
 
 

 

October 15, 1999

Right or Wrong, Wall Street Economists
Generate Ideas and Trades
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Shares Halt Two-Day Slide, but Inflation Fears Persist (Oct. 15,
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By JONATHAN FUERBRINGER

EW YORK -- If the forecasts of Wall Street economists are
often so wrong, how do they keep their jobs? How do they

make any money? 

Those are fair questions after a string of years -- including 1999 --
when many seers of Wall Street missed their calls on interest rates,
were wrong on the direction of Federal Reserve policy, and
substantially underestimated economic growth and even
overestimated inflation. 

From 1996 through 1998, for example, the consensus economic
forecast at the start of the year turned out to be, on average, 1.4
percentage points below the actual annual growth rate, according to
the Blue Chip Economic Indicators. The consensus estimate for
1999 -- 2.4 percent as recently as January -- is well below the 3.4
percent growth rate in the nation's gross domestic product for the
first six months of the year. It is likely to be even further off the
mark for the full year. 

The answer is that Wall Street economists forecast because they
have to. But their money-making product is a stream of, they hope,
good ideas about how the economy works that stimulates the
thinking of the money managers that make up much of their
clientele. 

"People wanting to read what you write and learn how you're
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thinking about substantive matters is more important than whether
you are precisely right in your macro forecasts of GDP or interest
rates," said Charley Ellis, managing partner at Greenwich
Associates, which assesses Wall Street performance by interviewing
institutional investors. 

This research -- whether a long-term analysis of the surprising rise
in productivity or an instant interpretation of the newest employment
report -- plays an integral role in most Wall Street firms and smaller
boutiques. Research is the everyday grist for a firm's sales
representatives, who deal with clients on a regular basis. It is used to
attract clients who then trade through the firm or compensate it in
other ways, adding to profits. 

"Research helps write trading tickets," said Donald H. Layton,
Chase Manhattan Bank's vice chairman in charge of overseeing its
global market business. 

John Lipsky, the chief economist and the director of research at
Chase, and Robert J. Barbera, chief economist at Hoenig & Co., are
two such economists from the 50-odd firms constantly scrambling to
get the attention of money managers. Both, who themselves spend a
third of their time seeing clients, have to contend with the
economists at the Wall Street leaders in this business, including
Bruce Steinberg at Merrill Lynch and Stephen S. Roach at Morgan
Stanley Dean Witter. 

It is a business whose top players have not changed very much in the
last several years, according to Greenwich Associates. But that only
intensifies the challenge to come up with the Next Big Idea. 

One of the most attention-grabbing ideas this year came from
Edward Yardeni, chief economist at Deutsche Bank Securities. He
argued that year 2000 computer disruptions would cause a recession
in the beginning of next year. Even if it proves wrong, the idea
forced many money managers to address the issue. 

But good ideas, right or wrong, are not easy to come by. "If we have
three great ideas in a year that is a home run year," said Richard
Berner, chief U. S. economist at Morgan Stanley Dean Witter. 

Lipsky, 52, heads Chase's 120-person research team, which is
striving to become one of the major players on the Street. He was
chief economist at Salomon Brothers before coming to Chase in
1997. Before that he worked for Salomon in London and New York,
after a decade at the International Monetary Fund. 

"No one is able to consistently foresee specific market developments
far into the future," said Lipsky, who speaks to hundreds of clients
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