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Labor Month In Review

The November Review

One of the Bureaus—indeed, the Fed-
eral Government’s—most popular and
enduring products is the Occupational
Outlook Handbook. Look for the 2008—
09 edition to be issued in the second
half of December. In the meantime, the
economic, labor force, and industrial
and occupational employment projec-
tions featured in a series of articles in the
Review this month serve as the quanti-
tative underpinnings of the Handbook
and its evaluation of future employment
prospects for hundreds of specific occu-
pations. The projections, which are up-
dated every 2 years, have been produced
by BLS for many decades and are widely
used in career guidance, in education
and training program planning, and
in analysis of longer range job market
trends. ‘This year’s projections encom-
pass the 2006—16 period.

The inexorable aging and retiring of
the baby boomers—a generation that
has had enormous socioeconomic im-
pact—is an important element in this
year’s projections. The labor force is
projected to grow more slowly than in
the previous decade in part due to this
process. The number of workers in the
age 55-and-older group is projected
to grow by nearly 50 percent, over 5
times the growth projected for the la-
bor force overall. The need to replace
these workers as they gradually begin
to retire is expected to create a signifi-
cant number of job openings.

The U.S. economy is projected to
grow at a steady pace, but less than the
typical gains posted in the 19962006
period. Productivity growth is expected
to slow as well. Reflecting the increased
interpenetration of world markets, in-
ternational and foreign trade activities
are projected to continue their current
tast-growing trend over the projection
period.

2 Monthly Labor Review - November 2007

Professional and related occupa-
tions and service occupations—two
major occupational groups on oppo-
site ends of the educational and earn-
ings ranges—are projected to grow
the fastest and add the most jobs. In
fact, they are projected to account for
more than 6 of 10 new jobs created
over the 2006—16 decade, and will
dominate the list of the fastest grow-
ing occupations.

Construction is the only major
goods-producing industry projected
to grow. The number of manufactur-
ing jobs is expected to decline, but in a
lesser volume than over the 19962006
period. Jobs in the professional and busi-
ness services and in the health care and
social assistance industries are expected
to have large employment gains; all told,
they are projected to make up more than
half of the increase in total employment.
Overall, jobs in service-providing in-
dustries will generate almost all of the
employment gain from 2006 to 2016
and will make up more than three-
quarters of all jobs in 2016.

New information on labor
market churning

Each month, through data gathered
in the Current Population Survey
(CPS), BLS develops and reports esti-
mates of the number of people inside
and outside of the labor force—that
is, those persons who are employed,
actively seeking and available for
work (the unemployed) or not cur-
rently seeking work, such as full-time
students or retirees. The net changes
of people in these labor force statuses
are important indicators of the state
of the U.S. labor market and econo-
my.

In alabor market with the size and
complexity of that in the United States,
these net changes are the result of deci-

sions made each month by literally mil-
lions of individuals in response to ques-
tions like: Should I take a part-time job
to supplement my retirement income?
Is now the right time to leave my cur-
rent employer and search for a new job?
Since being laid off, should I spend some
time learning new skills and reenter the
job market later? Now that I've gradu-
ated, should I go on to further schooling
or take that first tempting job offer? The
outcome of myriad decisions like these
leads to the movement of millions of
people between employment and un-
employment each month, or between
entering and leaving the work force.
BLS now is publishing through its
Web site a research series on these
monthly labor force flows. Gross
flows data have been available from
the CPS for decades, but researchers
at the Bureau have developed meth-
ods to make the data more analytical-
ly useful and intelligible. The devel-
opment of this refined series and its
potential analytic uses were discussed
in the September 2005 Review. The
data, available in a time series from
1994, are an important addition to
our core “canon” of labor market mea-
sures. They can be found at http://

www.bls.gov/cps/cps_flows.htm

Spotlight on Statistics

'The multiplicity of outputs from the
Bureau’s various programs sometimes
leaves us searching for opportunities
to explore common cross-cutting sub-
jects. To that end, and to have a little
fun, BLS is now issuing, via its Web
site, brief synopses of its data tied to
common themes. Look for these Spor-
light on Statistics to be posted periodi-
cally. The most recent in this new series
highlighted data tied to Thanksgiving.
As the year draws to a close, hopefully
we all have much to be thankful for.
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The U.S. economy is projected to grow at a moderate pace

over the next 10 years; productivity growth is expected to slow,
but still grow at a rate faster than the 1970s and 1980s;

and the labor force will grow older as baby boomers

move into the 55-and-older age group

he BLS projections of the U.S. econ-

omy to 2016 present an economy

with steady but slowing growth.
Growth in the population, and therefore the
labor force, is expected to slow. As the baby
boomers age, so too does the population, but
also, the boomers begin their transition into
retirement. Productivity growth is expected
to maintain a pace slower than the late 1990s
and early 2000s but one faster than the period
from the 1970s to the early 1990s. Together,
these trends combine to produce an expecta-
tion of gross domestic product (GDP) growth
of 2.8 percent per year, slower than the 1996—
2006 annual growth of 3.1 percent.

On a biennial basis, BLS prepares a set of
10-year projections of industry and occupa-
tional employment. The current projections
to 2016 are the 20th in the series.! In this is-
sue, four articles examine, in detail, the main
aspects of these projections: the aggregate
economy; the labor force; industry output and
employment; and occupational employment
and job openings.? The U.S. economic trends
projected over the 200616 decade arise from
methods that include both analytical judg-
ment and econometric models, and rest on
assumptions that are explicit and implicit to
the projections methods.

‘These projections provide information for
individuals seeking career guidance and for
organizations and individuals that offer career
guidance resources. In addition, policymak-

ers, community planners, and educational au-
thorities who need information for long-term
policy planning purposes make use of the BLS
employment projections. BLS projections also
are used by States in preparing State and lo-
cal area projections.

These new projections supersede the
2004-14 projections published in November
2005, and they form the basis of updated In-
ternet and print editions of the Occupational
Outlook Handbook, Career Guide to Industries,
and Occupational Projections and Training
Data. The remainder of this article presents
a summary of the results of each projections
component, a brief methods statement, and
some discussion of risks and issues related to
the projections.

Summary of articles

Aggregate economy. In the first article,
Betty Su focuses on the aggregate economic
outlook for the coming decade (pages 13—
32). Gross domestic product (GDP), which
measures the sales of domestically produced
goods and services to final users, is projected
to grow at an annual average rate of 2.8 per-
cent over the 2006—16 period. (See table 1.)
This is slower than either of the preceding
two decades. Historically, in nominal terms,
consumer spending accounts for about two-
thirds of GDP. Over the projections period,
consumer spending is expected to maintain
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U.S. Economy to 2016

Table 1. Summary of results of BLS aggregate economic projections, 1986, 1996, 2006, and projected 2016

Real gross domestic product Average annual rate of change
(epbP) and components
(Billions of chained 2000 dollars) 1986 1996 2006 2016 1986-96 1996-2006 2006-16
Gross domestic product ............ccoeeveeiieeiieiiniieens $6,263.6 [$8,328.9 $11,319.4 |$14,875.2 2.9 3.1 2.8
Personal consumption expenditures... 4,228.9 | 5,619.4 | 8,044.1|10,718.3 2.9 3.7 2.9
Gross private domestic investment..... 843.9 | 1,234.3 | 1,919.5| 2,609.5 3.9 4.5 3.1
EXPOrtS...ceveiiiiiiiiiiciceee e 353.7 843.4 | 1,304.1| 2,229.7 9.1 4.5 5.5
IMPOMES ..t 510.0 923.0 | 1,928.6| 2,912.0 6.1 7.6 4.2
Federal defense consumption expenditures
and gross investment.............oocoiiiiiiiin e, 462.4 383.8 491.5 542.3 -1.8 2.5 1.0
Federal nondefense consumption expenditures
and gross investment............ccococeiiiiiien e, 160.1 189.6 250.7 253.1 1.7 2.8 A
State and local consumption expenditures
and gross investment............ccoccceiiiiiiin e, 766.4 990.5 | 1,239.0| 1,489.0 2.6 2.3 1.9
Nominal ebp and percent distribution 1986 1996 2006 2016 Percent distribution
(billions of dollars)’ 1986 1996 2006 2016
Gross domestic product ...........cccoeceeiiiiiieiiniinens $4,462.8 | 7,816.9 | 13,194.7 | 22,642.3 100.0 100.0 100.0 100.0
Personal consumption expenditures... 2,899.8 | 5,256.8 | 9,224.5|15,881.1 65.0 67.2 69.9 70.1
Gross private domestic investment..... 746.5 | 1,240.3 | 2,209.1| 3,769.1 16.7 15.9 16.7 16.6
EXPOrtS...cceeeeiieiiieiiceeceeee e 320.5 868.5 | 1,467.6| 3,162.4 7.2 111 111 14.0
IMPOTES .. 453.3 964.8 | 2,229.6| 4,194.3 10.2 12.3 16.9 18.5
Federal defense consumption expenditures
and gross investment...........cccoceeeiieiiiceneeee 330.9 354.6 624.3 913.0 7.4 4.5 4.7 4.0
Federal nondefense consumption expenditures
and gross investment..........c.ccovceerieiiicnienieens 107.8 172.8 308.2 437.2 2.4 2.2 23 1.9
State and local consumption expenditures
and gross investment...........cccccoeviiiiiiee e 510.7 888.6 | 1,590.5| 2,673.9 11.4 11.4 12.1 11.8
Labor supply and productivity 1986 1996 2006 2016 Average annual rate of change
198696 1996-2006 2006-16
Total population (MillionNs) ..........cccocveiiiiieeieene. 240.4 269.8 300.5 327.0 1.2 1.1 0.9
Civilian population aged 16 and older 180.6 200.6 228.8 250.6 11 1.3 .9
Civilian labor force .........ccccovviiinennen. 117.8 133.9 151.4 164.2 1.3 1.2 .8
Civilian household employment... 109.6 126.7 144.4 155.9 1.5 1.3 .8
Nonfarm payroll employment.... 99.5 119.7 136.2 151.1 1.9 1.3 1.0
Unemployment rate (percent) ..........ccccceeviennnens 7.0 5.4 4.6 5.0 -2.6 -1.5 .8
Private nonfarm business output per hour
(chained 2000 dollars) .........ccccooveeriiaiieiieaeene 304 35.3 45.6 56.9 1.5 2.6 2.2
"Imports are subtracted from cbpP compnents because they are SouRcE: Historical data, Bureau of Economic Analysis; projected
produced outside of the United States. data, Bureau of Labor Statistics.

its 2006 share of about 70 percent. In real terms, consum-
er spending has a projected growth rate of 2.9 percent
per year from 2006 through 2016. For private invest-
ment, the projected real annual growth rate is 3.1 per-
cent. Over the projections period, a deficit foreign trade
position will persist. Growth of exports in real terms is
expected to average 5.5 percent on an annual basis, while
real imports are expected to grow at a 4.2-percent an-
nual rate. This reflects an increase in the growth rate of
exports and a decrease in the growth rate of imports over
the previous decade. Real federal spending on defense is
projected to grow at a rate of 1.0 percent through the de-
cade, while nondefense spending is expected to remain
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nearly flat. State and local government expenditures are
projected to grow in real terms at an annual average rate
of 1.9 percent.

'The macroeconomic projections are developed under
certain assumptions and expectations. The unemploy-
ment rate is assumed to be 5.0 percent in 2016. Nonfarm
business labor productivity is assumed to grow at an an-
nual rate of 2.2 percent. This is slower than the 2.6-per-
cent rate for 1996-2006, but faster than the 1.5-percent
annual growth rate for 1986-96. The world economy is
expected to be moderately strong along with a continu-
ing and steady depreciation of the dollar against our ma-
jor trading partners. Inflation, as measured by the GDP



price index, is assumed to be 2.7 percent per year over
the projection period.’

In summary, moderately strong economic growth is
expected, with productivity growth slightly faster than the
long run trend.

Labor force.  Mitra Toossi, the author of the second ar-
ticle in the series, presents the projected growth of the
labor force by age, sex, race, and ethnicity (pages 33-52).
The essential story of the labor force has three aspects.
First, population growth is expected to slow over the
coming decade, and consequently, labor force growth will
also slow. Second, over the next 10 years, the labor force
component of older individuals is expected to grow at a
rate more than 5 times faster than the growth of the labor
force overall. This reflects the movement of baby boomers
into this older cohort and expected increases in labor force
participation among older workers. Finally, the historical
trend of increasing racial and ethnic diversity of the labor
force is expected to continue.

The civilian labor force is projected to grow at an annual
rate of 0.8 percent (See table 2.), slightly slower than the
population growth rate of 0.9 percent annually.* Growth
in the labor force is a consequence of changes in both the
population and labor force participation rates. The overall
participation rate is projected to decline slightly from 66.2
percent in 2006 to 65.5 percent in 2016. (See table 3.) The
slower growth in the labor force relative to the population
growth is a reflection of the declining overall participation
rate. This, in turn, is being driven by the aging baby-boom
cohort as they enter the 55-and-older age group with a
significantly lower participation rate than the 25- to 54-
year-old age group.

The progression of the baby boomers through their
career paths over the last 40 years has had a significant
impact on the growth characteristics of the labor force.
Over the next 10 years, the “boomers’” decisions about
work and retirement also will have significant impacts on
the character of the labor force. An examination of the
projected labor force participation rates by age shows a
significant variation across the three main age groups. The
16- to 24-year-olds have a decreasing participation rate
from 60.6 percent in 2006 to 57.1 percent in 2016; in-
dividuals in their prime work years of ages 24 to 54 have
a slightly increasing participation rate of 82.9 percent to
83.6 percent; and the 55-and-older age group have the
greatest increase in their participation rate, from 38.0 per-
cent to 42.8 percent. For the 55-and-older age group, the
participation rate change, along with increased numbers
of individuals in their group, translates into an annual

projected growth rate of 3.9 percent for the number of
those 55 and older in the labor force, as shown in table 2.
This growth rate is nearly 5 times the overall labor force
annual growth rate of 0.8 percent.

The increase in the participation of those 55 and older is
a continuation of the increase over the 1996-2006 decade
from 30.3 percent to 38.0 percent. During this decade,
the oldest of the baby boomers joined the 55-and-older
component of the population. By contrast, the participa-
tion rate of the 55 and older group remained relatively flat
between 1986 and 1996 at 30.1 percent and 30.3 percent
respectively. The baby boomers in 1996 were aged 32 to
50, but by 2006 were aged 42 to 60. The first of the baby
boomers entered into the 55-and-older age group in 2001.
Many factors influence an individual’s decision to remain
in the work force or to retire. Health and the ability to
work are very important. In general, people are living lon-
ger and healthier, allowing them to extend their working
years. Government policies and legislation, and private
sector business policies that affect retirement benefits also
influence retirement decisions. The general trend towards
defined contribution retirement plans rather than defined
benefit plans encourages individuals to work longer. So
too, the gradual increases in the age of eligibility for full
Social Security payments that began in 2000 encourage
individuals to work longer. These factors together underlie
the trend towards increased participation of the 55-and-
older age group.

Immigration plays a significant role in the dynamics
of population and labor force growth. The Census Bureau
estimate of population change between April 2000 and
July 2006 is about 18 million.> Of that, about 7.6 million,
or 43 percent was supplied by net international migration.
Asian immigrants accounted for about 23 percent of the
net migration and immigrants of Hispanic origin, about
52 percent. Similarly, Asians and Hispanics have been the
fastest growing components of the labor force since 1986,
and this is expected to continue into the future. Their re-
spective labor forces have projected growth rates of 2.7
per year during the 2006-16 period.

In summary, the labor force is projected to grow at a
pace slightly less than that of the overall population. This
reflects an aging workforce as the baby boomers move well
into the ages considered traditional for retirement.

Industry employment. The third article (pages 53-85), by
Eric Figueroa and Rose Woods, examines the growth of
industry output and employment. Projections of employ-
ment and output at the aggregate level show the com-
bined macro effects of slower growth in both productivity
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U.S. Economy to 2016

LELICYAl Civilian labor force by age, sex, race, and Hispanic origin, 1986, 1996, 2006, and projected 2016

(Numbers in thousands)

Level Change Percent distribution Average annual rate
of change
Age, sex, race,
and ethnicity
1986— | 1996— | 2006- 1986— | 1996— | 2006-
1986 | 1996 | 2006 2016 26 2006 16 1986 | 1996 | 2006 | 2016 96 2006 16
Total,16 years
and older................ 117,834|133,943 (151,428|164,232| 16,109 |17,485| 12,804 | 100.0 | 100.0 |[100.0 | 100.0 1.3 1.2 0.8
Age, years:
16t024................ 23,367 | 21,183 | 22,394| 20,852|-2,184 | 1,211|-1,542 | 19.8 15.8 14.8 12.7 -1.0 .6 -7
79,563| 96,786 (103,566|106,026|17,223 | 6,780 2,460 | 67.5 | 72.3 | 68.4 64.6 2.0 7 2
14,904 | 15,974 | 25,468| 37,354| 1,070 | 9,494 (11,886 | 12.6 11.9 16.8 22.7 7 4.8 3.9
65,422| 72,087 | 81,255| 87,781| 6,665| 9,168 | 6,526 | 55.5 | 53.8 | 53.7 53.4 1.0 1.2 8
52,413| 61,857 | 70,173| 76,450| 9,444 | 8,316 | 6,277 | 445 | 46.2 | 46.3 46.6 1.7 1.3 9
White .................... 101,801|{113,108 |123,834 (130,665 | 11,307 |10,726| 6,831 | 86.4 | 84.4 | 81.8 79.6 1.1 9 5
12,654 | 15,134| 17,314| 20,121| 2,480 | 2,180| 2,807 | 10.7 11.3 1.4 12.3 1.8 1.4 1.5
3,379| 5,701| 6,727| 8,741| 2,322 | 1,026| 2,014 2.9 4.3 4.4 53 54 1.7 2.7
All other groups’... - —-| 3,553 4,705 - - 1,152 - - 2.3 2.9 - - 2.8
Ethnicity:
Hispanic origin ..... 8,076| 12,774| 20,694| 26,889 | 4,698 | 7,920| 6,195 6.9 9.5 13.7 16.4 4.7 4.9 2.7
Other than
Hispanic origin...[109,758|121,169|130,734|137,343 | 11,411 | 9,565| 6,609 | 93.1 90.5 | 86.3 83.6 1.0 .8 5
White
non-Hispanic........ 94,027(100,915(104,629(106,133 | 6,888 | 3,714 | 1,504 | 79.8 | 75.3 | 69.1 64.6 7 4 A
Age of baby
boomers................ 22 t0 40|32 to 50|42 to 60|52 to 70

' The “all other groups” category includes (1) those classified American Indian and Alaska Native or (2b) Native Hawaiian and Other
as being of multiple racial origin and (2) the race categories of (2a)  Pacific Islanders. Dash indicates no data collected for category.

ICLLESM  Civilian labor force participation rates by age, 1986, 1996, 2006, and projected 2016

(In percent)

L Percentage point Average annual
Participation rate change rate of change
Group
1986- 1996- | 2006- | 1986— | 1996— 2006—

1986 | 1996 | 2006 | 2016 9% | 2006 | 16 96 | 2006 16
Total, 16 years and older................... 65.3 66.8 66.2 65.5 1.5 -0.6 -0.7 0.2 -0.1 -0.1
161024 i 68.6 65.5 60.6 57.1 -3.1 -4.9 -35 -5 -8 -6
16t0 19.... 54.7 52.3 43.7 37.5 24 -8.6 -6.2 -4 -1.8 -1.5
201024 ..o 78.9 76.8 74.6 71.8 -2.1 -2.2 -2.8 -3 -3 -4
251054 i 82.0 83.8 82.9 83.6 1.8 -9 7 2 -1 A
25t034.... 82.9 84.1 83.0 85.4 1.2 -1.1 2.4 1 -1 .3
35t044.... 83.7 84.6 83.8 83.3 9 -8 -5 1 -1 -1
451054 i 78.0 82.1 81.9 82.1 4.1 -2 2 5 .0 .0
55 and older 30.1 30.3 38.0 42.8 2 7.7 4.8 1 2.3 1.2
55t064.... 54.0 57.9 63.7 66.7 3.9 5.8 3.0 7 1.0 5
65t074........... 15.2 17.5 23.6 29.5 23 6.1 5.9 1.4 3.0 23
75 and older 4.0 47 6.4 10.5 7 1.7 4.1 1.6 3.1 5.1
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and the labor force. Nonagricultural wage and salary em-
ployment® is projected to grow by 15 million, an annual
growth rate of 1.0 percent, during the projections decade.
Projected total industry output is expected to increase” on
a real basis at an annual rate of 2.9 percent. (See table
4.) This growth in both employment and output is slower
than the respective annual growth rates of 1.3 percent and
3.0 percent in the historical 1996-2006 period.

Nearly all the growth in nonagricultural wage and salary
employment is projected to occur in the service-providing
sectors of the economy. Employment in services is expect-
ed to account for 86 percent of all jobs. The projected 2016
level of employment in services is 130.2 million which
is attained with an expected 1.3-percent annual growth
rate. The two fastest growing service-providing sectors
are health care and social assistance, and professional and
business services, with growth rates of 2.4 and 2.1 percent
respectively. The combined employment growth for these
two sectors, 8.1 million, account for more than half the
total projected employment increase.

Construction, projected to add about 780,000 jobs, is

the only component of the goods-producing sector ex-
pected to have a positive employment growth. Manufac-
turing declined by 3.0 million jobs during 1996-2006 at
an annual rate of 1.9 percent. The decline is expected to
continue at a slower pace over 2006-16 of —1.1 percent
annually, resulting in a 1.5-million job loss. The projected
decline in manufacturing employment, and the goods-
producing sector overall, is not accompanied by expected
real output declines, however. Expected productivity in-
creases during 2006-16 offset the employment declines,
resulting in a projected annual growth rate for the output
from the goods-producing sector of 2.1 percent, and for
manufacturing output of 2.4 percent. Real output for the
service-producing sector has a projected annual growth
rate of 3.3 percent. With the associated employment
growth, productivity gains clearly contribute less to ser-
vice output growth than goods output growth.

The two sectors within the service-producing sector
with the fastest projected employment growth also are
expected to have strong real output growth. Health care
and social assistance real output growth is projected at 3.6

Table 4. JFTY¥ output and nonfarm wage and salary employment, by major industry, 2006 and 2016

Output’ Employment?
Average Average
Industry sector annual rate annual rate
of change of change
2006 2016 2006 2016

TOtal e $20,265.3 $27,093.7 29 136,912.2 | 151,962.3 1.0
Goods-producing, excluding agriculture.................. 5,297.3 6,535.0 21 22,504.9 21,772.6 -3
MINING oo 242.2 268.6 1.0 618.7 608.5 -2
Construction... 899.1 1,031.1 1.4 7,688.9 8,469.6 1.0
Manufacturing 4,145.8 5,263.6 2.4 14,197.3 12,694.5 -1.1
Service-producing.........ccooveeieeiieiieee e 13,778.0 18,992.2 3.3 114,407.3 | 130,189.7 1.3
Utilities .......cccoee.ee. 323.4 353.5 9 548.5 517.6 -6
Wholesale trade ..........ccccoooiiiiiiiiiiiiiceee 1,041.9 1,702.7 5.0 5,897.7 6,326.2 7
Retail trade.........coooiiiiiii e 1,305.3 1,892.1 3.8 15,319.4 16,006.4 4
Transportation and warehousing.. 669.9 889.9 29 4,465.8 4,962.0 1.1
Information ...........ccocevvveeeieeiinn, 1,006.2 1,682.8 53 3,054.9 3,266.7 7
Financial activities.............c.cccooeeiine 2,621.1 3,761.6 3.7 8,363.2 9,570.1 14
Professional and business services..................... 2,130.7 2,990.7 3.4 17,551.6 21,643.7 2.1
Educational services.........ccccocveiiiiiiiiiec i, 1571 190.9 2.0 2,918.4 3,527.4 1.9
Health care and social assistance ... 1,210.9 1,720.2 3.6 14,919.8 18,954 .1 2.4
Leisure and hospitality ..................... 739.3 909.4 2.1 13,1434 15,016.7 1.3
Other services................. 439.1 550.5 2.3 6,234.6 7,077.2 1.3
Federal Government.... 715.1 760.7 .6 2,728.3 2,625.7 -4
State and local government ............ccccocieiieennne 1,435.9 1,748.7 2.0 19,261.7 20,696.1 N

"Output is on a gross duplicated basis in billions of chained 2000 from the Current Employment Statistics survey, except private

dollars. Total includes agriculture which is excluded from detail. households, which is from the Current Populations Survey. Logging

2Employment is in thousands. Includes wage and salary data workers are excluded.
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U.S. Economy to 2016

percent annually, while professional and business services
real output is expected to grow at an annual rate of 3.4
percent. The information sector is the fastest growing ser-
vice-producing sector, with projected real output growth
of 5.3 percent annually. The growth for the information
sector is driven by expectations of growth for telecom-
munications, software publishing, and Internet and other
related services.

In summary, the long-term historical shift of employ-
ment from the goods-producing to the service-producing
sector is expected to continue. In part, this is predicated
on differences in productivity growth at the sector level,
but also, in part, demographics and technological change
are driving the shift.

Occupational employment. 'The final article, by Lynn
Shniper and Arlene Dohm, discusses the results of the oc-
cupational component of the projections (pages 86—125).
'The two largest of the major occupational groups® in 2006,
professional and related occupations, and service occupa-
tions, are expected to remain the two largest in 2016. (See
table 5.) These two occupational groups are projected as
the fastest growing, accounting for about 63 percent of
the total projected growth. With the addition of the man-
agement, business, and financial occupational group—the
only other group expected to exceed the projected average
occupational growth—these three occupational groups
account for 73 percent of total growth. On the opposite
end of the growth spectrum resides the fishing, forestry,
and farming occupations and the production occupations.
These two occupational groups have projected declines in

the number of jobs over the 10-year span 2006-16. The

remaining occupational groups are expected to grow, but
at a rate less than the average for all occupations.

Within the professional and related occupational group,
three major occupational groups account for 3.5 million of
the projected jobs growth. Health care practitioners and
technical occupations contribute 1.4 million; education,
training, and library contribute 1.3 million; and computer
and mathematical science contribute 822,000. Within the
service occupational group, the major group, healthcare
support occupations, is expected to be the fastest growing
at nearly 27 percent over the 2006-16 period.

New job growth is not the only source of employment
opportunities. People retire, or leave the workforce for
several reasons; people also leave their jobs and take work
in different occupations. The job opportunities that arise
from the need to replace workers are significant: at 35.1
million it is more than double the 15.6 million of new
jobs attributed to growth. As the baby boomers age, an
increasing share of replacement needs will arise from their
retirements.

The occupational article also examines the most sig-
nificant source of training by occupation. The analysis of
the most significant source of training reveals that the
occupations historically requiring short-term on-the-job
training are expected to be about 30 percent of all new
jobs. Jobs that historically require a bachelor’s degree as
the most significant source of training are expected to ac-
count for about 20 percent of all new jobs.

In summary, the occupational projections are similarly
impacted by the factors that drive the industry employ-
ment projections. The combined influence of the produc-
tivity outlook, the aging demographic, and the technolog-

LELICEAN  Employment by major occupational group, 2006 and projected 2016
(Numbers in thousands)
Level Percent
distribution Percent
Occupation Change change
2006 2016 2006 2016
Total, all occupations...........ccceeeveeeiiiieeiie e 150,620 166,220 15,600 100.0 100.0 10.4
Management, business, and financial.................. 15,397 16,993 1,596 10.2 10.2 10.4
Professional and related 29,819 34,790 4,970 19.8 20.9 16.7
SErVICe ...ooiiiiiiieieeieee 28,950 33,780 4,830 19.2 20.3 16.7
Sales and related ..........cccceveeiennne 15,985 17,203 1,218 10.6 10.3 7.6
Office and administrative support ............cccceene 24,344 26,089 1,745 16.2 15.7 7.2
Farming, fishing, and forestry .........ccccceeviirennnen. 1,039 1,010 -29 7 .6 -2.8
Construction and extraction ................... 8,295 9,079 785 5.5 5.5 9.5
Installation, maintenance, and repair .... 5,883 6,433 550 3.9 3.9 9.3
Production.........cccooceiiiiiiiiiei 10,675 10,147 -528 7.1 6.1 -4.9
Transportation and material moving..................... 10,233 10,695 462 6.8 6.4 4.5
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ical changes that confront both consumers and businesses
are expected to motivate a continued shift towards ser-
vice-producing activities.

Risks to the projections

Every forecast has associated risks; the BLS projections are
no different. At the first level, the underlying assumptions
of the projections, whether explicit or implicit within the
analytic methods, are a point of risk. At the second level,
the analytic results have risk owing to the uncertain nature
of the issues addressed. These projections are an attempt
to identify the most likely path for employment within
the U.S. economy over the coming decade. That attempt
requires giving qualitative and quantitative boundaries to
several issues facing the economy. These issues include the
aging population, globalization and immigration, and other
considerations such as the current wars and the reality of
terrorism. The section that follows briefly discusses these
issues.

General risks. Statistical and econometric models for-
mally project historical relationships. Subjective analysis,
as well, relies on understanding history and extrapolat-
ing that understanding to conceive the future. Exercises
such as the BLS projections typically stipulate a disclaimer
for unanticipated events: no new wars, no forthcoming
natural disasters or other significant unanticipated events.
Such a disclaimer reinforces the point that the methods
rely on an extrapolation of history, and that the occur-
rence of such events could upset the behavior of the vari-
ous models or upend the basis of analysis. This disclaimer
applies to the BLS projections.

Aging population. The aging of the U.S. population and
the implications for Social Security and healthcare present
challenges for domestic policymakers. Future policy deci-
sions present an associated risk to these projections. BLS
assumes that the laws and policies in effect, or legislated
to be effective, during the development of the projections
are not changed. Therefore, the current laws regarding So-
cial Security and Medicare are assumed throughout the
projections. However, it is clear there are long-term fiscal
issues regarding both that require political solutions. BLS
makes no presumptions about the nature of any future po-
litical solutions, nor what the impacts might be upon the
projections.

Globalization and immigration. Political and economic
concerns revolve around the reality of globalization and

immigration. Persistent foreign trade deficits in goods and
services, along with increased flows of capital and strong
immigration growth have prompted both political and
economic debate about appropriate U.S. policy. Again,
BLS makes no presumptions during the development of
these projections about future laws or policies regarding
these issues. The projections do recognize the reality of
historical trends, and generally expect the persistence of
these trends.

Economic growth requires energy, and crude oil is a
fundamental source of energy on a global basis. These
projections use the annual energy forecast provided by
the Department of Energy to develop the underlying
energy assumptions.’ The cost of imported oil to refin-
ers averaged just shy of $21 a barrel in real terms. When
deflated by the GDP price deflator (2000 chain-weighted
basis), the cost to refiners ranged from about $13 to $28
a barrel from 1986 through 2002."° In 1980, imported oil
peaked at a real price of almost $63 a barrel. With the
beginning of the Iraq war in 2003, the real cost of im-
ported oil began to climb, but at of the end of 2006, it
had not reached the 1980 peak. The real cost of oil can
be volatile, and is subject to political as well as market
forces. These projections mirror the reference case of the
Department of Energy’s projections in assuming a fairly
optimistic outlook, where the price of oil is expected to
retreat somewhat from the high real levels in 2006 and
not return to the relatively lower prices of the late 1980s
and 1990s.

With regard to offshoring of jobs, BLS has attempted
to address the possible impacts on occupational demand
in a qualitative sense." These efforts involve a process of
“scoring” individual occupations according to suscepti-
bility of being offshored. The scores are derived from the
answers regarding specific characteristics of work as they
pertain to each occupation. Based on these scores, cer-
tain occupations are identified as most susceptible—but
not necessarily certain—to be offshored. This analysis
lends a structured qualitative understanding to one fac-
tor among many that affect occupational demand for a
given industry.

The immigration assumptions are embedded in the
Census Bureau’s population projections. In developing
the labor force projections, BLS adjusts the population
projections so that they correspond with the most recent
historical population data. No other adjustment is made
to the population projections. As Mitra Toossi discusses
in her article, there is a difference of about 400,000 immi-
grants per year between the Census Bureau’s estimates of
the immigrant population and the Census Bureau’s pro-
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jection of the immigrant population, over the 2000-06
period. This difference, extrapolated through the 2006—
16 decade, would add 4 million persons to the projected
resident population to yield 329 million instead of 325
million in 2016. The projected labor force, given the pro-
jected participation rates, would be nearly 167 million in
2016 as opposed to 164.2 million.

'There is much current political debate about immigra-
tion. The context of that debate is twofold: economic and
defensive security. The economic context ranges from
the advantages of immigration for the overall economy,
to the risk of job opportunities for U.S. citizens. The se-
curity context focuses on the issue of potential terrorist
activity within U.S. borders. The political outcomes can
have varying impacts upon the projections. Generally,
however, immigrants are motivated by economic oppor-
tunity and therefore are expected to have higher labor
force participation rates than the resident population, on
average.

Projections methods

The projections are developed by BLS as a series of analyti-
cal processes that incorporate a variety of methods, rang-
ing from econometric and time-series models to explicitly
subjective analyses. The process begins with the projection
of the labor force, followed by the projection of aggregate
economic activity, then industrial production and employ-
ment, and finally the translation of industry employment
into occupational employment. The methods used are dis-
cussed in general terms in the following section. A more
detailed discussion is available in the BLS Handbook of
Methods.?

'The labor force projections are developed by first ex-
trapolating detailed labor force participation rates and
then applying those rates to a set of population projec-
tions. The U.S. Census Bureau provides population projec-
tions by detailed age, sex, race, and ethnicity groupings.”
The historical labor participation rates are projected using
time-series smoothing and extrapolation techniques.™
'These extrapolated labor force participation rates are then
multiplied by the projected population to arrive at the ini-
tial estimates of the labor force groupings. The projected
participation rates and labor force levels are reviewed for
anomalous behavior, such as unexplained changes in the
relationships between the various groupings of the labor
torce. When completed, the total of the projected labor
force is supplied, as an exogenous variable, to the next
stage of the projections.

'The aggregate economic projections are developed us-
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ing the Macroeconomic Advisers, LLC (MA) quarterly
macroeconomic model. MA is a St. Louis, MO, based
forecasting group that provides both monthly short-term
and quarterly long-term projections of the U.S economy.”
The MA macroeconomic model (WUMMSIM 2005 ver-
sion 2.0) comprises 744 variables descriptive of the U.S.
economy. Of these, 134 are behavioral equations, 409 are
identities. The remaining 201 variables are exogenous and
must be supplied to the model in order to calculate a solu-
tion for the projections horizon. Among the exogenous
variables, only a relatively small number significantly af-
tect the long-term projections of the value of GDP and its
demand makeup, as well as the level of employment nec-
essary to produce that GDP. Included in the list of criti-
cal assumptions are monetary and fiscal policies, energy,
outlook, population growth, and demographic changes.
'These are supplied to the model which is then solved for
the behavioral and identity equations. Further discussion
and presentation of the exogenous macro assumptions is
found in the article by Betty Su.

The projections are generally prepared with a prior no-
tion of target values for selected variables in the macro-
economic model. These include the inflation rate, the level
of the unemployment rate, the labor productivity growth
rate, and variables related to international trade. Setting
preliminary target values for those key variables defines
a context in which the model results are evaluated. The
final results for these variables are determined through
several iterations of model solution and review. When the
aggregate economic projection is final, the components of
GDP are then supplied to the industry component of the
projections process.

'The translation of GDP into detailed industrial pro-
duction is the next stage in the process of developing the
BLS employment projections. This involves two tasks. The
first is to allocate the GDP components, supplied by the
macroeconomic model, to a detailed list of commodities
purchased. The individual GDP components are allocated
to a detailed commodity-by-category matrix. This matrix
comprises 201 commodity sectors and 194 categories. The
methods vary by GDP component and include economet-
ric and statistical techniques, as well as analytic judgment.
'This redistribution of GDP provides the demand compo-
nent of an inter-industry model of the U.S. economy.

The second task is to derive industry output, using the
final demand allocated to commodity and an inter-indus-
try model of the U.S. economy. This involves projecting
an input-output system for the target year that allows the
calculation of the industry and commodity output nec-
essary to produce the projected level of GDP.' 'This task



also is accomplished by using a combination of statisti-
cal methods and analytic judgments. The industry total
output includes both industry sales to final users and to
other industries as intermediate inputs. This measure of
industry output is also referred to as gross duplicated
output, and, at a detailed industry level, is the determi-
nant for the primary factors of production (labor and
capital) necessary to produce that given level of output.

Wage and salary employment is solved independently
for each industry through a system of equations. The
individual industry estimates of employment are con-
trolled back to a total employment level derived from
the macroeconomic solution. Total hours are first es-
timated through an estimated production function for
each of the detailed industries. These equations solve
for total hours as a function of industry output, sector
wage rates, the unemployment rate, and a trend variable
standing as a proxy for technological change. A separate
set of trend equations estimates average weekly hours for
each industry. An identity relating average weekly hours,
total hours, and employment yields a count of jobs by
industry."” Self-employment is estimated as a trend of
the historical relationship with wage and salary employ-
ment. In the final stage, the industry employment for
the 201 industries is extrapolated to more than 300 in-
dustries of the North American Industry Classification
System (NAICS), for input to the occupational demand
component.

The occupational projections also involve two basic
tasks. In the first task, the latest historical industry-by-
occupation staffing pattern matrix is extrapolated to the
projections year. The second task applies the projected in-
dustry employment from the labor model to a projected
staffing pattern matrix to derive occupational employ-
ment. A staffing pattern matrix presents the propor-
tional distribution of detailed occupations within each
of the 311 detailed NAICS industries. Analysts make
specific judgments as to whether an occupational ratio
should remain unchanged, increase, or decrease over
the projections horizon. These ratio analyses are con-
ducted relative to all the other ratios within a given
industry. Analysts’ judgments are based on reviews of
available historical data, studies of specific industries
and occupations, and ongoing consultations with in-
dustry, trade and professional associations. Balancing
procedures ensure that the changed ratios sum to unity
for each industry. The final step, applying the previously
projected industry employment levels, result in estimates
of new job growth for more than 700 detailed occupa-
tions. Estimates of job growth for the self-employed are

carried out in a similar, but separate step.

The projections analysts also form estimates of re-
placement demand for individuals who temporarily leave
the labor force, retire, or move on to other occupations
during the projections decade. These estimates are based
on data from the Current Population Survey. Replace-
ment demand is expected to be more than double new
occupational job growth. By considering replacement
demand in conjunction with new job growth, a better
understanding is gained for potential job opportunities
in many occupations.

The results of each stage of the projections are re-
viewed both as an independent step, and in the context
of cumulative results. The results are examined for consis-
tency and meaningfulness in the context of the modeling
framework, research and analysis, and understanding of
market dynamics. The review process can have feedback
effects on prior steps so that, for example, a result in oc-
cupational levels may influence rethinking the determi-
nants of industry outputs and/or employment, or even
precipitate revisiting the results at the aggregate level of
detail. BLS conducts this detailed review process to pro-
vide estimates that are consistent from the aggregate to
the most detailed occupations.

As a final review, BLS evaluates previous projections
when historical data overtakes the projected years. The
Bureau has carried out and published projections evalu-
ations since the 1970 projections.’® These evaluations
are conducted to provide insight on the efficacy of BLS
methods, to give BLS guidance on potential improve-
ments of methods, and to provide users with a basis to
determine for themselves both weaknesses and strengths
in the projections.

THE BLS PROJECTIONS are undertaken to provide guid-
ance primarily to those seeking labor market and career
information. These projections present a reasonable and
attainable view of the likely path of the U.S. economy, giv-
en the caveats associated with the projections methods.
The U.S. economy has been resilient over these last 10
years, and the 2006—16 projections indicate that this is
expected to continue, with an expected GDP growth rate
of 2.8 percent through 2016. The population is aging and
becoming more diverse, as is the labor force, and those
trends are expected to continue. The moderate growth of
the U.S. economy and the aging of both the workforce
and the population combine to present a unique set of
opportunities for those seeking employment and unique
challenges for policymakers and educators. ]
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Notes

! "The 20 projection groups span projections to 1970, published in
1966, to the current projections to 2016. They represent a unified set
of aggregate economic, labor force, industry, and occupational demand
projections presented as a series of linked outlook estimates. The oc-
cupational demand projections predate these unified sets of projections
by 17 years with the first publication of the Occupational Outlook Hand-
book in 1949. A series of articles published in the May 1999 issue of the
Monthly Labor Review takes a comprehensive look at the history of the
occupational projections program in BLS. These are available at www.
bls.gov/opub/mlr/1999/05/contents.htm (visited Nov. 19, 2007).

2 See in this issue, Betty Su, “The U.S. economy to 2016: slower
growth as boomers begin to retire,” pp. 13—-32; Mitra Toossi, “Labor
force projections to 2016: more workers in their golden years,” pp. 33—
52; Eric Figueroa and Rose Woods, “Industry output and employment
projections to 2016,” pp. 53-85; and Arlene Dohm and Lynn Shniper,
“Occupational employment projections to 2016: less production, more

health care jobs,” pp. 86-125.

3 See Su, “The U.S. economy,” for additional disscussion of macro-
economic assumptions.

* The labor force is defined as the population that is 16 and older
at work or actively seeking work. The labor force participation rate is
the ratio of the labor force to the population aged 16 and older. The
bottom panel of table 1 shows the 0.9-percent increase in the total
population.

> See Table 5: Cumulative Estimates of the Components of Popu-
lation Change by Race and Hispanic or Latino Origin for the United
States: April 1, 2000 to July 1, 2006 (NC-EST2006-05), Population
Division, U.S. Census Bureau, online at http://www.census.gov/
popest/national/asth/NC-EST2006/NC-EST2006-05xIs (visited Now.
19,2007).

¢ Nonagricultural wage and salary employment includes data from
the Current Employment Statistics survey, except private households,
which is from the Current Population Survey.

7 When referencing industry and total industry output, this article
uses the gross duplicated output concept. Gross duplicated output in-
cludes intermediate as well as final purchases of goods and services.
Real output is measured as a 2000 based chain-weighted Fisher index
and is used for historical rate of growth comparisons. Real output on
an industry basis does not add to their higher level aggregates because
of chain weighting. See Charles Steindel, “Chain-weighting: The New
Approach to Measuring GDP,” Current Issues in Economics and Fi-
nance (New York, Federal Reserve Board of New York, December
1995).

8 The Standard Occupational Classification (SOC) system broadly
classifies occupations in one of 23 major groups. This article uses an
aggregation of the 23 major groups referred to as the SOC Intermediate
Aggregation which is comprised of 11 groups. The groupings, man-
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agement, business, and financial occupations; professional and related
occupations; and service occupations are comprised of selections of the
23 major group levels. Military specific occupations are excluded, and
represent a specific grouping under the 23 major groups as well as the
intermediate aggregation.

° See Annual Energy Outlook 2007 (U.S. Department of Energy,
Energy Information Agency, February 2007), pp 34-35.

10 See Annual Energy Review (U.S. Department of Energy, Energy
Information Agency, June 2007), table 5.21,p 171.

1 For more information about BLS methods of evaluating offshor-
ing risk, see “Accounting for Offshoring in Occupational Projections,”
Occupational Projections and Training Data, 2006-2007 Edition, Bul-
letin 2602 (U.S. Department of Labor, February 2006), pp.12-15.

2 'The BLS Handbook of Methods is available online as a series of
chapters in pdf format. The projections program is described in chapter
13 of the Handbook at http://www.bls.gov/opub/hom/pdf/homch13.
pdf (visited Nov. 19, 2007).

13 BLS labor force projections are classified by 136 different groups
including gender, 17 age groups, and 4 race and ethnic categories. The
race categories include white-only, black-only, Asian-only and “all
other.” The “all other” group includes all those who claim multiracial
backgrounds in addition to the race categories of American Indian,
Alaska Natives, and Native Hawaiian and other Pacific Islanders. In
addition, projections are made of the Hispanic ethnic category and
white non-Hispanics.

1 For detail on the extrapolation techniques applied to the labor
force participation rates, see Mitra Toossi, “Labor force projection
methodology” (unpublished documentation memorandum, Bureau of
Labor Statistics). For updates contact Toossi.Mitra@bls.gov.

15 Information about Macroeconomic Advisors, LLC, and the
products and services they offer, are available online at http://www.
macroadvisers.com (visited Nov. 19, 2007).

16 The source data for the input-output model is published by the
Bureau of Economic Analysis. More information about the data and
methods is available online at http://www.bea.gov/industry/ (visited
Nov. 19,2007).

17 For details about the industry employment model, see “A model
of detailed industry labor demand” (unpublished documentation mem-
orandum, Bureau of Labor Statistics). For updates contact Woods.Rose.
A @bls.gov or Figueroa.Eric@bls.gov.

18 For the most recent BLS evaluations, see Howard N Fullerton Jr.,
“Evaluating the BLS labor force projections to 2000,” Monthly Labor
Review, October 2003, pp. 3-12 and Jill Auyer, and Andrew Alpert
“Evaluating the BLS 1988-2000 employment projections,” Monthly
Labor Review, October 2003, pp. 13-37.
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The U.S. economy to 2016: slower
growth as boomers begin to retire

Real GDP growth is expected to average 2.8 percent a year
over the next decade, less than its previous 10-year trend,
while productivity growth is expected to slow as well;

continued increases in defense spending and strong foreign
markets also characterize the outlook for the coming decade

s of late 2007, the U.S. population is
Aiiging, with baby boomers approach-

ing their retirement years. The high
productivity growth of the late 1990s and
early 2000s appears to be slowing. Globaliza-
tion marches on. In this context, the Bureau
of Labor Statistics (BLS) has projected eco-
nomic trends for the U.S. economy to 2016.
Under the assumptions used in developing
these projections, gross domestic product
(GDP) is expected to reach $14.9 trillion in
chained 2000 dollars by 2016, an increase
of $3.6 trillion over the 2006—16 projection
span. Rising by an average annual rate of 2.8
percent, GDP is projected to grow at a slower
pace, less than the 3.1 percent posted over
the preceding 10-year period.

Demographic factors are a primary driv-
ing force in determining the growth potential
of the economy over the long term. BLS an-
ticipates that, as the 77 million baby boomers
begin to retire in the next few years, the pace
of labor force growth will slow down over the
projection horizon.! Other factors, such as
capital input and productivity growth, also will
contribute to the slower growth. As regards
employment prospects in the next decade,
slower growth in civilian household employ-
ment is expected, from a rate of 1.3 percent
per year during the 19962006 period to 0.8
percent annually between 2006 and 2016. The
latter percentage translates into an employ-
ment increase of 11.5 million over the pro-

jection horizon, less than the increase of 17.7
million across the 1996-2006 decade. The BLS
employment projection is accompanied by an
assumed unemployment rate of 5.0 percent in
2016, up from 4.6 percent in 2006.

Reflecting the increased globalization of
the U.S. economy, international and foreign
trade activities are expected to continue
their fast-growing trend over the projection
period. Personal consumption expenditures
are expected to grow along with GDP, and
business investment in new equipment and
software will continue to play a major role in
the economy over the projection span. On
the government side, a projected increase in
defense spending reflects long-term efforts
to fight global terrorism and to ensure U.S.
domestic security.

After the economic boom of the 1990s—
the longest economic expansion in U.S. his-
tory—the Nation's economy weathered many
challenges, including recession, terrorist attacks,
two wars, corporate scandals, the dot-com burst,
and oil price hikes.* Despite the setbacks that
buffeted the economy, one of the most striking
features of the period was the uninterrupted
surge in productivity growth. During the late
1990s, a fundamental change in the pace of la-
bor productivity emerged. Businesses began to
use a wide range of technological advances and
managerial innovations to improve their supply
chain management and information systems
and to better tailor their products and services
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to meet customer demands. Rapid innovation led to the
implementation of new technology in capital equipment,
which, in turn, contributed substantially to the acceleration
in productivity.

The strong productivity gains gave the economy enough
momentum to overcome the effects of the 2001 recession.
From 1996 to 2006, U.S. nonfarm business productivity
rose at a pace of 2.6 percent per year, significantly faster
than the 1.5-percent growth registered during the 1975-95
period. The speedup allowed the economy to grow strongly,
with a low rate of unemployment and without causing price
pressures and rising interest rates.

Every 2 years, the BLS develops a set of projections for
the U.S. economy as part of a program of studies aimed at
analyzing long-term economic growth and its implications
for the structure of employment by industry and occupa-
tion. This article focuses on projected trends in the aggre-
gate economy for the 10-year period from 2006 to 2016; it
sets the stage for BLS projections of detailed industry and
occupational employment. The article begins with high-
lights of the macroeconomic model and its key underlying
assumptions. Then projections of GDP and its demand cat-
egories are examined, as are projections of income growth,
labor productivity, and employment. The last section briefly
addresses uncertain factors that might have a significant
impact on the economic projections. Each section of the
article describes the projections in the context of trends
covering the 2006—16 period and is based on apparent eco-
nomic relationships over the previous decade or two.

The macroeconomic model

To generate an economic projection, the BLS employs a
macroeconomic model provided by Macroeconomic Ad-
visers, LLC, a St. Louis, Missouri, based forecasting group.?
The company’s quarterly model comprises 744 variables in
543 equations descriptive of the U.S. economy; 201 of the
variables are exogenous—variables whose values must be
provided to the model in order to calculate a solution for a
given period. Among the 201 exogenous variables, only a
relatively small number significantly affect the long-term
projections of the value of GDP and its demand makeup,
as well as the level of employment necessary to produce
that value of GDP. Included in the list of critical assump-
tions are those having to do with monetary and fiscal poli-
cies, the U.S. energy outlook, and population growth and
demographics. The key assumptions are listed in table 1.
In addition, the projections are generally prepared with
some selected variables, such as the inflation rate, the un-
employment rate, the labor productivity growth rate, and
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the international trade-related issue, much more carefully
evaluated than other variables in the model. Setting a
preliminary target value for those key variables helps BLS
analysts define the parameters around which the aggre-
gate projections are developed.

Monetary policy assumptions. Through the 2001 recession
and the initially weak recovery period, the Federal Reserve
Board (Fed) cut the funds rate, from 6.50 percent at the
beginning of 2001 to a four-decade low of 1.00 percent
in mid-2003. The rate cut was aimed at stimulating eco-
nomic activity by lowering the costs of borrowing to make
it easier for consumers to buy and for businesses to invest.
Beginning in 2004, as the economy expanded at a healthy
clip, the Fed began to move toward a more neutral stance
and capped a 2-year credit-tightening campaign with 17
consecutive quarter-point rate hikes until the funds rate
reached 5.25 percent. The increases were designed to pre-
vent the economy from overheating and to cut inflation just
enough by making it harder to raise prices and wages. From
June 2006 through August 2007, the Fed held the 5.25-
percent rate steady. In September 2007, due to growing
market uncertainty, the Fed shaved the target funds rate by
half a percentage point, to 4.75 percent, to stabilize finan-
cial markets.* In October 2007, the Fed again lowered the
funds rate, by 25 basis points, to 4.50 percent, in hopes of
warding off a possible slowdown.

For the purpose of developing its projections, the BLS
assumes that, in the long term, the Fed will set monetary
policy so as to keep inflation within a “comfort zone™ and
hold the funds rate at an average of 5.15 percent through
2016. Ten-year bond yields will generally move parallel to
the funds rate over the projection interval, but run some-

what higher.

Fiscal policy assumptions.  Fiscal policy describes two gov-
ernmental actions: government outlays and taxation. The
tax-related assumptions, such as the effective marginal tax
rate, which measures the amount of an extra dollar in in-
come earned taken away in taxes, affect Federal Govern-
ment revenues. Reflecting tax cuts enacted in 2001 and
2003, the effective marginal personal tax rate dropped
from 22.5 percent in 1996 to 22.0 percent in 2003 and
then fell further, to 21.4 percent in 2006.

The projections assume that these recent tax cuts will
become permanent.® Under this assumption, the eftective
marginal personal tax rate will remain at the same level in
2016 as it was in 2006. The capital-gains tax rate, which
dropped significantly from 25.7 percent in 1996 to 16.9
percent in 2003 and 15.0 percent in 2006, is anticipated



IELICHM  Major assumptions affecting aggregate projections, 1986, 1996, 2006, and projected 2016

Billions of chaineq 2000 dollars Average annual rate of change
(unless otherwise noted)
Exogenous variables
1986 1996 2006 2016 1986-96 |1996-2006 | 2006-16
Monetary policy related:
Federal funds rate (percent) ........c.cocovevviiiienncnnnn. 6.81 5.30 4.96 5.15 -2.5 -0.7 0.4
Excess reserves (billions of current dollars) ... .89 1.09 1.62 2.49 2.1 4.0 4.4
Ninety-day Treasury bill rate (percent)............ 5.98 5.01 4.73 4.79 -1.8 -6 A
Yields on 10-year Treasury notes (percent)........... 7.68 6.44 4.79 5.63 -1.8 -2.9 1.6
Fiscal policy, tax related:
Effective Federal marginal tax rate on wages
and salaries (Percent) .........ccoceveeeeveereeverveieennns 25.9 22.5 21.4 21.4 -1.4 -5 .0
Effective Federal marginal tax rate on interest
income (Percent) ......ccoocveeiiieeeiiiee e 25.7 24.3 23.0 23.0 -6 -6 .0
Effective Federal marginal tax rate on dividend
iNncome (PErcent) .........coooeveiieiiiiiieiie e 34.3 27.8 225 225 -2.1 -2.1 0
Effective Federal marginal tax rate on capital
gains (PErceNnt) .......cceevveiiieiiieie e 40.0 25.7 15.0 15.0 —4.3 -5.2 .0
Maximum Federal corporate rate (percent) .......... 46.0 35.0 35.0 35.0 2.7 .0 .0
Fiscal policy, Government outlays related:
Defense intermediate goods and services
PUIChased .........ccociiieiiiiecc e 147.0 120.3 209.7 239.9 -2.0 5.7 1.4
Defense gross investment ............cccooiiiiiiiieenn. 69.5 51.3 76.6 94.2 -3.0 41 21
Nondefense intermediate goods and services
PUIChASEd .......coviiiiiieiiic e 53.1 61.0 96.5 104.7 1.4 4.7 .8
Nondefense gross investment............ccccceeveeeennen. 19.3 28.6 38.5 37.9 4.0 3.0 -2
Federal grants-in-aid, Medicaid and other (billions
of current dollars) ..........coceeviiiiiiniiiiceee 87.6 1911 358.5 588.5 8.1 6.5 5.1
Federal transfer payments, Medicare (billions
of current dollars) .........cocoeeviiiiiiniiiiiceeeee 75.3 195.7 393.8 900.0 10.0 7.2 8.6
Energy related:
Refiners’ acquisition cost of imported oil (nominal
dollars per barrel).........cccoieiiiiiiii e 14.3 20.6 58.9 55.2 3.7 111 -6
Domestic share of U.S. crude oil acquisitions (as
percentage of total acquisitions) .............cc.ccc....... 67.5 46.3 33.6 35.8 -3.7 -3.2 7
Domestic oil product ...........cccevviiiieiiiiiiece 37.8 321 29.1 26.3 -1.6 -1.0 -1.0
Demographic related:
Total population, including overseas Armed
Forces (Millions) ........ccoovveciiiiiiiicieecee e 240.4 269.8 300.5 327.0 1.2 1.1 9
Population aged 16 years and older (millions)....... 180.6 200.6 228.8 250.6 1.1 1.3 9
Sourcke: Historical data—Federal Reserve Board, Bureau of  Census Bureau; projected data—Bureau of Labor Statistics, Energy
Economic Analysis, Energy Information Administration, and U.S. Information Administration, and U.S. Census Bureau.

to stabilize and remain at 15.0 percent in 2016. The maxi-
mum Federal corporate tax rate has been left unchanged
at 35.0 percent since 1993 and also is assumed to hold at
the same level throughout the entire projection period.
Turning to fiscal policy on government-outlays-related
assumptions, real increases in gross defense investments
are foreseen as it becomes necessary to replace or im-
prove the equipment available to the Armed Forces. As
regards other fiscal-policy-related assumptions, Federal
grants-in-aid to State and local governments are assumed
to slow their growth, reflecting a shift of more responsi-

bilities from the Federal Government to State and local
levels. By contrast, due in substantial part to the coming
retirement of baby boomers and to continued increases in
health care costs, rapid growth is assumed in the Federal
Government’s Medicare Program.

Energy assumptions. Amid surging demand, worries over
possible supply shortages, and tensions in the Middle East,
U.S. crude-oil prices reached a record $79 per barrel in July
2006 before retreating to around $60 a barrel by the end
of the year. Beginning in May 2007, oil prices rose again,
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reaching about $90 per barrel in October. For the past 2
years, helped by growing income and profits, consumers
and businesses have absorbed the impact of the rise in oil
prices. BLS energy assumptions are developed from the
U.S. Department of Energy’s annual energy projections.
Under the basic assumption of no further shocks from
the Organization of the Petroleum Exporting Countries
(OPEC) and an optimistic outlook regarding the long-term
supply potential of non-OPEC producers, the BLS projects
a decline in world oil prices from current high levels, with
prices expected to hover around $55 per barrel in nominal
dollars in 2016. In addition, new technologies are expected
to hold prices down, and some alternative energy supplies
might enter the market over the next decade.”

Demographic assumptions. As mentioned earlier, demo-
graphic factors play a key role in determining the growth
potential of the economy over the long term. The growth
rate of the U.S. population, together with changes in its
composition, has a considerable impact on the labor force,
the unemployment rate, housing demand, and other cat-
egories of spending. BLS assumptions in these areas are
based on the Census Bureaus middle-series population
projections, with its “interim” projections adjustments.®
'The Census Bureau projections show the U.S. population
expanding at an average of 0.9 percent annually between
2006 and 2016, attaining a level of 327.0 million by the
end of the period. Growth in the older age cohorts will be
strong as baby boomers age. The 77 million baby boomers,
who make up a quarter of the Nations population, will
have a variety of significant effects on the labor force and
on labor force participation rates.

'The BLS prepares labor force and participation rate projec-
tions for detailed age, sex, race, and ethnicity groups. Present-
ed elsewhere in this issue,” these more detailed projections are
aggregated to produce the higher level projections. Overall,
the BLS expects the labor force to grow from 151.4 million in
2006 to 164.2 million in 2016, representing an annual growth

rate of 0.8 percent over the projection period.

Inflation assumptions. Inflation slowed significantly from
the late 1990s until mid-2004. Since then, it has begun to
show signs of acceleration, primarily in response to surg-
ing energy costs. As inflation rose, the Fed instituted a se-
ries of increases in the Federal funds target rate that began
in June of 2004 and ended in June of 2006. Inflation eased
in 2006, with falling fuel prices and a slowing economy
that cooled the pace of consumer price increases. Over
the long run, inflation is a monetary phenomenon, and,
as mentioned earlier, the BLS projections assume that the
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Fed sets monetary policy so as to keep inflation within a
target range. If inflation rises above the maximum value of
the range, the Fed tights monetary policy. As measured by
the chain-weighted GDP price index, inflation is expected
to pick up moderately, but remain stable, with an annual
average growth rate of 2.7 percent over the 2006—16 pro-
jection horizon.

Unemployment rate. Unemployment peaked in mid-
2003. The labor market began to recover at the begin-
ning of 2004, and the recovery has gained traction, with
the unemployment rate tailing oft gradually. On the
basis of the labor force projections and a target GDP
growth rate, the economy is expected to reach full em-
ployment by the end of the projection interval. With
moderate inflation expected to prevail over the projec-
tion period, the assumed unemployment rate in 2016 is
about 5.0 percent. ('The subject is discussed further in a
later section.)

Productivity assumptions. As mentioned earlier, one
striking aspect of recent U.S. economic history has been
vigorous growth in labor productivity. High productivity
growth allows for a mix of higher wages and profits and
lower consumer prices. Together, these permit a higher
standard of living and quality of life. Since 1995, the U.S.
economy has had the fastest productivity gains in 30 years.
However, beginning in the second quarter of 2005, pro-
ductivity growth slowed.

It is uncertain whether the productivity slowdown is a
lull or is an end to the productivity boom of the late 1990s
and early 2000s, but what is clear enough is that productiv-
ity growth is one of the critical influences on the economy’s
long-term growth potential and increases in living stand-
ards. With steady GDP growth projected over the next 10
years, the BLS has assumed that productivity will grow at a
pace of about 2.2 percent annually between 2006 and 2016.

(The subject is discussed further in a later section.)

Foreign-trade assumptions. 'The trade deficit has widened,
and the current-account deficit has risen significantly,
since 1998. Although exports of U.S. products to the rest
of the world remain strong, they have been growing less
rapidly than have U.S. imports over the past decade. The
large trade deficit in 2006 also likely reflected a steep rise
in the U.S. foreign oil bill and an all-time high in the trade
gap with China.

The assumptions underlying BLS foreign trade projec-
tions contemplate a wider trade deficit by 2016 than the
deficit registered in 2006, but increasing at a more modest



clip over the 2006-16 period, compared with a steep in-
crease between 1996 and 2006. The BLS has assumed that,
over the projection period, the dollar will continue to de-
preciate against foreign currencies and the trade-weighted
exchange rate will depreciate by 13 percent. Net exports
(exports minus imports) are expected to have a deficit of
$682 billion in real terms in 2016, while the current-ac-
count deficit is projected to grow, but at a slower pace.
(The subject is discussed further in a later section.)

GDP from the demand side

In the 1990s, the U.S. economy recorded the longest un-
interrupted period of expansion in its history. Technologi-
cal developments brought a wide range of sophisticated
new electronics products. Innovations in telecommunica-
tions and computer networking spawned a vast computer
hardware and software industry and changed the way
many industries operate. The economy grew rapidly and
corporate earnings rose sharply. With low inflation and
low unemployment, the Federal Government posted a
budget surplus and the stock market experienced an un-
precedented boom. Real GDP growth reached a historical
high at an average of 4.4 percent annually from 1996 to
1999.

The U.S. economic performance slowed in 2000 and

tipped into a recession in 2001. The 2001 recession was a
production-side recession, led by unsustainable business
capital investment and equity market bubbles, but con-
sumer spending and the housing market remained rela-
tively healthy. During three quarters of decline in 2001,
GDP registered a mild drop. However, the lingering effects
from the weakening of the technology sector, the terrorist
attacks, the emergence of corporate finance scandals, and
the wars in Afghanistan and Iraq had an impact on some
business sectors during the recovery period.

In mid-2003, the U.S. economy began to grow more
strongly. Buoyed by Federal tax cuts, gains in household
wealth, growing optimism about the pace of business in-
vestment, and continued strength in corporate profits, real
GDP grew at an average rate of 3.4 percent annually during
the 2003-05 period. This rate was sufficient to generate
moderate employment growth. In 2006, although a rising
trade gap and a slump in the Nation’s housing market un-
dercut U.S. economic performance, GDP growth remained
stable at a rate of 2.9 percent per year.® As mentioned
earlier, over the 2006—16 span, real GDP is projected to
grow at an average annual rate of 2.8 percent. (See table
2)

GDP measures the total output of the economy. An-
other indicator for assessing how well an economy per-
forms is the growth of GDP per capita. It is important to

LELICY A Real gross domestic product, by major demand category, 1986, 1996, 2006, and projected 2016

Billions of chained Average annual Contributions to percent
2000 dollars rate of change change in real GDP
Category
1986 1996— | 2006- | 1986- | 1996— 2006
1 2 201
1986 996 006 016 96 2006 16 96 2006 16
Gross domestic product............... $6,263.6 |$8,328.9 [$11,319.4|$14,875.2| 2.9 3.1 2.8 2.9 3.1 2.8
Personal consumption expenditures | 4,228.9 | 5,619.4 8,044.1| 10,718.3| 29 3.7 29 1.95 2.52 2.08
Gross private domestic investment... 843.9 | 1,234.3 1,919.5| 2,609.5| 3.9 4.5 3.1 .59 .75 .53
EXPOrtS ...coviiiiiiiiiieieieeee e 353.7 843.4 1,304.1| 2,229.7| 9.1 4.5 55 .84 48 .70
IMPOMtS™ ... 510.0 923.0 1,928.6| 2,912.0| 6.1 7.6 4.2 —.68 -1.05 -.76
Federal defense consumption
expenditures and gross investment. 462.4 383.8 491.5 542.3| -1.8 2.5 1.0 -.10 11 .04
Federal nondefense consumption
expenditures and gross investment. 160.1 189.6 250.7 253.1 1.7 2.8 1 .04 .06 .00
State and local consumption
expenditures and gross investment. 766.4 990.5 1,239.0| 1,489.0| 2.6 2.3 1.9 .30 .26 22
Residual?.........ccooiiieeiiiiicicee, —41.7 -9.1 -8 -54.8
Addendum
GDP per capita, chained 2000 dollars .... | 26,055 | 30,870 37,675 45,490 1.7 2.0 1.9
' Imports are subtracted from the other components of Gpp be-  imports, less other components.
cause they are not produced in the United States. SouRcE: Historical data, Bureau of Economic Analysis; projected
2 The residual is calculated as real gross domestic product, plus data, Bureau of Labor Statistics.
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recognize that the two indicators do not necessarily move
in the same direction. For example, a massive increase in
labor supply would tend to increase GDP, but reduce GDP
per capita and real wages.!" Clearly, GDP per capita is a
key measure of purchasing power, and most economists
believe that it is an adequate proxy for well-being because
it summarizes or otherwise quantifies important aspects
of the average availability of goods and services. The BLS
projects that real GDP per capita will grow at an average
annual rate of 1.9 percent over the 2006-16 projection
period, down slightly from a 2.0-percent growth rate be-
tween 1996 and 2006. (See table 2.)

Personal consumption expenditures. Personal consump-
tion spending, which fuels two-thirds of U.S. economic
activity, is the largest component of demand. During the
last economic expansion, buoyed by steady income growth
and sharply increasing wealth from rising asset prices, con-
sumer spending accelerated at a robust pace. From 1996
to 2000, consumer spending grew by 4.6 percent yearly.
Mirroring the expansion in consumption, the personal
savings rate continued to drop, from 8.2 percent in 1986,
to 4.0 percent in 1996, and down to 2.3 percent by 2000.
'The decline was due in part to rising consumer spending
as a proportion of disposable income, but it also was due
to perceived wealth effects of a soaring stock market and
rising housing prices, a phenomenon that is not adequate-
ly captured by the savings rate statistic.’” It is important
to emphasize that the two-decade downturn of the per-

sonal savings rate that began in the 1980s is a systematic
response of households to changes in the fundamental
determinants of the rate, most notably the sizable gains in
wealth from financial and real-estate assets.

Throughout the recession and recovery in the early
2000s, households contributed more to GDP growth than
in the past. In 2004 and 2005, personal consumption,
spurred by rising household wealth and solid job markets,
exhibited extremely strong growth. In 2006, despite soar-
ing gasoline prices, a slump in the housing market, and
worries over subprime mortgages, consumer spending was
steady.”® Overall, consumer spending grew at an average
rate of 3.7 percent between 1996 and 2006, far exceeding
the pace of GDP growth over the same period. (See table
2.) By contrast, the personal savings rate dipped to 0.5
percent in 2005, followed by a further decline to 0.4 per-
cent in 2006, the lowest rate since the Great Depression.

Over the long run, consumer spending is determined
primarily by the growth of real permanent income, demo-
graphic influences, and changes in relative prices. Personal
consumption as a share of nominal GDP is projected to be
70.1 percent in 2016. (See table 3.) Real consumer de-
mand is projected to grow at an average annual rate of 2.9
percent from 2006 to 2016. (See table 2.) The importance
of the relationship between GDP and personal consump-
tion expenditures also can be viewed from the perspective
of the contribution of real personal consumption to the
change in real GDP; such change provides a measure of
the composition of growth in GDP."* Over the 2006-16

LELEERE  Nominal gross domestic product, by major demand category, 1986, 1996, 2006, and projected 2016

Billions of current dollars Percent distribution
Category
1986 1996 2006 2016 1986 1996 2006 2016
Gross domestic product............ccceceveiiiiiiennnenne $4,462.8 | $7,816.9 [$13,194.7 [$22,642.3 | 100.0 100.0 100.0 100.0
Personal consumption expenditures... 2,899.8 5,256.8 9,224.5| 15,881.1 65.0 67.2 69.9 70.1
Gross private domestic investment......................... 746.5 1,240.3 2,209.2 3,769.1 16.7 15.9 16.7 16.6
EXPOIS ..o 320.5 868.6 1,467.6 | 3,162.4 7.2 111 111 14.0
IMPOItS ..o 453.3 964.8 2,2296 | 4,194.3 10.2 12.3 16.9 18.5
Federal defense consumption expenditures
and gross investment.........c.ccceeiiiiiiiiiie e 330.9 354.6 624.3 913.0 7.4 4.5 4.7 4.0
Federal nondefense consumption expenditures
and gross investment.........ccoccceeiiiiiiiie e 107.8 172.8 308.2 437.2 2.4 2.2 2.3 1.9
State and local consumption expenditures and
gross investment..........ccooveiiiiiiiiiee e 510.7 888.6 1,590.5 | 2,673.9 11.4 11.4 121 11.8
"Imports are subtracted from the other components of Gbp be- Source: Historical data, Bureau of Economic Analysis; pro-
cause they are not produced in the United States. jected data, Bureau of Labor Statistics.

18 Monthly Labor Review « November 2007



projection period, consumption spending will contribute
about 2.1 percentage points to the 2.8-percent annual
growth rate in real GDP projected by BLS. Real disposable
income is projected to grow at a 3.0-percent annual rate
between 2006 and 2016 (see table 4), whereas the sav-
ings rate is projected to improve gradually, reaching 1.5
percent by 2016.

A closer look at the major expenditure categories reveals
that consumer spending on long-lasting items is highly
cyclical. During the 1990s, the U.S. economy experienced
sustained spending on big-ticket items such as automo-
biles, home furniture, and major household appliances.
In 2000, sales of light vehicles, including autos and light
trucks, climbed sharply to a peak of 17.3 million units, as
the value of sales incentives reached a new high and buyers
responded eagerly to those incentives. In particular, since
the 1999 introduction of gas-electric hybrid cars into U.S.
markets, consumers have been becoming more and more
intrigued by fuel-efficient vehicles.

Other high-end durable goods, such as top-of-the-line
television sets and refrigerators, appeal to the affluent,
who have been driving much of the growth of U.S. con-
sumer spending. Automobile sales did decline in 2006, but
strong demand on other kinds of durable goods oftset the
decline. In the long run, spending on total durable goods
is expected to remain strong, but somewhat lower than
its performance over the past 10 years. The lower level of
spending is attributable mainly to demographic shifts: as
consumers increasingly move into older age cohorts, de-
mand for motor vehicles and large household items tends
to taper off. In sum, demand for total durable goods is
projected to grow steadily, but at a relatively lower rate of
5.2 percent yearly between 2006 and 2016, compared with
the robust 7.1-percent rate of growth exhibited over the
1996-2006 period. (See table 5.)

Historically, as incomes rise, spending on short-term con-
sumable products, such as food, clothing, and gasoline, also
rises, but tends to increase more slowly than income. For
decades, expenditures for nondurable goods increased much
more slowly than spending on durable goods and services.
Correspondingly, the share of nominal personal consump-
tion attributed to nondurable goods decreased from 33.1
percent in 1986, to 29.6 percent in 1996, and down to 29.1
percent in 2006. Note that, despite recent surges in energy
prices,” consumers seem resilient overall, but rising energy
prices have a significant effect on a number of business sec-
tors and individual consumers. In sum, the BLS projects that
the long-term diminution in the growth of spending for
nondurable goods will continue over the projection horizon,
so that nondurable goods will account for a 25.6-percent

share of nominal personal consumption by 2016.

Expenditures for consumer services, including hous-
ing, medical care, and other personal services, represent
the largest share of total consumption, and they have been
steadily growing larger as a share over the past few dec-
ades. A major contributor to overall growth in spending
on services is the increase in health care expenditures. As
the Nation’s 77 million baby boomers age, and as medical
technology advances, demand for health services will rise,
and the average per-person cost of many kinds of health
care services also will rise. Real spending on medical serv-
ices increased 3.5 percent annually during the 1996-2006
period. Over the coming 10 years, due to the importance
of demographic factors, spending on medical services is
expected to continue to post solid gains and is projected
to grow at a higher rate of 3.7 percent per year.

Nonresidential investment. An increase in the number of
technological establishments contributed substantially to
growth in equipment spending during the boom of the
late 1990s. However, large overcapacities that developed
during the boom period also were the major cause of the
2000 “tech bubble.” During the 2001 recession and re-
covery, nonresidential investment declined severely, and
spending on equipment and software—the largest catego-
ry of business investment—plummeted 4.9 percent from
2000 to 2001, followed by a further drop of 6.2 percent
between 2001 and 2002.

By mid-2003, business investment started to recover,
benefiting partly from a temporary tax break that allowed
companies to write off their investment in new plant and
equipment and partly from a reduction in the capital
gains and dividend tax rates.’® The ensuing turnaround
in business investment during the 2004-06 period, and
especially in 2006, was dramatic because of continu-
ing growth in output, a tight labor market, and strong
demand for new capital equipment. Between 1996 and
2006, nonresidential spending for equipment and soft-
ware exhibited a growth rate of 6.1 percent annually, far
exceeding the pace of GDP growth over the same time-
frame. (See table 6.)

After the collapse of the dot-com market, investment
in nonresidential construction, including buildings for
office use and industrial buildings, dropped by about 8.0
percent from 2000 to 2003. Moreover, a sizable decline
in investment in power and communication facilities
occurred during the 2004-05 period. Nevertheless, pur-
chases of nonresidential structures have picked up during
the past couple of years, due in part to a decline in avail-
able space when the investment slump in the early 2000s
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EEYS Personal income, 1986, 1996, 2006, and projected 2016

Billions of current dollars

Percent distribution

Average annual rate

of change
Category
1986 | 1996 | 2006 | 2016 1986 | 1996 | 2006 | 2016 | 1986— | 1996- | 2006-
926 2006 16
Sources
Personal income ............ $3,722.4| $6,520.6 |$10,983.4| $19,370.3 | 100.0 100.0 100.0 100.0 5.8 5.4 5.8
Compensation of
employees.................. 2,570.1| 4,386.9| 7,440.8| 13,239.2 69.0 67.3 67.7 68.3 5.5 5.4 5.9
Wage and salary
disbursements.......... 2,114.8| 3,619.6| 6,018.2| 10,688.0 56.8 55.5 54.8 55.2 55 5.2 5.9
Supplements to wages
and salaries.............. 455.3 767.3 1,422.6 2,551.4 12.2 11.8 13.0 13.2 5.4 6.4 6.0
Proprietors’ income........ 275.7 543.2 1,006.7 1,765.4 7.4 8.3 9.2 9.1 7.0 6.4 5.8
Rental income .............. 33.5 131.5 54.5 148.0 9 2.0 5 8 14.6 -8.4 10.5
Personal income on
assets.......ccceveeeeieen, 695.5| 1,089.2 1,796.5 2,844.7 18.7 16.7 16.4 14.7 4.6 5.1 4.7
Personal interest
income .........ccceeeeunen.. 589.5 793.0 1,100.2 1,892.6 15.8 12.2 10.0 9.8 3.0 3.3 5.6
Personal dividend
income.......cccceeeenen.. 106.0 296.2 696.3 952.1 2.8 4.5 6.3 4.9 10.8 8.9 3.2
Personal current transfer
receipts ......coceeeeneen. 451.0 925.0 1,612.5 3,046.4 121 14.2 14.7 15.7 7.4 5.7 6.6
Federal social benefits 343.6 677.9 1,184.6 2,273.9 9.2 10.4 10.8 1.7 7.0 5.7 6.7
State and local social
benefits .........ccoeees 84.3 224.2 400.8 7141 2.3 3.4 3.6 3.7 10.3 6.0 5.9
Other, from business
(1] 9 PO 22.9 22.9 27.2 58.4 .6 4 2 3 .0 1.7 8.0
Less social insurance
contribution ................ 303.4 555.2 927.6 1,673.4 8.2 8.5 8.4 8.6 6.2 5.3 6.1
Use
Personal income ............ 3,722.4| 6,520.6 | 10,983.4| 19,370.3| 100.0 100.0 100.0 100.0 5.8 5.4 5.8
Personal consumption ... | 2,899.7| 5,256.8| 9,224.5| 15,881.1 77.9 80.6 84.0 82.0 6.1 5.8 5.6
Personal taxes.............. 437.3 832.1 1,354.3 2,663.6 11.7 12.8 12.3 13.8 6.6 5.0 7.0
Personal interest
payments ................... 96.1 150.3 238.0 377.7 2.6 2.3 2.2 2.0 4.6 4.7 4.7
Personal transfer
payments ................... 20.9 52.9 127.8 191.3 .6 .8 1.2 1.0 9.7 9.2 41
To government............. 12.0 34.9 78.9 117.8 3 5 7 6 11.3 8.5 41
Federal..........cc........ 1.3 7.2 15.2 23.4 .0 A A A 18.4 7.8 4.4
State and local ......... 10.6 27.8 63.8 94.5 3 4 .6 5 10.1 8.7 4.0
To the rest of the world
(Net) e 9.0 18.0 48.9 73.5 2 3 4 4 7.2 10.5 4.2
Personal savings........... 268.4 228.4 38.8 256.7 7.2 3.5 A4 1.3 -1.6 -16.2 20.8
Addenda
Disposable personal
INCOME ....ooeeiiiecieees 3,285.1| 5,688.5| 9,629.1| 16,706.7 5.6 5.4 5.7
Disposable personal
income, chained 2000
dollars ........coeeveeeenrennen. 4,791.0| 6,080.9| 8,396.9| 11,275.5 2.4 3.3 3.0
Per capita disposable
iNCOME ....ooovveeiieiie 13,665| 21,083 32,049 51,091 4.4 4.3 4.8
Per capita disposable
income, chained 2000
dollars .....coeeeeveeeiinneen, 19,929 | 22,538 27,948 34,482 1.2 2.2 2.1
Savings rate (percent).... 8.2 4.0 0.4 1.5 -6.9 -20.6 14.4

Source: Historical data, Bureau of Economic Analysis; projected data, Bureau of Labor Statistics.
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LELEEM  Personal consumption expenditures, 1986, 1996, 2006, and projected 2016

Billions of chained 2000 dollars Average annual rate of change
Category

1986 1996 2006 2016 1986-96 |1996-2006 | 2006-16
Personal consumption expenditures................... $4,228.9 $5,619.5 | $8,044.1 | $10,718.3 2.9 3.7 2.9
Durable goods........ccooiiiiiiiiiiie e 412.5 595.9 1,180.5 1,951.5 3.7 71 5.2
Motor vehicles and parts...........ccoceveiiiiiciccens 256.0 285.3 437.3 640.5 1.1 4.4 3.9
Other durable goods ....... 174.5 311.5 756.9 1,387.0 6.0 9.3 6.2
Nondurable goods........... 1,344.7 1,680.4 2,337.7 2,745.8 2.3 3.4 1.6
Services .......ccoeennee. 2,479.5 3,356.0 4,5455 6,160.3 3.1 3.1 3.1
HOUSING SEIVICES......eoiiiiiiiiee e 717.6 901.1 1,148.3 1,471.9 2.3 2.5 2.5
Medical SErVICES .........covuiiiiiiiiiiiieiie e 669.9 922.5 1,300.3 1,866.3 3.3 3.5 3.7
Other services 1,092.0 1,533.9 2,096.2 2,8154 3.5 3.2 3.0

Residual ..........oooiiiieiiece e -25.8 -15.3 -32.6 -208.6

the most detailed lines.

"The residual is the difference between the first line and the sum of ~ Source: Historical data, Bureau of Economic Analysis; projected data,

Bureau of Labor Statistics.

LIELIEYM  Gross private domestic investment, 1986, 1996, 2006, and projected 2016

the most detailed lines.

Billions of chained 2000 dollars Average annual rate of change
Category

1986 1996 2006 2016 1986-96 |1996-2006 | 2006-16
Gross private domestic investment................ $843.9 $1,234.3 | $1,919.6 $2,609.5 3.9 4.5 3.1
Fixed nonresidential investment.............c..ccccoeeee 533.3 833.6 1,306.8 1,910.1 4.6 4.6 3.9
Equipment and software.............. 303.3 578.7 1,050.6 1,701.5 6.7 6.1 4.9
Computers and software 7.8 106.0 393.8 863.3 19.5 14.0 8.2
Other equipment ...........cccooiiiiiiiiieeee 345.6 485.4 666.5 949.7 3.5 3.2 3.6
SHUCIUIES ..o 271.9 261.1 268.6 313.2 -4 3 1.5
Fixed residential structures 334.2 381.3 569.5 675.8 1.3 41 1.7
Single family .... 163.7 197.3 302.7 336.1 1.9 4.4 1.1
Multifamily........ 45.7 25.0 39.1 48.4 -5.8 4.6 2.2
Other ... 123.9 158.9 227.8 291.3 25 3.7 2.5
Change in business inventories ...........cccccooceeeeenee. 8.3 28.7 40.3 40.5 13.3 3.4 A

Residual’ .......ooieeeeeee e -132.9 -28.0 -19.2 -233.0
"The residual is the difference between the first line and the sum of Source: Historical data, Bureau of Economic Analysis; projected

data, Bureau of Labor Statistics.

left many markets with too few new buildings. Taken BLS projections indicate that, over the coming decade,
together, all these changes during the early years of the the U.S. economy will expand at a steady pace with good
21st century resulted in purchases of nonresidential struc-  profitability, technological innovation, and solid growth in
tures increasing at an average annual pace of 0.3 percent demand. Meanwhile, nonresidential investment in equip-
between 1996 and 2006, in contrast to a decrease of 0.4 ment and software is expected to grow at a sustainable

percent over the 1986-96 period.

rate of 4.9 percent per year from 2006 to 2016. Purchases
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of nonresidential structures are anticipated to grow faster
than the historical pace, but still modestly, at a 1.5-percent
rate of growth annually over the projection period.

Residential investment. When the U.S. economy en-
tered into a recession in 2001, the strength of the hous-
ing market kept the downturn short and mild. After 5
boom years of record sales for new and existing homes
from 2001 through 2005, the housing market dropped in
2006. Clearly, the robust upswing in the previous housing
market cycle was due largely to a combination of particu-
larly low mortgage rates and high expectations of rapid
growth in housing prices. In addition, immigration into
the United States fueled activity in the housing market.
When rates on a 30-year mortgage sank to a four-decade
low of 5.37 percent in April 2004, housing starts surged
to 1.95 million units that year, followed by an all-time
high of 2.07 million units in 2005. The national home-
ownership rate set a record high of 69.0 percent in 2004
and repeated the performance in 2005. Overall, residen-
tial construction grew at a historically high average of 8.3
percent annually from 2003 to 2005.

Starting in 2006, however, the once-hot housing market
cooled considerably when potential buyers found home
ownership less affordable in the face of rising housing
prices and mortgage interest rates. Slowing demand led to
sharply increasing numbers of homes on the market and
resulted in stagnating housing prices. Defaults mounted
in the market for subprime home loans and led to a wave
of foreclosures and more homes remaining in an oversup-
plied market. In many markets across the Nation, home
sales and prices fell sharply as a result. New-home sales
plunged to 1.051 million units in 2006, down from a rec-
ord 1.283 million units in 2005.

Under the circumstances, it is difficult to predict how
deep the housing downturn will be and how long it will
last, especially in light of the downturn in the subprime
mortgage market and rapid developments in the credit
market. Nevertheless, over the long term, the number of
homes constructed will depend less on interest rates than
on demographic trends.In 2009, the last of the baby boom-
ers will have passed the prime home-buying age range of
25 to 44 years—the range in which people exhibit the
greatest propensity to establish and maintain independent
households. Spending on residential investment is antici-
pated to stay weak for some time and stabilize in the latter
portion of the projection period. A moderate 1.7-percent
average annual growth rate is expected over the 2006-16
period, while housing starts are expected to number about
1.818 million units in 2016, almost the same as the 1.812
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million units started in 2006.

Business investment as a whole is expected to increase
at a rate of 3.1 percent per year for the 2006-16 period,
with higher growth of nonresidential investments off-
setting lower growth of residential investment. This 3.1-
percent-per-year business investment growth translates
to a 0.5-percentage-point annual contribution to the
2.8-percent rise in real GDP over the 2006-16 projec-
tion span. Nominal private investment’s share of GDP is
anticipated to be about 16.6 percent in 2016, almost no
change from its 16.7-percent share measured in 2006.
(See table 2 for data on real GDP and table 3 for data on
nominal GDP.)

Foreign trade in goods and services and current account. 'The
United States is becoming increasingly integrated with the
global economy in trade of goods and services, as well as in
finance. During the 1990s, a strong U.S. dollar and falling
foreign commodity prices in emerging markets helped keep
the Nation’s rate of inflation low and, combined with other
factors, helped trigger strong growth in consumer spend-
ing. Clearly, globalization creates opportunities because of
the emergence of greater U.S. competitiveness in a growing
world economy. Globalization also creates challenges to
the U.S. economy, including a widened trade deficit in total
goods and services. The trade deficit has posed increasing
difficulties for the U.S. economy since the 1990s.

Although a weaker dollar is now making U.S. exports
more competitive overseas, exports are being hindered
by slower growth in the foreign markets,'” especially in
Europe. At the same time, strong U.S. demand for goods
from abroad continues to bring in more imports. Coupled
with a steep rise in the price of imported oil, the slower
foreign growth of exports and the robust demand for im-
ported goods have caused the U.S. trade gap to balloon
to a record high in 2006, with real imports exceeding real
exports by $625 billion. (See table 7.)

As a share of GDP, nominal exports increased from 7.2
percent in 1986 to 11.1 percent in 1996 and remained at
the same 11.1 percent in 2006, while the nominal import
share of GDP increased from 10.2 percent in 1986 to 12.3
percent in 1996 and jumped further, to 16.9 percent, by
2006. (See table 3.) In terms of real growth, exports in-
creased at a 9.1-percent annual rate from 1986 to 1996,
while imports posted an average annual growth rate of 6.1
percent. Over the 1996-2006 period, exports exhibited a
4.5-percent rate of growth and imports grew much more
rapidly, at 7.6 percent. (See table 7.) As mentioned earlier,
the widening deficit posted in 2006 reflected higher oil

prices, which increased the Nation’s import bill; in addi-



LELENA Exports and imports of goods and services, 1986, 1996, 2006, and projected 2016

Billions of chained 2000 dollars Average annual rate of change
Category

1986 1996 2006 2016 1986-96 |1996-2006 | 2006-16
Exports of goods and services.................... $353.7 $843.4 | $1,304.1 $2,229.7 9.1 45 55
GOOAS ...t 229.2 581.1 927.4 1,5620.7 9.8 4.8 5.1
Nonagricultural...........cccoooiioiiiiieieeeee 197.4 532.2 871.1 1,449.9 10.4 5.1 5.2
AGrCUItUral ..o 315 47.6 58.1 78.0 4.2 2.0 3.0
SEIVICES ...ttt 128.9 263.5 3771 708.4 7.4 3.6 6.5
Residual .........cooviiiiiiceceece e —4.1 A -2.1 -6.5
Imports of goods and services .................... 510.0 923.0 1,928.6 2,912.0 6.1 7.6 4.2
[T To o S 401.8 762.7 1,646.9 2,541.6 6.6 8.0 4.4
NONPEetroleum ........cocviviiiiiiiiiieeeccee 347.2 671.9 1,623.3 2,448.0 6.8 8.5 4.9
Petroleum........ccooeiiiiiiii 65.6 101.4 138.2 165.0 4.4 3.1 1.8
SEIVICES ...ttt 110.7 160.5 283.8 379.2 3.8 5.9 2.9
Residual?........c.coiiiieieee e -13.5 -10.8 -16.7 -80.3
Trade surplus or defiCit........cccccoeceeeiiiiieeiiieccieeee -156.4 -79.6 —624.5 —682.2 —-6.5 22.9 9

" This residual is the difference between the aggregate category
“exports of goods and services” and the sum of the figures for the
separate categories under that aggregate category.

2 This residual is the difference between the aggregate category

“imports of goods and services” and the sum of the figures for the
separate categories under that aggregate category.

SoURCE: Historical data, Bureau of Economic Analysis; projected
data, Bureau of Labor Statistics.

tion, it reflected the American consumer’s rising appetite
tor foreign-made goods, which helped to nudge the trade
deficit higher.

In any long-term projections program, the interna-
tional trade sector is the most difficult to project. The
key to the BLS 10-year outlook for U.S. trade is increas-
ing global accessibility and international competition, as
the world becomes more open to trade and as the United
States maintains its ability to compete in world markets.
Over the next decade, the BLS expects that U.S. exports
will benefit from strong overseas demand, with China,
in particular, becoming an increasingly important export
destination for U.S.-made products and services. In addi-
tion, a continued decline in the exchange rate or a weaker
dollar will be a key factor in making U.S. goods and serv-
ices more competitive in foreign markets, in turn helping
the United States shift to a more export-driven economy.
In sum, total exports of goods and services are expected
to grow at a 5.5-percent annual rate between 2006 and
2016.

Total imports of goods and services are projected to
grow at a rate of 4.2 percent annually over the 2006-16
projection period, much lower than the 7.6-percent annu-

al growth rate over the 1996-2006 span. World oil prices

are expected to fall from the recent peak, down to $55 per
barrel in nominal terms by 2016. Demand for petroleum
imports is projected to increase at a rate of 1.8 percent per
year during the 2006—16 period, much lower than the 3.1
percent recorded over the 1996-06 period.

Although imports of goods are expected to grow at 4.4
percent per year during the 2006—16 period, a 2.9-percent
annual rate of growth is anticipated for imports of services
over the same span. The BLS projects a continued increase
in the trade surplus in services, but this gain will not be
large enough to offset the considerable deficit in goods.
In sum, a substantial trade deficit is still expected in 2016,
reaching $682.2 billion in real terms, but the trade imbal-
ance is anticipated to grow at a slower pace than it did
during the previous decade, and its share of GDP will drop
considerably, from 5.8 percent of nominal GDP in 2006 to
4.5 percent in 2016. (See table 3.)

The current-account deficit (the excess of imports and
income flows to foreigners over exports and foreign in-
come of Americans) has increased sharply since the late
1990s, reflecting not only the growth in the trade defi-
cit,but also a rapid increase in foreign investment in the
United States. For more than a decade, many economists
have been issuing warnings about an unsustainable trade
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deficit," but the fact is that prosperity at home makes the
United States an attractive destination for foreign inves-
tors, resulting in a heavy global demand for U.S. securities.
Even when U.S. investment abroad is factored into the
mix, it becomes clear that the imbalance in investment
contributes in no small measure to the large current-ac-
count deficit. Finally, a drop in the national savings rate,
due to a rising Federal deficit, pushed the current-account
deficit to a 6.0-percent share of GDP in 2006."

Owing to steady pressure on the value of the dollar
from the current-account deficit, further depreciation is
projected to help make imported goods more expensive
while making U.S.-made goods more competitive in
global markets. However, a continued increase in foreign
investment in the United States is expected throughout
the projection period. By 2016, the current-account deficit
is projected to increase overall, but to remain with about a
6.0-percent share of nominal GDP.

Federal Government. After three decades of Federal
budget deficits, a surplus was realized in 1998. Two years
later, the surplus reached $189.4 billion, in nominal terms,
and accounted for 1.9 percent of GDP, the largest share
in the previous four decades. This dramatic change was
attributable largely to increasing tax revenues from the
expanding economy. Also, the end of the Cold War al-
lowed the growth in defense spending to slow. However,
the Federal budget once more fell into deficit, as economic
growth began to cool after 2000. On the spending side,
defense expenditures increased sharply to pay for military
operations in Iraq and Afghanistan and for antiterrorism
activities; on the revenue side, Federal receipts increased
more slowly in response to tax cuts. Taken together, these
factors led to the Federal Government’s incurring a peak
deficit of $370.6 billion in 2004, accounting for a 3.2-per-
cent share of nominal GDP.? Over the 2005-06 period,
increases in tax revenue from the improving economy
and high incomes, combined with cutbacks in domestic
programs, partly offset the continued surge in spending
for the war in Iraq, as well as for certain benefit programs
providing health coverage. As a result, the deficit shrank
by more than one-third in 2006, to $220 billion, or 1.7
percent of GDP. (See table 8.)

The BLS projects that the Federal budget will remain
in deficit throughout the projection period. The deficit is
expected to be as much as $436.9 billion by 2016, account-
ing for 1.9 percent of nominal GDP. The projections also
anticipate shifts in the composition of Federal expenditures
over the 2006—16 period. In 2008, the oldest baby boomers
will turn 62 and become eligible for Social Security retire-
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ment benefits. After 2010, they will be eligible to receive
Medicare benefits. As spending due to the aging of the
baby-boom generation rises, along with increases in life
expectancy, the Government will face considerable pressure
with regard to the budget. In addition, new medical tech-
nologies and drugs will keep pushing up health care costs.
On the basis of demographic changes anticipated for the
next decade, the BLS projects that spending for Medicare
and Social Security will account for a 40.9-percent share of
Federal expenditures by 2016, up substantially from 34.8
percent in 2006 and 32.2 percent in 1996.

A new Medicare prescription drug benefit that took
effect in January 2006 provides drug coverage for Medi-
care beneficiaries. The program replaces Medicaid pay-
ments for individuals who qualify for both Medicare and
Medicaid. In accordance with this change, the share of
total Federal expenditures held by Federal grants-in-aid
(primarily Medicaid funding and support) is projected to
fall from 13.2 percent in 2006 to 12.3 percent in 2016.
Overall, transfer payments are projected to account for a
60.6-percent share of total Federal expenditures by 2016,
an increase from 58.0 percent in 2006.

In the National Income and Product Accounts system,
defense purchases of goods and services used by the U.S.
military are defined as defense consumption and gross
investment.”’ In absolute terms, real defense purchases
declined over the 1988-98 period as military force levels
were reduced and purchases of new weapons systems were
postponed. In 1999, however, as mentioned earlier, real
spending on defense reversed its 10-year trend and started
to rise slightly, due mainly to increases in the consump-
tion of capital goods and in investment in equipment and
software.

After the September 11,2001, terrorist attacks, defense
spending surged, with most of the increase attributable to
the cost of ongoing military operations in Iraq and Af-
ghanistan, as well as the cost of conducting antiterrorism
activities. On the basis of Defense Department estimates,
the BLS assumes that military force levels will remain fixed
at 1.4 million troops throughout the projection period. The
tuture cost of military operations, as well as the cost of re-
placing equipment, depends mostly upon how long troops
will stay in Iraq. The duration of deployment affects the
actual compensation of personnel, equipment, and opera-
tions, in addition to the longer term consequences, such as
veterans’ expenses.” Real defense spending is anticipated
to increase from a 40-year record high of $491.5 billion in
2006 to $542.3 billion by 2016, growing about 1.0 percent
yearly over the period. (See table 9.)

Real nondefense spending, which includes the salaries



RN rederal Government receipts and expenditures, 1986, 1996, 2006, and projected 2016

Billions of current dollars Percent distribution Average annual rate
of change
Category
1986 | 1996 2006 2016 1986 | 1996 2006 | 2016 | 1986- | 1996- | 2006-
96 2006 16
Receipts .....cccovivenennne. $815.2 | $1,524.0 | $2,495.8 | $4,349.9 100.0 100.0 100.0 100.0 6.5 5.1 5.7
Tax receipts........ .| 479.6 9324 1,537.5| 2,630.2 58.8 61.2 61.6 60.5 6.9 5.1 55
Personal taxes 350.1 663.4| 1,053.2 | 2,110.3 42.9 43.5 422 48.5 6.6 4.7 7.2
Corporate income
taXes ...oovveriiieiieeie 83.8 190.6 373.1 332.8 10.3 12.5 14.9 7.7 8.6 6.9 -1.1
Taxes on production
and imports ............... 44.0 73.2 98.6 168.9 5.4 4.8 3.9 3.9 5.2 3.0 5.5
Taxes from the rest of
the world ...........c....... 1.7 5.2 12.6 18.2 2 3 5 4 11.6 9.4 3.7
Contributions for social
insurance ............c....... 297.5 542.8 901.6 | 1,631.5 36.5 35.6 36.1 375 6.2 5.2 6.1
Income receipts on
asSetS....coviiiiiiiiieee 314 26.9 24.7 36.1 3.8 1.8 1.0 .8 -1.5 -8 3.9
Interest receipts ... 29.0 23.0 171 20.5 3.6 1.5 7 5 -2.3 -2.9 1.8
Rents and royalties ...... 2.4 4.0 7.7 15.6 3 3 3 4 5.1 6.8 7.4
Transfer receipts............ 8.2 231 35.2 52.0 1.0 1.5 1.4 1.2 10.9 4.3 4.0
From businesses . 6.9 16.0 20.0 28.6 .8 1.0 .8 7 8.8 2.2 3.7
From persons............... 1.3 7.2 15.2 23.4 2 5 .6 5 18.4 7.8 4.4
Surplus of government
enterprises .................. -1.5 -1.2 -3.2 .0 -2 -1 -1 .0 " " "
Expenditures ................... 1,006.0 1,665.8| 2,715.8 | 4,786.7 100.0 100.0 100.0 100.0 5.2 5.0 5.8
Consumption
expenditures ............... 358.3 446.3 812.8 | 1,197.0 35.6 26.8 29.9 25.0 22 6.2 3.9
Transfer payments......... 4451 888.3| 1,576.1 | 2,899.1 442 53.3 58.0 60.6 7.2 5.9 6.3
Government social
benefits ........cccevins 3453 680.0| 1,187.9 | 2,279.1 34.3 40.8 43.7 47.6 7.0 5.7 6.7
Social Security
benefits ..........coc..... 193.6 342.0 552.6 | 1,058.5 19.2 20.5 20.3 221 5.9 4.9 6.7
Medicare benefits...... 75.3 195.7 393.8 900.0 7.5 11.7 14.5 18.8 10.0 7.2 8.6
Unemployment
benefits........c..c..... 16.3 22.0 29.9 411 1.6 1.3 1.1 .9 3.0 3.1 3.2
Other benefits to
PErsons ..........c....... 58.4 118.2 208.2 274.2 5.8 7.1 7.7 5.7 7.3 5.8 2.8
Benefits to the rest of
the world................. 1.6 2.2 3.3 5.2 2 A A A 2.8 4.5 4.4
Other transfer
payments .................. 99.9 208.2 388.2 620.0 9.9 12.5 14.3 13.0 7.6 6.4 4.8
Grants-in-aid to State
and local
government............. 87.6 191.2 358.6 588.5 8.7 11.5 13.2 12.3 8.1 6.5 5.1
To the rest of the
world ..o 12.3 171 29.6 31.5 1.2 1.0 1.1 7 34 5.7 .6
Interest payments........... 1781 297.3 277.5 617.9 17.7 17.8 10.2 12.9 53 -7 8.3
To persons and
businesses............... 153.5 232.0 143.8 2431 15.3 13.9 5.3 5.1 4.2 4.7 5.4
To the rest of the world... 24.6 65.3 133.8 374.8 2.4 3.9 4.9 7.8 10.2 7.4 10.9
Subsidies..........cccveieennne 24.5 34.0 49.4 72.8 24 2.0 1.8 1.5 3.3 3.8 4.0
Less wage accruals less
disbursements .............. .0 .0 .0 .0 " " "
Net Federal Government
SAVING eevieeieiieeieeeeee -190.8 -141.8| -220.0 | -436.9 -2.9 4.5 71
Surplus or deficit as
a percentage of gross
domestic product .......... —4.3 -1.8 -1.7 -1.9 -8.2 -9 1.5
' Data not computable. data, Bureau of Labor Statistics.
SouRCE: Historical data, Bureau of Economic Analysis; projected
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LIELICEA Government consumption expenditures and gross investment, 1986, 1996, 2006, and projected 2016

Billions of chained 2000 dollars Average annual rate of change
Category
1986 1996 2006 2016 1986-96 |1996-2006| 2006-16
Government consumption expenditures
and gross investment.............cccceeeeeienene $1,392.5 $1,564.9 $1,981.4 | $2,286.6 1.2 2.4 1.4
Federal Government consumption and
iNVeStMeNt ........coooiiieii e 623.7 573.5 742.3 795.6 -8 2.6 7
Defense consumption and investment.... 462.4 383.8 491.5 542.3 -1.8 2.5 1.0
Consumption expenditures .................. . 391.5 332.2 416.6 452.5 -1.6 2.3 .8
Compensation, military ..............ccccoeeeeeiene 124.2 94.9 97.9 102.2 2.7 3 4
Compensation, civilian..............ccccceevveeenn. 77.0 58.7 51.7 47.6 2.7 -1.3 -8
Consumption of fixed capital.............ccccoc... 50.6 63.3 65.1 73.8 23 3 1.3
Intermediate goods and services
pPUrchased ........ccccveiiiiiiieiieeie e 147.0 120.3 209.7 239.9 -2.0 5.7 1.4
Less own-account investment..................... 1.6 1.7 1.6 1.7 2 —-.6 .8
Less sales to other sectors ..........ccceeenneee. 1.3 29 2.9 21 8.0 0 -2.8
Gross investment .........ccocveveeiiiiiieniee 69.5 51.3 76.6 94.2 -3.0 41 21
Own-account investment ... . 1.6 1.7 1.6 1.7 2 -6 .8
Other investment .........ccccoeeeeiiiiieeieees 67.8 49.7 75.2 92.9 -3.1 4.2 2.1
Nondefense consumption and investment....... 160.1 189.6 250.7 253.1 1.7 2.8 A
Consumption expenditures ............ccceeeeenene 142.2 161.1 212.5 215.3 1.3 2.8 A
Compensation ..........ccccveveeeiiiiiiiiee e 90.0 91.3 97.6 89.9 A 7 -8
Consumption of fixed capital.............ccccoc... 10.7 17.0 25.6 29.6 4.8 4.1 1.5
Intermediate goods and services
purchased:
Commodity credit corporation
PUICh@SES........eiiiieiiiiiieeeee e 7.3 -1 -1 .0 " " "
Other ..o 45.8 61.2 96.7 104.7 2.9 4.7 8
Less own-account investment..................... 2.5 3.0 21 1.9 1.8 -3.6 -9
Less sales to other sectors... 6.1 5.0 3.9 3.2 -1.9 -2.6 -1.9
Gross investment ................... . 19.3 28.6 38.5 37.9 4.0 3.0 -2
Own-account investment ...........ccccceeveenne 2.5 3.0 21 1.9 1.8 -3.6 -9
Other investment..........ccccooiiiiiiiiieee 17.0 25.7 36.7 36.2 4.2 3.6 -1
State and local government consumption and
INVEStMENt ..o 766.4 990.5 1,239.0 1,489.0 2.6 2.3 1.9
Consumption expenditures .. 641.9 812.8 990.9 1,183.1 2.4 2.0 1.8
Compensation ..........c.ccceeeene . 521.6 626.9 707.3 763.6 1.9 1.2 .8
Consumption of fixed capital ............cccoceeeveene 46.6 70.6 103.2 139.5 4.2 3.9 3.1
Intermediate goods and services purchased... 226.4 317.4 446.5 556.6 3.4 3.5 2.2
Less own-account investment................c........ 9.1 121 17.5 20.0 29 3.7 1.3
Less sales to other sectors . 141.3 189.7 247.8 255.2 3.0 2.7 3
Gross investment ...........cccoeiiiiiiiie e 125.9 178.0 248.0 306.1 3.5 3.4 21
Own-account investment............ccceeveiieeniennns 9.1 121 17.5 20.0 29 3.7 1.3
Other investment.........c.cccoooviiiiiiiiiiccece 116.8 165.8 230.4 286.1 3.6 3.3 2.2
ReSIAUAIZ ... 82.5 91.2 90.2 74.5
' Data not computable. SouRce: Historical data, Bureau of Economic Analysis; projected
2 The residual is the difference between the first line and the sum data, Bureau of Labor Statistics.
of the most detailed lines.

of Federal Government employees, capital spending on
nondefense items, and gross investment in equipment
and facilities, is anticipated to increase marginally at a
rate of 0.1 percent per year between 2006 and 2016. This
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figure contrasts with a 2.8-percent annual rate of growth
between 1996 and 2006. As noted earlier, high-priority
spending increases for national defense and homeland
security are expected to squeeze Federal investments in



virtually all other research-and-development areas. In
accordance with this assumption, the BLS projects that
Federal nondefense spending will account for a nominal
GDP share of 1.9 percent in 2016, below the 2.2-percent
share attained in 1996 and 2.3-percent share reached in
2006. (See table 3.)

State and local governments. Under the assumption of
general fiscal restraint on non-security-related discretionary
spending, the BLS expects that State and local government
receipts of grants-in-aid from the Federal Government for
Medicaid and other programs will have grown much more
slowly by 2016 than in the past.”® Federal grants-in-aid,
which represented 19.9 percent of State and local revenues
in 2006, are projected to drop to 18.9 percent in 2016. The
18.9-percent figure translates to an average annual rate of
growth of 5.1 percent from 2006 to 2016, well below the
8.1-percent annual rate of growth over the 1986—96 period
and the 6.5-percent rate of growth during the 19962006
period. (See table 10.)

On the purchases side, current consumption expenditures
are expected to continue to be the largest component of to-
tal State and local spending in 2016. Current consumption
expenditures’ share of total purchases of goods and services
is projected to be 71.0 percent in 2016, down slightly from
71.2 percent in 1996 and 72.0 percent in 2006. In addi-
tion, due to increases in Medicaid services, it is expected
to keep the total State and local government consumption
expenditure share rising, from 17.6 percent in 2006 to 19.1
percent in 2016.

Real spending by State and local governments, which
includes the salaries of State and local government em-
ployees, administrative expenses, and gross investment in
equipment and facilities, is projected to increase 1.9 per-
cent annually from 2006 to 2016. This rate is less than the
2.3-percent annual rate of growth posted for the 1996—
2006 period and 2.6 percent for the 1986-96 period. (See
table 9.) As a percentage of GDP, nominal consumption
by State and local governments is projected to keep close
to its 10-year trend in the economy, representing 11.8 per-
cent of GDP in 2016, down moderately from 12.1 percent
in 2006. (See table 3.) State and local governments are
expected to run surpluses throughout most of the projec-
tion period, because their expenditures are tied closely to
available revenues. (See table 10.)

GDP from the income side

On the income side, the compensation of employees, or
labor income, has remained a steady share of total personal

income over the past 20 years, accounting for 69.0 percent
of personal income in 1986, 67.3 percent in 1996, and
67.7 percent in 2006. Similarly, wage and salary disburse-
ments, the largest segment of labor income, have shown
the same steady share, around 55 percent, during the same
period. The BLS anticipates that over the next 10 years
labor income will hold approximately the same portion
of 68.3 percent of total income in 2016, accompanied by
a 55.2-percent share for wage and salary disbursements.
(See table 4.)

Another major component of personal income—busi-
ness-related personal income, which includes proprietors’
income, rental income, and personal income on assets—
declined from a 27.0-percent share of personal income in
1986 and 1996 to 26.1 percent in 2006. The BLS projects
that the decreasing trend in shares for this type of income
will continue through the projection period, falling to
24.6 percent in 2016.

Substituting for the decline in business-related per-
sonal income, the receipt of transfer payments has be-
come an increasingly substantial source of personal
income over the past two decades. Transfer payments
rose as a share of personal income from 12.1 percent in
1986 and 14.2 percent in 1996 to 14.7 percent in 2006.
'The BLS projects that this category of income receipts
will continue to rise until it accounts for 15.7 percent
of personal income in 2016, reflecting both per capita
medical costs and the increasing elderly population, the
most likely users of Medicare programs. Rising transfer
payments also reflect increases in Social Security benefit
payments to baby boomers as they count down to their
retirement.

Traditionally, personal consumption is considered the
most important indicator of how people spend their in-
comes and how lifestyles change as consumption’s share of
income increases over time. In 2006, this share increased
rapidly to a historical high of 84.0 percent, resulting in
record-low personal savings. Over the projection period,
the trend of increased consumption is anticipated to ease
and settle down to an 82.0-percent share in 2016, while
the personal savings rate is projected to improve gradually,
reaching 1.5 percent that same year.

Real disposable personal income is projected to in-
crease at an average annual rate of 3.0 percent from 2006
to 2016. Real disposable income per capita is projected
to reach a level around $34,500 in 2016, a gain of $6,500
over the projection span. Another way of interpreting this
growth is that, measured on the basis of growth of dispos-
able personal income, real standards of living will continue
to rise over the projection period.
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State and local government receipts and expenditures, 1986, 1996, 2006, and projected 2016
Billions of current dollars Percent distribution Average annual rate
of change
Category
1986 | 1996 | 2006 | 2016 | 1986 | 1996 | 2006 | 2016 | 1986- | 1996- | 2006-
96 2006 16
Receipts .......cccceveriennne $561.7 | $1,043.3 | $1,797.7 | $3,112.0 | 100.0 100.0 100.0 100.0 6.4 5.6 5.6
Tax receipts.......ccoceerene 389.5 709.6| 1,232.3 | 2,186.3 69.4 68.0 68.6 70.3 6.2 5.7 5.9
Personal taxes ............ 87.2 168.7 301.2 553.3 15.5 16.2 16.8 17.8 6.8 6.0 6.3
Corporate income
taxes ....ccoovveeiiienne 22.7 33.0 62.4 7.7 4.0 3.2 3.5 23 3.8 6.6 1.4
Taxes on production
and imports .............. 279.7 507.9 868.8 | 1,561.3 49.8 48.7 48.3 50.2 6.1 55 6.0
Sales taxes and other| 163.6 295.6 500.9 813.2 291 28.3 27.9 26.1 6.1 5.4 5.0
Property taxes.......... 116.2 2124 367.8 748.1 20.7 20.4 20.5 24.0 6.2 5.6 7.4
Contributions for social
iNsurance ................... 6.0 125 26.0 41.9 1.1 1.2 14 1.3 7.7 7.6 49
Income receipts on
aSSets ..o 58.4 73.3 87.1 135.5 104 7.0 4.8 4.4 2.3 1.7 45
Interest receipts . 52.0 67.3 73.8 113.4 9.3 6.4 4.1 3.6 2.6 9 4.4
Dividends ..........ccoen... 2 1.4 2.6 4.2 0 A 1 1 246 6.8 49
Rents and royalties ..... 6.2 4.6 10.7 18.0 1.1 4 .6 .6 -2.9 8.7 5.3
Transfer receipts............ 105.0 2341 462.9 748.3 18.7 22.4 258 24.0 8.3 71 4.9
Federal grants-in-aid... 87.6 191.2 358.6 588.5 15.6 18.3 19.9 18.9 8.1 6.5 5.1
From businesses (net) 6.7 15.2 40.6 65.3 1.2 1.5 23 2.1 8.5 10.3 4.9
From persons............. 10.6 27.8 63.7 94.5 1.9 2.7 3.5 3.0 101 8.7 4.0
Surplus of government
enterprises ................. 2.8 13.9 -10.7 .0 5 1.3 -6 .0 174 " "
Expenditures .................. 540.7 1,017.5| 1,773.0 | 3,027.3 | 100.0 100.0 100.0 100.0 6.5 5.7 5.5
Consumption
expenditures .............. 417.9 7248 | 1,276.5 | 2,149.1 77.3 71.2 72.0 71.0 5.7 5.8 5.3
Government social
benefit payments to
PErSONS ......eeverveenene 84.3 224.2 400.8 714.1 15.6 22.0 22,6 23.6 10.3 6.0 5.9
Medicaid............ccoenee. 46.9 163.6 3121 578.9 8.7 16.1 17.6 191 13.3 6.7 6.4
Other.....cooveviviieins 375 60.6 88.7 135.2 6.9 6.0 5.0 4.5 4.9 3.9 43
Interest payments ......... 38.2 68.1 95.4 163.5 71 6.7 54 5.4 5.9 3.4 5.5
Subsidies .........cccceennee. 3 3 4 .6 1 0 0 .0 8 21 4.8
Less wage accruals less
disbursements ........... .0 .0 .0 .0 0 0 0 0 " " "
Net State and local
government saving .... 21.0 25.8 24.6 84.7 21 -5 13.2
" Data not computable. data, Bureau of Labor Statistics.
SouRceE: Historical data, Bu