The 1971 National Economic Plan

by KEITH M. CARLSON

HE FEDERAL BUDGET, the Economic Report
of the President, and the Annual Report of the Coun-
cil of Economic Advisers were presented recently
to Congress and the public.! These three documents
represent the Administration’s national economic plan
for the eighteen-month period ending June 30, 1972,
Targets for total spending (GNP}, output, prices, and
unemployment are presented along with a proposed
Federal budget program presumably consistent with
these goals. Underlving the statement of targets and
the Federal budget plan is an assumption regarding
the course of monetary actions by the Federal Re-
serve System.

Specific targets for the U, S. economy are set forth
by the Council of Economic Advisers {CEA) in their
Annual Report* These goals, stated with reference
to second quarter 1972, consist of a reduction in the
unemployment rate to near 4.5 per cent of the labor
force and a reduction of the inflation rate, as measured
by the GNP deflator, to near a 3 per cent annual
rate. An 11 to 12 per cent annual rate of increase of
total spending (nominal GNP) from fourth quarter
1970 to second guarter 1972 is proposed as a means
of achieving these targets. To realize this advance
of total spending. the CEA recommends an 8 per cent
annual rate of increase in Federal expenditures and
@ contimuation of the 5 to 6 per cent rate of monetary
expansion which prevailed in 1970,

This article evaluates the Administration’s national
economic plan with the aid of a methodology de-
veloped at this Bank. The 1970 economic plan is
compared with actual developments for purposes of
obtaining some perspective on stabilization plans and
realizations. Then, the 1971 economic plan is ex-
amined in terms of feasibility and internal consistency.
The St. Louis model is used to evaluate the Admin-
istration’s plan, thus any conclusions necessarily reflect
the particular characteristics of that methodology.
The fﬁ;:rfggfi of the United States Govermment, Fiscal Year
Ending June 30, 1872 {Government Printing Office, 1971},
and Economie Report of the President, together with The

Annual Beport of the Council of Economic Adsisers {Gov-
ernment Printing Office, 1971).

21971 CEA Heport, p. 75,

Stahilization Actions and Economic
Developments in 1970

The recent Economic Report of the President
described 1970 as a vear of transition, when the U. 8.
economy paid for the excesses of 1966 through 1968.
The general level of prices rose 5.3 per cent
from fourth quarter 1969 to fourth quarter 1970,

compared with a 5 per cent advance in the previous
vear, and unemployment rose from 3.6 per cent of
the labor force in fourth quarter 1969 to 5.9 per cent
a yvear later. Total spending increased at a moderate
4 per cent rate in the first half of the vear, then
stepped up to a 7 per cent rate in the second half
{after allowance tor the depressing influence of the
auto strike in the fourth quarter}.® The faster advance
of total spending in the second hall of the year was
fostered by more rapid monetary expansion and
increased growth of Federal spending beginning in
early 1870.

¥The CEA estimated the impact of the fourth quarter strike
to be approximately $14 billion, or that total spending (GNP}
would have risen at about a 7 per cent annual rate from

third to fourth quarter in the absence of the auto strike. See
the 197! CEA Report, pp. 34-36.
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Fiscal Actions

Federal budget actions were moderately stimula-
tive in 1970, as Federal expenditures rose somewhat
faster than during the previous year. Accelerated
growth of Federal expenditures, along with expiration
of the 10 per cent tax surcharge, resulted in a slight
net fiscal stimulas during 1970,

Expenditures — Federal spending in 1970 was dom-
inated by developments in the second quarter. Effec-
tive in April, but retroactive to January 1, social
security benefits were increased at a $4.3 billion an-
nual rate, and Federal employee compensation was
raised at a $2.5 billion annual rate. The 7.1 per cent
increase in Federal spending during the year ending
fourth quarter 1970 compared with a 4.6 per cent rise
during the previous year and a 13.4 per cent average
annual rate of increase from 1965 to 1968,

The advance of Federal spending from late 1969
to late 1970 reflected a 5.3 per cent decline in
defense spending and a 16 per cent rise in non-
defense spending. Defense spending had changed
little in 1969, after increasing at a 15 per cent average
annual rate from 1965 to 1968. Nondefense spending

Defense

Page 12

MARCH 1971

had advanced 84 per cent in 1969 following a 124

per cent average rate of increase from 1865 to 1968.

Receipts — The major actions affecting budget rev-
enues were the two-step elimination of the 10 per
cent tax surcharge originally imposed July 1, 18968,
and some net tax relief as a result of the Tax Reform
Act of 1969. Expiration of the surcharge decreased
Federal receipts by an estimated $8.3 billion. This
action, along with sluggish growth in economic activ-
ity, resulted in a $9 billion dollar decline in Federal
receipts from fourth quarter 1969 to fourth quarter
1976.

Surplus/deficit position — The combination of ac-
celerated Federal spending, lower effective tax rates
for personal and corporate income, and a reduced
rate of advance of total spending in the economy,
resulted in a shift of the national income accounts
{NIA)} budget from a $7.2 hillion annual rate of
surplus in the second half of 1969 to a $14 billion
rate of deficit in the second half of 1970

The $21 billion shift of budget position, as measured
by the NIA budget, tends to overstate the extent of
stimulus provided by the Federal budget. A substan-
tial portion of the 1969 to 1970 shift from surplus to a
deficit reflects the slowdown of the economy and is
thereby misleading as a measure of discretionary fiscal
action. Standardizing the estimates of expenditures
and receipts on a high-employment basis provides a
method of more accurately measuring the extent to
which discretionary Federal budget actions were
taken. On a high-employment basis, as estimated by
this Bank, the NIA budget moved from a 310 billion
annual rate of surplus in the second half of 1969 to
a $7 billion rate in the second half of 1970.* By com-
parison, this measure of the Federal budget averaged
a $7.2 billion rate of deficit from 1966 to 1968.

Monetary Actions

Monetary actions in 1970 were quite expansive com-
pared with the previous vear, but according to most
measures were less stimulative than in 1967 and
1968, The money stock increased 5,1 per cent during
the year ending fourth quarter 1970, compared with
3.8 per cent in the previous year and a 7 per cent
average rate of increase in 1967 and 1968.

4fstimates of the high-employment budget are prepared by

this Bank and are published in our guarterly release, “Fed-
eral Budget Trends.” These estimates differ slightly from
thase published in the 1971 CEA Report, pp. 24 and 73. For
further discussion of the high-employment budget concept,
see the 1971 CEA Report, pp. 70-74
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Evaluation of Last Year's National
Economic Plan

The CEA Report of a year ago projected a 3.7 per
cent increase in total spending (GNP) for calendar
1970 over 1969.° The subscquent actual increase was
4.8 per cent, or, after adjusting for the effects of the
auto strike in the fowth quarter, 5.2 per cent. The
CEA anticipated a slow advance of total spending in
the first half followed by a quickened pace in the
second half. Apparently this pattern was realized,
though an accurate assessment is clouded by the
strike developments late in the year.

The CEA error of $7.6 billion in projecting the
growth of GNP from 1969 to 1970 was not large,
considering that about $3.5 billion was attributable to
the auto strike. A comparison of the actual changes
in the components of GNP with the CEA projections
(Table 1} indicates the primary source of error wag
overestimation of business fixed investment and of in-
ventory accumulation. This type of forecasting error
is common when the pace of economic activity is slow-
ing; business investment plans typicaily are scaled
hack at such times. The other source of error, which
partly offset the error in the investment projection,

’197{)4(,}“& Report, Chapter 2.
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was underestimation of the growth of Federal pur-
chases of goods and services.

Added relevance for stabilization policy is provided
by the CEA projections of real product, prices and
unemployment. Table II shows that the CEA pro-
jected an increase in real product from 1969 to 1970
of 1.2 per cent, a 4.4 per cent rise in the price level,
and a rise in the unemployment rate of .§ per cent.
Despite considerable suceess in projecting the growth
in total spending, the CEA failed to anticipate the
continued strength of inflation and the extent of
sluggish growth in real product and employvment.

Stabilization plans vs. realizations — To evaluate the
1970 CEA projections and determine underlying
sources of error, it is useful to compare monetary and
fiscal plans with realizations. Table 11T gives planned
and actual changes in the NIA hudget from 1969 to
1970 on both an actual and a high-emplovment basis,
From the standpomt of fiscal plans, the high-employ-
ment budget is more relevant. On this basis, expendi-
tures increased $4.5 billion more in 1970 than planned.
Combined with a quite accurate projection of high-
emplovment receipts, the change in net position
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turned out to be a slight stimulus compared with
planys for shight restraint. This ermvor in fiscal planning
is not large, however, compared with some in the past.

The CEA assumption about monetary actions in
1970 was not specific i terms of a growth rate of the
money stock, though a rate about mid-way between
the 1967-68 rate and the rate in the second half of
1969, or zbout 43 per cent, was implied® Money
actually grew 5.1 per cent from fourth quarter 1969
to fourth quarter 1970. Consequently the CEA pro-
jection of monetary growth was quite accurate,

Analysis based on St. Louis model — To better un-
derstand the significance of the difference between
projected and actual changes in key economic varia-
bles from 1969 to 1970, some alterna.
tive simulations with the St Louis
methodology are examined.” Four cases
are comsidered: estimates based on (1)
changes in money and expenditures as
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but this was not the primary source of ervor, according
to St. Louis methodology. In fact, the projections based
on policy assumptions were closer to the actual than
were the projections hased on perfect knowledge about
the course of these poliey actions. Realized monctary
and fiscal actions implied that the projections should
have been low rather than high. As a result, based on
the St. Louis methodology, the CEA error in project-
ing total spending reflected tactors other than errors in
projecting the course of monetary and fiscal actions.

Though the CEA error in projecting total spending
was not large, there were larger errors in projecting
the division of total spending growth between prices
and real product. Table TV shows prices, real product,
and unemployment as projected and realized. Real
product growth from calendar 1969 to 1970 was over-
estimated by the CEA, a projection of a 1.2 per cent
increase, compared with no change in actual output
{excluding the effect of the fourth quarter strike). =
Unemplovment was forecast to rise to a 4.3 per cent -
average for the vear. but tumed out to he 4.9 per
cent. The rate of inflation. on the other hand, was
underestimated. The CEA in carly 1970 expected a
substantial improvement in price infation over 1969,
projecting a 4.4 per cent increase. Prices actually rose
3.3 per cent from calendar 1969 to 1970

Table IV shows that the projections for prices,
output, and unemplovment based on St. Louis me-
thodelogy were more accurate than the CEA’s projec-
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tions. Again, the St Louis projections were more
accurate when based on policy plans than when
calculated with policy realizations, Nevertheless, de-
spite the error in projecting total spending, the St
Louis methodology forecast prices to rise 5 per cent
from 1969 to 1970, or only slightly less than realized.
Due to the slow short-run response of prices to mone-
tary and fiseal actions i the St. Louis model. these
price projections were relatively insensitive to the dif-
ference between policy plans and realizations.

St. Louis model projections of real product growth
were in error by about the same amount as the CEA,
By past projection experience, neither of the projec-
tions for real product, by the CEA or by the St. Louis
methodology, were in substantial error. The differ-
ences between the projections by the CEA and St
Louis of real product translated into larger discrepan-
cies in the projection of unemployment. The CEA
correctly foresaw the rise in unemployment but under-
estimated its magnitude. The St. Louis model forecast
the rise with considerable accuracy, even with a pro-
jection of real product growth similar to that by the
CEA.

Summary — The CEA projected quite closely the
growth of total spending, even though they under-
estimated the rise in Federal purchases from 1969 to
1970 by $3 billion. Their errors were significant, how-
ever, with respect to projections of inflation and
unemplovinent. The magnitude of these errors was
typical of mwost forecasts, including those of large
econometric models. As indicated m the 1971 CEA
Annual Report, the inflation proved to be much more
stubborn than anticipated. As a result, all of the ad-
rance in total spending manifested itself in price in-
creases, and output did not grow at all, resulting in a
much sharper rise in unemployment than anticipated.
The St. Louis model, which has built inte it a very
slow price response, also underestimated the rate of
inflation. For this one vear, however, it came closer
than the CEA in its projection of infiation and un-
employment, despite the fact that the St. Louis model
did not do as well in projecting the change in total
spending. '

Economic Goals and Policy Plans for 1971

The Administration has set targets of 4.5 per cent
unemployment and a 3 per cent rate of inflation by
second quarter 1972, To achieve these goals, a @ per
cent advance of total spending from calendar 1970 to
1971 has been projected. This section summarizes the
Federal Budget program for calendar 1971, and then
evaluates the Administration’s plan with the aid of the
St. Louis methodology.

MARCH 1971

Federal Budget Program for Calendar 1971
The budget plan for calendar 1971 calls for a sur-
plus in the high-employment (NIA) budget of $8.3
billion, as estimated by this Bank® A surplus of this
magnitude would be about the same as in 1970, When
compared with calendar 1969, the budget plan ap-
pears slightly more expansionary, hut compared with
the 1966 to 1968 period, when the high-employment
budget was substantially in deficit, the budget for
calendar 1971 appears much less expansionary.

Expenditures — The budget plan projects an 8.4 per
cent increase in Federal expenditures from calendar
1970 to calendar 1971 This increase would be up
slightly from the 6.8 per cent rise in 1969 and 1970,
but much less than the 14 per cent average rate of
advance in Federal spending from 1963 to 1968, The
1971 increase in Federal expenditures translates into
about a 1 per cent advance in real terms, compared
with a 1.3 per cent decrease in real terms in 1970,

Defense spending is projected to decline about
5 per cent in calendar 1971, compared with a 3 per
cent decline in 1976 and a 1 per cent increase in
1969. The average anuual rate of advance {rom 1963
to 1968 was a very rapid 16 per cent. Estimates for
1971 apparently reflect declines in Vietnam spending,

$The Administrations budget program is discussed as it relates
to calendar 1971 rather than fiscal 1972, with estimates for
calendar 1971 prepared by this Bank. Furthermore, to he
consistent with the GNP accounts, which represent the frame-
work in which the CEA projections are made, the Federal
sector of the national income accounts (NIA budget), rather
than the unified budget, is used to summarize Federal budget
plans. For a summary of the budget program on a fiscal year
basis, along with rate-of-change triangles, see the quarterly
release of this Bank, “Federal Budget Trends,” February 1971,
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though no figures are given in the budget as to their
magnitude.

Federal spending on civilian programs, that is, non-
defense spending, is planned to rise 165 per cent
from calendar 1970 to 1971. This increase would
foilow increases of 15 per cent in 1970 and 9 per cent
in 1969. From 1963 to 1968, nondefense spending rose
at a 12 per cent average annual rate. 1971 expendi-
tures for nondefense purposes reflect proposed in-
creases in social security benefits and a pay raise for
Federal emplovees, both effective January 1, and an
increase in gramts-in-aid to state and Joeal govern-
ments (general revenue-sharing), effective October 1.

Receipts — Federal receipts on a national income
accounts basis are projected to rise $18 billion from
calendar 1970 to 1971, or by 9 per cent. This projec-
tion is closely associated with the assumption about
the growth of total spending (GNP}

Table V shows the sources of increased receipts for
1971, Changes in tax policy include (1) the sched-
uled increase in social security taxes, which was eflec.
tive January 1, (2) a proposed expansion of the base
for social security taxes, from $7,800 to $3,000, (3)
contiruing the effects of the Tax Reform Act of 1969,
and {4) the effect of liberalized depreciation allow-
ances, tending to reduce receipts, The combined effect
of these tax changes is expected to decrease receipts
by 81.8 billion in 1971, All of the expected increase in
receipts reflects the rapid expansion of economic
activity projected by the Administration.

Surplus/deficit position — The NIA budget is pro-
jected to be in deficit by $10.6 billion in calendar
1971, compared with a deficit of $11.1 billion in 1970
Since the NIA budget is influenced to a considerable
extent by the pace of economic activity, it is useful to
estimate receipts and expenditures on & high-employ-
ment basis. By eliminating the effects of deviations
in real economic activity from high-employment,
budget plans can be assessed more accurately in terms
of their economic impact.
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On a high-emplovment basis, the planned NIA
budget indicates a $6.5 billion surplus for calendar
1971. This estimate is about the same as for 1970,
indicating no change in the degree of fiscal stimulus
from 1970 to 197L

The Federal budget program for calendar 1971 ap-
pears to contain about the same amount of stimulus
as did the program in 1970, Whether the impact of
such a program will turn out to be essentially un-
changed from 1970 depends largely upon Congres-
sional action as well as the lag structure of economic
reaction. Developments in Southeast Asia and domes-
tic demands for Government programs are of vital
importance in determining the actual course of Fed-
eral spending.

Evaluation of 1971 National
Economic Plan

Using the St. Louis methodology, two questions are
considered in the evaluation of the 197} economic
plan of the Administration: (1) whether the price
and unemployment goals are consistent with the pro-
jected increase in total spending; and (2) whether the
projected increase in total spending is consistent with
propaosed stabilization policies.

Feasibility of total spending goal — Table VI shows

the results for the St. Louis model for four different o

combinations of policies:

{1} an increase of Federal spending as proposed
in the budget and an expansion of the money
stock at a 6 per cent annual rate;
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{2) an increase of Federal spending as proposed
and a faster 8 per cent rate of expansion of the
money stock;

{3} a faster increase of Federal spending than pro-
posed and a 6 per cent rate of expansion of the
money steck; and

{4) both a faster increase of Federal spending than
proposed and an 8 per cent rate of expansion
of the money stock.

According to the St. Louis methodology (Table V1),
the planned policies would not vield a growth in total
spending of 9 per cent m 1971, Since the model is
subject to error, the question arises whether this dis-
crepancy is within the range of possible error. For this
purpose, the model was used to forecast one year
ahead, guarter by quarter from 1966 through 1970.
The largest error in prediction of total spending was
$8 billion, or sabstantially less than the $20 billion
discrepancy between the CEA projection and the St.
Louis model projection based on their policy assump-
tions.” The possibility of error in the St. Louis model
cannot be ruled out, but it seems most likely that
continuation of monetary and fiscal stimulus in 1971
of roughly the same magnitude as we had in 1970
will not {fester a sharp acceleration in growth of total
spending in 1971, Because the monetary and fiscal
restraint of 1968 and 1969 is fading into the past,
total spending is projected to advance more rapidly
in 1971 than in 1970, but not markedly so.

9These forecasts were based on estimation of the total spend-

ing equation for a sample period through 1966, then 1967,
ete.,, and using actual money and expenditures to generate
the forecasts outside of the sample period. Perhaps more
relevapt for the current situation is the performance of the
model around business cvele turming points, Within the sam-
ple period of 1953 to 1970, the average error for the four-
quarter period following business cycle troughs was $5.3
billion, or 1 per cent of GNP in the four-gquarter period
ending with the trough quarter.
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To determine i some other combina-
tion of policies might not yield the
targeted growth of total spending, the
impact of alternative policy assump-
tions was examined with the St. Louis
methodology, Table VI suggests that
the combination of more expansionary
menetary and fiscal actions vields a
total spending projection closer to the
CEA’s, but it still falls short by a sub-
stantial amount.

Implications of CEA total spending
goal - The 1970 economic plan was in
error primarily with respect to its dis-
tribution of total spending change be-
tween prices and real product. To
assess the implications of the St. Louis
methodology for real product, prices, and unemploy-
ment, the CEA projections of total spending were
assumed for the St. Louis model. Without concern
for how the total spending is going to be achieved,
Table VII shows the implied paths for real produet,
prices, and unemployment

According to these estimates based on the St. Louis
model, real product would rise about 4 per cent from
calendar 1970 to calendar 1971, compared with the
CEA projection of 4.6 per cent. Ag a result, the St
Louis model suggests wnemployment would average
5.5 per cent in calendar 1971, or slightly above the
CEA projection of 5.3 per cent. Furthermore, the St
Louis mode! indicates that the CEA projection of total
spending would lead to a 49 per cent advance of
prices in 1971, compared with the CEA estimate of
4.2 per cent.

The difference between the CEA projections and
those based on the St. Louis methodology becomes
more evident when examined with reference to 1972.
The CEA projections imply that real product would
continue its strong advance in 1972, rising 7.7 per cent
above 1971, and push the unemployment rate down to
a 4.4 per cent average for the year. The St. Louis
model also indicates a rapid increase of real product,
but at a slower 6 per cent rate of advance. Unemploy-
ment would be reduced for 1972 to 3.1 per cent of the
lahor force. In sharp contrast with the CEA projection
of a 3.4 per cent increase in prices in 1972, the 5t
Louis model shows a 5.2 per cent increase.

1CGiven the proposed Federal budget program, the St. Louis
model indicates that a 12 per cent rate of increase in
money heginning in first quarter 197) would be required
to achieve the CEA prolection of a 9 per cent increase in
CNP in calendar 1971.
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In summary, introducing the CEA projection of
total spending into the St. Louis model leads to the
conclusion that such a policy of rapid spending growth
would provide slight gains in reducing unemploy-
ment. However, such gains would be at the cost of no
gains in the battle against inflation.
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Summary
The Administration has forecast that the U. S. eco-
nomy in 1971 will attain reductions of unemployment
and inflation simultaneously. To achieve these goals,
a rapid expansion of total spending has been proposed.
According to methodology developed at this Bank,
the projected increase in total spending is not consist-
ent with the policy actions proposed by the Admin-
istration. A much slower increase is more likely.

Furthermore, when the targeted increase of total
spending is accepted (which is only possible in the
St. Louis model with a very rapid acceleration of
monetary and/or fiscal stimulus), the goals for un-
emplovment and prices also appear too optimistic.
Our model suggests that such a policy of rapid spend-
ing growth would lower unemplovment, but inflation
would continue unabated,

The nation is faced with a serious dilemma, but a
search for quick and easy solutions may be self-
defeating. The current inflation developed persistently
over a substantial period of time. For this reason the
current problem defies a fast and smooth adjustment
to high employment with price stability. Monetary
actons consisting of a 3 to 6 per cent annual rate of
growth in money, and fiscal actions consisting of an 8
per cent annual rate of advance in Federal expendi-
tures, appear to be consistent with an orderly, but
slow, retam to a viable high-employment path. The
post World War Il economic experience does not indi-
cate that the present unemployvment-inflation dilemma
can be solved as quickly as the CEA has suggested.

An Appendix to this article is on the next page.




APPENDIX

ALTERNATIVE BUDGET CONCEPTS

All veferences to the Federal budget in the preceding
article are in termms of the national income accounts
budget. This appendix discusses three budget concepts
to provide the reader with an understanding of their
interrelations. :

Unified Budget

The unified budget was adopted as the Government’s
basic planning document in January 1968. replacing both

the administrative and consolidated cash budgets. Ex--

penditures and receipts are recorded on a cash basis (when
the checks are issued or the pavment received). This
budget will be presented on an accrual basis after ac-
counting procedures are revised. Net transactions of
trust funds are included in this budget. All lending ac-
tivities of the Government as well as certain Goverament-
sponsored agencies are described in the unified budget,
but only certain direct loans are included in the fgures
for total outlavs (expenditures plus net lending). (For a
complete  discussion of Federal lending activities see
“Special Analysis E” in Special Analyses: Budget of the
U. 8. Government, Fiscal Year 1972).

The unified budget is presented to Congress for ap-
proval by the President in January or Febroary of every
vear, for the fiscal year ending June 30, eighteen months
hence. Also included are revised figures for the current
fiscal vear ending approximately six months later. The
Office of Management and Budget normally revises the
budget figures for the coming fiscal vears in the spring
and fall of every year. The cuwrent data are published
by the Treasury Department on a monthly basis,

National Income Accounts Budget

The national income accounts {NTA} budget presents
the receipts and expenditares of the Federal Govern-
ment as an integrated part of the economy, as represented
by the national income and product accounts. The major
diferences hetween the NIA budget and the unified
budget are: (1) the NIA budget excludes all lending
transactions; (2) tax receipts in the NIA budget are, in
general, recorded on an accrual basis (corporate income

taxes are accrued when the income is earned rather than
when the Government receives pavment, and personal
income taxes, most of which are withheld from earnings
or paid on a quarterly basis, are recorded when the
taxpaver makes payment); (3) on the expenditure side,
defense purchases are recorded when the items are re-
ceived by the Government rather than when they are
produced or paid for.

The NIA budget is developed in conjunction with the
rest of the national income accounts by the Department
of Commerce. It is published on a quarterly basis, sea-
sonally adjusted at annual vates. (“Special Analysis A” in
the fiscal 1972 budget contains a more detailed descrip-
tion of the reconciliation of the unified badget with the
NIA budget.}

High-Employment Budget

The high-employment budget is based on the NIA
budget; however, it is adjusted to remove the effects of
the level of economic activity on the NIA budget. For
example, during & recession NIA receipts will tend to
fall in response to lower levels of income, and NIA ex-
penditures for unemplovment benefits will rise. The re-
sulting move toward deficit in the NIA budget, however,
implies expansionary policies when, in fact, the opposite
might be ocowring.

The high-employment budget reflects primarily dis-
cretionary changes in fiseal policy, such as a change in
the tax rate structure or a change i the pattern of ex-
penditures. The high-employment budget estimates pub-
lished by this Bank are based on potential gross national
product as defined by the Council of Economic Advisers.
In their 1970 Annual Report, the CEA defined potential
GNP as the output of the economy at a 3.8 per cent
unemployment rate. Income shares and tax rates, esti-
mated at high-employment levels, are applied to poten-
tial GNP in current dollars to amrive at the high-employ-
ment budget data. Such data are not published regularly
by any Government agency. Estimates prepared by this
Bank are published in the guarterly release, “Federal
Budget Trends.”
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ERRATA

The gray-screened portion of the following table was incorrect as published

on page 18 of the March 1971 issue of this Review. The outlined portion of the

table shows the correct figures { with the incorrect figures, as originally published,

in parentheses). All other figures in the table were correct, and are reproduced

below. The conclusions of the article, though not altered fundamentally, were

modified in the direction of making the difference between the CEA projection

and the St. Louis model projection, based on the CEA total spending assumption,

slightly less pronounced than indicated in the article. We thank Frank C. Ripley,

Senior Staff Economist, Council of Economic Advisers, for pointing out this error.

Table YH

PROJECTED CHANGES IN SPENDING, QUTPUT, PRICES AND UNEMPLOYMENT — 1970 to 1972
{Per Cent*}

CEA Projection

1971 1972
i 8] 1 v Year 1 1 11 Iy Year
(2/2/71)**
Total Spending 13.0% 11.5% 11.8% 11.3% 9.0% 11.7% 11.2% 11.0% 10.5% 11.4%
Real Product 9.4 6.8 7.7 7.3 4.6 8.0 7.8 7.7 7.5 7.7
Prices 3.2 4.4 3.8 3.7 4.2 3.4 3.1 3.1 2.8 3.4
Unemployment
Rate 5.7 5.5 5.2 4.9 5.3 4.7 4.5 4.2 4.0 4.4

5t. louis Model Projections

3

2)

*Per eent changes for total spending, output and prices are al compounded annual rates; unemployment rates are levels.

with CEA tfotal
spending

assumption
Total Spending

- Real Produ

with & per cent

money growth and
Gavernment spend-
ing based on fistal
1972 budget (CEA
policy assumptions)

Total Spending 1.1 6.4 2.1
Real Product 7.4 2.0 4.7
Prices 3.2 4.3 4.2
Unempioyment

Rate 5.6 5.8 5.9

7.2
3.0
4.1

5.9

6.9
7.5
4.3

5.8

6.9
2.9
3.9

6.0

8.1
4.4
3.7

6.1

7.3
3.7
3.4

6.1

7.C
3.7
3.2

6.1

7.5
3.5
3.8

6.1

#*#Quarterly pattern estimated by this Bank based on the 197¢ Awnual Report of the Council of Feonowic Advisers and amplifying statements by
the CEA.
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