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Economic projections

to the year 2000

Real gross national product growth averages 2.4 percent

a year, according to moderate projections,

reflecting a slowly improving foreign trade declifit,

higher productivity, and a continued shift
to a more service-oriented economy

NORMAN C. SAUNDERS

The Bureau of Labor Statistics has prepared projections of
the U.S. economy to the year 2000, our first look at the
remainder of this century. The new projections, with 1986 as
the base historical year, update and extend the previously
published projections.! As with earlier projections, three
alternatives—termed moderate growth, low growth, and
high growth—were estimated. The alternatives are designed
to provide a range of estimates with variations in those assump-
tions to which the aggregate model is the most sensitive.

The moderate-growth alternative is characterized by a
gross national product (GNP) influenced by greater produc-
tivity increase and slowing labor force growth, a moderately
tapering unemployment rate, and a slowly improving for-
eign trade situation. In comparison, the high-growth model
has stronger overall demand, higher inflation, and lower
unemployment, but less favorable foreign trade balances;
while the low-growth version has deeper recessions, slower
productivity growth, declining government spending, and a
higher unemployment rate. Projected real GNP growth for
the 1986-2000 period ranges between 1.6 percent for the
low-growth alternative and 3.0 percent for the high-growth
scenario, providing a spread of $1 trillion in the real GNp
estimates for 2000.

By 2000, under the assumptions used by the Bureau in
developing these projections, GNP is expected to range be-
tween $4.6 trillion and $5.6 trillion (in 1982 dollars), with
disposable personal income between $3.2 trillion and $3.9
trillion. The annual employment increase ranges between
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1 million persons in the low-growth scenario and 1.6 million
persons in the high-growth scenario. The unemployment
rate ranges between 4.5 percent in the high projection and
7.7 percent in the low. The following tabulation shows the
levels and percent growth rates for selected key economic
variables, 1982-86 and projected to 2000:?

Projected, 2000

1972 1986 Low  Moderate  High

Civilian unem-

ployment

rate ..... 5.6 7.0 7.7 6.0 4.5
Federal deficit

(billions of

current

dollars) .. —16.8 —204.0 -~289.1 —89.3 —44.1
Net exports

(billions of

1982

dollars) .. —48.8 —149.7 -39.1 -98.6 -150.2

Annual growth rate
Projected, 2000
1972-86 Low Moderate High

RealGNe .o oo oL 2.5 1.6 24 3.0
GNP implicit deflator .. ... 6.6 23 3.4 4.9
Civilian labor force ... ... 2.2 1.0 1.2 1.3
Employment (from house-

hold survey) .......... 2.1 9 1.2 1.5
Real disposable personal

income .............. 2.7 1.5 2.4 3.0
Real disposable per capita

income .............. 1.7 i 1.6 1.9



Projections framework

The aggregate economic projections are prepared using
the Wharton Long-Term Model of the U.S. Economy as a
starting point.* Many exogenously specified variables must
be provided to the model, but analysis has shown that a
relatively small number of these assumptions significantly
affect long-term projections.® These variables are summa-
rized in table | and are discussed below.

In addition. the projections are generally approached with
certain results in mind, such as the level of the unemploy-
ment rate, the rate of growth of labor productivity, inflation,
the presence or absence of a business cycle, and the sectoral
distribution of employment.

In a change from prior BLS projections, a business cycle
was assumed for the 1986—2000 projection period. Reviews
of past projection efforts have indicated that by assuming
steady uninterrupted growth in the economy, growth is
overestimated in the more volatile and cyclically sensitive
GNP components, in particular, consumer durables, produc-
ers” durable equipment, and construction.® Two recessions
are assumed to occur between 1986 and 2000. This should
not be read as a prediction of a recession in any specific
year; instead, it is a bow to the inevitability of business cycle
fluctuations and the effect the cycle has on long-term de-
mand growth and on the distribution of demand.

Second, the unemployment rate in 2000 is assumed to be
slightly below current levels. In spite of temporary increases
in unemployment induced by the assumed business cycle
fluctuations. the moderate scenario has the unemployment
rate declining to 6 percent in 2000, down a percentage point
from the 1986 rate of 7.0 percent.

A third important modification to the model is to impose
the industry distribution of production and employment on
the aggregate projections at a major sector level to reflect the
more detailed analysis carried out at the industry level. The
aggregate projections thus provide control values to the
industry projections but are, in turn, affected by those
projections.

Underlying assumptions—moderate scenario

Many assumptions must be spelled out in very specific
terms to generate an estimate of future growth. The follow-
ing discussion focuses on the more important assumptions
underlying the moderate-growth projections.

Fiscal policv.  Plans for new defense programs are ex-
pected to be gradually curtailed in the coming decade.
Projects for which appropriations have already been made or
planned are expected to keep real defense spending growing
through the end of this decade, when it is projected to peak
at $268 billion. Thereafter, smooth declines are assumed
over the remainder of the projection period, as defense
spending drops to $251 billion in 2000, roughly the same
level as in 1986.

Real nondefense purchases of goods and services are as-
sumed to drop to $78.8 billion by 1990, approximately the
1981-82 level of spending. After 1990, growth returns as
these purchases increase at a relatively smooth average an-
nual rate of 2.8 percent over the decade of the 1990’s.

The realities of recent large Federal deficits bring a sense
of general fiscal conservatism to the assumptions affecting
other Federal expenditure categories. No real growth is as-
sumed during the 1986-95 period for food stamp benefits,
military retirement and veterans’ benefits, medicare pay-
ments, and Social Security benefits. Growth in these cate-
gories is a combination of inflation adjustment and client
population shifts only. After 1995, some resumption of
growth in all of these benefits categories is expected—but
still only a modest | to 2 percent annually.

Federal subsidies are assumed to be flat in real terms
throughout the period, as are Federal grants-in-aid to State
and local governments.

On the revenue side, the Tax Simplification Act of 1986
has the initial impact of increasing effective personal tax
rates from 10.4 percent in 1986 to 11.2 percent in 1987,
Thereafter, as taxpayers make shifts in their tax strategies,
the effective rate declines steadily over the entire projection
period, reaching 8.9 percent in 2000.

The effective corporate tax rate has increased steadily
from 27 percent in the late 1970’s to its current level of 37
percent. The rate is assumed to remain at this level through
1990, followed by gradual declines to 26 percent by 2000.
The Social Security wage base and combined tax rates are
as mandated by the Social Security Act of 1978.

State and local government spending increased at an an-
nual 1.5-percent real rate between 1979 and 1986, less than
the 2-percent rate during the 1972-79 period. Slower
growth from 1979 to 1986 than from 1972 to 1979 resulted
from declining school enrollments and a general trend to-
ward slower growth in government provided services. This
pattern is expected to reverse over the next 14 years in
response to several factors.

First, the baby-boom generation has been having chil-
dren. These children, the so-called “echo.” are now begin-
ning to affect school enrollments, which are already climb-
ing in the early grades. Elementary school enrollments are
expected to peak in 1996 and secondary attendance, around
2000. Over the decade of the 1990°s, demand for educa-
tional services will increase as a result. However, the echo
will not affect postsecondary education until after 2000.

Further, it is expected that cutbacks or slower growth in
many State-provided services will be tempered in the com-
ing years. The net effect of these assumptions is to pull real
State and local spending up to a 2-percent annual rate of
growth, comparable with the 1972-79 period and 0.5 per-
centage points higher than the growth during the 1979-86
period.

Monetary policy. Monetary policy in the moderate-
growth projection is best described as accommodative.
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Growth of M2, the broadly defined money supply, has been
set to parallel projected growth in nominal GNP so that mon-
etary policy will not choke growth by being too restrictive,
nor re-initiate the inflationary spiral of the 1970’s by being
too loose. The velocity of M2 remains roughly constant, in
the 1.60 to 1.65 range, throughout the projection period.

Both short- and long-term interest rates remain flat in real
terms, rising about 1 percentage point over the 14-year
horizon of the projections in response to the expected rate of
increase in prices.

Demographic. 'The population estimates underlying the
aggregate projections are the middle-growth series devel-
oped by the Bureau of Census.® These new population pro-
Jjections have been developed with higher immigration and
slightly lower birth rates than in earlier Census Bureau ef-
forts. The middle-level civilian labor force projections, de-
veloped by BLS to be consistent with the new Census Bureau
population estimates, are incorporated in the moderate-
growth aggregate projections.’

Other demographic assumptions, such as the number of
households, the number of families, and the number of
unrelated individuals, have all been derived from earlier
Census Bureau projections, modified by BLs to reflect the
new population projections.

Projections 2000: Economic Trends

Foreign economic activity. World gross domestic prod-
uct, less that of the United States and centrally-planned
economies, is assumed to grow at a real annual rate of 2.6
percent over the 19862000 period, paralleling the perform-
ance of this measure during the 1972-86 period. Some
slowdowns are assumed for interim years in response to
recessions in the U.S. economy, but the drop in growth is
relatively small and easily recovered in the following years.

The projections encompass an assumed annual inflation
rate of 5 percent for the same world area, slightly less than
the 5.7-percent inflation rate during the 1979-86 period and
well below the disastrously high 15.3-percent annual infla-
tion during the 1972—79 period, which was caused primarily
by rapid increases in oil prices.

In 1981, the exchange value of the dollar began a sharp
and steady increase, culminating in 1985 with the U.S.
dollar valued almost 64 percent higher than in 1980. As a
result, imports became less expensive and flooded the
United States while the Nation’s exports, now more expen-
sive, were choked out of many of their traditional foreign
markets. The dollar’s exchange value dropped 22 percent in
1986. It has been assumed that the exchange rate will stabi-
lize at its 1982 level and remain steady at that level for the
remainder of the decade.

Table 1. Major assumptions affecting aggregate economic projections, 1972, 1979, 1986, and projected to 2000
(In billions, untess noted otherwise]
Projected, 2000 Projected, 2000
Item 1972 1979 1986 Item 1972 1979 1986
Low | Moderate | High Low | Moderate | High
Federal Government: Safety, 1982 doffars .. . 26.2 314 405 454 54.2 56.8
Defense purchases, Other purchases,
1982 dollars ....... 185.3 1643 | 2510 ; 2225 251.0 263.0 1982 dollars ....... 109.9 108.8 121.6 140.8 163.3 171.1
Nondefense purchases, Transfer payments,
1982 dollars ....... 60.7 719 824 973 103.4 108.2 1982 dollars ....... 59.1 732 934 110.3 117.3 1215
Food stamps, 1982 Dividends, current
dollars . ........... 6.5 77 96 104 12.2 14.9 dollars ............ 3 20 6.6 7.3 73 73
Military retirement, 1982 Net interest, current
dollars . ........... 294 30.2 281 284 30.1 321 dollars ............ -15 -11.8 -26.0 -452 -496 —-57.6
Medicare, 1982 dollars 18.5 378 57.9 75.2 83.0 94.1
Social Security, 1982 Demographic (in millions):
dollars . ........... 116.3 1313 169.7 { 209.0 243.4 2939 Number of families .. .. 52.1 59.3 63.2 731 731 748
Other transfers, 1982 Number of households . 69.0 78.8 88.6 109.0 109.0 115
dollars ............ 396 436 535 55.5 58.6 61.3 Number of unrelated
Old Age, Survivors, individuals . . ....... 214 24.4 322 40.4 40.4 40.8
and Disability Insur- Civilian labor force .. .. 86.6 104.9 117.9 134.5 138.8 1411
ance taxable income, Armed Forces . ....... 26 2.1 22 23 23 23
current doflars . .. ... 10,800 | 22,900 | 41,500 | 89,700 89,700 89,700 Self-employed persons . 54 6.8 79 89 97 10.2
Old Age, Survivors, Unpaid family workers . . 5 5 3 A 2 2
and Disability Insur- Adjustment factor .. ... -9 -1.6 -1.9 -1.7 -19 -2
ancetaxrate ..... .. 9.0 123 143 155 155 155
Grants-in-aid, current Foreign:
dollars . ........... 375 80.5 104.0 143.0 192.1 235.1 World gross domestic
Subsidies, current product, 1982
dollars .. .......... 79 9.2 25.6 20.2 26.1 294 dollars............ 55719 | 6,946.4 | 7,930.1 | 90822 | 11,3142 | 12,836.4
Transfers to foreigners, World gross domestic
current dollars ... . .. 29 5.2 137 14.8 15.2 17.3 product, deflator
Interest to foreigners, (1982=100) ....... 29.5 80.0 1176 | 203.6 2326 266.0
current doilars ... ... 27 1.1 23.0 49.2 487 463 Exchange rate of the
US.dollar ......... 1324 1319 103.5 97.3 97.3 97.3
State and loca! Crude oil imports,
government: million barrels
Education, 1982 perday ........... 3.1 65 48 63 76 85
dollars ............ 146.8 165.0 178.7 1853 223.1 232.5 Import oil price, dollars
Health and welfare, perbarrel ......... 5.74 2167 15.88 43.71 48.40 53.10
1982 dollars . ...... 418 67.9 737 86.3 103.4 108.2
SOURCE: Historical data are from the Bureau of the Census and the Bureau of Economic Department of Energy; and the Bureau of Labor Statistics. Projected data are from the Bureau of
Analysis, U.S. Department of Commerce; Wharton Econometric Forecasting Associates, Inc.; U.S. Labor Statistics and the Bureau of Census.
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Energv.  Assumptions regarding oil prices, import levels
of crude petroleum and natural gas, and domestic produc-
tion levels of crude petroleum, natural gas, and coal have
been set in accordance with projections prepared by the U.S.
Department of Energy.® These projections assume a nomi-
nal crude oil import price of $48.40 per barrel in 2000. In
constant 1986 prices. this translates to a barrel price of
$30.90 in 2000, roughly a doubling of real imported oil
prices in the next 14 years.

General assumptions. It was assumed that there would be
no major wars, oil embargoes, other major price shocks. or
serious natural catastrophes during the projection period.

Moderate growth results

Real GNP is projected to increase 2.4 percent a year be-
tween 1986 and 2000, for a 40-percent increase over the
period. This compares to the 2.5-percent growth rate over
the 1972-86 period and the 2-percent rate over the 1979-86
period. A summary of demand growth is shown in table 2.

A change from historical behavior is reflected in the fact
that half of the projected growth in real GNP is attributable to
growth in labor productivity and half to growth in employ-
ment. During the 1972-86 period. only 28 percent of the
change in real GNP was contributed by productivity increase.

Personal consumption.  As in the past, the personal con-
sumption expenditures (PCE) component is projected to grow
slightly more rapidly than overall GNP, increasing its share
of GNP from 65.8 percent in 1986 to 66.4 percent by 2000.
This results largely from cuts in personal taxes over the
1987-90 period. spurring further increases in consumption.

Spending for durable goods is projected to account for a
fixed share of the consumer budget over the next decade, as
purchases of consumer electronics and the specialized furni-
ture necessary to house the new equipment grow rapidly,
offsetting expected slowdowns in auto sales.

Consumer spending for autos and parts is projected to
grow 0.9 percent a year between 1986 and 2000, down
considerably from the 4.6-percent pace over the 1979-86
period. The sluggish expansion is attributed to a slowdown
in the growth of the “new driver” population and to the two
assumed recessions over the projection horizon. Durable
consumption as a whole continues to account for just more
than 15 percent of total consumer spending, unchanged
from 1986. (See table 3.)

Nondurable consumption continues to account for a
smaller share of aggregate PCE over time. Many nondurable
items, such as clothing and food. represent basic necessities
of living and, as such. are relatively income inelastic. As
family incomes rise beyond certain basic subsistence levels,
the increases tend to be spent more on luxury items than on
the basic necessities.

Nondurables accounted for 38.2 percent of real consump-
tion in 1979, dropped to a 36.1-percent share by 1986, and

Table 2. Gross national product by major demand
categories, 1972, 1979, 1986, and projected to 2000
[Billions of 1982 dollars]

Projected, 2000

It
em 1972 1979 1986 Low | Moderate High

Gross national product . | 2,608.5 | 3,192.4 | 3,678.5 | 46175 | 5,161.4 | 55524
Personal consumption ... { 1,621.9 | 2,0044 | 2418.7 | 3,101.2 | 34294 | 3659.7
Durables .. .......... 2004 | 2665 | 3689 4729 527.2 589.0
Nondurables . ........ 665.5 | 766.6 | 8724 (10383 | 1,116.4 | 12046
Services ............ 7560 1 9712 (11774 | 15900 | 17859 | 18661
Gross private domestic
investment ........ 465.4 575.2 659.7 767.8 9321 [ 11032
Equipment .......... 1675 | 258.8 | 3203 | 4248 504.2 560.8
Structures .. ......... 109.5 | 1306 | 1347 | 1465 198.8 224.6
Residential .......... 1666 | 1708 | 1939 | 1909 2021 279.6
Inventory change ... .. 21.8 15.0 108 56 27.0 38.2
Exports .............. 195.2 356.8 3713 516.8 634.5 712.0
Imports .............. 2446 | 3532 5210 5559 733.0 862.2
Federal Government . . .. 2460 | 2362 | 3334 | 3198 354.4 KTAWA
Defense . ........... 185.3 164.3 251.0 2225 251.0 263.0
Nondefense ......... 60.7 719 82.4 973 103.4 108.2
State and focal
government ......... 3247 | 3730 | 4145 | 4678 544.0 568.6

Percent distribution

Gross national product . 100.0 | 100.0 | 1000 | 1000 100.0 100.0

Personal consumption . .. 62.2 62.8 65.8 67.2 66.4 65.9
Durables . ........... 77 83 10.0 10.2 10.2 10.6
Nondurables .. ....... 255 24.0 23.7 225 216 217
Services ............ 29.0 30.4 32,0 34.4 346 336

Gross private domestic

investment . ....... 17.8 18.0 179 16.6 18.1 19.9
Equipment .......... 6.4 8.1 87 9.2 9.8 101
Structures . .......... 42 4.1 37 3.2 39 40
Residentiat .......... 6.2 54 53 41 39 50
Inventory change ... .. 8 5 3 A 5 7

Exports .............. 75 11.2 10.1 11.2 12.3 128

Imports . ............. 94 11 14.2 12.0 14.2 15.5

Federal Government .. .. 94 74 96 69 6.9 6.7
Defense . ........... 71 52 6.8 48 49 47
Nondefense ......... 2.3 23 22 21 20 19

State and local
government ...... ... 124 "7 13 101 10.5 10.2

Average annual rate of growth (in percent)

1986-2
1972- | 1979- | 1972- 86-2000

79 86 8 | Low

Moderate | High

Gross national product . 29 20 25 16 24 30
Personal consumption . . . 31 27 29 1.8 25 30
Durables . ........... 42 48 45 18 26 34
Nondurables .. ....... 20 1.9 20 12 18 23
Services . ........... 36 28 32 22 30 33
Gross private domestic
investment .. ... ... 31 20 25 11 25 37
Equipment .......... 6.4 31 47 20 33 41
Structures .. ......... 2.5 4 1.5 6 2.8 37
Residential .......... 8 1.8 1.3 -1 4 26
Inventory change .. ... -52 -4.6 -49 -5.1 5.0 9.3
Exports .............. 9.0 6 47 24 39 48
Imports .............. 54 57 55 5 25 37
Federal Government .. .. -6 50 22 -3 4 8
Defense ............ -17 6.2 22 -9 0 3
Nondefense ......... 24 20 22 12 1.6 20
State and local
government . ........ 20 15 1.8 9 20 23

Source: Historical data are from the Bureau of Economic Analysis, U.S. Department of
Commerce. Projected data are from the Bureau of Labor Statistics.

are projected to account for just 32.6 percent by 2000. All
of the major nondurable subcategories decline in share terms
except for other nondurables, which include purchases of
cleaning products and toiletry articles, drug preparations,
paper products, and a long list of other nondurable house-
hold items. Strong growth in the purchases of cleaning items
and drug preparations raise the other nondurables category
to a 7.1-percent share of total pCE in 2000, up from a 6.3-
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percent share in 1986, and reversing a slowing trend appar-
ent over the 1970’s and early 1980’s. (See table 3.)

Because of slowing growth in auto sales, more efficient
engines, and the general energy conservation awareness of the
1980’s, real spending on gasoline and oil is expected to remain
virtually unchanged in real terms over the projection horizon.

Purchases of consumer services are projected to grow
quite strongly over the 1986—2000 period, increasing from
48.7 percent of total consumption in 1986 to 52.1 percent in
2000. Spending for housing, household operation, and
transportation will remain a virtually fixed share of con-
sumption during this period. All of the share growth occurs
in health and other consumer services, which covers a range
of recreational, social, educational, personal, and profes-
sional activities.

Health services are projected to grow at a real rate of 3.5
percent a year, increasing their share of overall consumption to
10.8 percent in 2000 from 9.5 percent in 1986. This is
attributable to both the generally aging population and the
expected continued development of new, but increasingly more
expensive, medical procedures. Very sharp increases are ex-
pected in spending for a variety of consumer entertainment—
legitimate theater, commercial sporting events, and health
clubs and spas, to name a few. Also expected to grow faster
than average is personal spending on all types of financial
services, as the level of sophistication with which consumers
approach money management continues to increase.

Investment.  Although pCE still accounts for the lion’s
share of GNP, the moderate projections are also characterized
by strong, sustained growth in business fixed investment.
Purchases of producers’ durable equipment are expected to
increase at an annual real rate of 2.5 percent over the projec-
tion period, or about $19 billion each year.

Although off sharply during both of the assumed reces-
sionary periods, purchases of producers’ durable equipment
are expected to recover strongly from both downturns and to
grow more rapidly than overall GNP during the recovery
years. Producers’ durable equipment will continue the trend
evident in the late 1970’s and early 1980’s in which it
accounted for an increasing share of real GNp. This upward
shift principally reflects slowing growth in the sector-level
user cost of capital. Declining corporate tax rates, lower
inflation, and lower long-term interest rates all serve to
make the expected stream of services from current invest-
ment relatively less expensive than during the 1970’s and
1980’s, thus leading to more rapid growth in capital accu-
mulation over the projection period. Equipment purchases
accounted for 8.7 percent of GNP in 1986 and are expected
to account for more than 10 percent by 2000.

By major consuming sector, the most rapid growth in
spending for equipment is projected for durable manufactur-
ing and communications, both expected to spend at a real
rate of 4.5 percent between 1986 and 2000. The slowest
growth sectors are transportation (0.8-percent annual
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Table 3. Durable, nondurable, and services consumption
in 1972, 1979, 1986, and projected to 2000

Level (billions of 1982 dollars)

Percent distribution

Item
Projected,
2000

Projected,
1972 | 1979 | 1986 2000

19721979 | 1986

Durable consumption . |$200.4 [$266.5]$368.9| $527.2 {100.0{100.0/100.0{ 100.0

Autos and parts ... | 98.3| 119.4( 164.0| 187.0 | 49.1| 44.8| 446| 355
Household furniture . | 70.2| 97.1| 140.3| 226.3 | 35.0| 36.4| 38.0| 429
Other durables .... | 31.8] 50.1| 645| 1139 | 159| 18.8| 174 216
Nondurable

consumption ...... 665.5| 766.3| 872.4| 1,116.4 |100.0(100.0{100.0 100.0

Food and beverages | 344.2| 387.5| 440.7| 5416 | 51.7| 50.6| 50.5[ 485
Clothing and shoes . | 80.3| 112.1| 1555 2013 | 12.1| 14.6( 17.8[ 180
Gasoline and oil ... | 87.0| 97.1| 1052 1058 | 13.1] 12.7| 121 95
Fuel oil and coal . . . 286| 26.2| 187 244 43| 34 21 22
Other nondurables . | 125.3| 143.7| 152.3| 2432 | 18.8| 18.8]| 175 218

Services consumption | 756.0| 971.201,177.4| 1,785.9 |100.0(100.0(100.0| 100.0

Housing ......... 235.5] 304.1| 3514 5109 | 312 31.3] 29.8 286
Household operation | 108.6| 138.3| 150.7| 218.4 | 14.4] 14.2| 128 12.2
Transportation .... | 66.0( 829 850{ 1184 87| 85| 72 6.6
Health .......... 136.0| 192.2| 229.8! 371.7 | 18.0( 19.8| 19.5| 208
Other services .... | 210.01 253.71 36051 5665 | 27.8] 26.11 3061 317

growth) and agriculture and public utilities (both exhibiting
2.5-percent annual growth). Nondurable manufacturing in-
dustries are expected to buy new equipment at a 3.5-percent
rate of increase, not as fast as the growth of equipment
purchases by durable goods producers, but still above the
overall average growth rate for this component of demand.

Almost one-fifth of the total expenditures for producers’
durable equipment is expected to be for computers, the
largest single item of all the equipment commodities. Heavy
investment in factory automation and robotics also leads to
large purchases of certain types of industrial machinery,
particularly metalworking machinery and material moving
equipment, and of scientific and controlling devices. Com-
munications equipment is projected to be the most rapidly
growing, and the third largest producers’ durable equipment
purchase, as the demand for telecommunications services
leads to high levels of spending on satellites and other com-
munications equipment. Investment demand for motor vehi-
cles, including trucks, is projected to grow more slowly than
total equipment spending, but will still rank second in terms
of overall levels.

Overall capital accumulation accelerates throughout the
projection period in most sectors of the economy, leading to
strong growth in labor productivity, especially in the manu-
facturing industries.

A recovery from the commercial building glut of the late
1970’s and early 1980’s is also projected, as investment in
nonresidential structures increases 2.8 percent each year
between 1986 and 2000, up sharply from the 0.4-percent
annual growth in the 1979-86 period.

Residential construction is expected to slow over the next
14 years, growing at an average real rate of 0.4 percent
between 1986 and 2000. As with autos, the slowdown is
determined by both cyclical and demographic factors, as the
formation of new households is projected to slow dramati-
cally during the 1990’s, pulling down the level of housing



starts over the projection period. The aging of the popula-
tion, particularly among those of retirement age, is expected
to increase demand for multi-unit starts relative to single-
unit starts.

Foreign trade. The sharp reduction in the exchange value
of the dollar seen in 1986 is assumed to continue until 1990,
but at a much slower rate. This drop in the value of the
dollar, accompanied by relatively robust assumptions re-
garding foreign economic growth, leads to almost 4-percent
annual real growth projected for exports of goods and services
between 1986 and 2000. Although substantially better than
export performance in the early 1980’s, the dramatic im-
provement in exports expected by many economic analysts
in response to declining dollar values fails to materialize in
the projections because of changes in foreign markets and in
U.S. industries during the period of reduced export trade.

Many of the countries which, during the 1960’s and
1970’s, maintained large agricultural import balances with
the United States have now not only developed the capabil-
ity to feed their own populations from within but are, quite
often, becoming net agricultural exporters. It is unlikely,
therefore, that the United States has any chance of replicat-
ing the past booms in agricultural exports.

Many export markets in less-developed countries were
also lost during the early 1980’s. However, now that U.S.
exports are again becoming price-competitive, many of
these countries are facing serious debt problems, effectively
locking them out of foreign markets.

Most significantly, however, a large number of already
vulnerable industries, such as farm and garden equipment,
engines, turbines, and generators, and other nonelectrical
machinery producers, were hit hard by the strong dollar of
the early 1980’s, forcing them to shrink at an accelerated
pace and making it highly unlikely at this point that they will
be able to respond as strongly as in past periods to increasing
foreign demand. (See table 4 for exports by major end-use
categories. )

Imports, in contrast, are expected to grow much less
rapidly, as the value of the dollar is assumed to decline. The
slowdown in import growth due to financial considerations
is, however, at least partially offset as softening oil prices are
assumed to lead to major reductions in domestic exploration for
and production of crude petroleum and natural gas. As the
demand for primary and secondary energy products continues
to expand over the 1990’s, it is assumed that the shortfall in
domestic production is made up entirely from imports.

As aresult, the grave trade imbalances of the mid-1980’s
improve substantially over the projection period, but are not
fully resolved. The real net export balance is expected to
decline slowly to $99 billion in 2000. (See table 4 for im-
ports by major end-use categories.) The drop in auto imports
reflects the assumption that the dollar’s decline will result in
less competitive prices for foreign cars and in more foreign
automakers setting up factories in the United States.

Table 4. Exports and imports by major end-use cate-
gories, 1972, 1986, and projected to 2000
{In billions of 1982 dollars]
Annual growth rate
. (in percent)
Item 1972 | 1086 | Projected,
2000 1972-g6 | Projected,
1986-2000
Total exports . ...... $1952 | $371.3 $634.5 47 39
Merchandise .. . ... 131.3 2375 416.4 43 41
Food, feed, and
beverages .. .. 16.3 257 51.6 33 5.1
Consumer goods . 75 13.9 228 45 36
Industrial supplies 395 62.1 96.8 33 3.2
Capital goods . . . 39.7 90.1 167.3 6.0 45
Autos and parts . . 17.0 211 26.0 1.6 1.6
Other merchandise 1.3 247 51.8 57 5.3
Services ......... 64.0 133.8 218.1 54 36
Factor income . .. 339 769 134.3 6.0 41
Military sales . ... 3.1 8.1 54 71 -29
Other services . . . 270 46.1 78.3 39 39
Total imports . ...... 2446 521.0 733.0 55 25
Merchandise . .. . .. 190.7 420.4 563.8 58 21
Food, feed, and
beverages . ... 17.4 23.1 30.0 20 19
Consumer goods . 25.4 736 11.2 79 30
Industrial supplies 46.9 739 86.5 33 11
Petroleum products 56.0 75.9 1221 22 35
Capital goods . .. 109 90.9 11.7 16.4 15
Autos and parts . . 26.6 66.7 56.5 6.8 -12
Other merchandise 7.7 16.2 45.8 55 77
Services . ........ 53.9 100.7 169.2 46 38
Factor income . .. 1.4 442 80.1 111 43
Defense purchases 48 10.6 16.2 48 31
Other services . . . 389 445 729 1.0 38
Government.  As a whole, government purchases of goods

and services are expected to account for a smaller share of
GNP over time, dropping from almost 21 percent of GNP in
1986 to 17.4 percent by 2000. Most of the declining share
is accounted for by Federal Government spending slow-
downs. Defense spending is expected to account for 4.8
percent of GNP in 2000, down from a share of almost 7
percent in 1986, while nondefense spending drops off
slightly in importance, from 2.2 percent of GNP in 1986 to
1.9 percent in 2000.

Other Federal expenditure categories are also projected to
account for a declining share of GNP during the next 14
years, as shown in the following tabulation:

Percent of nominal GNP

Projected,
1972 1986 2000
Total Federal expenditures . . 20.5 24.5 20.5
Goods and services ...... 8.7 8.7 6.7
Transfer payments . ...... 6.9 9.1 8.9
Net interest ............ 1.2 3.2 2.5
Other spending ... ...... 3.7 3.1 2.3
Total Federal receipts . ... .. 19.1 19.6 19.6
Personal taxes .......... 8.9 8.6 7.3
Corporate taxes ......... 3.0 2.0 2.1
Indirect business taxes ... 1.6 1.2 1.4
Social insurance
contributions ......... 1.6 7.8 8.7
Federal deficit .. ....... ... 1.4 49 1.0

15



MONTHLY LABOR REVIEW September 1987 e Projections 2000: Economic Trends

Federal receipts are expected to account for a fixed share
of GNP, just under 20 percent. The burden is expected to
shift, however, as personal, corporate, and indirect business
taxes together account for 55.4 percent of total Federal
revenues in 2000, down from the 60.2 percent accounted for
by these three tax categories in 1986. The burden is shifted
to social insurance contributions, which are expected to
account for almost 45 percent of Federal tax collections in
2000 (up from 39.8 percent in 1986), and by the early
1990’s are expected to become a more important source of
Federal revenues than personal income taxes.

The net effect of these changes is that, in the BLS projec-
tions, a gradually shrinking deficit results, declining from
$204 billion in 1986 (4.9 percent of GNP) to $85.6 billion in
2000 (0.9 percent of GNP).

As the following tabulation shows, State and local spend-
ing is up slightly in share terms, as increasing demand for
educational services in the mid- to late 1990’s temporarily
expands government educational shares, which are offset-
ting slower growth elsewhere:

Percent of nominal GNP

Projected,
1972 1986 2000
Total State and local
expenditures ............ 13.7 13.3 14.4
Goods and services ...... 11.9 11.8 12.9
Other spending ......... 1.8 1.5 1.5
Total State and local
receipts ... ... ... 14.8 14.7 15.0
Personal taxes .......... 2.8 3.6 3.7
Corporate taxes ......... 4 5 .5
Indirect business taxes ... 7.5 7.0 7.3
Social insurance
contributions ......... .9 1.1 1.4
Grants-in-aid ........... 3.1 2.5 2.0
Inflation.  The rate of growth of prices, as reflected by the

implicit GNP deflator, is projected to moderate from the
1972-86 pace of 6.6 percent to a 3.5-percent rate over the
1986-2000 period. As noted earlier, monetary policy has
been assumed that will be stimulative to growth without
providing enough pressure to re-ignite the inflationary spiral
of the 1970’s.

Labor productivity.  Productivity, represented in the
model and in these projections by real GNP per employee,
increased at a dismal rate of 0.3 percent each year between
1972 and 1979. During the next 7 years, productivity fared
only slightly better, growing at an average rate of 0.5 per-
cent between 1979 and 1986. Sustained growth in invest-
ment and the movement of much of the labor force into
prime working-age years is expected to cause a modest
recovery in labor productivity. GNP per employee is pro-
jected to increase at an average annual rate of 1.2 percent
between 1986 and 2000.°
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Productivity growth in the manufacturing sector is pro-
jected to be much more robust than for the economy as a
whole, continuing a historical trend that has been especially
pronounced in recent years. Capital investment in factory
automation, continued energy substitution, contracting out,
restructuring of inefficient operations, and other factors
noted over the 1986 to 2000 period are expected to continue
to contribute to high growth in manufacturing productivity.

Employment. Between 1979 and 1986, civilian household
employment expanded at an annual average rate of 1.5 per-
cent, or about 1.5 million persons. This was just slightly
lower than the rate of increase in the civilian labor force over
the same period. Employment is projected to increase by
just under 21 million persons between 1986 and 2000, an
annual average increase of almost 1.5 million employed
persons. The civilian unemployment rate, at 7 percent in
1986, is expected to reach 6 percent in the year 2000. (See
table S.)

Income. No particular surprises are projected for income
distributions over the decade of the 1990’s. Personal income
accounts for virtually the same share of GNP in the year 2000
as in 1986. Disposable personal income, in contrast, ac-
counts for a slightly greater share of GNP in 2000 than in
1986, because of the declines in effective personal tax rates
as a result of tax changes enacted in 1986.

Real per capita disposable income is expected to reach
$13,421 by 2000, reflecting a continuation of the rate of
increase noted over the 1972-86 period, but a resurgence
from the slower growth this measure experienced between
1979 and 1986. The personal savings rate is projected to

Table 5. Labor force, employment, and labor productivity
1972, 1979, 1986 and projected to 2000

{In millions, unless noted otherwise]

Projected, 2000
Item 1972 1979 1986
Low | Moderate | High

Civilian labor force . ...... 87.0 104.9 1178 [1345| 1388 1411
Civilian employment (from

household survey) ..... 82,2 98.8 1096 [1241 130.4 134.8
Unemployed ........... 49 6.1 8.2 10.4 8.3 6.4
Unemployment rate

(percent) ........... 56 5.8 70 7.7 6.0 45
Nonagricultural establish-

ment employment ... ... 737 89.8 100.2 | 1141 119.7 123.6
GNP per employee (thousands

of 1982 dollars) . . . ... .. 30.25 3230 3355 |37.20| 3957 | 41.20

Average annual rate of growth (in percent)

1986-2000

1972-79 | 1979-86 | 1972-86 -
Low | Moderate | High

Civilian labor force .. .. ... 27 1.7 22 1.0 1.2 13
Civilian employment (from

household survey) ... .. 27 1.5 21 9 1.2 15
Nonagricultural establish-

ment employment ... ... 29 1.6 22 9 13 15
GNP per employee (thousands

of 1982 dollars) . . ... ... 9 5 7 7 1.2 1.5




Table 6. Gross national product as income, 1972, 1979,
1986, and projected to 2000
[Bitions of current dollars, except where noted]

2000
Item 1972 1979 1986 Low | Moderate | High
Gross national product . . 112128 |2,508.2 | 42085 73124 9,455.0 | 12,6375
Net national product . ... [ 1,104.8 | 2,242.2 | 3,753.4 | 6,722.7 | 8,710.7 | 11,587.9
National income ... .. .. 994.1 (20473 | 33874 | 59933 | 78528 | 104825
Compensation . ... .. 7262 | 14912 | 24983 | 46619 56760 | 7,530.3
Proprietors’ income . . . 98.3| 1919 2789 407.5 602.5 8333
Rental income .. .... 17.9 5.6 156 59.0 61.7 36.9
Corporate profits . . . .. 100.7 | 2001 299.7 579.3 7914 | 1,097.2
Net interest income . . . 510 1583 2949 708.3 721.2 984.7
Personal income ...... | 981.6{2,0340 | 34870 | 59612 77521 |10433.3
Disposable personal
income . ... ..... 8396 | 1,7293 | 2973.7 | 51788 | 67056 8,908.2
Billions of 1982 doltars | 1,794.4 {22126 | 2603.7 | 32188 | 36261 | 3,938
Per capita, current
dollars .. ........ 4,000.0 [ 7,628.0 | 12,312.0 | 19.168.0 | 24,819.0 | 31,782.0
Per capita, 1982
dollars . .......... |8562.0|9829.0|10,780.0 | 11,914.0 | 13,421.0 | 14,050.0
Percent distribution
Gross national product . . 100.0 | 100.0 100.0 100.0 100.0 100.0
Net national product . . . . 91.1 89.4 89.2 91.9 921 91.7
National income . .. .. .. 82.0 816 80.5 82.0 83.1 829
Compensation . ... .. 59.9 59.5 594 63.8 60.0 596
Proprietors' income . . . 8.1 77 6.6 56 6.4 68
Rental income ... .. 1.5 2 4 8 7 3
Corporate profits . . . . 8.3 78 71 79 84 8.7
Net interest income . . 4.2 6.3 70 97 7.6 7.8
Personal income .. ... 80.9 81.1 82.9 815 82.0 82.6
Disposal personal
income . ........... 69.2 68.9 70.7 70.8 70.9 705
Average annual rate of change (in percent)
1986-2000
1972-79 (1979-86 | 1972-86 Low |Moderate | High
Gross national product . 10.9 77 93 40 6.0 8.2
Net national product . . . . 10.6 7.6 9.1 43 6.2 84
National income .. ... .. 10.9 75 92 42 6.2 8.4
Compensation ... ... 108 76 9.2 46 6.0 82
Proprietors’ Income . . . 10.0 55 7.7 27 5.7 8.1
Rentalincome ...... | —-153 15.8 -1.0 10.0 10.3 6.3
Corporate profits . . . .. 10.3 59 8.1 48 72 97
Net interest income 17.6 9.3 134 6.5 6.6 9.0
Personal income ... ... 11.0 8.0 95 39 59 8.1
Disposable personat
income ......... 109 8.1 95 4.0 6.0 82
Billions of 1982 dollars. 30 24 27 15 24 30
Per capita, current
dollars .. ......... 9.8 70 84 32 51 70
Per capita, 1982
dollars .. ......... 2.0 13 17 7 16 1.9

Sounce: Historical data are from the Bureau of Economic Analysis, U.S. Depariment of
Commerce. Projected data are from the Bureau of Labor Statistics.

range between 3.7 percent and 6.0 percent over the 1986—
2000 period, generally higher than the 1986 rate of 3.9
percent.

IN SUMMARY, the moderate-growth scenario describes a
growing economy characterized by a slowly improving Fed-
eral deficit, a return to higher productivity growth, and a
continuation of the shitt to a more service-oriented econ-
omy. The most pervasive problem facing the U.S. economy
over the next decade will be our chronic trade deficit. Re-
ductions in the value of the dollar are seen as only the first
step necessary to forge a recovery from the current wide
trade gap.

High and low scenarios

A high- and a low-growth scenario, providing bounds
around the moderate-growth aggregate projection, have
been estimated based on differing sets of assumptions out-
lined in table I.

The Jow-growth projection was designed primarily to pro-
vide a scenario over the decade of the 1990’s in which many
current problems persist without much improvement. Labor
productivity is assumed to grow at the same rate as it did
during the 1972-86 period—O0.7 percent annually. Com-
bined with an assumption of deeper recessions and relatively
sluggish recoveries, this leads to a real GNP almost $550
billion lower in 2000 than in the moderate projection, with
employment lower by 6.3 million.

The high-growth projection, on the contrary, assumes
labor productivity growth of 1.5 percent each year between
1986 and 2000, only minor slowdowns in GNP increase, and
strong, sustained recoveries in other years, resulting in a GNP
of $5.6 trillion in 2000, almost $500 billion higher than in
the moderate projection. The sustained growth leads to an
unemployment rate of 4.5 percent in 2000, implying 4.1
million more employed persons that year than in the moder-
ate projection.

The two alternatives encompass a $935 billion spread in
real GNP, a 6.3 million difference in the civilian labor force,
and a 10.4 million range in the number of employed per-
sons. Major results of the alternatives, compared with the
moderate-growth projection, are as follows:

2000
Low Moderate High

Civilian unemployment
rate ........... . ... 7.7 6.0 4.5
Federal deficit, billions of

current dollars ... ... —289.1 —89.3 441
Net exports, billions of
1982 doltars ........ -39.1 -98.6 —150.2

Annual rate of growth, 1986-2000

Low Moderate High

Realgne ..o o oo oL 1.6 2.4 3.0

GNP implicit deflator . .. 3.3 3.5 5.0

Civilian labor force . ... 1.0 1.2 1.3
Employment (from house-

hold survey) ........ 9 1.2 1.5

GNP per employee .. ... Vi 1.2 1.5

Major demand category summaries are provided in table 2,
employment summaries in table 5, and income comparisons
in table 6.

Underlying assumptions. Federal Government expendi-
tures are higher in the high-trend and lower in the low-trend
alternatives than in the base projections. Conversely, spend-
ing as a share of nominal GNP shows the opposite relation-
ship: high-trend government spending accounts for a smaller
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proportion of GNP and low-growth government spending a
higher proportion of GNP than in the base projection. The
following tabulation shows projected Federal spending in
2000, total and as a share of GNP:

Billions of
current dollars

Low High Low

Share of GNP
(in percent)

High

Federal spending . $1,588.0 $2,549.8 21.8 20.3

Goods ....... 491.3 827.8 6.8 6.6
Transfers 651.3 1179.4 9.0 9.4
Other ....... 4454 542.6 6.0 4.3

In other words, faster or stower GNP growth in the alter-
natives is attributed, not to fiscal stimulus, but to other
causes, primarily the wide range of productivity growth
assumptions.

Higher rates of inflation, combined through the tax sys-
tem with higher private incomes, yield much higher Federal
revenues in the high-trend projection, resulting in a bal-
anced Federal budget in 2000. The opposite effect is appar-
ent in the low-trend projection, resulting in a Federal deficit
of $289 billion in the year 2000.

In the low-growth projection, the same population levels
are assumed as in the moderate-growth scenario, but an

! For previous projection articles, see the November 1985 issue of the
Monthly Labor Review.

Z1In this tabulation, and elsewhere in the article, labor productivity is
represented by real gross national product per employee. It is important to
note that this measure of productivity is not comparable with those devel-
oped within the Office of Productivity and Technology, Bureau of Labor
Statistics. For the definitions of labor productivity, multifactor productiv-
ity, and other related measures, and their historical data series, see the
Current Labor Statistics sections of the Review.

3 The Wharton model was selected from the commercial models offered
to the Bureau on the basis of a competitive procurement and should not be
deemed either more or less suitable, on a theoretical basis, than the other
models considered in the procurement action. A detailed description of the
Wharton model is provided in Long-Term Model Structure and Specifica-
tion (Philadelphia, Wharton Econometric Forecasting Associates, 1982). A
concise statement of BLS’ overall projection methodology is contained in
Emplovment Projections for 1995: Data and Methods, Bulletin 2253 (Bu-
reau of Labor Statistics, 1986).

4 For a detailed description of the analysis and results of this study, see
Norman C. Saunders, “Sensitivity of BLS economic projections to exoge-
nous variables,” Monthly Labor Review, December 1986, pp. 23-29.

3 As part of an ongoing effort to improve the projection methods and
results, the BLS has evaluated the accuracy of earlier projection estimates.
See the following Monthly Labor Review articles: John Tschetter, “An
evaluation of BLS' projections of 1980 industry employment,” August
1984, pp. 12-22; Howard N Fullerton, Jr., “How accurate were the 1980
labor force projections?”” July 1982, pp. 15-21; and Max Carey and Kevin
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FOOTNOTES

assumption of a lower labor force participation rate results
in slower labor force growth. Alternatively, the high-growth
scenario assumes a participation rate identical to the
moderate-growth projection, but assumes a larger popula-
tion, resulting from a more rapid than expected influx of
immigrants, both documented and undocumented.

A projected unemployment rate of 7.7 percent in 2000 for
the low-growth alternative leads to employment levels 6.3
million lower than in the moderate-growth projection. Con-
versely, in the high-growth scenario, an unemployment rate
of 4.5 percent, combined with the larger labor force, yields
employment higher by 4.1 million in 2000. Thus, the pro-
jections allow for a range of possible employment levels in
the year 2000 of 10.4 million.

Sluggish foreign economic growth combined with lower
world inflation serves to dampen exports somewhat in the
low-growth alternative. However, imports drop off even
more sharply in this alternative in response to lower GNP
growth in the United States, leading to a much improved
foreign trade balance.

Faster GNP growth in the high alternative elicits far greater
import levels. Correspondingly higher rates of foreign eco-
nomic growth have a much smaller effect on exports, lead-
ing to a steadily deteriorating trade balance in the high-
growth projection. ]

Kasunic, “Evaluating the 1980 projections of occupational employment,”
July 1982, pp. 22-30. Analyses of the various projections for 1985 pub-
lished by BLs are being prepared.

6 See Projections of the Population of the United States, 1987 to 2080,
Current Population Reports, Series P-25, No. 1018 (Bureau of Census,
forthcoming).

7 See Howard N Fullerton, Jr., “Labor force projections: 1986 to 2000,”
Monthly Labor Review, September 1987, pp. 19-29.

8 See Annual Energy Outlook 1986 (U.S. Department of Energy, 1987).
The Energy Department publishes each year a range of alternative energy
scenarios. Scenarios consistent with the BLS estimates of GNP and inflation
were chosen to fill in the energy assumptions.

9 Based on historical relationships between GNP and the private business
sector, the Office of Productivity and Technology, Bureau of Labor Statis-
tics, has adjusted the projected 1986—2000 “GNP per employee™ growth rate
of 1.2 percent to “business sector output per employee” and “output per
hour” estimates. The adjusted rates of growth, placed in a historical per-
spective, are as follow:

Business sector output

Per hour Per employee
1948-73 ... ...l 2.9 2.5
1973-86 . ... ... 9 4
1973-79 ... .6 .1
1979-86 ...l 1.0 7
1986-2000 ..................... 1.6 1.210 1.3





