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Business Situation: Preliminary Estimates for the Fourth Quarter of 2003

The pace of U.S. production slowed in the fourth quarter, as real GDP increased 4.1 percent after increasing 8.2 percent in the
third quarter. The deceleration mainly reflected slower growth of consumer spending and a deterioration in the trade balance.
Inflation slowed: The price index for gross domestic purchases increased 1.1 percent after increasing 1.8 percent, mainly reflect-
ing a downturn in energy prices.

Federal Budget Estimates for Fiscal Year 2005

Each year, BEA prepares an adjusted presentation of the administration’s budget estimates from the Budget of the United States
Government that is consistent with the framework of the NIPAs. The fiscal year relationships derived from the budget estimates
are then used in preparing BEA’s quarterly estimates of Federal Government current receipts and expenditures. This year, the
NIPA framework reflects the results of the 2003 comprehensive NIPA revision. For fiscal year 2005, the net Federal Govern-
ment saving on the NIPA basis is estimated at -$338.0 billion, compared with the deficit of $363.6 billion in the administration’s
budget.

Comprehensive NIPA Revision: Newly Available Tables

Errata: Sources of the Revisions to Selected Income Components

In the article on the comprehensive NIPA revision in the 2004 February Survey, the definitional and statistical sources of the
revisions to taxes on production and imports and to business current transfer payments for several years were misreported.

Preview of the Comprehensive Revision of the Annual Industry Accounts: Integrating the Annual
Input-Output Accounts and the Gross-Domestic-Product-by-Industry Accounts

The upcoming comprehensive revision of the annual industry accounts features the integration of these two sets of accounts.
For the first time, these two sets of accounts will be released concurrently and will present fully consistent measures of gross

output, intermediate inputs, and value added by industry. In addition, the annual input-output accounts for 1998-2002 will be a
consistent time series.

A Note on Patterns of Production and Employment by U.S. Multinational Companies

This note examines recent patterns and trends in the worldwide operations of U.S. multinationals with a focus on production
and employment. For example, U.S. parents have consistently accounted for about three-fourths, and their majority-owned for-
eign affiliates for about one-fourth, of the total gross product, capital expenditures, and employment of U.S. multinationals. The
note concludes with a discussion of several data and analytical considerations.

BEA Current and Historical Data

Looking Ahead

Comprehensive Revision of State Personal Income. An upcoming Survey article will present the results of the comprehensive revi-
sion of state personal income. The revised estimates will incorporate the results of the recent comprehensive NIPA revision, improve-

ments

in the source data and methods that are used for the state estimates, and newly available data from regular sources.
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Business Situation

Preliminary Estimates for the Fourth Quarter of 2003

CCORDING to the “preliminary” estimates of the
national income and product accounts (NIPAs),
U.S. economic growth slowed in the fourth quarter of
2003 after posting its largest increase in 20 years in the
third quarter, and inflation continued to be modest.
Much the same picture was shown in the “advance” es-
timates released a month ago (chart 1 and table 1).!
eReal GDP increased 4.1 percent—nhalf as much as in
the third quarter, but more than its 3.4-percent

1. Quarterly estimates in the NIPAs are expressed at seasonally adjusted
annual rates, unless otherwise specified. Quarter-to-quarter changes are
differences between these published estimates. Percent changes are calcu-
lated from unrounded data and annualized. “Real” estimates are in chained
(2000) dollars, and price indexes are chain-type measures.

This article was prepared by Daniel Larkins.

Table 1. Real Gross Domestic Product and Components
[Seasonally adjusted at annual rates]

average rate for the past 10 years. The advance esti-
mate had shown a 4.0-percent increase in the fourth
quarter.

e Prices of goods and services purchased by U.S. resi-
dents increased 1.1 percent after increasing 1.8 per-
cent. (The advance estimate had shown a fourth-
quarter increase of 1.0 percent.) The deceleration
mainly reflected a downturn in energy prices.

Chart 1. Real Gross Domestic Product

Share of
. Contribution to percent current-
Chang?ofé%me;?crgﬁ%dmg change in real GDP dollar
P p (percentage points) GDP
(percent)
2003 2003 2003
Il I} v Il I} \% \%
Gross domestic product
({101 TR 2.0 31| 82| 41 20| 341 82| 41 100
Personal consumption
expenditures 25 33| 69| 27| 1.80| 2.34| 489 1.93 70.2
Durable goods. 05| 177|280 -0.1 | 0.04| 1.38| 223 |-0.01 8.6
Nondurable goods 57 12| 73| 52| 1.13| 025| 1.48| 1.04 20.1
Services 1.5 17| 28| 22| 063| 071 | 1.19| 091 416
Gross private domestic
investment. -35 47| 148|158 | -0.57 | 0.73 | 217 | 231 15.7
Fixed invest 1.1 6.1]158| 93| 0.16| 0.90 | 2.30| 1.39 15.6
Nonresidential .. -06 70| 128 | 96(-0.06| 0.68| 125| 0.95 10.3
Structures. -4.0 39| -1.8|-71(-0.10| 0.09 |-0.04 [ -0.17 2.3
Equipment and software 0.5 80| 176 | 151 | 0.04| 059 | 130| 1.12 8.0
Residential ........cc..ovevevrne 45 45| 219 86| 022| 022 1.05| 044 53
Change in private inventories | .. | e | e v | =074 [ -0.17 | -0.13 | 0.92 0.1
Net exports of goods and
SEIVICES ....covvcrnirvciinneens | veene | v | s .. | 0.81]-1.34 | 0.80 [ -0.30 -4.4
Exports.. 20| -11]| 99 21.0(-0.19|-0.11 | 092 | 1.85 9.8
Goods 19| -1.7| 86| 212| 013|-0.11| 056 | 1.28 6.8
Services. -10.1 02 127|207 (-0.31| 0.01| 036| 057 3.0
Imports... 6.8 91| 08| 164 1.00|-1.24 [ -0.12 | -2.15 14.2
Goods -66| 137|-15]| 181 081 |-151| 0.18 | -1.95 118
Service -75|-109 | 134 | 86| 0.19| 0.27|-0.30 | -0.20 24
Government consumption
expenditures and gross
investment. -04 74| 18| 08|-0.07| 1.36 | 0.34| 0.16 18,5
Federal....... 02| 235| 12| 16(-0.01| 146 | 0.09| 0.11 6.9
National defense 56| 419 -13| 42|-025| 1.58|-0.06 | 0.19 46
Nondefense. 105| -5.0| 65| -33| 0.24|-0.12| 0.15|-0.08 23
State and local -05| -08| 21| 04(-0.06|-0.10| 0.25| 0.05 11.6

Norte. 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.
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2 Business Situation

The deceleration in real GDP growth in the fourth
quarter mainly reflected slower growth in consumer
spending; other contributors were a deterioration in
the trade balance and slower growth in residential and
nonresidential fixed investment and in government
spending.? These developments were partly offset by
an upturn in inventory investment.

e Consumer spending increased 2.7 percent in the
fourth quarter after increasing 6.9 percent in the
third quarter, the largest increase in 17 years. Con-
sumer spending contributed 1.93 percentage points
to GDP growth in the fourth quarter after contrib-
uting 4.89 percentage points in the third.

e The trade balance (net exports) turned down as
imports stepped up much more than exports. Trade
subtracted 0.30 percentage point from GDP growth
in the fourth quarter after adding 0.80 percentage
point in the third.

e Residential investment increased 8.6 percent; it con-
tributed 0.44 percentage point to GDP growth after
contributing 1.05 percentage points. The slowdown
was primarily accounted for by brokers’ commis-
sions.

e Nonresidential fixed investment increased 9.6 per-
cent; it contributed 0.95 percentage point to GDP
growth after contributing 1.25 percentage points.
Equipment and software increased less than in the
third quarter, and structures decreased more than
in the third quarter.

e Government spending increased 0.8 percent; it con-
tributed 0.16 percentage point to GDP growth after
contributing 0.34 percentage point.

e Inventories were built up in the fourth quarter after
being reduced in the third. Inventory investment
added 0.92 percentage point to GDP growth after
subtracting 0.13 percentage point.

The preliminary estimates for the fourth quarter
also show the following:

2. In this article, “consumer spending” is shorthand for the NIPA series
“personal consumption expenditures,” “government spending” is short-
hand for “government consumption expenditures and gross investment,”
and “inventory investment” is shorthand for “change in private invento-
ries”
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eReal final sales of domestic product (GDP less the
change in private inventories) increased 3.2 percent
after increasing 8.3 percent (table 2).

e Real gross domestic purchases increased 4.2 percent
after increasing 7.0 percent.

e The production of goods and of structures slowed,
while the production of services increased slightly
more than in the third quarter.

eMotor vehicle output increased modestly after a
sharp increase. Excluding motor vehicles, real GDP
increased 4.2 percent after increasing 7.6 percent.

eFinal sales of computers slowed sharply after regis-
tering an unusually large increase in the third quar-
ter. Excluding final sales of computers, real GDP
increased 3.9 percent after increasing 7.6 percent.

eReal disposable personal income was unchanged in
the fourth quarter after increasing in the third; this
pattern primarily reflected the pattern of the
advance payments of child tax credits associated
with the Jobs and Growth Tax Relief Reconciliation
Act of 2003.

o The personal saving rate—personal saving as a per-
centage of current-dollar disposable personal
income—decreased from 2.3 percent to 1.6 percent.

Table 2. Real Gross Domestic Product by Type of Product

[Seasonally adjusted at annual rates]

Contribution to percent

Change from preceding change in real GDP

period (percent)

Share of
current-
dollar

(percentage points) GDP

(percent)

2003 2003 2003

| Il n{wv | I n v W%

Gross domestic product (GDP)... | 20| 3.1| 82| 4.1 20| 341 82| 41 100

Final sales of domestic product 27| 33| 83| 32| 271 | 325| 834|319 99.9

Change in private inventories ..... | v | oo | vene | e -0.74 | -0.17 [ -0.13 [ 0.92 0.1

Goods 43| 22|183| 78| 137 | 0.75| 567|254 33.0

Services...... v | 10| 36| 21| 23| 062 2.08 | 1.27|1.32 57.5

Structures ... v |03 28|139| 26 |-0.02| 0.26| 127 0.25 95

Addenda:

Motor vehicle output.............ccocvweene. -64 | 21266 29|-023| 0.07| 0.82]0.10 35

GDP excluding motor vehicle output... | 23| 31| 76| 42| 220| 3.01| 7.39|4.01 96.5

Final sales of computers............c.c....... 346(328(934|315| 026| 025| 0.65|0.28 1.0
GDP excluding final sales of

COMPULETS w...evvveeeevvressnesinsrsinnes 17| 28( 76| 39| 1.71| 283 | 7.56|3.82

99.0

Nore. Percent changes are from NIPA table 1.2.1, and contributions to percent change are from NIPA table 1.2.2.

Shares are calculated from NIPA table 1.2.5.
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Personal Consumption Expenditures

In the fourth quarter, real personal consumption ex-
penditures slowed to a 2.7-percent increase (table 3
and chart 2). (Over the preceding 10 years, consump-
tion spending increased at an average annual rate of
3.8 percent.) Purchases of durable goods decreased
slightly in the fourth quarter after a strong increase in
the third, and purchases of nondurable goods and of
services slowed.

Most of the downturn in durable goods was ac-
counted for by motor vehicles and parts; new light
trucks—pickups, vans, and sport utility vehicles—and
new autos both decreased after increasing. Furniture
and household equipment and “other” durable goods
each increased about half as much as in the third quar-

Chart 2. Real Personal Consumption Expenditures

Percent
8 PERCENT CHANGE FROM PRECEDING QUARTER

2000 2001 2002 2003
Based on seasonally adjusted annual rates
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ter; within each, the slowdown was widespread. In fur-
niture and household equipment, the sharpest
deceleration was in video and audio goods (which in-
cludes computers, peripherals and software). In other
durable goods, the sharpest deceleration was in the
category that includes sports equipment and motorcy-
cles.

In nondurable goods, slowdowns in purchases of
food, clothing, and “other” nondurable goods were
partly offset by a step-up in purchases of gasoline and
oil.

In services, spending on electricity and gas turned
down and spending on “other” services and on hous-
ing increased less than in the third quarter. The decel-
eration in other services reflected slowdowns in foreign

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

Share of
" Contribution to percent current-
Chané;ﬁofé%meecrgﬁ%dmg change in real PCE dollar
P p (percentage points) PCE
(percent)
2003 2003 2003
Il n | w | I Il v %
Personal consumption
expenditures (PCE) . 25| 33| 69| 27| 25| 33| 69| 27 100
Durable goods 05| 17.7(28.0 |-0.1| 0.06 | 1.98 | 3.13 | -0.02 12.2
Motor vehicles and parts... o | 42| 153(39.7|-9.7 |-023 | 0.77 | 1.92 |-0.57 55
Furniture and household equipment | 1.3 | 19.4 (229 | 98| 0.06 | 0.77 | 0.92| 0.41 44
(0] 11.0| 20.0|125| 6.2 | 024 | 043 | 029 | 0.15 24
ble goods 57| 12| 73| 52| 159 | 0.35| 2.08| 1.46 28.6
d .. | 67| 24| 73| 38| 0.89| 0.32| 099| 052 13.9
Clothing and shoes.. 30| 78| 94| 09| 0.12| 0.30| 0.37| 0.3 4.0
Gasoline, fuel ail, an
42(-186| 37 |176| 0.11|-056 | 0.10 | 044 27
59| 36| 76| 6.0| 047 | 029| 061| 047 8.1
Services 15| 17| 28| 22| 0.88| 1.02| 1.68| 1.29 59.2
Housing..... 23| 18| 22| 16| 036| 028 0.35| 0.25 15.4
Household operatio 10| -33| 35| 05| 0.06 [-0.18| 0.20| 0.02 5.4
Electricity and gas 04|-127| 41|-1.2| 0.01|-0.29 | 0.09 | -0.03 2.1
Other household 14| 32| 82| 15| 005| 0.11| 0.11| 0.05 33
Transportation..... 05| -40(|-22|-24| 0.02|-0.16 | -0.08 | -0.09 37
Medical care.. 51| 46| 50| 50| 0.84| 0.75| 0.84| 0.83 17.0
Recreation 36| 26| 40| 000| 015| 0.11| 0.16 4.1
Other? 13| 19| 08|-039| 0.18| 0.27| 0.11 13.5

1. Includes jewelry and watches, ophthalmic products house furnishings, and magazines and newspapers.
3. Includes personal care, personal business, education

and orthopedic equipment, books and maps, bicycles and

motorcycles, guns and sporting equipment, photographic and research, religious and welfare activities, and net

equipment, boats, and pleasure aircraft.

2. Includes tobacco, toilet articles, drug preparations and
sundries, stationery and writing supplies, toys, film, flowers,
cleaning preparations and paper products, semidurable Shares are calculated from NIPA table 2.3.5.

foreign travel.

Nore. Percent changes are from NIPA table 2.3.1, and
contributions to percent change are from NIPA table 2.3.2.



4 Business Situation

travel by U.S. residents and in brokerage charges and
investment counseling; these slowdowns were partly
offset by an upturn in expenditures on social welfare.
The slowdown in housing was accounted for by expen-
ditures for lodging at hotels and motels.

Factors frequently considered in the analysis of con-
sumer spending were mixed in the fourth quarter
(chart 3). Real disposable personal income was flat, but
the unemployment rate decreased, and the Index of
Consumer Sentiment (from by the University of Mich-
igan’s Survey Research Center) increased modestly.

March 2004

Chart 3. Selected Factors Affecting Consumer

Spending
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3. Data: University of Michigan's Survey Research Center
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Private Fixed Investment

Real private fixed investment increased 9.3 percent in
the fourth quarter—Iess than in the third quarter but
above its 5.7-percent average annual rate for the past
10 years (table 4 and chart 4).

Nonresidential. Equipment and software increased
almost as much as in the third quarter, but the weak-
ness in structures became more pronounced.

Slower growth in information processing equip-
ment and software and in “other” equipment and a
downturn in industrial equipment were partly offset
by an upturn in transportation equipment. In infor-
mation processing equipment, the slowdown was ac-
counted for by communication equipment and by
computers and peripheral equipment. In other equip-
ment, the biggest slowdown was in construction ma-
chinery. The downturn in industrial equipment was
more than accounted for by special industry equip-

Table 4. Real Private Fixed Investment
[Seasonally adjusted at annual rates]

e Share of
tribution to percent current-
Change from on -
N : change in real PFI dollar
preceding period (percent) (percentage points) PFI
(percent)
2003 2003 2003
| Il n \% | I I} v v
Private fixed investment
[L:d5) 11| 61 158 93| 11| 61| 158| 93 100.0
Nonresidential..............ccccovernnne -06| 70| 128 | 9.6(-0.39| 464 | 859 | 6.33 65.9
Structures ... -40( 39| -1.8| -7.1|-0.66 | 0.62 |-0.27 | -1.10 14.7
Commercial and health care | -16.6 | 24| 22| -7.3(-124[-0.16 [ 0.15 | -0.47 6.1
Manufacturing...............oeeeeeen. -166| 88| -2.8|-159-0.15( 0.07 | -0.02 | -0.13 0.8
Power and communication .... | 12.2 | -24.0 [-16.0 | -5.8 | 0.37 |-0.85 | -0.50 | -0.16 27
Mining exploration, shafts,
891 | 89| 01| 041| 1.10| 0.16| 0.00 1.8
Other structures * 136 | -1.4| -9.4|-0.03| 0.6 [-0.05|-0.33 33
Equipment and software......... 05| 80| 176 151 | 0.26 | 4.02 | 8.85| 7.43 51.2
Information processing
equipment and software ... | 17.3 | 168 | 27.1| 17.1| 429 | 435| 7.16 | 4.59 28.0
Computers and peripheral
equipment.... 292 | 486| 534 | 306| 1.38| 226 | 268 | 167 6.1
Software 2 16| 99| 152| 157| 1.18| 1.05| 1.65| 1.64 10.8
Other3....... 174 97| 268 | 11.7| 1.73| 1.04 | 283 | 1.28 1.2
Industrial equipment. | 74| -13 15| -09(-0.65|-0.11| 0.13 |-0.07 7.6
Transportation equipment...... | -27.4 | -76 | -4.8 | 23.7 |-2.48 | -0.57 | -0.34 | 1.59 75
Other equipment * .............o... -105| 43| 262 | 17.2|-089 | 034 | 1.91| 1.32 8.0
Resid! 45| 45| 21.9| 86| 146 150 | 7.18| 2.94 34.1
Structures 45| 42| 220( 86| 1.43| 1.40| 7.08| 2.88 33.6
Permanent site 82| -04| 208 21.3| 1.56|-0.08 | 4.04 | 4.05 20.8
Single family 85| 01| 215 247 | 145| 0.02| 3.73| 4.16 18.8
Multifamily... 57| -48| 151 | -55| 0.11[-0.10| 0.31 | -0.11 2.0
Other structures -1.0| 11.8| 238 | -8.6|-0.13 | 1.49 | 3.04 [-1.17 12.8
Equipment .... 65| 21.3| 19.3| 123 0.03 | 0.10 | 0.09 | 0.06 0.5

1. Consists primarily of religious, educational, vocational,
lodging, railroads, farm, and amusement and recreational

structures, net

commissions on the sale of structures.
2. Excludes software embedded, or bundled, in

computers and
3. Includes

instruments, medical equipment and instruments, photo-

copy and relat
equipment.

4. Consists primarily of furniture and fixtures, agricultural
machinery, construction machinery, mining and oilfield
machinery, service industry machinery, and electrical equip-
ment not elsewhere classified.

5. Consists primarily of manufactured homes, improve-
ments, dormitories, net purchases of used structures, and
brokersi commissions on the sale of residential structures.

Nore. Percent changes are from NIPA table 5.3.1, and
contributions to percent change are from NIPA table 5.3.2.
Shares are calculated from NIPA table 5.3.5.

purchases of used structures, and brokersi

other equipment.
communication equipment, nonmedical

ed equipment, and office and accounting
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ment, which includes equipment for the manufacture
of semiconductors. The upturn in transportation
equipment mainly reflected upturns in aircraft and in
light trucks that were partly offset by a downturn in
autos and a deceleration in heavy trucks.

In structures, the larger fourth-quarter decrease
mainly reflected a downturn in commercial and health
care facilities. Most other components of structures
were also weaker in the fourth quarter than in the
third, but power and communication decreased less
than in the third quarter.

Conditions that are frequently considered in the
analysis of investment spending have been mixed in re-
cent quarters (chart 5). The capacity utilization rate for
manufacturing, mining, and utilities increased mod-
estly in the third and fourth quarters, but over the past
2 years, the series has shown little, if any, trend. Do-
mestic corporations’ profits from current production
posted large increases in the second and third quarters

Chart 4. Real Private Fixed Investment
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6 Business Situation

(the last quarters for which data are available). Long-
term interest rates remained close to the lows recorded
earlier in 2003. The growth of real final sales of domes-
tic product slowed in the fourth quarter but remained
close to its long-run average.

Residential. Real private residential investment in-
creased 8.6 percent in the fourth quarter after increas-
ing 219 percent in the third. Single-family
construction increased more than in the third quarter,
but “other” structures and multifamily construction
turned down. The downturn in other structures
mainly reflected a downturn in brokers’ commissions,
as house sales dropped from a record level in the third
quarter.

March 2004

Chart 5. Selected Factors Affecting Nonresidential
Investment
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Inventory Investment

Real inventory investment increased in the fourth
guarter, as inventory liquidation gave way to inventory
accumulation (table 5 and chart 6). In the third quar-
ter, inventory investment had decreased, reflecting a
step-up in the pace of liquidation.

Manufacturing inventories decreased less than in
the third quarter. Inventories of computer manufac-
turers and of machinery manufacturers turned up, and
inventories of fabricated metal product manufacturers
and of transportation equipment manufactures de-
creased less than in the third quarter. These changes
were partly offset by a downturn in inventories of pe-
troleum manufacturers, faster liquidation by manufac-
turers of nonmetallic mineral products, and a
downturn in inventories of beverage and tobacco
product manufacturers.

Wholesale trade inventories increased after decreas-
ing. In merchant wholesaling, inventories in a number
of industries turned up, most notably motor vehicles.
These changes were partly offset by downturns in in-
ventories of drugs and sundries, of professional and

Table 5. Real Change in Private Inventories, by Industry
[Billions of chained (2000) dollars; seasonally adjusted at annual rates]

Change from
Level preceding quarter
2002 2003 2003
v | Il 1} v | Il 1} \%
Change in private inventories
(6112 ) R 215| 16| -45| -9.1(149|-199| -6.1 | -4.6|24.0
Farm -35| 12| -20| -28|-06| 47| 32| -08]| 2
Mining, utilities, and construction ......... -33| 69| -22| -02(-01| -3.6 47 20| 01
Manufacturing.........c.....ouevueene -38|-122|-151|-158|-59 | 84| 29| -0.7| 99
Durable goods industries .. 19|-134|-14.0|-159|-1.4|-153| 06| -1.9 (145
Nondurable goods industries -5.7 10| -13| -02|-44 6.7 -23 11[-42
Wholesale trade 65| 47| 46| -1.3| 62|-112 0.1 33| 75
Durable goods industries .. 40| 06| -52| -76| 70| -34| 58| 24146
Nondurable goods industri 25| -5.1 04| 58|-06| -76| 55| 54|-64
Retail trade .......cooueeerenerieeriereienenns 266 | 271| 1563 | 11.0(152| 05(-118| 43| 42
Motor vehicle and parts dealers....... 204 191 | 154 12| 48| -13| -3.7|-142| 36
Food and beverage stores -04| 08| -09| 14|-23| 12| -1.7| 23|-37
General merchandise stor 47 03| -05| 01| 37| 44| -08 04| 38
Other retail stores ....... 22 72 16 85| 93| 50| -56 69| 0.8
Other industries -07| -21 4.7 06| 07| 14 68| -41| 01
ReSidUal Lo -06| -11| -05| 02|-12| 05| 06| 07|-14
Addenda: Ratios of private
inventories to final sales of
domestic business:
Private inventories to final sales ...... 253 | 251 | 249 | 242 (240 | | | | e
Nonfarm inventories to final sales.... | 2.32 | 230 | 229 | 222|221 | .o | e | wonr | v
Nonfarm inventories to final sales of
goods and Structures .................. 379 375 372 357 (354 | .| | | e

1. The residual is the difference between the first line embody weights of more than one period.
and the sum of the most detailed lines. It reflects the fact
that chained-dollar estimates are usually not additive, 5.6.6B, and ratios of private inventories to final sales of
because the quantity indexes on which they are based domestic business are from NIPA table 5.6.7B.

Nore. Real change in prive inventories is from NIPA table

Survey oF CURRENT BuUsINESS

commercial equipment, and of miscellaneous nondu-
rable goods. Inventories of nonmerchant wholesalers
turned up.

Retail trade inventories increased more than in the
third quarter. Inventories of general merchandise
stores increased after a slight decrease, and accumula-
tion by motor vehicle dealers stepped up. These
changes were partly offset by a swing from accumula-
tion to liquidation in the inventories of food and bev-
erage stores and a slowdown in accumulation by
building and garden equipment stores.

Farm inventories decreased less than in the third
quarter. Livestock inventories turned up, and crop in-
ventories decreased a little less than in the third quar-
ter.

The ratio of real private nonfarm inventories to final
sales of goods and structures decreased to 3.54 from
3.57. A ratio that includes all final sales of domestic
businesses decreased to 2.21 from 2.22.3 Both ratios
have been trending down for decades.

3. Using the ratio that includes all final sales of domestic businesses in the
denominator implies that the production of services results in a demand for
inventories that is similar to that generated in the production of goods and
structures. In contrast, using the “goods and structures” ratio implies that
the production of services does not generate demand for inventories. Both
implications are extreme. Production of some services may require sub-
stantial inventories, while production of other services may not.

Chart 6. Real Private Inventory Investment:
Change from Preceding Quarter
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Exports and Imports

Real exports of goods and services increased about
twice as much as in the third quarter; the increase was
the largest since the fourth quarter of 1996. Exports of
goods and exports of services both stepped up (table 6
and chart 7).

Capital goods contributed the most to the step-up
in exports of goods. The automotive category turned
up, and industrial supplies and materials increased
more than in the third quarter.

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

Share of
current-
. ’ Contribution to percent change | dollar
Change fr%r;e%:%dmg period in real exports or imports exports
(percentage points) or
imports
(percent)
2003 2003 2003
| Il n \% I n v \%
Exports of goods and
SEIVICeS.......covrrvuunnee -20| -11 99| 210 -20 -11 99| 210 100
Exports of goods *.................. 19| 1.7 86| 21.2 131 -1.18| 6.01 | 14.58 69.1
Foods, feeds, and beverages | 14.5 | -12.1 7.6 85| 068| -065| 039 047 5.3
Industrial supplies and
materials .........cvevveveerinne 75| -36 11 10.7 115 -059| 018 | 1.77 15.7
Capital goods, except
AUtOMOtIVE.......ovvereerrines -25| -1.1 19.7| 364 | -070 | -0.31| 519 | 9.66 285
Automotive vehicles,
engines, and parts ........... 59| -04| -62| 185| 045| -0.03|-048| 1.40 74
Consumer goods, except
automotive... 54| 74| 122| 141 044| 061 | 1.04| 125 8.5
Other......oouveenn. -164 | -4.9 -8.0 09| 071 -0.19 | -0.31 0.04 35
Exports of services®.............. -10.1 0.2 127 | 20.7 | -3.29 0.07 | 3.86| 6.42 30.9
Imports of goods and
SEIVICES.......orverrcrines -6.8 9.1 08| 164 | -6.8 9.1 08| 164 100
Imports of goods * ................. -66| 137 -1.5| 181 | -549 | 11.04 | -1.28 | 14.92 83.1
Foods, feeds, and beverages 125 52 40| 180 042 019 | 014| 064 36
Industrial supplies and
materials, except
petroleum an.... 0.5 10.0 02| -0.85 009 | 1.10| 0.07 1.2
Petroleum and prof 555 | -3.0|-16.1| -1.11 399 | -0.27 | -1.49 8.1
Capital goods, except
AUtOMOtIVE.......eovereerine -20| 126 50| 27.3| -0.38 233 | 094 | 499 195
Automotive vehicles,
engines, and parts ........... -86| 138| -140( 350 | -1.21 183 | -2.04 | 4.34 138
Consumer goods, except
automotive... 64| 10| -02| 279| 135| 021|-0.04| 567 218
-513 | 575 -193 | 138 | -3.71 239 | -1.12| 0.70 5.0
Imports of services .............. -75|-109 | 134 86| -1.28| -191| 213 152 16.9
Addenda:
Exports of agricultural
G00AS 2 ... 15| -89 147 | 52| s | i | i [ e 5.9
Exports of nonagricultural
GOOUS .vvvvervseesreereis 11| -15 81| 239 | oo [ v | e [ e 63.2
Imports of nonpetroleum
G0ODS ..o 59| 95| 14| 228 [ e | i | e | i 75.0

1. Exports and imports of certain goods, primarily military

2. Includes parts of foods, feeds, and beverages, of

equipment purchased and sold by the Federal Government, nondurable industrial supplies and materials, and of nondu-
are included in services. Beginning with 1986, repairs and rable nonautomotive consumer goods.

alterations of equipment are reclassified from goods to

services.

Nore. Percent changes are from NIPA table 4.2.1, and

contributions to percent change are from NIPA table 4.2.2.
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In services, “other transportation” and “other pri-
vate services” contributed the most to the fourth-quar-
ter step-up.

Real imports of goods and services also increased
more than in the third quarter; the increase was the
largest since the second quarter of 2002 (table 6 and
chart 8). An upturn in imports of goods was partly off-
set by a deceleration in imports of services.

In goods, all categories except petroleum products

Chart 7. Real Exports
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and industrial supplies and materials contributed to
the fourth-quarter upturn. The largest contributions
to the upturn were made by upturns in the automotive
and consumer goods categories and by a step-up in
capital goods. Petroleum imports decreased more than
in the third quarter, and imports of industrial supplies
and materials changed little after a strong increase.

In services, travel made the largest contribution to
the fourth-quarter slowdown.

Chart 8. Real Imports
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Government Spending

Government spending increased 0.8 percent in the
fourth quarter, 1 percentage point less than in the third
(table 7 and chart 9). Spending by state and local gov-
ernments slowed; spending by the Federal Govern-
ment stepped up modestly.

At the Federal level, an upturn in spending on na-
tional defense was partly offset by a downturn in non-
defense spending. The upturn in defense spending was

Business Situation

March 2004

vices; gross investment increased after decreasing.

At the state and local level, gross investment slowed,
while consumption expenditures turned up. The slow-
down in gross investment was mainly accounted for by
investment in structures.

Chart 9. Real Government Consumption
and Investment

more than accounted for by consumption expendi- Percent
tures, especially expenditures on services, including re- 10
search and development. The drop in Federal
nondefense spending was more than accounted for by

PERCENT CHANGE FROM PRECEDING QUARTER

consumption expenditures, especially purchases of ser- 6 R
Table 7. Real Government Consumption Expenditures and Gross Investment 5
[Seasonally adjusted at annual rates] B B e B I I
Share of 0l M JI‘ . l,-,J, | \.
: Contribution to percent current-
Change from preceding -
period (percent) change in real CEGI dollar )
(percentage points) CEGI 2 I
(percent)
-4
2003 2003 2003
-6 [ ‘ L1 ‘ [ ‘ [
Il 1} \% Il I} [\ \% 2000 2001 2002 2003
Government consumption Based on Seasonally Adjusted Annual Rates
expenditures and gross
investment (CEGI)............. -0.4 7.4 18| 08| -04 7.4 1.8 0.8 100 CONTRIBUTIONS TO 0.8-PERCENT INCREASE IN REAL GOVERNMENT
Consumption expenditures 08| 741 01| 02| 064 595| 0.07| 0.21 82.8 CONSUMPTION AND INVESTMENT IN 2003:1V
Gross investment................ -59| 90| 104| 37|-1.03| 149| 168 | 0.63 17.2

National Defense

Nondefense

Federal -02| 235 12| 1.6|-0.06| 7.95| 0.46 | 0.60 37.2

-56( 419 -1.3| 42|-1.33| 859 |-0.33 | 1.02 24.7
-48| 419| -47| 43(-1.00( 757 |-1.03| 0.90 21.6
-112| 421 | 264 3.8|-033| 1.02| 070 | 0.11 3.1

National defense ..
Consumption expenditures
Gross investment............ue....

Nondefense...........cc.couuvurerinn 105| 50| 6.5(-3.3| 1.27|-0.64 | 0.79 | -0.42 125
Consumption expenditures..... | 12.8 |-11.7 | 11.9 (-7.4 | 1.34 | -1.37 | 1.23|-0.84 10.8
Gross investment —4.1| 537 |-228(28.7|-0.07| 0.73 [-0.44 | 0.42 17

State and Local
-2 0 2
Percentage points at an annual rate
U.S. Bureau of Economic Analysis

State and local............... -05| -08| 21| 04]-032|-052| 1.29 | 0.24 62.8
Consumption expenditure 06| -05| -03| 03| 0.31[-025(-0.13| 0.15 50.4
Gross investment.........c...oceee -49| 22| 122| 0.7|-063|-026| 142 | 0.09 124

Nore. Percent changes are from NIPA table 3.9.1, and contributions to percent change are from NIPA table 3.9.2. Shares

are calculated from NIPA table 3.9.5.
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Prices

Inflation as measured by the price index for gross do-
mestic purchases slowed from 1.8 percent in the third
quarter to 1.1 percent in the fourth (table 8). The slow-
down mainly reflected a downturn in energy prices;
excluding food and energy items, prices increased 1.2
percent after increasing 1.3 percent (chart 10).

Prices of goods and services purchased by consum-
ers increased 0.7 percent after increasing 1.8 percent.

Table 8. Price Indexes
[Percent change at annual rates; based on seasonally adjusted index numbers (2000=100)]

Survey oF CURRENT BuUsINESS

: Contribution to percent change
Cha;gﬁog‘)(?eﬁézﬁ%dmg in gross domestic purchases
prices (percentage points)
2003 2003
| I 1l \% | Il 1l v
Gross domestic purchases........................ 34 04| 18| 11 34 04 18 1.1
Personal consumption expenditures .. 2.8 05| 18| 07| 1.87( 029 1.18| 045
Durable goods ..... -44| -39|-4.0(-39|-037|-0.33|-0.34 | -0.33
Nondurable goods ... 51| -21| 38| 05| 096|-042| 071 | 0.10
Services 32 27| 20| 17| 1.28| 1.05| 081 0.68
Gross private domestic investment 1.3 00| 20| 35| 024 0.07| 029 0.52
Fixed ir 1t.. 1.9 00| 21| 37| 026|-0.01] 030 053
Nonresidential.. -03| -12| 16| 1.7|-0.03|-011| 015 0.17
Structures..... 338 11| 27| 47| 009 0.02| 0.06| 0.10
Equipment and software.... -16| -18| 12| 09|-0.12|-0.14| 0.09| 0.07
Residential...........ccoocuuue 6.4 22| 31| 75| 029 0.10| 0.15| 0.36
Change in private inventories ... | v | woiee | vvvr | v -0.02 | 0.07 | -0.01 [ -0.02
Government consumption expenditures
and gross i 7.3 01| 17| 05| 127 0.01| 031 0.09
Federal 77 14| 13| 02| 048 0.09| 0.09| 002
National defense... 8.0 12| 13| 04| 032| 0.05( 006 | 0.02
Nondefense 7.2 16| 13| 00| 0.16| 0.04| 0.03| 0.00
State and local 71| 07| 20| 06| 079 -0.08| 0.22| 0.07
Addenda:
Gross domestic purchases:
Food 1.8 24| 25| 40| 017| 022| 023 0.37
Energy goods and services . 525(-141|112|-80| 166|-062| 042|-0.32
Excluding food and energy 1.8 09| 13| 12| 156 077 1.13| 1.00
Personal consumptions expenditures:
Food 24| 25| 40| | | | e
Energy goods and services . 86123 -95| .| | | e
Excluding food and energy .. 08| 1.0 07| | o] o] e
Gross domestic product 110 16| 12 | | | e

Nore. Most percent changes are from NIPA table 1.6.7; percent changes for personal consumption expenditures for
energy goods and services and for personal consumption expenditures excluding food and energy are calculated from
index numbers in NIPA table 2.3.4. Contributions to percent change are from table 1.6.8.

The price of gasoline and oil turned down, as did the
price of electricity and gas. Food prices, in contrast, in-
creased more than in the third quarter. The price of
consumer purchases excluding food and energy, which
is sometimes viewed as an indicator of the “underly-
ing” rate of inflation, increased 0.7 percent after in-
creasing 1.0 percent.

Prices of private nonresidential fixed investment in-
creased 1.7 percent after increasing 1.6 percent. Prices
of structures increased 4.7 percent, the largest increase
in more than 2 years. Prices of equipment and software
increased a little less than in the third quarter; the rare
back-to-back increases mainly reflected increases in
the prices of transportation equipment.

Prices paid by government increased 0.5 percent af-
ter increasing 1.7 percent. The slowdown was evident
at both the Federal level and at the state and local level.

Chart 10. Gross Domestic Purchases Prices:
Change From Preceding Quarter
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Revisions, next page.
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Revisions

The preliminary estimate of a 4.1-percent increase in
real GDP in the fourth quarter is 0.1 percentage point
higher than the advance estimate released last month
(table 9). In the past 20 years, the average revision,
without regard to sign, from the advance estimate to
the preliminary estimate was 0.5 percentage point.

The upward revision to fourth-quarter real GDP re-
flected upward revisions to equipment and software
investment, to inventory investment, and to exports
that were mostly offset by an upward revision to im-
ports.

The revision to equipment and software contrib-
uted an additional 0.36 percentage point to real GDP
growth. It primarily reflected the incorporation of
Census Bureau data for December, specifically, newly
available and revised data on shipments and newly
available data on exports and imports.

The revision to inventory investment contributed
an additional 0.31 percentage point to real GDP
growth. It primarily reflected the incorporation of
newly available and revised Census Bureau data on in-
ventories for November and December.

The revision to exports contributed an additional
0.16 percentage point to real GDP growth, and the re-
vision to imports reduced GDP by an additional 0.65
percentage point. Both of these revisions primarily re-
flect the incorporation of newly available Census Bu-
reau data for December and revised data for
November.

March 2004

Table 9. Preliminary and Advance Estimates for the Fourth Quarter of 2003
[Seasonally adjusted at annual rates]

Percent change from preceding Contribution to percent change in
quarter real GDP
Preliminary | Advance Preliminary Preliminary | Advance Preliminary
estimate” | estimate | MNuS estimate | estimate minus
advance advance
Gross domestic product 41 4.0 0.1 41 4.0 0.1
Personal consumption
expenditures.............coocoovenes 2.7 26 0.1 1.93 1.84 0.09
Durable goods ... -0.1 0.9 -1.0 -0.01 0.08 -0.09
Nondurable goods .. 52 4.4 0.8 1.04 0.89 0.15
Services 22 2.1 0.1 0.91 0.87 0.04
Gross private domestic
investment ... 15.8 124 34 231 1.84 0.47
Private fixed investment 93 8.1 12 1.39 1.23 0.16
Nonresidential..... 9.6 6.9 27 0.95 0.69 0.26
Structures -7.1 -3.0 4.1 -0.17 -0.07 -0.10
Equipment and software 15.1 10.0 5.1 112 0.76 0.36
Residential................coonruees 8.6 10.6 -2.0 0.44 0.54 -0.10
Change in private inventories | ... | | 0.92 0.61 0.31
Net exports of goods and
SBIVICES....oovvivivcrincriiees | e | e | e -0.30 0.19 -0.49
Exports..... 21.0 19.1 19 1.85 1.69 0.16
Goods. 21.2 19.2 20 1.28 1.17 0.11
Service 20.7 18.9 1.8 0.57 0.52 0.05
Imports .. 16.4 113 5.1 -2.15 -1.50 -0.65
Goods 18.1 12.2 59 -1.95 -1.34 -0.61
Service 8.6 7.0 1.6 -0.20 -0.16 -0.04
Government consumption
expenditures and gross
investment ... 0.8 0.8 0.0 0.16 0.16 0.00
Federal.......... 1.6 0.7 0.9 0.11 0.05 0.06
National defense 42 1.8 24 0.19 0.08 0.11
Nondefense ... -33 -16 -17 -0.08 -0.04 -0.04
State and local... 04 0.9 -0.5 0.05 0.11 -0.06
Addenda:
Final sales of domestic product 32 34 02| | e
Gross domestic purchases price
index 1.1 1.0 01| | |
GDP price index 12 1.1 01| | |

Nore. The preliminary estimates for the fourth quarter of available and revised), and crop and livestock estimates from
2003 incorporate the following revised or additional major the U.S. Department of Agriculture for 2003 (revised) and
source data that were not available when the advance esti- 2004 (projected).
mates were prepared. ) ) ) Exports and imports of goods and services: Exports and

Personal consumption expenditures: Revised retail sales imports of goods for November (revised) and December.
for November and December, and revised estimates of elec- Government consumption expenditures and gross
tricity usage for October. investment: Revised state and local construction put-in-place

Nonresidential fixed investment: Construction put-in- ;
place data for October and November (revised) and data for October and November (revised) and December.

December, manufacturers' shipments of machinery and Wages and salaries: Revised employment, average
equipment for December (revised), and manufacturers' ship- hourly earnings, and average weekly hours for December.
ments of complete civilian aircraft for December. GDP prices: Revised export and import prices for

Residential fixed investment: Revised construction put- October through December, revised unit-value index for
in-place data for October and November (revised) and petroleum imports for December, seasonally adjusted
December. consumer price indexes for October through December

Change in private inventories: Manufacturers and trade (revised), and revised prices of single-family houses under
inventories for November (revised) and December (newly construction for the quarter.
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Federal Budget Estimates for Fiscal Year 2005

By Benyam Tsehaye and Michelle Robinson

N February 2, 2004, the President of the United

States of America submitted the Budget of the
United States Government, Fiscal Year 2005 to Con-
gress. The budget calls for the continued war on terror-
ism, the strengthening of homeland security, and fiscal
restraint in nondefense and non-homeland-security.
The budget also proposes to extend temporary tax
cuts, some permanently and some for several years.
The fiscal year 2005 budget shows a $363.6 billion defi-
cit, a $157.1 billion decrease from the projected $520.7
billion deficit in fiscal year 2004.! Fiscal year 2003
ended with a $375.3 billion deficit. The Federal Gov-
ernment budget is presented on a total, or unified,
budget basis.?

Most fiscal year 2004 appropriations were not en-
acted until after the fiscal year 2005 budget was pro-
posed; therefore, the Office of Management and
Budget prepared the current-services estimates for fis-
cal year 2005, using enacted appropriations for the De-
partments of Defense and Homeland Security for fiscal
year 2004, and a conference report on the Consoli-
dated Appropriations Act of Fiscal Year 2004 for the
remaining agencies.® The conference report was subse-

1. Executive Office of the President, Office of Management and Budget,
Budget of the United States Government, Fiscal Year 2005 (Washington, DC:
U.S. Government Printing Office, 2004); <www.whitehouse.gov/omb/bud-
get/fy2005/budget.html>.

2. Other presentations of the Federal budget distinguish between off-bud-
get and on-budget transactions or between trust fund and Federal transac-
tions. In the off-budget and on-budget breakdown, off-budget receipts and
outlays, which consist of the social security trust funds and the Postal Ser-
vice fund, show surpluses of $154.0 billion in 2004 and $179.4 billion in
2005; on-budget receipts and expenditures, which include all other transac-
tions, show deficits of $674.8 billion in 2004 and $542.9 billion in 2005. In
the trust funds and Federal funds breakdown, trust fund receipts and out-
lays—which consist of all trust funds, including social security, medicare,
and unemployment compensation—show surpluses of $187.9 billion in
2004 and $243.3 billion in 2005. Federal funds receipts and outlays, which
consist of all transactions not classified as trust funds, show deficits of
$708.6 billion in 2004 and $606.9 billion in 2005. There are no equivalent
measures of these breakdowns in the national income and product
accounts.

3. Conceptually, the current-services estimates are designed to show Fed-
eral receipts and outlays that exclude any changes to existing laws, so these
estimates are neither recommended amounts nor forecasts; they form a
baseline from which administration or congressional proposals can be ana-
lyzed. The Budget Enforcement Act provided rules for formulating base-
lines. However, economic and programmatic assumptions continue to be
necessary to develop these estimates. In addition, the act itself allowed for
exceptions, such as the extension of certain provisions even after their
authority expired. The administration’s budget proposes several changes to
a section of the Budget Enforcement Act that establishes the requirements
for baselines.

guently adopted, so the budget estimates reflected in
this article are consistent with the actual appropria-
tions for fiscal year 2004. To estimate the current ser-
vices for fiscal year 2005, the 2004 levels were increased
by a projected rate of inflation.

Each year, the Bureau of Economic Analysis pre-
pares an adjusted presentation of the Federal budget
receipts and outlays that places them on a basis that is
consistent with the framework of the national income
and product accounts (NIPAs). The NIPA framework,
which differs in concept and timing from the Federal
budget, is designed to show the composition of pro-
duction and the distribution of the incomes earned in
production (see the box “Relation Between Budget Es-
timates and NIPA Estimates™”). The NIPA framework
provides a means of gauging the effects of the Federal
budget on aggregate measures of U.S. economic activ-
ity, such as gross domestic product (GDP). The NIPA
estimates presented in this article use the same eco-
nomic assumptions as the Federal budget for rates of
unemployment, of inflation, and of long-term inter-
est.’

The new NIPA framework now reflects the results of
the 2003 comprehensive revision. As a result of the re-
vision, several components that were previously in-
cluded as negative entries on the expenditures side
have been reclassified as current receipts. Some of the
terms used have also changed; for example, the term
“current surplus or deficit” has been replaced by “net
saving.” The terms, concepts, and tables 4-10 used in
this article now reflect the new NIPA framework.t The
following are the highlights of the article:

« On the NIPA basis, net Federal Government saving
(formerly, “current surplus or deficit (=), national
income and product accounts™) stood at —$519.5
billion in fiscal year 2004 and —$338.0 billion in fis-
cal year 2005.

« The 2003 comprehensive revision of NIPAs reclassi-
fied components from current expenditures to cur-
rent receipts, but the reclassification did not affect
net Federal Government saving.

4. Analytical Perspectives: Budget of the United States Government, 358.

5. See “Economic Assumptions” in Analytical Perspectives, 169-179.

6. See the box for a list of the articles on the 2003 comprehensive NIPA
revision that were published in the Survey oF CURRENT BusinEss.
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Relation Between Budget Estimates and NIPA Estimates

The Bureau of Economic Analysis (BEA) prepares esti-
mates of the Federal sector in a framework of national
income and product accounts (NIPAs). Unlike the bud-
get, which is a financial plan of the Government on a
cash basis, the NIPAs facilitate macroeconomic analyses
of the effects of changes in Federal current receipts, cur-
rent expenditures, and gross investment on gross domes-
tic product and its components, which are mainly on an
accrual basis.

One major conceptual difference between the budget
and the NIPAs is in the treatment of government invest-
ment in fixed assets; in the NIPAs, government consump-
tion expenditures excludes investment in fixed assets, but
it includes consumption of fixed capital, a depreciation
charge on past investment. Certain transactions that are
associated with the acquisition or disposal of assets are
included in the budget; in the NIPAs these transactions
are classified as capital transfers, and they include certain
investment grants-in-aid to state and local governments,
investment subsidies to businesses, and estate and gift
taxes. In the NIPAs, government employee retirement
plans are treated similarly to private pension plans, and
their assets are treated as if they belong in the NIPA
household sector; for example, employee contributions
to these plans are included in budget receipts, but they
are not included in NIPA current receipts. Similarly, Fed-
eral employee retirement benefits are included in budget
outlays, but they are not included in NIPA current
expenditures. In addition, the NIPAs exclude net pur-
chases of nonproduced assets, such as land and the radio
spectrum, because they do not affect current production;
the NIPAs also exclude transactions with residents of
Puerto Rico and the U.S. Territories, whose product and
income are excluded by definition, and the transactions
of the Federal Communication Commission (FCC) Uni-
versal Service Fund, which pass through a nonprofit
institution regulated by the FCC. (Investment in fixed
assets, capital transfers, and net lending and borrowing,
which includes purchases of nonproduced assets, are

1. BEAs adjustments are shown in tables 4 and 5 of this article. The adjustments
to the NIPA estimates that reflect the 2003 comprehensive NIPA revision will be
presented in NIPA table 3.18B Relation of Federal Government Current Receipts
and Expenditures in the NIPAs to the Budget, Fiscal Years” later this year. For a
summary of these adjustments, see “National Income and Product Accounts” in
the “Analytical Perspectives” 207-212.

For a detailed discussion of the adjustments, see Government Transactions
(methodology paper no. 5, Bureau of Economic Analysis November 1988);
<www.bea.gov>. For changes to the methodology since 1988, see Nicole Mayer-
hauser, Shelly Smith, and David Sullivan, “Preview of the 2003 Comprehensive
Revision of the National Income and Product Accounts: New and Redesigned
Tables,” Survey 83 (August 2003): 7-25; see Brent R. Moulton and Eugene P.
Seskin, “Preview of the 2003 Comprehensive Revision of the National Income and
Product Accounts: Changes in Definitions and Classifications,” Survey 83 (June
2003): 17-34; Brent R. Moulton, Robert P. Parker, and Eugene P. Seskin, “A Pre-
view of the 1999 Comprehensive Revision of the National Income and Product
Accounts: Definitional and Classificational Changes,” Survey 79 (August 1999):
11-14; Robert P. Parker, “Preview of the Comprehensive Revision of the National
Income and Product Accounts: Recognition of Government Investment and
Incorporation of a New Methodology For Calculating Depreciation,” Survey 75
(September 1995): 33-41; and Robert P. Parker, “A Preview of the Comprehensive
Revision of the National Income and Product Accounts: Definitional and Classifi-
cational Changes,” Survey 71 (September 1991): 24-25.

now shown in the gross saving and investment account
rather than in the government current receipts and
expenditures account. The differences are detailed in
tables 4 and 5.

NIPA current receipts differ from budget receipts
because of differences in coverage, netting and grossing,
and timing.? For most years, the differences between
NIPA current receipts and budget receipts primarily
reflect capital transfers received, supplementary medical
insurance premiums, and personal and business current
transfer receipts. (Personal and business current transfer
receipts, which are included in “other” netting and gross-
ing differences in table 4, are classified as receipts in the
NIPAs and are netted against outlays in the budget.)

Similarly, NIPA current expenditures differ from bud-
get outlays because of differences in coverage, netting
and grossing, and timing. For most years, the differences
between NIPA current expenditures and budget outlays
primarily reflect capital transfers paid, Federal employee
retirement plan transactions, and personal and business
current transfer receipts.

In the NIPA framework, budget outlays for national
defense and nondefense are reflected in both consump-
tion expenditures and gross investment. For national
defense, the budget outlays differ from the NIPA esti-
mates for major principal reasons. First, the NIPA mea-
sure includes general government consumption of fixed
capital. Second, for defense outlays, the cost of the mili-
tary retirement program is measured as the cash pay-
ment from the military personnel appropriation account
to the military retirement trust fund. In the NIPAs, pay-
ments are added to amortize the unfunded liability for
military and civilian retirement benefits; these payments
are recorded in the budget as intergovernmental transac-
tions. Third, NIPA expenditures are recorded on a deliv-
ery basis, and budget outlays are recorded on a cash basis;
thus, in the NIPAs, all work in progress except ships and
structures are included in the change-in-private-invento-
ries component of gross domestic product. Fourth, some
defense outlays, primarily disbursements for foreign mil-
itary sales, are treated as exports in the NIPAs. Initially,
the production of military equipment is recorded as an
increase in private inventories; when the equipment is
delivered, a decrease in private inventories is recorded.
For sales of equipment to foreign governments, the
decrease in inventories is offset by an increase in exports;
for sales of equipment to the U.S. Government, the
decrease in inventories is offset by an increase in govern-
ment consumption expenditures and gross investment.

2. The differences in coverage arise because certain transactions that are
excluded from the NIPAs are included in the budget and vice versa. The differ-
ences in netting and grossing arise because certain transactions are recorded as
offsets to outlays in the budget, but they are recorded as receipts in the NIPAs (and
vice versa). The differences in timing arise because in the budget, most receipts
and outlays are recorded on a cash basis, and in the NIPAs, some transactions are
recorded on an accrual basis.
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« The budget deficit exceeds NIPA net Federal Gov-
ernment saving by $25.6 billion in fiscal year 2005.
The differences in the two measures of government
fiscal position persist from year-to-year, and are due
to alternative accounting practices, such as differ-
ences in coverage, timing, and netting and grossing.

. The President’s proposed legislation and program
changes added, on net, $3.5 billion to the budget
deficit in fiscal year 2005.

This article briefly summarizes the budget estimates
for receipts and outlays, including major proposed leg-
islation and program changes. It then explains how the
budget estimates are transformed into the NIPA
framework of current receipts and current expendi-
tures and how the results of this process affect quar-
terly NIPA estimates for the current year. The article
concludes with a presentation of fiscal year and quar-
terly NIPA projections that are based on the budget re-
ceipts and outlays.”

The budget estimates

In the administration’s budget, receipts in fiscal year
2005 are projected to increase $238.2 billion, to
$2,036.3 billion (table 1). Receipts in 2004 are esti-
mated at $1,798.1 billion, up $15.8 billion from 2003.
Most of the acceleration in 2005 is accounted for by an
upturn in individual income taxes, which would in-
crease $108.4 billion in 2005 after decreasing $28.3 bil-
lion in 2004, and by an acceleration in social insurance
taxes and contributions, which would increase $61.5
billion after increasing $19.4 billion. The upturn in re-
ceipts also reflects the effects of the “adjustments for

7. This article is published after the release of the Federal budget. It pro-
vides updated fourth-quarter 2003 estimates that incorporate information
that became available after the release of the budget, and it provides more
detailed estimates of receipts and expenditures than those shown in the
NIPA estimates in Analytical Perspectives, 207-212.

Table 1. Budget Receipts by Source

[Billions of dollars]

Level for fiscal year Change from preceding year '

2002 2003 | 2004 2005 | 2003 2004 2005

Budget receipts.............ccoocenriinnnns 1,853.2 | 1,782.3 | 1,798.1 | 2,036.3 [ -70.9 15.8 238.2
Individual income taxes 858.3 | 793.7| 7654 | 8738 | -64.6 -28.3 108.4
Social insurance taxes and
contributions...............
Corporation income taxes ...

7008 | 7130 7324 7939| 122 19.4 61.5
1480 | 131.8| 168.7| 2302 -16.2 36.9 61.5

Excise taxes ... 67.0 67.5 70.8 73.2 0.5 3.3 2.4
Miscellaneous receipts.. 339 34.5 343 36.5 0.6 -0.2 22
Estate and gift taxes 26.5 220 23.9 214 -45 1.9 -25
Customs duties ... 18.6 19.9 22.6 221 13 2.7 -05
Adjustments for reven 11720 [N B =200 150 .o -20.0 5.0

1. Values may differ from budget data by $0.1 billion or less due to rounding.
Source: Budget of the United States Government, Fiscal Year 2005.

revenue uncertainty,” which are adjustments to re-
ceipts that take into account that actual receipts can
differ from projected receipts that are based on eco-
nomic and tax models; these adjustments would re-
duce the level of receipts $20.0 billion in 2004 and
$15.0 billion in 2005; thus they would increase the
year-to-year change in receipts $5.0 billion in 2005.
Total budget outlays in fiscal year 2005 are projected
to increase $81.0 billion, to $2,399.8 billion (table 2).
Outlays in 2004 are estimated at $2,318.8 billion, up
$161.2 billion from 2003. The deceleration in 2005 is
accounted for by a downturn in outlays for national
defense (which would decrease $3.1 billion in 2005 af-
ter increasing $48.8 billion in 2004), by a deceleration
in outlays for health (which would increase $9.1 billion
after increasing $23.9 billion), by a downturn in com-
merce and housing credit (which would decrease $5.0
billion after increasing $9.3 billion), and by a decelera-
tion in outlays for international affairs (which would
increase $3.6 billion after increasing $13.0 billion).

Table 2. Budget Outlays by Function

[Billions of dollars]

Level for fiscal year Change from preceding year '
2002 | 2003 | 2004 | 2005 2003 2004 2005
Budget outlays 2,157.6 | 2,318.8 | 2,399.8 | 146.6 | 161.2 81.0
Social security.. 456.0 | 4747 4962 | 515.0 18.7 215 18.8
National defense... 348.6 | 4049 | 4537 | 4506 56.3 488 -3.1
Income security 3125| 3344 | 3395| 348.1 21.9 5.1 8.6
Medicare 2309 | 2494 | 2705| 294.2 18,5 211 23.7
Health .... 1965 | 219.6 | 2435| 2526 23.1 239 9.1
Net interest . .| 171.0| 153.1| 1563 | 1779 -17.9 32 21.6
Education, training, employment, and
social services 705 82.6 87.2 89.0 121 46 1.8
Transportation........ 61.8 67.1 68.1 69.9 5.3 1.0 18
Veterans benefits a 51.0 57.0 60.5 67.5 6.0 35 7.0
Administration of justice.... 35.2 35.4 416 428 0.2 6.2 12
International affairs 224 21.2 34.2 37.8 -1.2 13.0 3.6
Natural resources and environment 29.5 29.7 31.7 30.9 0.2 2.0 -038
General science, space, and
technology ... 20.8 20.9 22.3 244 0.1 14 2.1
Agriculture........ 22.0 22.6 20.1 223 0.6 -25 2.2
General govern . 16.8 23.0 254 19.1 6.2 24 -6.3
Community and regiol
development........... 13.0 18.9 18.8 17.0 5.9 -0.1 -1.8
Commerce and housing credit... -04 -1.6 7.7 27 -1.2 93 -5.0
Energy ...cooovevvenes . 05 -0.8 1.0 1.8 -1.3 1.8 0.8
Allowances 2 ......... 0.8 | covene | e -08
Undistributed offsetting pts®...... —474 | -544| -59.3| -63.1 -7.0 —49 -38

1. Values may differ from budget data by $0.1 billion or less due to rounding.

2. Allowances are included in budget totals to cover certain budgetary transactions that are expected to increase or
decrease outlays, receipts, or budget authority but are not reflected in the program details. Allowances include funding for

emergencies, such as natural disasters, and for unforeseen defense and nondefense costs.

3. Undistributed offsetting receipts are collections that are offset against outlays but not distributed to a particular agency

or budget function. Undistributed offsetting receipts fall into two categories: Receipts from performing business-like activi-
ties, such as proceeds from leases or selling Federal assets; and shifts from one account to another, such as agency

payments to retirement funds.
Source: Budget of the United States Government, Fiscal Year 2005.

Proposed legislation and program changes

The fiscal year 2005 budget presents proposed legisla-
tion and program changes that would reduce the cur-
rent-services deficit $6.8 billion in 2004 and that
would increase the current-services deficit 3.5 billion
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in 2005 (table 3).2 The administration’s estimates of
current-services for fiscal year 2005 include additional
proposals and adjustments; and these adjustments
would decrease the current-services deficit. Excluding
these adjustments, the current-services deficit would
be larger $32.8 billion.

Receipts. Proposed legislation would increase re-
ceipts $6.9 billion in 2004 and would decrease receipts
$0.4 billion in 2005. A proposed change in the mea-
surement of employers’ pension liabilities would in-
crease receipts in both fiscal years. Proposals that
extend certain expiring tax provisions, which are not

8. In this article, the estimates of the administration’s proposed legislation
and program changes are the differences between the current-services esti-
mates provided by the budget and the actual budget. The current-services
estimates in the fiscal year 2005 budget include certain proposed legislation
and adjustments that are linked to the administration’s budget reform pro-
posals.

Table 3. Relation of Current-Services Estimates to the Budget
[Billions of dollars]

Fiscal year !
2004 2005
Receipts
Current-services estimates 2 1,791.2 | 2036.6
Plus: Proposed legislation excluding proposals included in the baseline 3 6.9 -0.4
Extend minimum tax relief for individuals................ -0.1 -9.4
Extend research and experimentation tax credit.... -0.7 -3.6

Improve the accuracy of pension liability measures .
Other -0.8 0.3

Equals: The budget 1,798.1 | 2,036.3
Outlays
Current-services estimates 2 2,318.7 | 2396.7
Plus: Program changes excluding proposals included in the baseline °........ 0.1 3.1
National defense 0.0 10.3
Health 02 -1.6
Natural resources and environment 0.0 -1.6
International affairs 0.0 1.3
Medicare 0.0 -0.9
Undistributed offsetting receipts * 0.0 -0.9
Veterans benefits and services -0.1 -0.8
General government 0.1 -0.8
Income security 0.0 -0.7
Community and regional development.............couvwweermeciviennriveerens 0.0 -0.3
Net interest 0.0 -0.1
Other -0.1 -0.8
Equals: The budget 2,318.8 | 2399.8
Current-services surplus or deficit (-) ........ -527.5 | -360.1
Proposed changes, receipts 1888 OUtlays ............ccc.vvvecimeeenreeeevvvieiissseceiens 6.8 -3.5
Administration budget surplus or deficit (-) -520.7 | -363.6
Addenda:
Net effect of budget reform proposals included in the baseline on current-
services deficit 32.
Effect on receipts of budget reform proposals included in the baseline ®...... | ............. -11.8

Extend certain provisions of the tax cuts enacted in 2001 and 2003:
Doubling of the individual standard deduction for joint filers.................. -5.3

10-percent individual income tax rate bracket.................. -40
Child tax credit 2.2
Repeal of estate and generation-skipping transfer taxes

Dividends tax rate structure
Expensing for small business 0.2

Adjustment to the baseline for outlays, budget reform proposal ®.........ccceee | werneerinne —-44.6
Adjustment for redefinition of emergencies, national defense...........cccceee | wvvvovers —42.8
Adjustment for cost of pay increases .......... -1.8

1. Values may differ from budget data by $0.1 billion or less due to rounding.

2. These current-services estimates are from the budget and include certain adjustments to reflect budget
reform proposals advanced by the administration. For information on the budget reform proposals, refer to the
Analytical Perspectives and table S-16 of the main Budget document.

3. Consistent with the budget, the proposed legislation excludes budget reform proposals that are included
in the baseline.

4. Undistributed offsetting receipts are collections that are offset against outlays but not distributed to a
particular agency or budget function. Undistributed offsetting receipts fall into two categories: Receipts from
performing business-like activities, such as proceeds from leases or selling Federal assets; and shifts from
one account to another, such as agency payments to retirement funds.

5. Only budget reform proposals included in the baseline and that affect receipts and outlays are shown.

Source: Budget of the United States Government, Fiscal Year 2005.

Survey oF CURRENT BUSINESS 17

included in the baseline, would decrease receipts in fis-
cal year 2004 and in fiscal year 2005. Some key propos-
als would have the following effects on receipts:

. A proposal to change the interest rate that is cur-
rently used to discount the pension liabilities of
employers who provide defined-benefit pension
plans to their employees would increase corporate
income tax receipts $8.5 billion in 2004 and $12.3
billion in 2005. By lowering employer payments to
meet pension obligations, which are tax-deductible,
the proposed interest rates would increase employ-
ers’ corporate tax liabilities.

«A proposal to extend the current amounts of
exemption for the alternative minimum tax and the
use of nonrefundable personal tax credits to offset
taxes would decrease receipts $0.1 billion in fiscal
year 2004 and $9.4 billion in fiscal year 2005. Cur-
rent law would lower the exemption amounts,
beginning in tax year 2005, and beginning in tax
year 2004, it would not permit the use of offsetting
nonrefundable tax credits.

« A proposal to permanently extend the 20-percent
tax credit for qualified research and experimenta-
tion expenses that are above specified amounts
would lower receipts $0.7 billion in fiscal year 2004
and $3.6 billion in fiscal year 2005.

The budget baseline for receipts includes proposed
legislation that would affect receipts. These proposals
would decrease receipts $11.8 billion in fiscal year
2005. Some key proposals included in the baseline
would have the following effects on receipts:

« A proposal to extend the current standard deduc-
tion for married taxpayers filing joint returns would
lower receipts $5.3 billion in 2005. Under the cur-
rent law, the standard deduction for joint filers
would be lowered, beginning in tax year 2005.

« A proposal to extend the current 10-percent indi-
vidual income tax bracket would lower receipts $4.0
billion in fiscal year 2005. The current law contracts
the bracket in 2005 and expands it in 2008.

« A proposal to extend the current child tax credit of
$1,000 for each qualifying child under the age of 17
would lower receipts $2.2 billion in fiscal year 2005.
The current law reduces the credit to $700 in tax
year 2005, raises it to $800 in 2009, and then raises it
back to $1,000 in 2010.

Outlays. The fiscal year 2005 budget includes pro-
posed program changes that would increase total out-
lays $0.1 billion in 2004 and $3.1 billion in 2005.° The
increase in 2005 is more than accounted for by the ef-

9. Outlays for homeland security are spread throughout certain budget
functions, including national defense, health, transportation, and adminis-
tration of justice.
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fects of program changes in national defense and inter-
national affairs; the increase is partly offset by
decreases in outlays for other functions. Key program
changes include the following:

« An increase of $10.3 billion for national defense,
mostly for discretionary spending on operation and
maintenance, on research, development, test, and
evaluation, and on military personnel, including a
3.5-percent pay raise.

« An increase of $1.3 billion for international affairs,
including funding for assistance to developing
nations through the Millennium Challenge Corpo-
ration, funding to combat AIDS in Africa and the
Caribbean by expanding the Emergency Plan for
AIDS Relief, and funding for payments to meet
obligations to international organizations.

« A decrease of $1.6 billion for health reflects the net
impact of proposals for increases and decreases in
Medicaid and other mandatory and discretionary
health activities.

« A $1.6 billion reduction in functions related to nat-
ural resources and the environment largely due to
reduced funding for Corps of Engineers water
projects, elimination of unrequested and unautho-
rized water and research projects in Environmental
Protection Agency, and deletion of one-time emer-
gency fire suppression funding provided for the
Forest Service and Bureau of Land Management in
fiscal year 2004.

Transformation of budget data into a NIPA
framework

Budget receipts and expenditures are transformed into
a NIPA framework by a detailed analytical process. Fis-
cal year budget data for receipts are supplemented by
information on the effects of budget proposals from
the Department of the Treasury’s Office of Tax Analy-
sis. These data are analyzed for their effects on each of
the NIPA receipts components: Current tax receipts,
contributions for government social insurance, in-
come receipts on assets, current transfer receipts, and
current surplus of government enterprises. Quarterly
projections are based on interpolations using the eco-
nomic assumptions from the budget. For the monthly
and quarterly NIPA estimates released by BEA during
the year, these initial projections are reevaluated and
revised as data from the Department of the Treasury
become available.

Fiscal year budget outlays are organized by appro-
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priation in the budget’s appendix.l® These fiscal year
data, along with supplemental information from the
Office of Management and Budget, are used to allocate
Federal fiscal year spending to the various NIPA cate-
gories: Current transfer payments, interest payments,
subsidies, and consumption expenditures and gross in-
vestment.t! The quarterly projections shown in this ar-
ticle are mainly derived by interpolating the fiscal year
projections.

For the historical quarterly NIPA estimates released
by BEA during the current year, the fiscal year relation-
ships derived from budget data are used to allocate the
spending that is detailed in the Monthly Treasury State-
ment of Receipts and Outlays of the United States Gov-
ernment.? Supplemental data are also used. A detailed
reconciliation of defense consumption expenditures
and gross investment to outlays is prepared using ex-
tensive financial, delivery, and other information from
the Department of Defense. In order to prepare sea-
sonally adjusted estimates of hondefense consumption
expenditures and gross investment, data derived from
the budget are used to extrapolate portions of nonde-
fense expenditures (for durable goods, other nondura-
ble goods, other services, and equipment) for which
there are no quarterly source data. These extrapola-
tions are combined with actual quarterly data for
certain spending categories, such as estimates of con-
struction spending from the Census Bureau and esti-
mates of compensation from the Office of Personnel
Management and the Bureau of Labor Statistics.

BEA' users should remember that budget data are
based on economic and programmatic assumptions
about the budget year, and that actual outcomes may
differ. In addition, the budget includes proposals for
the budget year that may not become law, and it may
exclude proposals that are subsequently enacted. Even
with these caveats, the information on hundreds of re-
ceipts and expenditures programs contained in the
budget forms the foundation of the NIPA Federal Gov-
ernment estimates. These estimates are initially pre-
pared from budget data, and they are updated during
the year as new laws are enacted, as actual spending

10. See Appendix: Budget of the United States Government, Fiscal Year
2005.

11. Outlays by program are first adjusted for coverage (for example, geo-
graphical adjustments) and for netting and grossing (for example, supple-
mental medical insurance premiums).

12. Department of the Treasury, Financial Management Service, Monthly
Treasury Statement (Washington, DC: U.S. Government Printing Office);
<www.fms.treas.gov/mts>.
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occurs, and as economic conditions change. Thus, the
monthly and quarterly NIPA estimates released by
BEA during the year may diverge from the initial quar-
terly projections.

Comparison of the budget and NIPA estimates

BEA adjusts the budget estimates in order to produce
estimates of Federal current receipts and expenditures
that are consistent over time with NIPA concepts and
methodologies.

For fiscal year 2005, NIPA current receipts would
exceed budget receipts by $73.2 billion as a result
of netting and grossing, coverage, and timing adjust-
ments (table 4). Netting and grossing adjustments
would add $98.4 billion, coverage adjustments would
subtract $36.9 billion, and timing adjustments would
add $11.7 billion. In netting and grossing, “Other”—
which includes Federal government payments to the
old-age, survivors, and disability trust funds—would
add $49.8 billion, and payments for supplementary
medical insurance premiums would add $36.8 billion.
In coverage adjustments, capital transfers received,
which consists of estate and gift taxes, would subtract
$21.3 billion.

For fiscal year 2005, NIPA current expenditures
would exceed budget outlays by $47.6 billion (table
5). Netting and grossing adjustments, which affect out-
lays the same as receipts, would add $98.4 billion,
coverage adjustments would subtract $46.1 billion,

Table 4. Relation of Federal Government Current Receipts in
the NIPAs to the Budget

[Billions of dollars]

Fiscal year

2003 2004 2005
Budget receipts 1,7823 | 1,798.1| 2,036.3
Less: Coverage difference: 36.2 39.3 36.9
Geographic 39 4.1 43
Contributions received by Federal employee retirement plans 2........... 46 47 47
Capital transfers received 3 21.8 238 213
Financial transactions 0.0 0.0 0.0
Other ¢ 5.9 6.7 6.6
Netting and grossing difference: -86.1 -91.6 -98.4
Supplementary medical insurance premiums -28.4 -322 -36.8
Income receipts on assets ...........covereeennes -10.8 -12.9 -13.1
Current surplus of government enterprises ... -2.9 0.6 14
Other ® -44.0 471 -49.8
Plus: Timing differences -2.1 -25 1.7
Taxes on corporate income 0.2 -6.5 1.7
Federal and state unemployment insurance taxes 0.8 15 1.1
Withheld personal current tax and social security contributions.... -2.9 27 8.8
Excise taxes 0.1 0.2 -0.4
OB oottt st -0.3 -0.4 0.5
Equals: Federal Government current receipts, NIPAs .............c.cccccovermrunnee 1,830.2 | 1,847.9 | 2,109.5

1. Consists largely of contributions for social insurance by residents of U.S. territories and Puerto Rico.

2. These transactions are included in the NIPA personal sector.

3. Consists of estate and gift taxes.

4. Consists largely of Treasury receipts from sales of foreign currencies to Government agencies.

5. Includes proprietary receipts that are netted against outlays in the budget and classified as receipts in the NIPAs. Also
includes some transactions not reflected in the budget but are added to both receipts and expenditures in the NIPAs.

Sources: Budget of the United States Government, Fiscal Year 2005 and the Bureau of Economic Analysis.
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and timing adjustments would subtract $4.7 billion. In
coverage adjustments, Federal employee retirement
plan transactions would add $31.5 billion, and capital
transfers paid, which includes capital grants to state
and local government and to businesses, would sub-
tract $48.0 billion. For national defense, largely
because of the treatment of military and defense civil-
ian retirement funds, the NIPA estimate of consump-
tion expenditures would exceed the budget estimate of
outlays by $9.2 billion (table 6).

For fiscal year 2005, in absolute value, the budget
deficit would exceed the NIPA estimate of net Federal
Government saving by $25.6 billion (table 7). The dif-
ference reflects the combined effects of coverage and
timing adjustments. The coverage adjustments lower
both NIPA current receipts and NIPA current expendi-
tures; the timing adjustments raise NIPA current

Table 5. Relation of Federal Government Current Expenditures in
the NIPAs to the Budget

[Billions of dollars]

Fiscal year

2003 2004 2005
Budget outlays 2,157.6 | 2,318.8 | 2,399.8
Less: Coverage differences 240 478 46.1
Geographic * 13.6 14.3 14.6
Federal employee retirement plan transactions 2 .................. -29.2 -31.8 -315
Interest received -48.8 -46.2 -48.5
Contributions received (employer) -68.6 -78.0 -78.9
Benefits paid 88.1 92.3 95.8
Administrative expense: 0.1 0.1 0.1
Financing disbursements from credit programs ° 6.8 -6.8 -83
Other differences in funds covered ¢ ... 6.0 58 55
Net investment ® 5.2 116 144
Capital transfers paid © 45.0 472 48.0
Financial transactions.......... -9.8 75 35
Loan disbursements less loan repayments and sales....... 12 15.8 134
Deposit insurance 1.1 14 11
Net purchases of foreign currency ............cooeeveeviienicnes 0.0 0.0 0.0
Other -12.0 -96 -11.1
Net purchases of nonproduced assets.............ccoccvnerieniene. 0.0 0.1 0.0
Outer Continental Shelf -0.2 0.0 0.0
Land and other 7 0.2 0.1 0.0
Other 8 0.0 0.0 0.0
Netting and grossing differences -86.1 -91.6 -98.4
Supplementary medical insurance premiums.... -28.4 -322 -36.8
Interest receipts -10.8 -129 -13.1
Current surplus of government enterprises..................... 29 0.6 14
Other © -44.0 474 -49.8
Plus: Timing differences -1.8 48 -47
Purchases (increase in payables net of advances) ........... -2.3 0.6 -3.3
Interest 0.0 0.0 0.0
Current transfer payments 1.1 4.0 -17
Subsidies -0.6 0.2 0.3
Equals: Federal Government current expenditures, NIPAs..... 2,218.0 | 2,367.4 | 2,4474

1. Consists largely of government social benefits, subsidies, and grants-in-aid to residents of U.S. territories
and Puerto Rico.

2. These transactions are included in the NIPA personal sector.

3. Consists of transactions (not included in the budget totals) that record all cash flows arising from post-
1991 direct loan obligations and loan guarantee commitments. Many of these flows are for new loans or loan
repayments; consequently, related entries are included in “Loan disbursements less loan repayments and
sales.

4. Consists largely of agencies or accounts, such as the Postal Service and the Federal Financing Bank,
that were not included in the budget in some time periods.

5. Net investment is gross investment less consumption of fixed capital for general government and govern-
ment enterprises.

6. Consists of investment grants to state and local governments and maritime construction subsidies. Does
not include the forgiveness of debts owed by foreign governments to the U.S. Government; this forgiveness is
classified as a capital transfer paid by the United States and is excluded from both budget outlays and NIPA
current expenditures.

7. Consists of net sales of land other than the Outer Continental Shelf and, beginning with 1995, the auction
of the radio spectrum.

8. Consists largely of net expenditures of foreign currencies.

9. Includes proprietary receipts that are netted against outlays in the budget and classified as receipts in the
NIPAs. Also includes some transactions that are not reflected in the budget data but are added to both receipts
and expenditures in the NIPAs.

Sources: Budget of the United States Government, Fiscal Year 2005 and the Bureau of Economic Analysis.
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Table 6. Relation of National Defense Consumption Expenditures and
Gross Investment in the NIPAs to National Defense
Outlays in the Budget

[Billions of dollars]

Fiscal year

2003 | 2004 | 2005

National defense outlays in the budget ... 405.1 | 453.7 | 450.6
Department of Defense, military 388.9 | 435.7 | 429.7
Military personnel 106.7 | 117.4 | 108.9
Operation and maintenance 151.4 | 165.7 | 163.9
Procurement 679 | 777| 782
Aircraft 213| 224 232
MISSIIES ..evrveerireercrreei ittt 41 47 5.4
Ships 95| 106 117
Weapons 3.9 42 3.9
Ammunition 1.0 17 1.5
Other 282 | 341| 324
Research, development, test, and evaluation.................coecereeeennes 53.1 606 | 66.2
Other 97| 143 126
Atomic energy and other defense-related activities ............c.cocuvrrerernn 162 | 180| 208
Plus: Consumption of general government fixed capital.......... 61.0| 622 634
Additional payments to military and civilian retirement funds........... 241| 269 278
Timing difference 23| -06 33
Less: Grants-in-aid to state and local governments and net interest paid. 34 38 39
Other differences 0.9 46 7.7
Equals: National defense consumption expenditures and gross
i NIPAs 483.5 | 535.0 | 526.9
Less: National defense gross investment ... 586 | 638 67.0
Equals: National defense consumption expenditures, NIPAs.............. 424.8 | 471.2 | 459.8

1. Gross investment consists of general government and government enterprise expenditures for fixed
assets; inventory investment is included in Federal Government consumption expenditures.
Sources: Budget of the United States Government, Fiscal Year 2005 and the Bureau of Economic Analysis.

receipts and lower NIPA current expenditures. Netting
and grossing adjustments have an equal effect on cur-
rent receipts and expenditures, so they have no effect
on saving.

Fiscal year 2005 NIPA estimates

In the NIPA framework, net Federal Government sav-
ing would increase $181.6 billion in fiscal year 2005 af-
ter decreasing $131.7 billion in fiscal year 2004 (table 7
and chart 1). The upturn in saving in fiscal year 2005

Table 7. Relation of Administration Budget and NIPA Estimates of
Federal Government Current Receipts and Expenditures
[Billions of dollars]

Level for fiscal year Change from pre-
Actual Estimates ceding fiscal year
2003 2004 2005 2004 2005
Administration budget:
Receipts 1,782.3 | 1,798.1 | 2,036.3 15.8 238.2
Outlays .| 21576 | 2,3188| 2,399.8 161.2 81.0
Surplus or defiCit () ......veerrreereennneenees -375.3 | -520.7| -3635| -1454 157.2
NIPAs:
Current receipts 1,830.2 | 1,847.9 | 2,109.5 17.6 261.6
Current expenditures.... 2,218.0 | 2,367.4 | 24474 149.4 80.1
Net Federal Government saving.. -387.8| -5195| -3380| -131.7 1815
Differences
Administration budget less NIPAs:
Receipts / Current receipts......... -47.9 -49.8 -732 -1.9 -234
Outlays / Current expenditures.... -60.4 -48.6 —47.6 11.8 1.0
Deficit / Net Federal Government saving 125 -1.2 -25.6 -137 -24.4

Sources: Budget of the United States Government, Fiscal Year 2005 and the Bureau of Economic Analysis.
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results from an acceleration in current receipts and
from a deceleration in current expenditures.

On a NIPA basis, Federal current receipts would in-
crease $261.6 billion in fiscal year 2005 after increasing
$17.6 billion in fiscal year 2004 (table 8 and chart 2).
The acceleration results from an acceleration in the tax
base that would increase receipts $279.7 billion. (The
tax base is estimated using the administration’s
economic assumptions and does not include effects
of proposed legislation.) In current receipts, personal
current taxes would turn up, increasing $129.5 billion
after decreasing $60.7 billion; the upturn is more
than accounted for by an upturn in the tax base. Taxes
on corporate income would increase $71.9 billion after
increasing $33.1 billion, reflecting an acceleration in
the tax base. Contributions for government social
insurance would increase $58.7 billion after increasing
$38.2 billion, reflecting an expected acceleration
in taxable wages and salaries. The current surplus
of government enterprises would decline less,
decreasing $0.8 billion after decreasing $3.5 billion,
reflecting an upturn in the current surplus of “other”
government enterprises and a smaller deterioration
in the Postal Service current surplus.

In the NIPA framework, Federal current expendi-
tures would increase $80.1 billion in fiscal year 2005 af-
ter increasing $149.4 billion in fiscal year 2004 (table 9

Chart 1. Federal Fiscal Position,
Surplus or Deficit (-)
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and chart 3). Consumption expenditures would in-
crease $6.1 billion after increasing $65.8 billion; the de-
celeration is mainly accounted for by a downturn in
national defense consumption expenditures. Grants-
in-aid to state and local governments would decrease
$4.1 billion after increasing $27.3 billion; the down-
turn is mostly attributable to a deceleration in
health grants and to downturns in “other” grants and
in grants for central executive, legislative, and judicial
activities. Government social benefits to persons
would increase $49.9 billion after increasing $54.4 bil-
lion; the slowdown is mainly attributable to a down-
turn in “other” government social benefits to persons
and to decelerations in veterans benefits and in social
security. “Other” current transfer payments to the rest
of the world would decelerate, increasing $2.6 billion
after increasing $6.5 billion. In contrast, Federal inter-
est paid would accelerate, increasing $25.3 billion after
increasing $0.7 billion; the acceleration reflects the ex-
pected higher interest rates and a larger public debt.
Subsidies would turn up, increasing $0.2 billion after
decreasing $5.3 billion.

Quarterly pattern. Seasonally adjusted quarterly es-
timates of NIPA current receipts and current expendi-
tures that are consistent with the budget estimates of
receipts and outlays for the fiscal year are shown in ta-
ble 10. The NIPA estimates of current receipts reflect
the quarterly pattern that results from the enacted and
proposed legislation, from the administration’s pro-

Table 8. Sources of Change in Federal Government Current Receipts,
NIPA Framework

[Billions of dollars]

Change from
preceding fiscal year

2003 | 2004 | 2005

Total receif
Due to tax bases .
Due to proposed legislation 0.0 7.7

Current tax receipts
Personal current taxes
Due to tax bases

-48.3 176 | 261.6
279.7

-20.0

201.0
129.5
149.2

Due to proposed legislation 0.0 -04| -19.7
Taxes on production and imports. 39 71 -0.4
Due to tax bases 39 57 1.1
Due to proposed legislation 0.0 14 -15
Taxes on corporate income 3.4 33.1 71.9
Due to tax bases 34 26.4 70.3
Due to proposed legislation 0.0 6.7 16
Taxes from the rest of the world -0.7 -0.1 0.0
Contributions for government social insurance 12.4 38.2 58.7
Due to tax bases 124 38.2 59.1
Due to proposed legislation 0.0 0.0 -0.4
Income receipts on assets 0.6 22 0.4
Current transfer receipts 0.0 14 2.3
Current surplus of government enterprises.................owweeciiienns -0.6 -35 -0.8

Sources: Budget of the United States Government, Fiscal Year 2005 and the Bureau of Economic Analysis.
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jected quarterly pattern of wages, and from BEA's
methodology for deriving quarterly estimates of decla-
rations and settlements (estimated income tax pay-
ments and final settlements) less refunds.’® The NIPA
estimates of current expenditures reflect the quarterly
pattern that results from enacted and proposed legisla-
tion that would adjust pay for Federal Government
employees and that would provide cost-of-living in-
creases in social security and other programs. The
quarterly estimates do not control to the fiscal year es-
timates, but they reflect estimated changes from pub-
lished preliminary estimates for the fourth quarter of
2003. Because of the limited information available to
estimate quarterly patterns, the estimates should be
viewed as rough approximations. These approxima-
tions will be superseded by BEA's more reliable quar-
terly estimates that will be prepared and published in
NIPA table 3.2.

In the NIPA framework, net Federal government
saving declines from —$320.4 billion in the first quarter
of 2003 to —$436.6 billion in the fourth quarter. Net
saving continues to decline in the first quarter of 2004,

13. For details on the methodology, see Eugene P. Seskin, “Annual Revi-
sion of the National Income and Product Accounts,” Survey 78 (August
1998): 29-31.

Chart 2. Federal Government Current Receipts,
NIPA Framework
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Table 9. Sources of Change in Federal Government Current

Expenditures, NIPA Framework
[Billions of dollars]

Change from
preceding fiscal year
2003 2004 2005
Total current expenditures 154.7 149.4 80.1
Consumption expenditures 64.2 65.8 6.1
National defense 54.9 46.4 -11.4
Pay raise and locality pay™............cccoevvrnisinniiincinins 0.0 34 33
Other 54.9 43.0 -14.7
Nondefense 9.3 19.4 175
Pay raise and locality pay™..........c.cccoevinnvininiinineinins 0.0 3.0 24
Other 9.3 16.5 15.1
Current transfer payment 95.4 88.3 484
Government social benefits t0 Person............oovvveereerreeenneene 55.9 54.4 499
Social security 17.9 21.0 18.1
Medicare 15.5 238 28.0
Supplemental security income 1.7 3.1 A
Earned income and other tax credits...... 55 2.7 43
Veterans benefits 0.9 52 2.0
Unemployment benefits 2.9 -9.2 -5.0
Food stamps 3.3 29 2.0
Other 8.0 48 -0.5
Government social benefits to the rest of the world................ 0.1 0.1 0.1
Grants-in-aid to state and local governments.............coveeeernes 36.3 27.3 4.1
Health 15.5 187 6.3
Medicaid 132 16.6 48
Other health 24 22 1.5
Education 6.7 6.0 -0.3
Welfare and social services. 1 0.1 -0.1
Housing and community SEIVICeS ............ccowuvnruvisseivrisennins 1.0 1.0 0.2
Central executive, legislative and judicial activities ................ 40 02 -4.8
Labor training and services 1.6 -0.7 1.8
Other 43 2.0 -3.6
Other current transfer payments to the rest of the world............ 31 6.5 26
Federal interest paid -16.3 0.7 253
SUDSIIES.....vverrrerrreirrreenne 114 -5.3 0.1
Agriculture subsidies 59 4.1 1.5
Housing subsidies 2.1 1.3 -0.1
OthEr SUDSITIES ...vvvvvvveeerer s sssss s ssesines 34 26 -1.2

1. Consists of pay raises and locality pay beginning in January 2004.
Source: Bureau of Economic Analysis.

reflecting an increase in current expenditures and a de-
crease in current receipts. The increase in current ex-
penditures is caused by sharp increases in planned
defense consumption expenditures and in government
social benefits to persons due to cost-of-living adjust-
ments. Net saving increases through the rest of 2004.
The second-quarter increase in net saving results from
an increase in receipts that offsets an increase in cur-
rent expenditures; the increase in receipts reflects in-
creases in current personal taxes, in contributions for
government social insurance, and in taxes on corpo-
rate income. The third-quarter increase in net saving
results from a larger increase in current receipts—
mainly in personal current taxes—than in current ex-
penditures. The fourth-quarter increase in net saving
is attributable to an increase in current receipts, re-
flecting increases in personal current taxes, in taxes on
corporate income, and in contributions for govern-
ment social insurance; expenditures fall.

Net saving is projected to increase substantially in
the first quarter of 2005 as a result of an increase in
current receipts that more than offsets an increase in
current expenditures. The increase in current receipts
primarily reflects increases in personal current taxes, in

March 2004

Chart 3. Federal Government Current Expenditures,
NIPA Framework
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taxes on corporate income, and in contributions for
government social insurance. The increase in current
expenditures reflects increases in government social
benefits to persons, reflecting cost-of-living adjust-
ments, in grants to the rest of the world, and in interest
payments. Net saving continues to increase in the sec-
ond and third quarters of 2005, but by smaller
amounts. The second-quarter increase is accounted for
by a larger increase in current receipts than in current
expenditures; the increase in current receipts reflects
increases in personal current taxes, in taxes on corpo-
rate income, in contributions for government social
insurance, and in taxes on production and imports.
The third-quarter increase is primarily attributable to
an increase in current receipts, mainly in personal cur-
rent taxes, in taxes on corporate income, and in contri-
butions for government social insurance; the increase
in current receipts more than offsets the increase in
current expenditures.
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Table 10. Federal Government Current Receipts and Expenditures, NIPA Framework
[Billions of dollars; calendar year and quarters at seasonally adjusted annual rates]
Calendar year 2 Quarter 2
. ) . ) -
Line Fiscal year estimates Pub- Esti- Published Estimated
lished | mated 2003 2004 2005
2003 2004 2005 2003 2004 | I 11 [\ | I 11 [\ | I 11
1 Current receipts.................. 1,830.2 | 1,847.9 ( 2,095 1,843.4 | 1,890.2 | 1,863.5| 1,863.9 | 1,784.3 | 1,861.9 | 1,821.8 | 1,864.5| 1,9125| 1,962.0 | 2,084.6 | 2,132.1 | 2,176.6
2 | Current tax receipts 1,009.2 1,060.3 | 1,057.1 9721 | 1,0434 9856 | 1,016.0| 1,0498| 1,087.9 | 1,190.7 [ 1227.0 | 1,260.9
3 Personal current taxes.. . 721.0 794.3 794.6 696.3 765.7 689.3 703.1 720.7 742.0 818.1 841.0 862.5
4 Withheld income taxes . . 731.8 728.3 7315 694.6 707.2 705.2 7.7 732.9 750.8 779.2 797.7 815.1
5| Declarations and final settlements
less refunds . -10.8 66.1 63.1 17 58.5 -16.0 -14.6 -12.2 -8.9 38.9 433 474
6 Proposed legislation . -04 04 -0.4 -04 -0.4 -9.2 -92 -9.2
7 Other -10.4 66.1 63.1 17 58.5 -15.6 -14.2 -11.8 -85 48.1 52.4 56.5
8 | Taxes on production and imports....... 90.3 97.4 97.0 88.0 95.4 88.3 87.7 86.3 89.8 93.1 96.9 97.5 94.0 93.3 94.3 95.0
9 Proposed legislation . 1.4 0.0 0.0 1.4 0.0 0.0 0.0 0.0 0.0 2.9 29 0.0 0.0 0.0 0.0
10 96.0 97.1 88.0 93.9 88.3 87.7 86.3 89.8 93.1 94.0 94.6 94.1 934 94.3 95.1
11 | Taxes on corporate income... 151.0 184.1 256.0 175.7 218.8 171.0 167.9 182.8 181.0 196.3 209.1 2247 244.9 272.3 284.8 296.4
12 Federal Reserve Banks 19.9 19.7 24.5 213 22.8 227 22.0 20.2 20.2 213 222 233 24.5 25.9 27.2 284
13 Proposed legislation ... | veevrnveevs 0.0 0.0 [ oo 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
14 .A 19.9 19.7 245 213 22.8 227 22.0 20.2 20.2 213 222 233 245 25.9 27.2 284
15|  Other taxes on corporate income 131.2 164.4 2315 154.4 195.9 1483 145.9 162.6 160.7 175.0 186.9 201.4 220.5 246.4 257.7 268.1
16 Proposed legislation . | 6.7 83 [ e, 8.8 8.9 8.9 8.9 83 8.3 8.3 8.3
17 Other 131.2 157.7 223.3 154.4 187.2 1483 145.9 162.6 160.7 166.1 178.0 192.5 2122 238.2 249.4 259.8
18 | Taxes from the rest of the world......... 6.8 6.7 6.7 6.8 6.9 6.8 6.9 6.7 6.9 6.9 6.9 6.9 6.9 6.9 6.9 6.9
19 | Contributions for government social
insurance 749.8 788.0 846.7 761.1 808.4 755.1 758.5 763.1 767.7 789.9 801.8 815.6 826.2 845.2 855.6 865.4
20 Old age, survivors, disability, and
hospital insurance...................... 679.5 707.3 7221 683.0 686.1 690.4 695.0 705.3 716.2 728.8 738.3 750.2 760.1 769.4
21 Tax on wages and salaries
(FICA, gross) 640.9 665.6 681.4 645.9 648.7 652.7 657.0 666.1 675.9 687.5 696.2 707.8 717.3 726.3
22 Proposed legislation . . 0.0 0.0 0.0 0.0 0.0 0.0 -05 -0.5 -05
23 Base increases. . 02 . 0.9 0.9 09 0.9 09 2.8 28 2.8
24 January 2004 . 0.2 . 0.9 | wrrerrrenns 0.9 0.9 0.9 0.9 0.9 0.9 0.9
25 January 2005 B [ | v | e | e | i | e | e | e | e | e 1.9 19 1.9
26 Other....... 640.9 665.4 1.1 680.6 645.9 648.7 652.7 657.0 665.2 675.1 686.7 695.3 705.6 715.1 724.0
27 FICA Refunds . -17 -1.6 . 1.7 -16 -17 -17 -17 -17 -1.6 -16 -1.6 -16 -17 -17 -17
28 Voluntary hospital insurance...... 16 1.7 19 1.6 1.8 1.6 1.6 1.6 1.6 1.7 1.8 19 1.9 19 1.9 1.9
29 Tax on self-employment
earnings (SECA) 38.7 415 438 37.6 405 37.2 375 37.8 38.1 39.1 40.0 40.9 4.7 422 426 42.9
30 Base increases. 0.1 0.2 0.3 0.1 0.2 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.3 0.3 0.3
31 38.7 413 435 37.6 40.3 371 374 377 38.0 38.9 39.8 40.7 415 41.9 422 42.6
32 Supplementary medical
insurance 26.7 30.3 34.8 27.2 322 2741 27.2 273 27.3 316 32.0 32.5 329 36.2 36.2 36.2
33| Unemployment insurance. 34.3 40.8 46.5 35.7 441 355 35.8 36.0 35.7 433 43.7 444 44.9 487 49.2 497
34 Oth 9.3 9.7 9.9 9.5 9.9 9.4 94 9.4 9.6 9.7 9.9 10.0 10.1 10.1 10.1 10.1
35 | Income receipts on assets 214 236 24.0 241 24.3 225 23.6 249 25.2 246 24.3 241 24.3 24.8 25.2 256
36 Interest rec