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THE BUSINESS SITUATION

R EAL GRross domestic product (Gpp), a meas-
ure of goods and services produced in the
United States, increased 3.0 percent in the first
quarter of 1994, according to the “preliminary”
estimate of the national income and product ac-
counts (n1pa’s). The “advance” estimate of the
N1PA’S, reported in the April “Business Situa-
tion,” showed a 2.6-percent increase." Real gross
domestic purchases, a measure of goods and serv-
ices purchased by U.S. residents, increased 4.2
percent, o.1 percentage point more than the ad-
vance estimate. The fixed-weighted price index
for gross domestic purchases increased 2.6 per-
cent, o.3 percentage point more than the advance
estimate. (The sources of these revisions are
discussed in “Revisions” later in this article.)

The 3.0-percent increase in real goe in the first
guarter followed a 7.o-percent increase in the
fourth (chart 1). The deceleration was accounted
for by sharply slower growth in the production
of goods other than motor vehicles and by a
downturn in the production of structures; the
production of motor vehicles surged again in
the first quarter, and the production of services
picked up after a modest increase (table 1).

The 4.2-percent increase in real gross domes-
tic purchases followed an increase of 6.7 percent
(table 2). The slowdown was more than ac-
counted for by final sales to domestic purchasers;
inventory investment accelerated. Within final
sales, residential and nonresidential fixed invest-
ment increased much less in the first quarter
than in the fourth, and government purchases
dropped after no change. Personal consumption
expenditures, in contrast, increased a little more
than in the fourth quarter.

Exports and imports are the link between the
goods and services produced in the United States
(or gpp) and the goods and services purchased by
U.S. residents (or gross domestic purchases). Ex-
ports decreased slightly in the first quarter after a

1. Quarterly estimates in the national income and product accounts
are expressed at seasonally adjusted annual rates, and quarterly changes
are differences 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. Alternatively weighted measures of real coe and prices
are discussed on page 8 of this article.

strong fourth-quarter increase; imports increased
about half as much in the first quarter as in the
fourth.
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Northridge earthquake—The Northridge earth-
quake struck southern California on the morning
of January 17. The destruction it caused—and the
reconstruction and relief efforts that it gave rise
to—affected the components of first-quarter gop
and gross domestic purchases, but most of these
effects are embedded in the source data that are
used to estimate the components. Thus, the ef-
fects of the earthquake and reconstruction cannot
be disentangled from the effects of unseasonably
cold weather in much of the Nation or, indeed,
from the effects of any other factor.

However, the Bureau of Economic Analysis did
estimate the extent of the earthquake’s damage to
fixed capital and the resulting effects on various
components of personal income and on corpo-
rate profits. Those estimates were presented in
the April “Business Situation.”

Personal consumption expenditures

Real personal consumption expenditures (pcE)
increased 4.6 percent in the first quarter after in-
creasing 4.4 percent in the two preceding quarters
(table 3). All major components contributed to
the first-quarter increase.

Among the factors usually associated with
changes in consumer spending, the strongest im-
provement in the first quarter was posted by the
Index of Consumer Sentiment (prepared by the
University of Michigan’s Survey Research Cen-
ter), which jumped to its highest level in 5 years
(chart 2). The unemployment rate, in contrast,
changed little. Real disposable personal income
increased 2.6 percent in the first quarter after
increasing 5.4 percent in the fourth.

Expenditures for durable goods increased 10.2
percent after increasing 15.2 percent. Nearly all
of the first-quarter increase was accounted for by

Table 1.—Real Gross Domestic Product, by Major Type of Product
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
Il 1] \%
1994:1 Il 1] \% |
Gross dOMESHC PrOAUCT ...vvuiererierririeeisies s 5,264.1 23.9 36.2 87.3 385 19 29 7.0 3.0
GOODS .cvevveriveaieiiseiie e 2,163.8 8.9 5.8 56.0 329 17 11 11.2 6.3
Motor vehicles 238.7 -2.6 -10.2 217 236 -4.9 -18.6 53.0 517
Other ........ .| 1,925.1 115 16.0 34.3 9.3 25 35 75 20
SEIVICES ovvvveiereeisees st 2,623.6 12.2 19.2 9.3 17.6 19 3.0 14 2.7
SHTUCIUTES oo s 476.7 28 111 221| 120 25 10.1 203 -95

NoTe.—Most series are found in table 1.4 of the “Selected NIPA Tables.” Output of motor

vehicles is the sum of auto output and truck output (from tables 8.4 and 8.6).

Table 2—Real Gross Domestic Product, Real Gross Domestic Purchases, and Real Final Sales to Domestic
Purchasers
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
Il 1l vV
1994: Il 1] v |
Gross domestic product ............. 5,264.1 23.9 36.2 87.3 385 19 2.9 7.0 3.0
Less: Exports of goods and services . 618.4 52 -13 28.1 -16 36 -9 204 -1.0
Plus: Imports of goods and services 719.2 20.5 9.8 26.3 147 13.3 6.0 16.4 8.6
Equals: Gross domestiC PUFCNASES ......ccvvuevuiieemieierineissieiesissiseienieinns 5,364.9 39.3 472 85.4 54.9 31 3.7 6.7 42
Less: Change in buSINESS INVENTOMIES ..........cuuevuerereemieeerineesiiseeesiseeseiensseians 19.1 -16.3 -6.5 2.0 106 || oo | e | e | e
Equals: Final sales to domestic PUIChASENS .......ccooveeneeeineereerneisiireeneinns 5,345.8 55.5 53.8 835 44.2 44 4.2 6.6 34
Personal consumption expenditures 3,546.3 28.9 36.9 37.3 39.4 34 44 44 4.6
Nonresidential fixed investment 635.0 22.0 105 30.9 9.3 16.6 74 225 6.1
Residential investment .......... 2314 -5.2 5.9 15.1 4.2 -95 11.9 317 7.6
Government purchases 933.1 9.8 .6 0 8.6 43 3 0 -3.6

Note.—Dollar levels are found in tables 1.2 and 1.6 of the “Selected NIPA Tables.” Percent

changes are found in table 8.1.
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motor vehicles and parts, which jumped sharply
for the second consecutive quarter. Net pur-
chases of used autos increased sharply; purchases
of new foreign autos and of trucks also increased,
while purchases of new domestic autos decreased.

Expenditures for nondurable goods increased
4.2 percent after increasing 2.7 percent. Food and

“other” nondurable goods accounted for most of 10
the first-quarter increase. Clothing and shoes and 5
fuel o_iI and coal also increased, while gasoline ol _m I¢Il nll, I. I § |
and oil decreased. =
Expenditures for services increased 3.3 percent 5 I
after increasing 2.6 percent. “Other” services ac- 10 | |
counted for more than half of the first-quarter Percent

increase. Among “other” services, brokerage
charges increased the most.

Nonresidential fixed investment

Real nonresidential fixed investment increased 6.1

percent in the first quarter after jumping 22.5 per- Index

cent in the fourth (table 4). Structures turned i;g CONSUMER SENTIMENT®

down sharply after four consecutive increases;

producers’ durable equipment increased strongly, % P /’

though less than in the fourth quarter. 80 /‘w \

Factors that affect investment spending were 70

mixed in the first quarter. The yield on new 60 L ol

1991 1992 1993 1994

high-grade corporate bonds increased 23 basis
points but remained low. The capacity utiliza-
tion rate in manufacturing continued its uptrend
with a 1.0-percentage-point increase. Real final

CHART 2

Selected Factors
Affecting Consumer Spending

Percent change

15 REAL DISPOSABLE PERSONAL INCOME

10 | UNEMPLOYMENT RATE®

0

1. Disposable personal income in 1987 dollars: seasonally adjusteduahnates
2. All civilian workers , seasonally adjusted.

Data: US. Dapertment of LabarBureau of Labor Statistics

3. Data: Uni\ersity of Michigan's Suey Research Center

U.S. Department of Commerce, Bureau of Economic Analysis

Table 3.—Real Personal Consumption Expenditures
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
] 1] v
1994 ] 1] v

Personal consumption eXpenditures ... 3,546.3 28.9 36.9 37.3 394 34 44 44 46
DUrADIE GOOUS ..ot 523.4 12.3 8.9 17.8 12.5 10.8 7.6 15.2 10.2
Motor vehicles and parts ....... 2113 5.6 -1.4 9.8 11.6 12.6 -2.9 223 253
New autos .. 86.3 24 -7 6.2 1.9 132 -35 357 9.3
New trucks 48.0 13 24 6.0 11 130 -204 72.9 9.7
Other ...... 77.0 1.9 17 24 8.6 118 102 -129 60.6
Furniture 227.9 5.9 7.0 7.7 8 119 138 148 14
Other 84.3 9 31 4 2 46 16.3 19 1.0
NONAUIADIE JOOUS .....ouvvuviirceriaeieiseie it 11115 7.1 9.9 7.2 113 2.7 3.7 2.7 4.2
Food .....ccocoene. . 541.1 19 4.0 34 5.1 15 31 2.6 3.9
Clothing and ShOES .........ccccvrvvvnevirnrrinrirniens 205.6 30 2.8 4.0 1.0 6.3 5.8 8.2 2.0
Energy? ...cccooevvenns 99.3 -1 2.7 -9 8 -4 11.6 -3.6 33
Other ..... 265.4 22 5 7 43 35 8 11 6.8
Services ..... 19114 9.5 18.1 12.3 15.6 21 39 2.6 33
Housing ......cccvevene 4975 19 2.6 2.0 2.2 16 21 16 18
Housenold OPEration ...........ccceeerenrieeeneeeeesseeeseieeees 222.1 -2.3 5.2 .5 .8 -4.2 10.0 9 15
ENEIGY 2 wooevorecriessisssienins 101.0 -29 4.4 -3 N -11.2 19.6 -12 2.8

Other household Operation ... 1211 .6 8 9 0 2.0 27 3.0 0
Transportation ..........c...... 129.1 16 4 15 11 5.2 13 48 35
Medical care ... 472.8 31 4.0 4.2 35 2.7 35 37 3.0
Other 590.0 5.0 6.1 4.0 8.1 3.6 43 2.8 5.7

1. Gasoline and oil, and fuel oil and coal.
2. Electricity and gas.

Note.—Dollar levels are found in table 2.3 of the “Selected NIPA Tables.” New auto and truck
purchases are found in tables 8.4 and 8.6. Percent changes in major aggregates are found in

table 8.1.
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sales of domestic product slowed to a 2.2-percent
increase, its smallest increase in four quarters.
Corporate profits turned down sharply, and cash
flow turned down moderately. Nevertheless, a
recent Census Bureau survey found that busi-
nesses have revised up their current-dollar plant
and equipment spending plans for 1994; the im-
plied growth of real spending for 1994 rose as a
result, to 9.8 percent from 7.0 percent.
Structures fell 20.1 percent after posting the
largest increase in more than 6 years. All four of
the major components of structures contributed
to the downturn. In buildings, which contributed
the most to the downturn, both industrial and
commercial structures decreased after increasing.
Producers’ durable equipment (ppE) slowed to
a 16.1-percent increase from a 26.0-percent in-
crease. About two-thirds of the slowdown was
accounted for by information processing and
related equipment, mainly computers. Indus-
trial equipment and “other” ppe also contributed
to the slowdown. Transportation equipment
stepped up slightly: Purchases of autos turned
up sharply, purchases of trucks jumped (though
less than in the fourth quarter), and purchases of
aircraft dropped less than in the fourth quarter.

Residential investment

Real residential investment increased 7.6 percent
in the first quarter after jumping 31.; percent

in the fourth. The deceleration reflected a
slowdown in single-family construction and a
downturn in “other” residential investment.*
Single-family construction increased 19.7 per-
cent after increasing 39.8 percent. Single-family

2. “Other” residential investment includes improvements (major replace-
ments and additions and alterations), sales of new mobile homes, brokers’
commissions on house sales, and residential equipment.

CHART 3
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Table 4—Real Gross Private Domestic Fixed Investment
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
Il 1] \%
1994:1 Il 1] \% |

Gross private domestic fixed iNVESIMENT ..o 866.4 16.9 16.3 46.0 135 9.0 85 24.8 6.5
NONIESIAENTAL ....vevecivieeiiirii s 635.0 220 105 30.9 9.3 16.6 74 225 6.1
SHUCHUTES .o 147.1 29 1 44 -85 8.1 3 12.2 -20.1
Nonresidential buildings, including farm 100.5 1.2 1.0 45 -55 4.9 4.0 18.9 -19.2
29.4 7 -1 7 -18 9.7 -13 95| -21.2
105 1.0 3 -8 -4 44.4 109 -247| -139
6.7 1 -12 0 -8 47| 448 0 -36.3
Producers’ durable eqUIPMENL ...........ccovevreriieeeieinieersseesininas 487.9 19.1 10.4 26.4 17.9 19.8 10.0 26.0 16.1
Information processing and related equipment ... 222.2 8.2 14.1 13.7 7.6 19.7 338 30.2 14.9
Computers and peripheral equipment ....... 117.2 5.0 10.6 7.3 4.8 24.3 53.0 30.8 18.2
Other 105.0 33 3.6 6.3 2.8 15.7 16.5 29.0 114
Industrial equipment 87.1 21 1.7 4.2 24 114 8.9 22.6 11.8
Transportation and relate 97.0 7.1 -7.1 53 6.0 375 -273 27.1 29.1
Motor vehicles 86.5 6.9 -3.0 47 71 45.5 -14.7 27.9 452
105 2 -4.1 .6 =17 53 -70.2 224 —45.1
81.5 17 16 32 18 9.6 8.8 17.8 9.3
RESIAENTAL ..o 2314 5.2 5.9 15.1 4.2 -9.5 11.9 317 7.6
Single-family structures . 125.1 -5.2 13 9.6 55 -17.0 49 39.8 19.7

Multifamily structures ..... 9.4 -1 8 -4 0 -43 406| -154 0
Other 96.9 2 38 5.9 -13 9 183 28.1 -5.2

Note.—Dollar levels are found in table 5.5 of the “Selected NIPA Tables.” Motor vehicles are
found in tables 8.4 (autos) and 8.6 (trucks). Percent changes in major aggregates are found in

table 8.1.
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construction in a quarter is largely determined
by the housing starts in that quarter and in the
preceding quarter. Therefore, construction in the
first quarter of 1994 reflected housing starts in
that quarter and in the fourth quarter of 1993. In
these two quarters, housing starts averaged 1.23
million units (annual rate), up from an average
of 1.21 million units in the third and fourth quar-
ters; the average for the second and third quarters
had been 1.11 million (chart 3).

Multifamily construction, which currently ac-
counts for less than s percent of residential
investment, was unchanged after decreasing 15.4
percent. The rental vacancy rate increased to 7.5
percent from 6.9 percent.

CHART 4

Selected Interest Rates

“Other” residential investment decreased 5.2
percent after increasing 28.1 percent. The de-
crease was mainly accounted for by brokers’
commissions, which reflected a decrease in house
sales; sales of new single-family homes decreased
88,000 units, and sales of existing homes de-
creased 117,000 units (seasonally adjusted annual
rates). In part, the decrease in sales may have re-
flected an upturn in mortgage rates: After hitting
a 3o-year low of 6.83 percent in October 1993,
mortgage rates increased steadily, to 7.68 percent
in March 1994 (chart 4).

Inventory investment

Real inventory investment—that is, the change
in business inventories—increased $10.6 billion
in the first quarter after increasing $2.0 bil-
lion in the fourth. The first-quarter increase
mainly reflected a step-up in nonfarm inventory
accumulation (table s).

Nonfarm inventories increased s$21.1 billion af-

oot ter increasing $12.9 billion. The step-up was
attributable to an upturn in manufacturing in-
ventories and to faster accumulation of retail

10 automotive inventories.
M‘;ﬁgage“mm“mems Manufacturing inventories of both durable
8 goods and nondurable goods increased in the first
quarter after decreasing in the fourth. The in-
g [\me Rate crease in inventories of durable goods was more
IANS than accounted for by electronic and industrial
equipment; the fourth-quarter decrease was more
4 than accounted for by (ongoing) reductions in in-
A ventories of transportation equipment other than
, "f-‘“/"o‘n‘t"'ffﬁf‘yﬁi"'f""‘m"mmmmm motor vehicles. The increase in inventories of

1991 1992 1993 1994

Data: Federal Reserve Board

U.S. Department of Commerce, Bureau of Economic Analysis

nondurable goods was accounted for by food and
petroleum.

Wholesale trade inventories decreased in the
first quarter after increasing in the fourth. In-

Table 5.—Change in Real Business Inventories
[Billions of 1987 dollars; seasonally adjusted at annual rates]

Level Change from preceding quarter
1993 1994 1993 1994

| Il I v | Il I v |
Change in business inventories ... 29.3 13.0 6.5 85 19.1 -16.3 —6.5 2.0 10.6
0 -4.1 -12.9 —44 -1.9 -4.1 -8.8 85 25
Nonfarm 29.3 17.1 194 12.9 211 -12.2 23 6.5 8.2
Manufacturing .. -8 5.0 31 -5.3 6.0 5.8 -1.9 -8.4 11.3
Wholesale trade 7 6.6 6.4 12 2.2 5.9 -2 -5.2 -3.4
Retail trade ...... 24.0 3.0 4.8 111 105 -21.0 18 6.3 -6
Auto dealers 16.6 -5 7.1 24 104 -17.1 -6.6 9.5 8.0
Other retail trade ... 74 35 11.9 8.7 1 -39 8.4 -32 -8.6
Other 5.4 24 5.0 5.9 6.8 -3.0 26 9 9
Addenda: Motor vehicles 14.8 -19 —4.4 35 42 -16.7 -2.5 7.9 7
Nonfarm less motor vehicles 145 19.0 23.8 9.4 16.9 45 48 -14.4 75

Note.—Dollar levels for change in real business inventories are found in table 5.11 of the
“Selected NIPA Tables.” Motor vehicles are found in tables 8.4 (autos) and 8.6 (trucks).
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ventories of both durable and nondurable goods
decreased after increasing. The decrease in inven-
tories of durable goods was more than accounted
for by motor vehicles and parts.

Retail trade inventories other than those of
autos changed little in the first quarter after
increasing in the fourth.

Farm inventories decreased s1.9 billion after
decreasing $4.4 billion. Inventories of livestock
decreased after increasing slightly; the decrease
reflected weakness in livestock output. Invento-
ries of crops decreased less than in the fourth
guarter. The first-quarter decrease reflected a
pickup in open-market sales; decreases in the pre-
ceding two quarters reflected the effects of floods
in the Midwest and drought in the Southeast in
the summer of 1993.

The constant-dollar ratio of nonfarm invento-
ries to all final sales of domestic businesses was
unchanged at 2.45. A different ratio, in which
final sales are limited to goods and structures,
edged up to 4.22 from 4.21 in the fourth. (The ad-
vance estimates had shown first-quarter increases

in these ratios of 0.02 and o.04, respectively.) In
the fourth quarter, each ratio was at its lowest
level in 20 years.

Net exports of goods and services

Real exports slipped 1.0 percent in the first quar-
ter after jumping 20.4 percent in the fourth. Real
imports slowed to an 8.6-percent increase from a
16.4-percent increase (table 6).

Exports of goods decreased 3.4 percent after
jumping 29.4 percent. Following sharp fourth-
quarter increases, exports of agricultural products
dropped, and exports of nonagricultural prod-
ucts decreased slightly. Most of the downturn
in nonagricultural exports was accounted for
by autos and by nonautomotive capital goods,
but other major end-use categories also showed
weakness. Exports of services increased after a
modest decrease.

Imports of goods increased 9.8 percent, about
half as much as in the fourth quarter. Imports
of petroleum and petroleum products turned

Table 6.—Real Net Exports of Goods and Services
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
Il 1] \%
1994:1 Il 1] \% |
Net exports 0f goods and SEIVICES ........cccririeriirinirieieeisrsesesis -1008| -153| -11.1 18| =163 cvvevvnns | v | e | e
EXports 0f go0dS and SEIVICES .........ccviievrireiiieriiierseiises s 618.4 5.2 -13 28.1 -1.6 36 -9 20.4 -1.0
GOO0US .o 459.0 43 -4 289 -4.0 41 -4 294 -34
Agricultural products ... 36.5 1 -15 18 -2.6 1.0 -14.6 20.7 -24.1
Nonagricultural products 4225 4.2 11 271.1 =14 4.4 11 30.2 -1.3
SeIVICeS ..covvvvnnienns 159.4 8 -8 -8 24 20 -2.0 -2.0 6.3
Imports of goods and services .. 719.2 20.5 9.8 26.3 147 13.3 6.0 16.4 8.6
GOOUS ..vvevirierreerereiieriiis 613.0 19.8 9.2 24.0 14.1 153 6.7 17.8 9.8
Petroleum and products .... 56.7 44 -11 14 =14 373 7.4 10.2 -9.3
Nonpetroleum products ..... 556.2 154 10.3 225 155 131 8.4 185 12.0
SEBIVICES vvvruriuissrisesseissssse st sss bbb 106.2 7 .6 2.3 .6 2.8 24 9.2 2.3

NoTe.—Dollar levels are found in tables 4.2 and 4.4 of the “Selected NIPA Tables,” and
percent changes in major aggregates are found in table 8.1.

Table 7.—Real Government Purchases
[Seasonally adjusted at annual rates]

Billions of 1987 dollars Percent change from preceding quarter
Change from preceding quarter 1993 1994
Level
1993 1994
Il 1] v
1994:1 Il 1] \% |
Government purchases 933.1 9.8 0.6 0 -8.6 43 0.3 0 -3.6
Federal ..., 344.6 18 =57 4.7 -4.4 2.0 6.2 5.2 -4.9
National defense 228.0 4 6.3 -3.0 -9.1 7 -9.8 -49 -145
NONAEIENSE ...t 116.6 15 T -19 48 55 25 -6.5 18.3
State and local 588.4 7.9 6.4 48 4.4 5.6 45 33 -29
Structures . 92.3 55 41 2.8 -7.0 27.8 19.0 121 -254
Other 496.1 24 23 20 26 2.0 19 16 2.1

Note.—Dollar levels are found in table 3.8B of the “Selected NIPA Tables,” and percent
changes in major aggregates are found in table 8.1.
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down, and imports of nonpetroleum products
slowed. The slowdown in nonpetroleum imports
was more than accounted for by autos and by
nonautomotive capital goods; imports of foods,
feeds, and beverages and of industrial supplies
and materials increased more than in the fourth
quarter. Imports of services increased modestly
after a larger increase.

Government purchases

Real government purchases decreased 3.6 per-
cent in the first quarter after no change in the
fourth (table 7). Both Federal Government pur-
chases and State and local government purchases
contributed to the decrease.

Federal defense purchases decreased 14.5 per-
cent after decreasing 4.9 percent. The first-
quarter decrease was spread across all types of
purchases, but more than half of it was in serv-
ices. Within services, the largest decreases were
in contractual research and development and in
travel of persons. Compensation of employees
declined for the 12th consecutive quarter.

Federal nondefense purchases increased 18.3
percent after decreasing 6.5 percent. The increase
was accounted for by purchases of nondurable
goods and of services excluding compensation of
employees.

State and local government purchases de-
creased 2.9 percent after increasing 3.3 percent.
The decrease was more than accounted for by
structures, which decreased after increases in the
preceding three quarters; most types of structures
contributed to the decrease.

Revisions

The preliminary first-quarter estimate of a 3.0-
percent increase in real Gpp is 0.4 percentage
point higher than the advance estimate (table 8).
The preliminary estimate of gross domestic pur-
chases was revised from a 4.1-percent increase to
a 4.2-percent increase.

The revision to gop reflected revised estimates
for exports and imports; the revision to gross
domestic purchases did not. Exports were re-
vised up $13.4 billion, and imports were revised
up $9.9 billion; the net effect from these com-
ponents was an upward revision in Gpp of $3.5
billion. The revisions in both exports and im-
ports primarily reflected the incorporation of
newly available source data that showed unex-
pectedly large increases in exports and imports
in March.

A $1.6 billion revision in gross domestic pur-
chases reflected sizable, but largely offsetting,

revisions in its components. Personal consump-
tion expenditures was revised up $6.5 billion as
a result of the incorporation of revised source
data on retail sales for March; much of the
revision reflected purchases at eating and drink-
ing places. Federal Government purchases was
revised up $6.6 billion as a result of the incor-
poration of data on total outlays and on outlays
by program for March from the Monthly Treas-
ury Statement. The upward revisions in personal
consumption expenditures and in Federal gov-
ernment purchases were largely offset by an s11.4
billion downward revision in inventory invest-
ment. Most of the revision was in nonfarm
inventories and reflected the incorporation of
newly available source data on non-motor vehicle
manufacturing and trade inventories for March.
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Table 8.—Revisions in Real Gross Domestic Product and Prices, First

Quarter 1994

[Seasonally adjusted at annual rates]

Billions of Percent change from
1987 dollars preceding quarter
Preliminary
e;t\.imte Advance | Preliminary
advance estimate estimate
estimate
Gross dOMESHIC PrOAUCT .....cveueercvirriicrierieiei s 5.1 2.6 3.0
Less: Exports of goods and services ... 134 -93 -1.0
Plus: Imports of goods and services 9.9 2.8 8.6
Equals: Gross domestiC PUrChases ......c.cocvevveenerneeeeineeseinenseineiiens 16 41 4.2
Personal consumption expenditures 6.5 3.8 4.6
Durables 5 9.7 10.2
Nondurabl 48 24 42
Services 12 31 33
FiXed INVESIMENE ..o 2 6.4 6.5
Nonresidential .. 9 5.5 6.1
SHUCHUTES .o -18 -16.1 -20.1
Producers’ durable equipment . 2.8 135 16.1
Residential ... -8 9.1 7.6
Change in business inventories ... -11.4
Nonfarm -9.6
FaM e =17
GOVEINMENE PUICNASES ....ovvvverervernriercesieesiesesisssresssesssssssseenssens 6.3 6.2 -3.6
Federal ....ccccovvvninns 6.6 -12.0 -4.9
National defense -4 -13.9 -145
Nondefense .. 7.0 -7.6 18.3
State and local . -5 —2.6 -2.9
Gross domestic purchases price index (fixed weights)® . RO I 23 26
GDP price index (fixed WEIGHES) L .........ovvereerreereernrrenneneeneesnsesseeinnes | eeveneessessnssenns 29 31

1. Based on 1987 weights.

Note.—Preliminary estimates for the first quarter of 1994 incorporate the following revised or additional major source data that

were not available when the advance estimates were prepared a month ago.

Personal consumption expenditures: Revised retail sales for February and March, and consumers' share of new car and truck

purchases for February.

Nonresidential fixed investment: Construction put in place for January and February (revised) and March, manufacturers’
shipments of machinery and equipment for February (revised) and March, and business’ share of new car and truck purchases for

February.

Residential investment: Construction put in place for January and February (revised) and March.

Change in business inventories: Manufacturing and trade inventories for February (revised) and March, and revised unit

inventories of motor vehicles for March.

Net exports of goods and services: Exports and imports of goods for February (revised) and March.

Government purchases: Federal outlays for March, State and local construction put in place for February (revised) and March,

and Employment Cost Index for State and local government wages and salaries for the quarter.

Wages and salaries: Revised employment, average hourly earnings, and average weekly hours for February and March.
GDP prices: Detailed price indexes for exports and imports of goods for January through March, values and quantities of

petroleum imports for March, and housing prices for the quarter.
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The first-quarter increase in the fixed-weighted
price index for gross domestic purchases was re-
vised up o.3 percentage point, and the increase
in the index for epp was revised up o.2 per-
centage point. The revisions mainly reflected the
incorporation of newly available price data for
single-family houses for the first quarter.

Alternative measures

Currently, both of Bea’s alternative measures
of real gpp and cpr prices—the chain-type
annual-weighted and benchmark-years-weighted
measures—have 1992 weights for quarters begin-
ning with the third quarter of 1992 Conse-
quently, the alternative measures provide an esti-
mate of the effect of shifting the price and quan-
tity weights used in Bea’s featured fixed-weighted
measures from 1987 to 1992.

3. For a discussion of the weights used in calculating the alternative
measures, see Allan H. Young, “Alternative Measures of Change in Real Out-
put and Prices, Quarterly Estimates For 1959—92,"| Survey 73 (March 1993):
31—41.

Table 9.—Corporate Profits
[Seasonally adjusted at annual rates]

Level Change from
preceding quar-
ter

1994:1
19931V | 19941

Billions of dollars

Profits from current production .........cccocovereenenns 4744 39.4| -335
Domestic ....... .| 4209 4701 -31.9
Financial ... 77.9 85| -18.2
Nonfinancial ... 343.0 385| -137

Rest of the world 53.5 -1.6 -1.6

j 20.1 1| -38
Profits Defore tax ... 470.3 446| -18.1
Profits tax liability ..o 185.3 23.0 -1.2
Profits after tax ... 284.9 216| -11.0
Cash flow from current production ...........cccooeeveevinens 550.6 15.7 -8.4

Profits by industry:
Profits before tax with IVA
Domestic ...
Financial
Nonfinan
Manufacturing . .

TIAAE ..o
Transportation and public utilities ...............

Other oo

Rest of the world ..o
Receipts (INfOWS) ..o
Payments (outflows)

Dollars

Unit prices, costs, and profits of domestic
nonfinancial corporations:
Unit price
Unit labor cost
Unit nonlabor cosf
Unit profits from current production

1172 0.001| 0.007
769 |  -.007 .007
289 -.003 .005
113 010 -.005

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

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

In the first quarter, the alternative measures
of real gpp increased 2.8 percent, o.2 percent-
age point less than the 1987-weighted measure;
in the fourth quarter, the alternative measures
had increased 0.8 percentage point less than the
1987-weighted measure.  About two-thirds of
this narrowing was accounted for by computers,
which increased much less in the first quarter
than in the fourth.

In the first quarter, as well as in the fourth, the
difference between the gppe growth rates reflected
offsetting differences between the growth rates for
the major components. Positive contributions
came from personal consumption expenditures,
gross private domestic investment, and exports;
negative contributions came from government
purchases and imports (which is subtracted in
deriving Gpp).

For prices, the difference between the growth
rates of the featured and alternative measures has
been small. In the first quarter, all of the meas-
ures of price change for gross domestic purchases
increased 2.6 percent; for Gop, they all increased
3.1 percent.

Corporate Profits

Profits from current production—profits be-
fore tax (pBT) plus inventory valuation adjust-
ment (1va) and capital consumption adjustment
(ccadj)—decreased $33.5 billion in the first quar-
ter after increasing $39.4 billion in the fourth
(table 9).*

Profits from the domestic operations of finan-
cial corporations accounted for more than half of
the decrease in profits from current production.
The decrease in financial profits largely reflected
claims paid by insurance carriers as a result of
the Northridge earthquake.

Profits from the domestic operations of non-
financial corporations accounted for most of the
rest of the decrease in profits from current pro-
duction. The decrease in nonfinancial profits
reflected a decrease in unit profits, as increases in
unit labor and nonlabor costs more than offset
an increase in unit prices. The rise in nonlabor
costs largely reflected uninsured losses of fixed
capital in the earthquake.

Profits from the rest of the world decreased
moderately.

4. It is estimated that the Northridge earthquake reduced corporate prof-
its in the first quarter by about $29 billion: Of this reduction, about s20 billion
was accounted for by benefits paid by insurance companies, and about s9
billion was accounted for by damage to corporate equipment and structures
that was not offset by insurance benefits.
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Cash flow from current production, a profits-
related measure of internally generated funds
available to corporations for investment, de-
creased $8.4 billion after increasing $15.7 billion.
The decrease in cash flow, together with an in-
crease in nonresidential fixed investment, reduced
cash flow as a percentage of nonresidential in-
vestment to 82.6 percent from 8s.2 percent. The
ratio has been drifting down from its peak of 93.8
percent in the first quarter of 1992, but is still
higher than it had been in the 1980’s.

Related measures.—Industry profits are measured
by pBT With 1va because estimates of the ccadj
by industry do not exist. Like profits from cur-
rent production, this measure of profits dropped
sharply in the first quarter after a sharp increase
in the fourth. Like the drop in profits from
current production, more than half of the drop
in pBT With va was accounted for by financial
corporations, mainly reflecting property and ca-
sualty insurance carriers. Substantial decreases in
the profits of nonfinancial corporations appear to
have been in retail trade and in “other” durable
and “other” nondurable manufacturing.

In profits from the rest of the world, receipts of
profits from foreign affiliates of U.S. corporations
increased $2.2 billion, and payments of profits by
U.S. affiliates of foreign corporations increased
$3.7 billion.

pBT decreased $18.1 billion. The difference
between this decrease and the $33.5 billion de-
crease in profits from current production mainly
reflected a decrease in the 1va.

The 1va, an estimate of inventory profits with
the sign reversed, decreased s11.7 billion. The
increase in inventory profits reflected an increase
in prices of inventoried goods.

Government Sector

The fiscal position of the government sector
improved in the first quarter of 1994, as the
combined deficit of the Federal Government and
of State and local governments decreased $33.2
billion, to $166.5 billion (table 10). The improve-
ment was more than accounted for by the Federal
Government deficit, which decreased from $207.0
billion to $164.7 billion. The State and local gov-
ernment position deteriorated from a surplus of
$7.2 billion to a deficit of $1.8 billion.

Federal

The Federal Government deficit decreased $42.3
billion in the first quarter, as receipts increased
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and expenditures decreased. The Federal deficit
has decreased for six consecutive quarters after
reaching a record high of $290.7 billion in the
third quarter of 1992.
Receipts.—Receipts increased $24.2 billion in the
first quarter after increasing $39.8 billion in the
fourth. Increases in personal tax receipts and in
contributions for social insurance were offset by
a decrease in corporate profits tax accruals.
Personal tax and nontax receipts increased
$14.0 billion after increasing $8.o billion. In the
first quarter, growth in wages and salaries re-
sulted in an $8.4 billion increase (in withheld
Table 10.—Government Sector Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]
Level Change from preceding quarter
1993 1994
19941
Il 1l v |
Government sector
Receipts =35 63.8 15.1 53.8 317
Expenditures ........ 8.7 226 7.9 39.2 -1.6
Surplus or deficit (=) -12.2 413 7.1 14.7 332
Federal Government
RECEIPLS woovviriiiericisireins st sssens 2.7 49.6 7.9 39.8 24.2
Personal tax and nontax receipts -9.7 18.6 6.4 8.0 14.0
Corporate profits tax accruals ..... 53 100 =31 188 5.8
Indirect business tax and nontax -2.0 47 5 8.3 -14
Contributions for social insurance 36 16.4 41 47 174
EXPENAILUIES ..ot =34 8.7 -2.1 341 -180
PUIChESES ... -9.7 4.8 -3.9 -3.6 18
National defense ... -10.9 28| -57| -27| -66
Nondefense ........... 1.2 2.1 17 -10 8.4
Transfer payments (nef 3 36 72 144 -2.6
TO Persons ............. 11.8 38 6.4 4.6 8.3
To rest of the world . -115 -2 8 98| -109
Grants-in-aid to State an -6 6.7 5.8 88 -9.0
Net interest paid . -3.0 4.2 -3| -18| 47
Subsidies less current surplus of government enterprises 34.1 9.7| -106| -109 163 -3.6
Subsidies 36.7 76( -78| -111| 157 -38
Of which: Agricultural subsidies ................ 12.3 75 -79| -116 154 -5.3
Less: Current surplus of government enterprises 25 -2.1 2.8 -2 -6 -3
Less: Wage accruals less disbursements 0 0 0 0 0 0
Surplus or defiCit (=) oo -164.7 7 40.9 9.9 57 42.3
State and local governments
RECEIPLS oo 9154| -14 20.8 132 228 -16
Personal tax and nontax receipts 166.7 -3.8 5.3 17 21 2.6
Corporate profits tax accruals ..... 33.0 6 2.3 -7 43 =14
Indirect business tax and nontax accruals 458.2 19 5.9 5.7 7.0 55
Contributions for social insurance ........ . 69.1 6 N 5 6 8
Federal grants-in-aid ..o 188.4 -6 6.7 58 88| -9.0
EXPENGILUIES ..o 917.2 114 20.6 15.9 13.8 75
Purchases ........... 730.8 5.6 141 10.1 8.0 1.6
Of which: Struct 106.2 -19 74 49 4.2 -14
Transfer payments to persons 270.3 57 6.9 6.2 6.7 6.4
Net interest paid ........ccccoocvmvinriins -44.9 2 2 1 2 1
Less: Dividends received by government 11.1 0 2 1 1 2
Subsidies less current surplus of government enterprises -27.9 -3 -4 -5 -7 -5
SUDSIAIES ..o 5 0 1 0 0 0
Less: Current surplus of government enterprises . 28.4 3 4 .5 8 5
Less: Wage accruals less disbursements .......... 0 0 0 0 0 0
Surplus or deficit (=) . -1.8| -12.7 3 -2.8 8.9 -9.0
Social insurance funds . . 57.2 25 -1 -4 -6 =7
ONEE et -59.0| -15.3 4 -24 95 -83

NoTe.—Dollar levels are found in tables 3.2 and 3.3 of the “Selected NIPA Tables.”
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personal income taxes); in addition, provisions
of the Omnibus Budget Reconciliation Act of
1993, largely retroactively increased tax rates, re-
sulted in a $7.0 billion increase. These increases
were partly offset by a decrease resulting from
the annual indexation of withholding tables for
inflation.

Contributions for social insurance increased
$17.4 billion after increasing s4.7 billion. In the
first quarter, the growth in wages and salaries
resulted in a $7.4 billion increase in contribu-
tions. In addition, contributions were boosted
$10.0 billion (annual rate) by an increase in the
social security taxable wage base, an increase in
the monthly premium for supplementary med-
ical insurance, and the removal of the $135,000
cap on the medicare taxable wage base.

Corporate profits tax accruals decreased $5.8
billion after increasing $18.8 billion. The decrease
reflected the downturn in corporate profits.

Indirect business tax and nontax accruals de-
creased $1.4 billion after increasing $8.3 billion.
The decrease reflected the absence of a one-time
tax on commercial inventories of gasoline, diesel
fuel, and aviation fuel that had been collected in
the fourth quarter as part of an increase of 4.3
cents per gallon in the motor fuels tax.

Expenditures.—Expenditures decreased $18.0 bil-
lion in the first quarter after increasing $34.1
billion in the fourth. All the major components
of expenditures except purchases contributed to
the decrease.

Grants-in-aid to State and local governments
decreased $9.0 billion after increasing $8.8 billion.
The decrease was mainly attributable to payments
for medicaid, which decreased $6.8 billion after
increasing s4.7 billion.

Net interest paid decreased s$4.7 billion after
decreasing $1.8 billion. The first-quarter decrease
continues a downtrend following the record high
in the fourth quarter of 1991.

Subsidies less the current surplus of govern-
ment enterprises decreased $3.6 billion after in-
creasing $16.3 billion. The decrease was more
than accounted for by agricultural subsidies,
which decreased $5.3 billion after increasing $15.4
billion.  Among agricultural subsidies, Con-
servation Reserve Program payments decreased
$6.9 billion after increasing $6.9 billion; the de-
crease was partly offset by increases in flood-
and drought-related payments and in deficiency
payments, which make up the difference be-
tween support prices and market prices for farm
commodities.

Transfer payments decreased $2.6 billion af-
ter increasing si4.4 billion. The decrease was
more than accounted for by a s10.9 billion de-
crease in transfer payments to the rest of the
world; these transfers had increased $9.8 bil-
lion in the fourth quarter, primarily because of
$12.0 billion (annual rate) in economic support
payments and other payments to Israel in Oc-
tober. Transfer payments to persons increased
$8.3 billion after increasing $4.6 billion. The
first-quarter increase was mainly attributable to
a sy.7 billion cost-of-living increase in social
security benefits (old-age, survivors, and dis-
ability insurance) and to increases in medicare
payments (hospital and supplementary medical
insurance). These increases were partly offset by
a decrease in payments under the program for
emergency unemployment compensation; this
program stopped accepting new applicants on
February 5, 1994, and payments will end in May
1994.

Purchases increased $1.8 billion after decreas-
ing $3.6 billion. Nondefense purchases increased
$8.4 billion after decreasing $1.0 billion. The first-
quarter increase was primarily in the medical care
programs of the Department of Veterans Affairs
and in the National Institutes of Health and the
Internal Revenue Service. Defense purchases de-
creased $6.6 billion after decreasing $2.7 billion;
purchases of military durables, nondurables, and
services contributed to the first-quarter decrease.
The civilian buyout program begun last year at
the Department of Defense boosted compensa-
tion of defense employees by s$o.4 billion in the
first quarter and by so.9 billion in the fourth.

State and local

The State and local government fiscal position
deteriorated s$9.0 billion in the first quarter, as
receipts decreased and expenditures increased.

Receipts decreased s1.6 billion in the first quar-
ter after increasing $22.8 billion in the fourth.
The decrease was more than accounted for
by Federal grants-in-aid, which decreased $9.0
billion—mainly reflecting medicaid—after in-
creasing $8.8 billion. Reflecting the downturn in
corporate profits, corporate profits tax accruals
decreased s1.4 billion after increasing $4.3 bil-
lion. Indirect business tax and nontax accruals
increased $5.5 billion after increasing $7.o billion;
the deceleration was attributable mainly to sales
tax collections, which reflected a slowdown in
retail sales.

Expenditures increased s$7.5 billion in the first
quarter after increasing $13.8 billion in the
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fourth.  Purchases increased s$1.6 billion af-
ter increasing $8.0 billion.  Purchases other
than structures increased more in the first
guarter than in the fourth—s9.0 billion, com-
pared with $3.8 billion—but structures decreased
$7.4 billion after increasing $4.2 billion. The
earthquake that struck Northridge, California,
on January 17 increased purchases by about

$2 billion, primarily for employee compensa-
tion. The impact of the earthquake on pur-
chases of structures cannot be separated from
other factors that affected construction, such
as the unseasonably cold weather in much
of the Nation. Transfer payments to per-
sons increased $6.4 billion after increasing $6.7
billion. lef
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