=3,460
=34,696
-74,100
=45,000
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fiscal 1977 (which fncidently begilas in Cctober of 1976 rather than in July
egs hftherto beceuse of the budget rz2form leglelation).

In “ablc IT the trend of budget doficite over the {iscsl years since
1970 1s exhibited. &5 {iscal 1970 begon in July of 1969 the budget deficits
85 exhibived are for the yeavs for which the Nixon snd Ford Presidencles are
responsible. The deficits reflect the best that self-proclaimed fiscal con-
servatives were sble to schieve im the light of & Pemocratie controlled
Congress! What we see in Teble II, aside from the chronic deficits of the
eatire period, is en explosion in the size of the deficit in fiscal 1975 and
1976, smd a prospective defﬁ@it of $45 billion in fiscal 1977 which is
moderste only fm the light of the $74 blllion dollar deficit of fiscsl '76.
As hes bsen cmphesized dm prievr “Trendlives,” the spending that has increased
snormcusly over this peried are the transfer psyments to individuals (sociel
sacurity, welfave, medicare, mwedicald, food atamps; uﬁemploymmut insurance,
2C....) and o state end local government (reveuue shavimg, education grants,
etC...). GCovernment spending on goods snd services 1s not at the heart of
the matter. In sny recomstvuction of the dowein of responsibility of the
Pederal Covermment, the questicn thst hes to be faced and has been avoided
ie the proper slze and secope of trensfer payments. How to maintain family
{ncome 1o the light of our failure 2o met thinge up so that alwmost ali:
young or old, skilled or unskilled, black or white ~- can obtain income from
work 18 our msfor acclal zud ecomomic problem. One way to achisve this is
cbviously to change the set up o that jocbe are sveilable for all who need
income. But this becomes & question of how. It 1s easy and cheap to call
for full esploywent -— and threughout 1976 we will see such calls bandied
ghout — but it e difficult to establiszh gnd sustein a set of policies that

will achieve this.
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Given the size of the expected Pederal deficits fn calendar 1976 sad
1977, we ecan be reascasbly confildent that (1) there will be no £all end aome
rize in incomz and employment from present levels; (2) there will be no
sharp liguidicy probleme dus to corporate and private fﬂm;ncial relatilons
and (3} corporate profits emd heovschold savimgs will be sustaimed st high
levels.

43 & result of the finencial excesses of the csrly 1970°e, there are
some fimemelal warket time bembs thet eve “ticking eway® that aight be
detonated. If these time bowbs go off, they will cause & downward deviation
from the stendavd forecsst. These finemclal time bomds center arcund the
sxposed position of some bauks wich the Resl Bstate Investment Truste, the
precarious pesition of at least threa end possidbly more airlines, end the
still varesolved erisis of maicipal emd state governments. However, rather
then emplading, these tims bowbs are being defuped as an orderly restiue—
turing of the debts of mest of the meior problem sress 1s teking placa. This
restructuring wight come back to haunt the economy latsr, say in 1978. But
fin 1976 as & vesulet of the restructuriag of debt and the fmcresse im corporate
proficability, thet incresses the debt carryling cepacity of industry, which
the Federal deflelts induce, we cam expeet these time bombs not to cause
mich difffieuley.

CGvzr the past several memths, the Pederal Reserve has been lowering the
tovget Pederal Fumde rate 1m.@a efforz te keep moneteary growth em the
anmounced target path. Ve have seen a dewonstration of the lack of power of
the Federal Resexve te achleve such momey growth goals inm recent months; a
a demgustration thet lndicates that motnetary contrel has been ovarssld as

a detevminant of sggregute eccuomic activity. Given that en election will
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take place in November of this year we cam be sssured that the Federal
keserve will not eugage in any sericus constraining action during this
yéaxa Thus we cen expect » steady Federal Bagexve policy accompanying
@ sustalning government £iscal posture.

The cemvimation of the wonetary pesture ¢f the Federal Reserve and
the fiscal sesturs of the Fedaral government should sustain business profite
and wake sdequate benk fivencing aveileble. This combiostica points towards
& rather batter second half of 1976 then the standard fovecasts indicace,
However, whether such a “better™ cecend half will be realized depends upeon
the reaction of bamkere end businessmen to their improved financlal
siéua@i@m ln the light of their memery of 1874/7S. Hany benkers and business-
men —= &3 well ap lavestors on the excheoges -~ wera badly hurt sad frighteacd
during the lest tweo years. Whereze the objeetive financial posture is likely
Co indizste that an sccecleratioa of the expeneion is in order in the zeccnd
helf of 1976, the subjective vievs of businessmen which ig likely to be based
uper a lingering fear of overindebtedness will act to comstraim the expansion.
Bventually, the objestive clrcumstsnces will dominate the subjective cireuvm-
stance. The question 1s whether 1¢ will be eccasr or later: whether the
talesff to a vigoreus, inflistienary expension will be in the second half of
1976 ox im 1977.

Gace egeim & distinction has to be made botween the floancisl and
sarket positicne of the glent benks and the glant corporations on the oue
hand sad susller, well managed business on the other. Evea though neny
emellier busluessas were hurt snd e few poorly memaged, highly speculiative
smaller banks hed difficulties 4n 1974/75, the real eeriocus problems of

1974475 ceutered sround the glant benks and some highly epeculative finencing
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of regl estate developments and by firms thet use massive cspitale-assets.
Gloen the structure of cthe American ecousay mo wesl bovm cen develop without
the pactielipation of the glent covperaticns émd the glant banks. However,
the period prisor to such & boom, when the ecomomy fs doing bettar but not
spectacularly well, s a period of oppertwnity for well menaged “smaller”
eAterprises.

Thue 1978 shouwld be viewed a8 & yesr of opportunity by smaller
businssses whe have thelr product merkets and finences fn ovder. We can
egpect adequats 1f mot gemerous fimemcing terms to be availeble in the first
halff of 1976 for these well cepltalized skaller businesses who can develop
seriocus ezmpension posgibllities. PFor 2ll business che first pert of 1976
should b2 a peried fo which llebility structures ave put in order and a
total finsmeing base for the secoud half of 1976 and beyond chould be
asrramged. Interest vetes shewld be stable, 1f uot felling, during the next
elx wonthe and sdeguate funds for lomger Tua permeznent finsncing should be
availleble for well cemcefved, well capitalized deals. Perhepe beceuse the
first half of 1976 should be cherecterized by & steady though mot spectac-

ular sxpansion, 1t is a perfed of opporcumity for creative menagement.
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