


By Babson's Reports Inc., Wellesley Hills,
Mass., December 31, 1970, A year ago our
Forecast for 1970 cited the *‘freshman jinx’’
which has plagued four of the past five
decade-opening years. It was our prediction
that 1970 would suffer a similar fate., For
the better part of 1970, financial markets,
industrial activity, inflation, the labor sit-
uation, world problems, unemployment, and
civil disorders have created some unnerving
moments,

1971 LOOMS BRIGHTER

By and large, 1971 should be able to chalk
up a better performance on many fronts.,
Part of this improvement will be due to the
absence of a number of the perils which
beset portions of 1970." The protracted Team-
sters’ and United Auto Workers’ strikes,
for example, exacted a heavy toll from gen=-
eral business. Also, the stringency in credit
during the early months of 1970 and the vir-
tual disarray of the bond market which
persisted even further into the year had a
lot to do with retarding business in the last
twelve months, With these factors either
out of the way or less oppressive, it is
logical to anticipatg that the economy will
show improvement in 1971,

SHIFT OF ADMINISTRATION'S POSTURE

Failure of the Republican Party to make
real inroads at national, state, and local
levels during 1970’ s non-Presidential election
is likely to have a significant influence on
conditions during the year ahead, Prior to
the election, the Nixon Administration was
content to maintain a laissez-faire policy
with respect to management-labor relations,
and it emphasized fiscal restraint in an ef-
fort to quell inflation, Results of the elec-
tion, however, pointed up the unmistakable
importance of ‘‘pocketbook’’ conditions over
the other widely publicized issues., There-
fore, the Babson’s Reports staff expects the
Nixon Administration to take a more active
role during 1971 in stimulating the economy
and in enlisting labor and management help
in the battle to control cost-push inflation,

NOT ALL CLEAR SAILING

Lest readers of this forecast view 1971
with complacency, however, the staff of Bab-
son’s Reports sees a number of potential
dangers which the nation and its economy
must contend with, The real possibility of
a labor tie-up in the steel industry, for ex-
ample, poses a danger to industrial activity
on a par with the disruption caused by the
UAW’s strike against General Motors, More=-
over, inflationand anuncomfortablyhigh level
of unemployment seem destined to be prob-
lems with which the Nixon Administration
and the monetary authorities may have to
contend throughout 1971, Summarily, how=
ever, unless these potential pitfalls become
extreme, healthier business should be the
rule for 1971 compared with the washout year
of 1970,

INFLATION STILL AWESOME PROBLEM

A year ago, we labeled inflation Public
Enemy Number One for 1970. This fore-
cast, unfortunately, - was -all too apropos,
as 'the upward conter of the-indexes of con-
sumer prices, wholesale commodity prices,
and labor costs in 1970 so dramatically
proved, Although there may be interim spells
when supply-demand ratios in selected areas
raise hopes of some progress in the fight
to harness inflation, it promises once again
to be a top issue in 1971,

Despite indications that the Nixon Ad-
ministration will adopt a harder line against
the exorbitant escalation of wages and prices,
the die has been cast for another upward
twist in the wage-price spiral, The lush new
labor pacts inked by auto firms, the signal
gains won by the Teamsters, and automatic
wage increments under terms of existing
multi-year pacts in other industries provide
lofty goals for labor’s negotiating teams
working on new contracts during 1971, On the
price front, the squeeze on profits and the
resolute uptrend in wage costs leave manage-
ment no alternative but to raise prices.

In addition to the cost-push factor, other
forces could also fan the flames of in-
flation, For one thing, labor’s productivity
has not yet improved significantly. Another
consideration is the likelihood that the Fed-
eral Reserve will continue to ease credit, on
balance, as it has in the past year., And it
may be forced to go further than desirable,
at times, in order to create a credit climate
favorable to the Treasury’s regular refinan-
cing needs PLUS the new financings that
will be required to fund the fiscal 1971
federal budget deficit, estimates of which
range anywhere from $10 billion to $20 bil-
lion, The Babson's Reports staff estimates a
deficit around $15 billion for fiscal 1971;
but it could be much higher. President Nix-
on’s budget for fiscal 1972 (covering twelve
months from July 1, 1971 through June 30,
1972) is not yet available, but another size-
able deficit seems unavoidable,

LABOR CO-STARS ON TROUBLE SCENE

The economy was dealt a one-two punch
during 1970 by the Teamsters’ and United
Auto Workers’ strikes, But there were ahost
of other less publicized walkouts. Net result
was a skyrocketing of production time lost
due to labor disputes. The outlook for 1971
promises little relief from the strike factor. A
carryover of post-strike catch-up efforts in
the automobile industry. This impetus will
be augmented by inventory accumulations in
preparation for labor troubles in the in-
dustries cited earlier. The second quarter
of 1971 will likely see a leveling-off in the
business climb as’ the automotive field re-
turns to more normal levels of operation,
Thus, the crucial phase is expected to
center in the third quarter of the year when
the steel industry must cope with the United
Steelworkers. The fourth quarter is likely
to encounter some lethargy to begin with,
but a show of strength should close out the
year, )

Throughout 1971, residential building is
expected to provide a measure of strength
for the economy. Since consumers may
require some additional time--and a spell
of good business--to fortify confidence suf-
ficently to unleash the pent-up buying po-
tential, not too much vitality is anticipated-
during the first half of the year from con-
sumer spending; but the tide should run more
favorably in the second half, and particu-
larly in the fourth quarter.

TRILLION-DOLLAR ECONOMY

The nation’s Gross National Product
should rise to a new record rate in 1971,
with the year's average exceeding the tril-
lion -dollar mark, This measure of the dol-
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lar value of goods and services produced,
in current dollars, is expected to average
approximately 6 per cent above the rate
for 1970. However much of the gain will
stem from price increases; on a deflated
basis, Gross National Product will show a
much smaller increment, perhaps approx-
imating 3 per cent, Greatest part of the
strength is expected to occur during the
first half-year, with the first three months
evidencing most of the vigor, yet with the
second quarter sustained at a high level.
The second half of 1971 will see a degree
of pullback from the first half, with labor
conditions the primary determinant,

CONSUMER "SPENDING SLATED FOR RE-
VIVAL

One of the disappointing aspects of 1970’s
business picture was the tight-fisted attitude
of consumers, Despite the peak rates of
personal income, consumers boosted their
savings, With the unemployment problem
likely to remain a source of concern inmuch
of 1971, the task of reviving consumer con-
fidence will be difficult, We anticipate only
moderate gains in consumer spending in the
forepart of the year; but strength should be-
come more evident as the year progresses,
with 1971 closing out vigorously,

PERSONAL INCOME

The General Motors strike and layoffs
in defense-related lines caused a tapering-
off in the upward trend of personal income
in the .second half of 1970, The stronger
trend should be resumed in 1971, but the bulk
of the upthrust is expected in the first six
months or so, with some tapering off during
the second half, Fresh wage boosts under
new labor pacts signed during the year; au-
tomatic step-ups in wage rates under exist-
ing multi-year contracts; pay boosts for
federal, state, and municipal employes; and
upward wage adjustments triggered by
cost-of-living escalator provisions will com=
bine to propel personal incomes upward,

EMPLOYMENT CONDITIONS (

On the strength of brisk factory oper-
ations in the first half of 1971, total em-
ployment is expected to post some gains in
the new year, But the pinch on profit mar-
gins, plus high labor costs, will tend to
restrain job expansion, With the natural
growth of the population and the retrench-
ment of U, S. armed forces overseas, the
economy may be hard put to absorb all of
the growth in the civilian labor pool. Un-
employment, close to 6 per cent of theavail-
able labor force as 1970 drew to a close,
seems destined to edge past the 6 per cent
mark before relief is encountered.

TAXES

Because of the top priority economic
stimulus is slated to receive in 1971, the
Babson’s Reports staff anticipates little
change in personal income tax and cor=-
porate profits tax rates at the federal level,
but somewhat higher federal levies toward
the year end should not be ruled out if in-
flation gets out of hand, The tax burden
will surely be heavier at state and mu-
nicipal levels, occurring in a wide range
of levies including those on incomes, cor-
porate profits, sales, and property.

BUSINESS PROFITS AND DIVIDENDS
Corporate profits after taxes in 1971
are expected to show a better year-to-
year comparison than was the case in 1970,
We forecast an increase of some 7 per cent,
However, the profits outlook will take on its
lengthy series of labor pacts expire in the
next twelve months, Among the more sig-
nificant are the following: Contacts with the
major metal container producers run out
on Feb, 14; the aluminum industry has a May
31 deadline; the copper producers’ pacts ex-
pire June 30; and the all-important United

" Steel Workers’ contracts with the steel in-

dustry end July 31, In addition, contracts
covering approximately 80,000 dockwoerkers
are up for remewal in 1971, involving the
International Longshoremen's Association
working the Atlantic and Gulf ports, and the
International Longshoremen and Ware-
housemen Union on the Pacific Coast.

PRODUCTIVE CAPACITY -- HELPMATE
AND VILLAIN

As 1971 debuts, American industry is
operating well below its theoretical capacity.
Moreover, new plant and equipment projects
started prior to the deceleration of capital
outlays last year will be coming onstreamin
1971. The nation’s productive capacity--which
is growing in might and efficiency--provides

at least a measure of hope that inflation

can be kept within tolerable bounds, Ex=-
cess productive capacity relative to cur-
rent levels of demand tends to moderate the
severity of price mark-ups, while the use of
efficient facilities canbolster profit margins,
But there is another face to the produc-
tive capacity factor. Due to the large gap
between productive potential and near-term
demand, the urgency to increase new plant
and equipment has moderated noticeably,
Hence, the Babson’s Reports staff does not
expect businessmen immediately to resume
the expansive rate of outlays for capital
equipment which fired the economic boom of
the last decade, To the extent that recent
cutbacks in business capital expenditures
are not fully restored, progress of the eco-
nomic revival in 1971 could be restrained.
Overall, there should be an upward tend
in business capital expenditures, but much
of this will be due to price inflation, On a
physical volume basis, the increment will
not be signally impressive, However, there
could be some assistance IF efforts to stim-
ulate the economy incorporate measures
restoring even part of the investment tax-
credit incentive to capital expenditures.

BUILDING AND CONSTRUCTION

Physical volume of construction in 1970
slipped below that of 1969, reflecting the low
level of residential building during part of the
year, However, as monetary conditions eased,
a promising pickup in new housing starts
emerged, The staff of Babson’s Reports fore-
casts increased vitality in the housing fieldin
1971, In the move to revitalize the economy,
new home building is paramount, and some
steps have already been taken to assist
housing. Withresidential vacancies negligible
and the nation on the threshold of a surge in
new family formation, the need for
new housing facilities is certainly present.
Thus, with mortage money now more readily
available and mortgage interest rates likely
to ease some in 1971, the home building field
should provide important support for the
economy, The outlook for commercial and

-

industrial construction, however, is less
promising. Reflecting deceleration of busi-
ness capital expenditures, the nonresidential
building sector is likely to evidence slug-
gishness in 1971, In public construction, the
holdback in federal spending for new pro-
jects because of budget and anti-inflation
considerations, plus the stringent credit
climate, restricted 1970 activity. But the
ease in credit and the termination of fed-
eral holdbacks on new construction outlays
should enable this phase of the industry to
contribute to the overall economic improve-
ment looked for in the ensuing months.

As the recovery in residential building
gains momentum, and as consumers loosen
their purse strings, production and sales
of home furnishings, building materials
and supplies, and lumber should show marked
improvement.,

1971 ECONOMIC PROFILE .

The staff of Babson's Reports envisions
a strong business tempo in the first half
of 1971, Depending upon the scope and length
of tie-ups in the steel and copper indus=-
tries, however, at least a significant slow-
down seems unavoidable for a portion of the
second half, If the steel workers ‘‘hit the
pavement,”” industrial production will en-
counter a downdraft after midyear; but even
if the now apparently remote possibility of
an amicable settlement occurs, there will
be a ‘‘breathing spell’”’ in industrial pro-
duction, as the steel companies and ‘their
customers work off strike-hedge stockpiles.
Toward the end of the year, renewed buoy-
oancy should be in evidence.

Strength in the first half of 1971 will
not be uniform. During the first quarter,
we project a definite uptrend in factory
output. This will be due largely to the
healthier hue primarily because of the come-
back from the lean year just past. Never-
theless, businessmen must stay on their toes
during the next twelve months, since cost
pressures will keep nipping away at profit
margins, even though an anticipated higher
rate of general business and price markups
should give a fillip to earnings. The degree of
improvement in profitability could look quite
impressive for those companies which turned
in poor earnings results in1970 dueto strikes,
inventory losses, and changeovers inaccount-
ing procedures for the handling of sales and
profits not yet earned.

Reflecting the improvement inprofits, the
outlook for corporate dividend disbursements
in 1971 is more promising than in 1970, While
a spate of generous dividend rate increases
is not anticipated, we dorecognize the change
for the better in corporate liquidity which,
together with improving profits, will en-
courage management to take a somewhat
more liberal view toward dividend payouts.

STOCK MARKET PROSPECTS

Threat of a massive liquidity crisis for
debt-laden corporate enterprises, and the
shock of the Cambodian invasion, sent stock
prices sharply lower during most of the first
half of 1970, But when investors realized
that monetary policy had shifted convincingly
to an anti-recession posture, the stock mar-
ket rallied sharply from late May until
midsummer., There-followed a fairly con-
fined trading range until the lgtter part of
November when the lowering of money rates
sparked a new flurry of buying which carried
the Dow-Jones Industrial Average out of its
limited-range consolidation phase,

Even though the stock market has al=-
ready recouped a good deal of the ground
lost since the long decline began in late
1968, participation in the rally has been
confined to a fairly small segment of the
market. Thus, there is still ample room for
the rally to broaden. With the advantage of
expansive monetary and fiscal policies, the
Babson’s Reports staff foresees an ex-
tension of the late 1970 upthrust, Earnings
reports more favorable than those of a year

ago will also help to bolster investor con-
fidence in the early months of 1971, There-
after, worries over the steel industry’s
labor situation may instill renewed cau-
tion,

Overall, the stock market is not likely
to experience a sustained upsurge into new
high ground in 1971, Limiting forces include
the restraint upon corporate profits by cost
increases, uneasiness over international de-
velopments and labor problems, Hence, there
will be spells of uncertainty as regards the
stock market in 1971, A plus factor of sig-
nificance, however, is the still well-deflated
position of a majority of stocks,

There continue to be attractive oppor-
tunities for investors who have thus far
failed to participate in the market recovery,
or for those operating under a conserva-
tive investment program. In the long-pull
growth area, the Babson's Reports staff
favors selected issues in the drug and
hospital supply, petroleum, utilities, life
insurance, and offshore oil and gas indus-
tries, Certain undervalued and depressed
cyclical issues offer opportunities for capital
appreciation, particularly in the building-re-
lated home furnishings, food, automotive
equipment, precious metals, trucks, and
truck transportation fields., But in view of
the many ar=as of uncertainty, emphasis
suould bz placed upon stocks of companies
which are well established and capable
of achieving profitability in conjunction with
the anticipated business betterment.

FURTHER EASING IN CREDIT CONDITIONS

In 1970, monetary authorities expanded
the nation’s money supply at a rate which
seemed somewhat on the generous side,
However, some ‘‘armchair quarterbacks’’
feel even that was inadequate to give the
economy a real uplift. So the Federal Re-
serve may well be under pressure to step
up its injection of credit into the banking
system, particularly since the Nixon Ad-
ministration will be applying fiscal measures
to pump more life into the ailing economy.
in this joint effort both participants are
on the horns of a dilemma, -- namely, that
the economy must be given added vitality
without inflationary pressures being granted
free rein, Hence, Federal Reserve authorities
undoubtedly will keep a finger on the pulse
of consumer and business capital expendi-
tures, while the Administration must watch
even more closely the rate of increase in
prices and wages. Though price-wage con-
trols now seem politically unacceptable,
they should not be ruled out as possibilities
if *‘jawboning’’ tactics fail,

Since short-term money rates have
already receded significantly from the op-
pressively high levels when the credit crunch
was most painful, there is likely to be only
a moderate further dip despite the salutary
monetary policy and added progress in re-
building bank liquidity., At the long-term end
of the interest rate spectrum, we foresee a
paring of borrowing costs also, but it will
probably be only slight and not till the latter
part of 1971, The degree of easing of long-
term money rates will be restrained by the
ravenous need for capital, not only by the
private sector of the economy but also by

states, municipalities, the federal govern-

ment and its various agencies, - z

(Editor’s Note: The conclusion of this
Babson's Report will be continued next week.)
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GROOVY NUTRIENT

Vitamin A is really a groovy
nutrient, It’s important for good
vision, it helps resist infec-
tion, and it plays a part in
building strong good-looking
teeth, Vitamin D has something
going for it, too. It’s necessary
for the growth and maintenance
of bones and teeth by helping
the body absorb calcium and
other minerals important in
skeletal development.

4-H ALSO FOR URBAN YOUTH
-- An effort to appeal to more
urban youth has resulted in the
Texas 4-H Plan, reports Dr.
D, L. Stormer, state 4-H Club
leader. Rural 4-H programs
will not be reduced in quality
bu the overall quality of the
statewide program will be en-
hanced, he said. Urban youth
already arc conducting many
projects which are adapted to
their use and others are being
planned.

May Peace and
Prosperity grow:
'round the World

E. D. McNeese

And the New Year bring new hope
for a lasting and just peace to all

peoples of all nations.
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By Ace Reid

COW POKES

@ ace Reyo
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"That dumb doctor told me to watch my weight, and | told him that's
all I've been doin' fer years!"

Let Purina Range Chow
Blocks . . . Turn those
Stalks into Pounds

A lot of farmers run feeder calves in their stalk
fields. But stalks and ‘“‘down’ corn don’t provide
the balanced nutrition the calves need to main-
tain their weight and condition.

Cattlemen are fast finding out that the easiest way
to supply this nutrition is to feed protein-fortified
Purina Range Chow Blocks. And here’s why cattle-
men go for Range Chow Blocks:

e Easy to handle—each block weighs 3314 lbs.
e Saves time—feed about once a week.
e Highly palatable—cattle like them.

@ Weather resistant—should hold together in all
kinds of weather.

e Easy to store—long storage life.

e Gives equal chance to all cattle—smaller and
timid cattle aren’t crowded out.

Why deny your cattle the nutritional supplements
they’ll need while running in stalk fields. Call us
right away and place your order for Purina Range
Chow Blocks. They’ll help keep your stock in
good shape until you start ’em on full feed.

OLTON FARM SUPPLY

PURINA






















