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GDP and the Economy

Final Estimates for the First Quarter of 2006

EAL gross domestic product (GDP) accelerated in

the first quarter of 2006, and inflation moderated,
according to the “final” estimates of the national in-
come and product accounts (NIPAs).! Real GDP in-
creased 5.6 percent, the fastest rate of growth since the
third quarter of 2003 (chart 1 and table 1).2 The final
estimate of GDP was 0.3 percentage point more than
the “preliminary” estimate released in May. The revi-
sion to the final estimate primarily reflected a down-
ward revision to imports.

The first-quarter step-up in real GDP mainly re-
flected an upturn in consumer spending on durable
goods, an acceleration in exports, an upturn in Federal
Government spending, and a pickup in equipment and
software investment. Growth was muted by a down-
turn in inventory investment.

e Corporate profits increased $176.7 billion (11.9 per-
cent at a quarterly rate) after increasing $185.8 bil-
lion (14.4 percent) in the fourth quarter (page 4).

e Prices of goods and services purchased by U.S. resi-
dents increased 2.6 percent, 0.2 percentage point
less than the preliminary estimate, after increasing
3.7 percent in the fourth quarter. The deceleration
primarily reflected the quarterly pattern of food and
energy prices. Excluding food and energy prices,
prices rose 3.0 percent after increasing 3.2 percent.

eReal disposable personal income (DPI) increased

1.5 percent, 0.6 percentage point less than the pre-

liminary estimate, mainly because of a downward

revision to current-dollar DPI that reflected down-
ward revisions to supplements to wages and salaries
and to personal interest income. Real DPI increased

5.1 percent in the fourth quarter.

eReal gross national product increased 6.2 percent
after increasing 0.7 percent. The first-quarter
increase is 0.6 percentage point more than the
increase in real GDP, reflecting an increase in net
receipts of income from the rest of the world.

1. Three GDP estimates for each quarter are prepared—advance, prelimi-
nary, and final estimates. Each incorporates increasingly comprehensive
and improved source data. Quarterly estimates are expressed at seasonally
adjusted annual rates. Additional information can be found at
<www.bea.gov/bea/about/infoqual.htm> and at <www.bea.gov/bea/faq/
national/gdp_accuracy.htm>.

2. “Real” estimates are in chained (2000) dollars, and price indexes are
chain-type measures.

Christopher Swann prepared this article.
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Table 1. Real Gross Domestic Product and Components

[Seasonally adjusted at annual rates] Consumer spending accelerated sharply, increasing
Share of 5.1 percent and contributing 3.53 percentage points to
current- Change from Contribution to percent P & P sep
dollar preceding period change in real GDP real GDP growth after increasing 0.9 percent and con-
GDP ercent ercentage points : : : :
(percen) (percent (percentage points) tributing 0.62 percentage point. The.surge mainly re-
flected an upturn in motor vehicles and parts,
2006 2005 2006 2005 2006 ) . . .
particularly in spending for trucks and recreational
[ T 2 T T O T V2 A .
vehicles and for new cars.
Gross domestic product'...... 1000, 33| 41| 1.7, 56| 33| 41| 17| 56
Personal consumption Nonresidential .ﬁxed investment 1ncreaseq 14.2 per-
expenditures.... 696 34| 41| 09| 51| 235 2.85| 0.62| 3.53 cent and contributed 1.47 percentage points to real
Durable goods... 80| 79| 9.3|-16.6| 20.3| 064| 076|147 151 . .
Nondurable goods 206| 36| 35| 50| 59| 074 073 102| 1.21 GDP 8f°Wth- _The pickup ¥eﬂected upturns in trans-
SIVICES oo 410| 23| 33| 26| 19| 097| 1.36] 1.08| 0.81 portation equipment and in other information pro-
Gross private domestic cessing equipment and software.
investment 174| -3.7| 53| 16.1| 84/-0.63| 0.87| 254 1.44
F'X’\Td '”V?Ztm‘:”: Zi Z'g gg 4312 13; ;'2; ;2; g'ig 1'23 Inventory investment turned down and subtracted
onresiaentia J b ? y y 3 I 4 d .
Structures...... 29| 27| 22| 31| 125| 0.07| 0.06| 0.09| 0.34 0.24 percentage point from real GDP growth, reflect-
Equipment and software 81| 109| 10.6| 50| 148| 083 0.82| 039 1.13 ing a downturn by retail automobile dealers.
Residential .............c....... 62| 108 7.3| 28| 33| 062| 043| 017| 021
Change in private inventories...... 02| cccocesn || cceoeen | ceeeen || e —2.14|-043| 1.89(-0.24 Exports accelerated sharply, increasing 14.7 percent
Net exports of goods and and contributing 1.47 percentage points to real GDP
services ... =60 oo [ | s [ 1.11|-0.12| -1.36 | -0.24 . .
growth. Goods exports surged. Nondurable industrial
Exports.. 107| 107| 25| 51| 147| 107| 026| 052| 147—__ | . ) > -,
Goods 75| 160| 32| 80| 185| 108| 0.23| 056| 1.27 supplies and materials and “other” exports turned up.
Services ... 31| -04| 10| -14| 63/-0.01| 003/-005 0.9 Foods, feeds, and beverages accelerated. “Other” capi-
Imports 167| -0.3| 24| 121/ 10.7| 0.04)-0.38|-1.88|-1.70 tal goods and automotive vehicles, engines, and parts
Goods 141] -1.1| 35| 135| 1.1 0.15|-0.46 | -1.76 | -1.49 decel d. Servi q
Services .. 26| 44| -32| 48| 85|-0.11| 0.09|-0.12|-0.21 ecelerated. Services exports turned up.
G‘;‘;ﬁ:,’,‘;?{‘;,:g’;?,‘g“;‘:{,‘;’;‘ Imports decelerated, increasing 10.7 percent and sub-
investment 18.0| 25| 29| -08| 48| 047 0.54-0.15) 091 tracting 1.70 percentage points from real GDP growth.
Fedefal....... 71| 24| 74| -26| 105/ 017| 052|-0.18| 0.72 The deceleration mainly reflected a deceleration in
National defense ... 47| 37[100| -89| 96| 0.17| 046/ -044| 044 . . L
Nondefense 24| 02| 24| 11.7] 122/-0.01| 0.06| 026| 028 goods imports, which primarily reflected downturns
State and local 1.9 2.6 0.2 0.2 16| 0.31| 0.03| 0.03| 0.19 ln petroleum and products and in nondurable nonpe_
Addenda: troleum industrial supplies and materials.
Final sales of domestic product .. |............. 56| 46| -02| 59| 545| 4.58|-0.24| 5.88
Gross domestic purchases price a3l a2l 37| 26 Federal spending increased 10.5 percent and contrib-
GDP price index.... . 26| 33| 35| 31|... N uted 0.72 percentage point to real GDP growth.
1. The estimates for GDP under the contribution columns are also percent changes. Real final sales of domestic product—real GDP less
Note. Percent changes are from NIPA table 1.1.1, and contributions to percent change are from NIPA . . . .
table 1.1.2. Shares are from NIPA table 1.1.10. the change in private inventories—turned up.

Measuring Saving

The gross saving rate (saving from all sources as a percent-
age of gross national income) was 14.1 percent in the first
quarter of 2006, compared with 13.3 percent in the fourth
quarter of 2005.

Net saving, which excludes the consumption of fixed cap-
ital, is a measure of the saving that is available for augment-
ing the stock of fixed assets. The net saving rate was 2.5
percent, compared with —1.3 percent in the fourth quarter.

Personal saving is defined as disposable personal income
less consumer spending, interest paid by persons, and per-
sonal transfer payments to the rest of the world. The per-

sonal saving rate, which measures personal saving as a
percentage of disposable personal income, was —1.4 percent
in the first quarter. The rate has been negative for the last
four quarters and has been declining steadily since the
1980s.

For more information, see Marshall Reinsdorf, “Saving,
Wealth, Investment, and the Current-Account Deficit,” Sur-
VEY OF CURRENT Business 85 (April 2005): 3. Compare per-
sonal saving in the NIPAs with personal saving in the
Federal Reserve Board’s flow of funds accounts at
<www.bea.gov/bea/dn/nipaweb/Nipa-Frb.asp>.
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Table 2. Final and Preliminary Estimates for the First Quarter of 2006
[Seasonally adjusted at annual rates]

Cchange from Contribution to percent
preceding quarter change in real GDP
(percent) (percentage points)

Final Final

Prelim-| . minus | Prelim-| . minus
inary Final prelim- | inary Final prelim-
inary inary

The final estimate of real GDP growth is 0.3 percent-

Gross domestic product (GDP)'.. i T N
age point more than the preliminary estimate. The up-

53| 56 0.3 53| 56 03

Personal consumption expenditures . 52| 51| -0.1| 3.63| 3.53| -0.10 L . N -
Durable goods ... 205 203| -02| 151 151| 0.00 ward revision primarily reflects a downward revision
Nondurable goods. 57| 59 02| 1.8 121| 0.03 i i _ i
Senvicos 2l 19 03l ool 08t —o1a to imports. (For the period 1978-2004, the revi

sions—without regard to sign—averaged 0.3 percent-

83| 84| 01| 141| 144| 003 . - .
age point from the preliminary estimates to the final

Gross private domestic investment

Fixed investment ....... 9.3| 10.1 08| 156| 1.68| 0.12
Nonresidential .| 131 142 11 1.37| 147, 0.10 estimates.)
Structures...... .| 113|125 12| 031 0.34| 0.03

Equipment and software
Residential...........cccoouvn.

13.8| 14.8 1.0/ 105/ 113 0.08

31 33| 02 019 021] 002 Imports were revised down 2.1 percentage points, pri-

Change in private iNVENtONES ...........cceueeereeneernerenns | vervreeees | envesseee [sevsnneeens -0.14|-0.24| -0.10 . . ..
marily reflecting downward revisions to nonautomo-
Net exports of goods : : :
and services. S SOOI -055-0.24| 031 tive consumer gooqs and to nonpetroleum industrial
Exports.. .| 147 147| 00| 147| 1.47| 000 supplies and materials.
208| 185| -23| 142| 127| -0.15
15| 63| 48| 005 019 0.14 o . o
128| 107| -21| -202|-170| 032 The revision to the gross domestic purchases price in-
189 111} -28] -185/-149) 036 dex was primarily accounted for by downward revi-
69| 85| 16| -0.17|-021| -004

sions to the residential fixed investment price index,

Government consumption expenditures and gross which was based on a revision to the Census Bureau’s

investment ... 43 48| 05| 082] 091 0.09 .
Federal . 105| 105 00| 071] 0.72| 0.01 one-unit deflator, and to the state and local consump-
ﬁiﬂﬁg?e'ffee”“ 122 122 88 g'gg 8'33 3'8(1) tion expenditures deflator, which was based on revised
State and local 08| 16/ 08 0.10] 019 009 employer contributions for group health insurance.
Addenda:
Final sales of domestic product............ccccveurernrennns 55| 59 04| 545| 588 043

Gross domestic purchases price index ..
GDP price index

28| 26| -02
33| 31| -02

1. The estimates for GDP under the contribution columns are also percent changes.

Source Data for the Final Estimates

The final estimates of gross domestic product for the first
quarter incorporated the following source data.

Personal consumption expenditures: Retail sales for March
(revised). Gasoline sales for March (revised). Electricity
and natural gas sales to residential consumers for March
(new).

Nonresidential fixed investment: Construction put-in-
place data for February and March (revised) and manufac-
turers’ shipments of machinery and equipment for March
(revised). Exports and imports of equipment and software
for March (revised).

Residential investment: Construction put in place for Feb-
ruary and March (revised).

Change in private inventories: Manufacturers’ and trade
inventories for March (revised). Mining inventories for the
first quarter (new).

Exports and imports of goods and services: Exports and
imports of goods and services for October 2005 through
March 2006, reflecting (on a “best-change” basis) the
annual revision of BEAs international transactions
accounts.

Government consumption expenditures and gross invest-
ment: State and local government construction put-in-place
data for February and March (revised).

Compensation: Employment, average hourly earnings,
and average weekly hours for March (revised) and data on
employer costs for employee compensation for the first
quarter (new).

GDP prices: Export and import prices for January
through March (revised), unit value index for petroleum
imports for March (revised), and prices of single-family
houses under construction for the first quarter (revised).




Table 3. Corporate Profits

[Seasonally adjusted]

GDP and the Economy

9.4 —

Billions of dollars (annual rate) Percent change from
Change from preceding quarter
Level preceding quarter (quarterly rate)
2006 2005 2006 2005 2006
| I 1l v | I n | |
Current production measures:
Corporate profits..........eueerreresrenns 1,655.6| 59.3|-54.4|185.8|176.7| 4.6| -4.0| 144| 119
Domestic industries.. .[1,416.9| 55.5|-80.4(200.4| 146.6| 5.1| -7.0| 18.7| 115
Financial 4472 -26.9|-71.9|104.9| 635| -7.1|-20.5| 37.6| 16.5
Nonfinancial ........ccc.oueveernienns 969.8| 825| -85| 955| 832| 11.5| -1.1| 121
Rest of the world............cceueerinne 238.7| 37| 259|-145| 30.1| 1.9| 13.1| 65| 144
Receipts from the rest of the
WO s 372.6| 14.7| 10.1| 183| 16.0| 47| 31| 54| 45
Less: Payments to the rest of
the world .| 1340] 10.9|-159| 32.9|-14.0| 9.1|-12.1| 285| -9.5
Less: Taxes on corporate income ... | 447.7| 9.9|-122| 56.8| 30.6| 27| -3.3| 158| 7.3
Equals: Profits after taX.................... 1207.9| 49.4|-42.2|129.0|146.1| 53| -4.3| 138/ 13.8
Net dividends ...........ccocuvvemerviennnens 548.8| 11.4| 138| 153| 134| 23| 27| 29| 25
Undistributed profits from current
Production.............cccuuwerereeens 659.0| 38.0|-56.1|113.8|132.6| 8.8|-12.0| 27.6| 25.2
Net cash flow ........ccc.cveeriveriiriineiienns 1504.3| 41.7| 44.0| 43.1|136.3| 34| 34| 33| 10.0

Norte. Levels of these and other profits series are shown in NIPA tables 1.12, 1.14, 1.15, and 6.16D.

July 2006

Corporate profits from current production increased
$176.7 billion, or 11.9 percent at a quarterly rate, after
increasing $185.8 billion, or 14.4 percent, in the
fourth quarter.

Profits of domestic industries increased $146.6 billion,
or 11.5 percent.

Profits of domestic financial corporations increased
$63.5 billion, or 16.5 percent.

Profits of domestic nonfinancial corporations in-
creased $83.2 billion, or 9.4 percent.

Profits from the rest of the world turned up, increas-
ing $30.1 billion, or 14.4 percent, after a 14.5-percent
decline in the fourth quarter.

Taxes on corporate income increased 7.3 percent,
compared with a 15.8-percent increase.

Undistributed corporate profits (a measure of net sav-
ing that equals after-tax profits less dividends) in-
creased 25.2 percent, following a 27.6-percent
increase.

Net cash flow from current production, a profits-re-
lated measure of internally generated funds available
for investment, accelerated sharply, increasing $136.3
billion, or 10.0 percent. In the fourth quarter, net cash
flow increased $43.1 billion, or 3.3 percent.

Measuring Corporate Profits

Corporate profits is a widely followed economic indicator
used to gauge corporate health, assess investment condi-
tions, and analyze the effect on corporations of economic
policies and conditions. In addition, corporate profits is an
important component in key measures of income.

BEA’s measure of corporate profits aims to capture the
income earned by corporations from current production
in a manner that is fully consistent with the national
income and product accounts (NIPAs). The measure is
defined as receipts arising from current production less
associated expenses. Receipts exclude income in the form
of dividends and capital gains, and expenses exclude bad
debts, natural resource depletion, and capital losses.

Because direct estimates of NIPA-consistent corporate
profits are unavailable, BEA derives these estimatesin
three steps.

First, BEA measures profits before taxes to reflect corpo-
rate income regardless of any redistributions of income
through taxes. This measure is partly based on tax return

information from the Internal Revenue Service; BEA uses
tax accounting measures as a source of information on
profits for two reasons: They are based on well-specified
accounting definitions, and they are comprehensive, cover-
ing all incorporated businesses—publicly traded and pri-
vately held—in all industries. BEA also uses other sources
of information to estimate pretax profits, including infor-
mation from the Census Bureau.

Second, to remove the effects of price changes on inven-
tories valued at historical cost and of tax accounting for
inventory withdrawals, BEA adds an inventory valuation
adjustment that values inventories at current cost.

Third, to remove the effects of tax accounting on depre-
ciation, BEA adds a capital consumption adjustment
(CCAdj). CCAdj is defined as the difference between con-
sumption of fixed capital (the decline in the value of the
stock of assets due to wear and tear, obsolescence, acciden-
tal damage, and aging) and capital consumption allow-
ances (tax return depreciation).
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Table 4. Corporate Profits by Industry
[Seasonally adjusted]
Billions of dollars (annual rate) Percent change from
ding quarte
Change from prece
Level preceding quarter (quarterly rate)
2006 2005 2006 2005 2006
| 1 1l v | I Il vV |
Industry profits:
Profits with IVA ... |1,686.8| 54.1| -282| 164.6| 157.1| 4.0/ -20| 121| 103
Domestic industries .[1,4482| 504 | -54.1| 179.1| 127.1| 44| -45| 157| 96
Financial..... .| 4441| -27.7| -70.8| 104.0| 614| -74|-203| 37.3| 16.0
Nonfinancia .[1,004.1| 781| 16.7| 75.0| 658 102| 20| 87| 70
Utilities ...... 399| 27| -67| 199| 03| 11.4| -255| 1006/ 08
Manufacturing.... 2731| 345| 139| 19.7| 348 203| 68| 9.0| 146
Wholesale trade. 100.2| 16.7| -2.7 52| -04| 205| -27 54| -04
Retail trade 122.8 45 78| 135| -76 42 72| 115| -58
Transportation and
warehousing........ 370 50| 50 -38| 79| 216 181|-11.6| 272
Information.........cc....... 58.7 68| -3.3 3.8 47| 145 6.2 76| 87
Other nonfinancial ...... 3724| 80| 27| 168| 2604 25/ 08 51| 75
Rest of the world................. 238.7 37| 259| -145| 3041 19 131 -65| 144
Addenda:
Profits before tax (without IVA
and CCAd)) .....coocvvvrrernens 1,707.8| 33.9| -19.6| 177.5| 137.7 25| -1.4| 127| 88
Profits after tax (without IVA
and CCAd))......cccceunrunenn. 1,260.1| 24.0| -7.4| 120.7| 1071 1.7, 93
v | 22101 202 86| —12.9| 194 | [ [ e [
-31.3 52| =263 21.4| 194 s | | vevrnns [evini

]

/

Norte. Levels of these and other profits series are shown in NIPA tables 1.12, 1.14, 1.15, and 6.16D.

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

Industry profits with inventory valuation adjustment
increased $157.1 billion, or 10.3 percent at a quarterly
rate. This increase is smaller than the increase in prof-
its from current production because it excludes the es-
timates of capital consumption adjustment, which
increased $19.4 billion in the first quarter.

Profits of manufacturing industries accelerated, in-
creasing $34.8 billion, or 14.6 percent.

Profits of “other” nonfinancial industries accelerated,
increasing $26.0 billion, or 7.5 percent.

Chart 2. Corporate Profits With Inventory Valuation Adjustment: Change From the Preceding Quarter, 2006:1
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1. Includes warehousing.
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U.S. Bureau of Economic Analysis
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Transportation! Information Other 2 ‘Rest of world

Domestic nonfinancial

2.“Other” nonfinancial corporations include the agriculture, mining, construction, and services industries.
Nore. Based on seasonally adjusted estimates.

Industry profits are corporate profits by industry with
inventory valuation adjustment (IVA). The IVA removes
the effect of prices on inventories. The IVA is the difference
between the cost of inventory withdrawals at acquisition
cost and replacement cost. Ideally, BEA would also add the
capital consumption adjustment (CCAdj) for each indus-

Corporate Profits by Industry

try. However, estimates of the CCAdj are only available for
two broad categories: Total financial industries and total
nonfinancial industries. For more information about BEA’s
methodology, see “Corporate Profits: Profits Before Tax,
Profits Tax Liability, and Dividends” at <www.bea.gov/bea/
mp_national.htm>.
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