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Table 1.—Revi

THE BUSINESS SITUATION

T HE “FINAL"" estimate of growth in real gross
domestic product (Gpp) for the third quar-
ter of 1994 IS 4.0 percent, o.1 percentage point
higher than the “preliminary” estimate reported
in the November SurvEY orF CURRENT BUSINESS
(table 1).! The general picture of economic ac-
tivity was little changed from that reported in

1. Quarterly estimates in the national income and product accounts are
expressed at seasonally adjusted annual rates, and quarterly changes are differ-
ences between these rates. Quarter-to-quarter percent changes are annualized.
Real, or constant-dollar, estimates are expressed in 1987 dollars and are based
on 1987 weights.

isions in Real Gross Domestic Product and Prices,
Third Quarter 1994

[Seasonally adjusted at annual rates]

Final estimate minus
preliminary estimate

Percent change from
preceding quarter

Preliminary | Final Pe;;int- Bilqggi of

estimate | estimate points dollars

39 4.0 0.1 2.0

122 14.8 2.6 38

17.9 18.0 1 1

-37 5.4 9.1 36

15.6 15.6 0 0

17.1 17.2 1 2

6.9 5.7 -12 -3

Equals: Gross domestic PUrChases ..........crnmirenrinneennnes 45 44 -1 -1.9
Personal consumption expenditures 33 31 -2 =17
Durables ... 6.3 5.8 -5 -6
Nondurables 33 33 0 2
Services 24 22 -2 -12
FiXed INVESIMENE ... 8.6 8.6 0 -1
Nonresidential .. 144 141 -3 -4
SHTUCIUIES ..o 29 1.6 -13 -5
Producers’ durable equipment 18.0 18.1 1 1
Residential .........cccovervinernns -6.5 —6.0 5 3
Change in business inventories .. 1.0
Nonfarm 11
Farm -1
GOVErNMENE PUICRASES ......oovvverirririeiienreeers e 7.1 6.7 -4 -1.0
Federal ... 125 109 -1.6 -1.2
National defense .. 13.6 12.8 -8 -4
Nondefense ...... 9.5 6.8 =27 -7

State and local 4.2 43 1 1
Gross domestic purchases price index (fixed weights) * 34 35 B TR
GDP price index (fixed WEIGHES) 2 ........vvvevrerierrrersesrisriserisnns 28 3.0 2 |

1. Based on 1987 weights.

NOTE.—Final estimates for the third quarter of 1994 incorporate the following revised or additional major source data that were

not available when the preliminary e

stimates were prepared.

Personal consumption expenditures: Revised retail sales for September.

Nonresidential fixed investment: Revised construction put in place for August and September, revised manufacturers’ shipments

of equipment for September, and revised shipments of complete civilian aircraft for September.
Residential investment: Revised construction put in place for August and September.
Change in business inventories: Revised manufacturing and trade inventories for September.

Net exports of goods and services: Revised merchandise exports and imports for September; revised exports and imports of

services for the quarter; and territorial adjustments for the quarter.
Government purchases: Revised State and local government construction put in place for August and September.

Net interest: Financial assets hel
quarter.

Id by households for the quarter and revised net interest from the rest of the world for the

Corporate profits: Revised domestic profits before tax and profits from the rest of the world for the quarter.
GDP prices: Revised housing prices for the quarter and revised export and import prices for the quarter.

November: Personal consumption expenditures
(pce), producers’ durable equipment, and gov-
ernment purchases more than accounted for the
third-quarter increase in real gpp; nonresidential
structures changed little, and residential invest-
ment, inventory investment, and net exports of
goods and services declined.

The largest upward revisions were to exports
($3.8 billion) and to the change in business in-
ventories (s1.0 billion); the largest downward
revisions were to pce (s1.7 billion) and to gov-
ernment purchases (s1.o billion). In exports, the
largest revisions were to services, mainly to re-
ceipts from foreign travel in the United States and
to royalty and license fees. The upward revision
to foreign travel receipts (spending by foreign
residents on hotels, meals, entertainment, trans-
portation and other items in the United States)
was offset by a downward revision to the net for-
eign travel component of pce. These offsetting
revisions reflected revised balance of payments
data that indicated that a larger share of con-
sumer spending was accounted for by foreign
residents than had previously been estimated.
(The source data used to measure consumer
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spending in the United States do not distinguish
between purchases made by U.S. residents and
those by foreign residents.) In inventories, the
upward revision was to nonfarm business inven-
tories, reflecting revised Census Bureau data. The
downward revision to government purchases was
largely to Federal nondefense spending.

The final estimate of real gross domestic
purchases shows a 4.4-percent increase, o.1
percentage point lower than the preliminary
estimate.

The final estimates of the fixed-weighted price
indexes for gross domestic purchases and for gpr
show increases of 3.5 percent and 3.0 percent, re-
spectively, slightly higher than the preliminary
estimates.

The increase in real disposable personal income
(pr1) was revised up o.2 percentage point to 3.1
percent. Current-dollar ppr was revised up $3.8
billion, largely reflecting upward revisions to per-
sonal interest income (which in turn reflected
newly available flow-of-funds data on household
assets from the Federal Reserve Board). The per-
sonal saving rate was revised up o.1 percentage
point to 4.1 percent.

Gross national product (6np).—Real GNP in-
creased 3.8 percent in the third quarter, somewhat
less than the increase in real gop (chart 1 and

Table 2.—Relation of Gross Domestic Product, Gross
National Product, and Command-Basis Gross National
Product in Constant Dollars

[Seasonally adjusted at annual rates]

Billions of 1987 dollars

Change from Percent change

Level A from preceding
preceding quarter quarter
1994:011 | 1994:11 | 1994:111 | 1994:11 | 1994:11

Gross domestic product ........ 5,367.0 53.0 52.9 4.1 4.0

Plus: Receipts of factor income
from the rest of the world ........

Less: Payments of factor income
to the rest of the world ............

137.8 123 10.7 50.3 38.2
144.9 175 14.2 7.7 511

Equals: Gross national product | 5,359.9 478 494 37 38

Less: Exports of goods and
services and receipts of factor
income from the rest of the

804.3 36.5 333 214 18.4

p
goods and services and
receipts of factor income ..........

818.6 344 28.0 19.5 14.9

Equals: Command-basis gross
national product .........ccccvueeee

Addendum:
Terms of trade? .....coccovrvvvrer

5374.2 45.6 4.1 35 34

101.8 -5 -1 -1.9 2.7

1. Ratio of the implicit price deflator for exports of goods and services and receipts of
factor income to the corresponding implicit price deflator for imports with the decimal point
shifted two places to the right.

NoTE.—Levels of these series are found in NIPA tables 1.10 and 1.11.

table 2).> Payments of factor income to the rest
of the world increased more than receipts of fac-
tor income. Profits accounted for a little more
than half of the third-quarter increase in pay-
ments and for three-fourths of the increase in
receipts.

Real gnp on a command basis increased less
than real onp in the third quarter—s.4 per-
cent, compared with 3.8 percent—reflecting a
deterioration in the terms of trade.’ In the sec-
ond quarter, command-basis cne also increased
less than onp—3.5 percent, compared with 3.7
percent.

Corporate Profits

Profits from current production increased $9.6
billion (revised) in the third quarter after in-
creasing $38.2 billion in the second (table 3).*
The large second-quarter increase primarily re-
flected a rebound from the effect of the
Northridge, California, earthquake, which had
reduced first-quarter profits by about $30 billion.

The third-quarter increase reflected increases
in domestic operations of both financial and
nonfinancial corporations. For nonfinancial cor-
porations, the increase reflected a rise in real
gross product; unit profits were unchanged, as an
increase in unit price was offset by an increase in
unit costs.

Cash flow from current production, a profits-
related measure of internally generated funds
available to corporations for investment, in-
creased $3.9 billion after increasing $8.3 billion.
The ratio of cash flow to nonresidential fixed
investment—a measure of the share of current
levels of investment that could be financed by
internally generated funds—decreased from 83.2
percent in the second quarter to 8o.7 percent
in the third—its lowest level in almost 4 years,
but still substantially higher than its average, 72.1
percent, in the 1980’s.

2. gNp equals Gop plus receipts of factor income from the rest of the
world less payments of factor income to the rest of the world.

3. In estimating real ane, the current-dollar value of exports of goods
and services is deflated by export prices, the current-dollar value of imports
of goods and services is deflated by import prices, and the current-dollar
values of receipts and payments of factor income are deflated primarily by
the implicit price deflator for net domestic product. In estimating command-
basis snp—a measure of U.S. production in terms of its purchasing power—
the current-dollar value of exports of goods and services and receipts of factor
income is deflated by the implicit price deflator for imports of goods and
services and payments of factor income. The terms of trade is measured
by the ratio of the implicit price deflator for exports of goods and services
and receipts of factor income to the corresponding implicit price deflator for
imports, with the decimal point shifted two places to the right.

4. Profits from current production is estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consumption
adjustment; it is shown in ~ipa tables 1.14, 116, and 6.16c as “Corporate
profits with inventory valuation and capital consumption adjustments.”
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Related measures.—Industry profits increased
$9.5 billion after increasing $37.8 billion.> Among
financial industries, a third-quarter increase in
profits was more than accounted for by commer-
cial and mutual depository institutions; profits of
insurance carriers decreased.

A third-quarter increase in domestic profits
of nonfinancial industries reflected increases in
transportation and public utilities and in “other”
nonfinancial industries; profits in manufactur-
ing changed little, and profits in trade decreased.
Both transportation and public utilities con-
tributed to the third-quarter increase in that
group, while communications, which is also in-
cluded in the group, decreased. In “other” non-
financial industries, mining and services more
than accounted for the third-quarter increase.
In manufacturing, increased profits of electronic
equipment manufacturers and of petroleum re-
finers were largely offset by decreased profits of
most other industries. In trade, wholesale profits
decreased more than retail profits increased. The
increase in retail profits reflected earnings of auto
dealers and food stores.

Profits from the rest of the world decreased
$0.4 billion, the same as in the second quarter.
This component of profits measures receipts of
profits from foreign affiliates of U.S. corporations
less payments of profits by U.S. affiliates of for-
eign corporations. Both receipts and payments
increased sharply in the third quarter. About
half the increase in receipts was accounted for
by manufacturing affiliates. The increase in pay-
ments was more widespread; banking, wholesale
trade, manufacturing, and petroleum affiliates all
made substantial contributions.

5. Industry profits are estimated as the sum of profits before tax and the
inventory valuation adjustment; they are shown in ~ipa table 6.16c. Estimates
of the capital consumption adjustment by industry do not exist.

Table 3.—Corporate Profits
[Seasonally adjusted at annual rates]

Level | Change from
preceding

quarter

199411
1994:11 | 1994:11

Billions of dollars

556.0
495.7

382 9.6
38.6| 10.0
96.6| 16.0f 57
399.1| 225| 44
60.3 -4 -4

-19.6| -1.8/ -55

37.5 4 1
538.1] 39.6
208.6| 176 6.9
3295 220| 81

5721 83| 39

Profits from current production

Profits before
Profits tax liab
Profits after tax .

Cash flow from current production ............cccoeeerveeennens

Profits by industry:

Profits before tax with IVA 5185/ 37.8| 95
DOMESHC ..o 4581 381 99
FINANCIAl ..o 1126| 168 6.2
NONfINANCIAL ... 3455 21.3| 37
ManUfACLUNING .....vvvveeerieereierieisee e 1433 -21 3

TrAdE oo 701 13.0] -19
Transportation and public utilities 744 98| 12

57.7 6| 41

O .
Rest of the world 60.3 -4 -4

Receipts (inflows) 89.9 15| 10.8
Payments (outflows) 29.6 18| 11.2
Dollars
Unit price, costs, and profits of domestic
nonfinancial corporations:
UNIE PFICE oo 1.175| .005 .005
UNit 12DOF COSE ...vvvvveviriiiecee s .768| .003 .002
Unit nONlabor COSE ... .280| -.003 .003
Unit profits from current production ............ccccveeveeens JA27) 005 O

NoTe.—Levels of these and other profits series are found in NIPA tables 1.14, 1.16, 6.16C,
and 7.15.

IVA  Inventory valuation adjustment

CCAdj Capital consumption adjustment

Profits before tax increased $15.0 billion. The
difference between this increase and the $9.6 bil-
lion increase in profits from current production
reflects a decrease in the inventory valuation ad-
justment; the capital consumption adjustment
changed little. lof
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