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Annual Industry Accounts. Advance statistics on GDP by industry for 2012.

International Economic Accounts. A progress report on modernizing these accounts to align them with international guidelines.
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Director’s Message

The integrated macroeconomic accounts, available on the Bureau
of Economic Analysis (BEA) Web site, bring together data from
two widely used sets of economic accounts, the national income
and product accounts from BEA and the flow of funds accounts
from the Federal Reserve Board. By linking production and in-
come to changes in net worth, the integrated accounts provide a
more complete view of the U.S. economy and enhance the inter-
national comparability of U.S. economic statistics. This month, a
BEA Briefing summarizes the main features of the integrated ac-
counts and illustrates possible uses of the accounts for economic
and policy analysis, with a look at key measures before and after
the financial crisis of 2008.

Also in this issue, we’re pleased to present our new quarterly
statistics on the international investment position of the United
States. The new statistics are available for the fourth quarter of
2005 through the fourth quarter of 2012. These new statistics are
part of BEA’s effort to provide more frequent and more timely
statistics on cross-border linkages to help users better assess U.S.
vulnerability to external financial shocks in the aftermath of the
2008 financial crisis.

Elsewhere, the Regional Quarterly Report takes a look at state
personal income for the fourth quarter of 2012 and for the year
2012. Personal income grew in every state in the fourth quarter,
the first time that has happened in seven quarters.

Other articles take a look at the third estimates of gross do-
mestic product for the fourth quarter of 2012, government re-
ceipts and expenditures for the fourth quarter, and inventories
and sales information for the fourth quarter.

S

J. Steven Landefeld
Director, Bureau of Economic Analysis
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Taking Account...

BEA study uses novel data
to explore export methods

Over the past decade, interest in
the industrial organization of in-
ternational trade has exploded,
as new microdata sets have led to
the development of heteroge-
neous firm trade models that
link firm characteristics and ex-
port participation.

Benjamin R. Bridgman, an
economist at the Bureau of Eco-
nomic Analysis (BEA), has
added to the literature with a re-
cent paper that explores export
methods for U.S. motion pic-
tures using novel information:
internal data for United Artists
(UA) from 1928 to 1949, which
were available from an archival
source. During that period, UA
was a major motion picture ex-
porter, with sales to more than
50 countries.

The source data give country-
level detail on method of entry,
sales, and distribution costs. In
addition, the archives include
memos and other documents
that provide direct insight into
the decisions to enter foreign
markets.

Exports methods have long
been a topic of interest for econ-
omists. In the first wave of re-
search built on heterogeneous-
firm trade models, economists
concentrated on direct exports
to foreign markets. As empirical
work progressed, however, it be-
came clear that exporting firms
rely on a variety of methods.

The question of how firms
decide to enter foreign markets
is important, in large part be-

cause the cost structures of spe-
cific methods can be quite
different. Therefore, exports
may respond to shocks differ-
ently, depending on the methods
that firms have chosen.

These differences have impli-
cations for the measurement of
trade elasticities. If an exporter
uses a method with higher fixed
costs, short-run fluctuations will
underestimate the long-run elas-
ticity. In addition, understand-
ing export methods helps in
estimating trade-in-service flows
in the BEA international trans-
actions accounts, shedding light
on when cross-border transac-
tions actually occur. These ac-
counts include cross-border
transactions; they do not include
sales by affiliates.

In general, data constraints
have restricted analyses of firms’
decisions when it comes to ex-
port methods.

Most data sets that provide
information about firms ex-
ports do not link a transaction
to a firm unless the firm exports
directly. And at best, they link an
export transaction to the last do-
mestic firm to handle it. Since it
is unclear which firm made the
products that intermediaries ac-
tually export, it is difficult to ex-
amine the methods of export. In
addition, there is surprisingly
little direct evidence on the mag-
nitude or the nature of the costs
that firms face when exporting.
Indeed, it appears as though no
research papers to date directly
measure these costs. Existing es-
timates rely instead on a struc-

tural model to derive these costs.

Bridgman’s paper provides an
illuminating look at how com-
panies might decide on optimal
export methods.

The paper suggests that firms
will use a hierarchy of methods,
with more intensive methods,
such as opening a foreign office,
used for larger markets. Large
markets are more costly to enter
and require larger sales networks
mainly because there are more
theaters to service. While highly
intensive methods require the
firm to pay more in distribution
costs, they generate more reve-
nue and are more profitable.
Less intensive methods are
cheaper, but they generate less
revenue for a given market size.
This finding contrasts with the
current literature, which empha-
sizes sorting of methods by firm
characteristics: large, productive
firms use foreign direct invest-
ment, while small firms use ex-
ports.

Bridgman’s paper also exam-
ines the impact of trade barriers,
finding that distance is not as big
a barrier as cultural differences.
Whether a country speaks Eng-
lish is an important predictor of
revenue, while physical distance
does not have a significant effect.
This finding is surprising given
that communications and travel
technology were unreliable at
long distances during the period
studied and given that more re-
cent studies have found distance
to be important.

The paper is available on the
BEA Web site.
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GDP and the Economy
Third Estimates for the Fourth Quarter of 2012

EAL GROSS domestic product (GDP) rose at
an annual rate of 0.4 percent in the fourth quarter
of 2012, according to the third estimates of the na-
tional income and product accounts (chart 1 and table

1).! In the third quarter, real GDP rose 3.1 percent.

The third estimate of real GDP growth was revised
up 0.3 percentage point from the second estimate, but
the upward revision did not change the general picture

of the economy (see page 3).2

o Real final sales of domestic product, GDP less inven-
tory investment, rose 1.9 percent in the fourth quar-
ter after rising 2.4 percent in the third quarter.

e Prices of goods and services purchased by U.S. resi-
dents, as measured by the gross domestic purchases
price index, increased 1.6 percent in the fourth quar-
ter after increasing 1.4 percent in the third quarter.
Energy prices decelerated and food prices turned up
in the fourth quarter. Excluding food and energy,
prices increased 1.2 percent, the same increase as in
the third quarter.

o Real disposable personal income (DPI) increased 6.2
percent in the fourth quarter after increasing 0.7 per-
cent in the third quarter. Current-dollar DPI
increased 7.9 percent after increasing 2.3 percent.
The sharp acceleration in fourth-quarter DPI
reflected a sharp acceleration in personal income that
was partly offset by an acceleration in personal cur-
rent taxes (see “Special Factors Affecting Disposable
Personal Income” in the March 2013 Survey or Cur-
RENT BUSINESS).

e The personal saving rate, personal saving as a percent
of current-dollar DPI, was 4.7 percent in the fourth
quarter; in the third quarter, the rate was 3.6 percent.

e Real gross domestic income rose 2.6 percent in the
fourth quarter after rising 1.6 percent in the third
quarter.

e Corporate profits from current production increased
$45.4 billion in the fourth quarter after increasing
$45.7 billion in the third quarter (see page 4).

1.“Real” estimates are in chained (2005) dollars, and price indexes are
chain-type measures. Each GDP estimate for a quarter (advance, second,
and third) incorporates increasingly comprehensive and improved source
data; for more information, see “Revisions to GDP, GDI, and Their Major
Components” in the July 2011 Survey or CURRENT BusiNess. Quarterly esti-
mates are expressed at seasonally adjusted annual rates, which assumes that
a rate of activity for a quarter is maintained for a year.

2. In this article, “consumer spending” refers to “personal consumption
expenditures (PCE),” “inventory investment” refers to “change in private
inventories,” and “government spending” refers to “government consump-
tion expenditures and gross investment.”
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Lisa S. Mataloni prepared this article.


http://www.bea.gov/scb/pdf/2011/07%20July/0711_revisions.pdf
http://www.bea.gov/scb/pdf/2011/07%20July/0711_revisions.pdf
http://www.bea.gov/scb/pdf/2013/03%20March/0313_gdpecon.pdf
http://www.bea.gov/scb/pdf/2013/03%20March/0313_gdpecon.pdf
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Real GDP Overview

Table 1. Real Gross Domestic Product and Components

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real GDP
GDP (percent) (percentage points)
(percent)
2012 2012 2012
v | Il n | v | Il I v
Gross domestic product ... 1000 20| 13| 31| 04| 20| 13| 31| 04
Personal consumption
expenditures ... 709, 24| 15| 1.6 1.8 1.72| 1.06| 1.12| 1.28
[CToTols N 242| 47| 03| 36| 43| 1.11| 0.08| 0.85| 1.02
Durable goods... 79| 115/ -0.2| 89| 13.6| 0.85/-0.02| 0.66| 1.00
Nondurable goods. 16.3| 1.6/ 06| 12| 0.1| 026| 0.10| 0.19| 0.02
SEIVICES ..ocrvvverreereeee i 467| 13| 21| 06| 06| 061 099| 0.26| 0.27
Gross private domestic
investment 132| 6.1| 07, 6.6| 13| 0.78| 0.09| 0.85| 0.17
Fixed investment 131 9.8| 45| 09| 140| 1.18| 056| 0.12| 1.69
Nonresidential " 105| 7.5/ 36| -1.8| 132| 0.74| 0.36|-0.19| 1.28
SHrUCIUIES ..o 30| 129 0.6| 00| 16.7| 0.35| 0.02| 0.00| 0.46
Equipment and software 75| 54| 48| -26| 11.8| 0.39| 0.35|-0.19| 0.82
Residential ...........ccooccvumrivvnes 26| 205 85| 135| 17.6| 0.43| 0.19| 0.31| 0.41
Change in private inventories...... 0.1 | v [ e | e | v -0.39|-0.46| 0.73 —1.52/
Net exports of goods and
services .... =33 | s | [ | e 0.06 | 0.23| 0.38| 0.33
Exports.. 138| 44| 53| 19| 28| 060| 0.72| 0.27|-0.40
Goods 97| 40| 7.0| 11| -50] 0.39| 0.67| 0.11|-0.50
Services 41| 52| 11| 40| 25| 0.21| 0.05| 0.16| 0.10
Imports....... 172| 31| 28| -06| 4.2|-054|-0.49| 0.11| 0.73
Goods.... . 143| 2.0 29| -12| -39(-0.29(-0.42| 0.18| 0.57
SBIVICES ..o 28| 9.0| 23| 26| -5.6|-0.25|-0.07|-0.07| 0.17
Government consumption
expenditures and gross
investment ... 19.2| -3.0| -0.7| 3.9| -7.0|-0.60|-0.14| 0.75|-1.41
Federal 75| 42| -02| 95|-14.8/-0.34|-0.02| 0.71|-1.23
National defense ... 50| -7.1| -0.2| 12.9|-22.1|-0.39|-0.01| 0.64|-1.28
Nondefense.... 26| 18| -04| 30| 17| 0.05/-0.01| 0.08| 0.04
State and local 17| -22| -1.0| 03| -1.5|-0.26|-0.12| 0.04 |-0.18

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

Nore. Percent changes are from NIPA table 1.1.1, contributions are from NIPA table 1.1.2, and shares are from

NIPA table 1.1.10.

Table 2. Real Gross Domestic Product (GDP) and Related Measures

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real GDP
GDP (percent) (percentage points)
(percent)
2012 2012 2012
% | I | v | I Il v
Gross domestic product " ............ 100.0 20| 13| 31| 04| 20 13| 31| 04
Final sales of domestic product 99.9| 24| 17| 24| 19| 235 1.71| 2.37| 1.89
Change in private inventories (015 EPOURPURN EPPURPO IFURPUNS DUOROON -0.39|-0.46 | 0.73| -1.52
GOOS ..o 286 39| 13| 61| 14| 109 038| 1.73| 0.40
Services 642| 06| 12| 17| -13|038| 0.76| 1.11|-0.84
Structures 72| 74| 17| 39| 121]050| 0.12| 0.27| 0.82
Addenda:
Motor vehicle output ............ccoveweene 28| 309, 73| -86| 68| 0.72| 0.20(-0.25| 0.18
GDP excluding motor vehicle output 972 13| 11| 35| 02| 1.23| 1.06| 3.36| 0.20
Final sales of computers................. 04| 45(-19.9| 295| 26.5| 0.02|-0.10| 0.11| 0.10
GDP excluding final sales of
COMPULETS ....ovvvvvivraiisisniiiiens 996 19| 14| 30| 03] 1.94| 1.35| 2.99| 0.28
Gross domestic income (GDI) ... 38| 07| 1.6 2.6 [renne e [ereni

1. The estimates under the contribution columns are also percent changes.
2. GDl is deflated by the implicit price deflator for GDP.

Norte. For GDP and its components, percent changes are from NIPA table 1.2.1, contributions are from NIPA
table 1.2.2, and shares are calculated from NIPA table 1.2.5. For GDI, percent changes are from NIPA table 1.7.1.

Consumer spending picked up in the fourth quarter.
The pickup was more than accounted for by an accel-
eration in durable goods that mainly reflected an ac-
celeration in motor vehicles and parts. Services
increased 0.6 percent, the same as in the third quarter.

Nonresidential fixed investment turned up, adding
1.28 percentage points to the change in real GDP after
subtracting 0.19 percentage point. The upturn pri-
marily reflected an upturn in equipment and software,
mainly due to an upturn in information processing
equipment and software. In addition, structures accel-
erated primarily because of an upturn in power and
communication structures.

Inventory investment turned down, subtracting 1.52
percentage points from the change in real GDP after
adding 0.73 percentage point; the downturn reflected
a downturn in nonfarm inventory investment that was
partly offset by an upturn in farm inventory invest-
ment. In nonfarm industries, the downturn primarily
reflected downturns in manufacturing industries and
in wholesale trade industries.

Exports turned down, subtracting 0.40 percentage
point from the change in real GDP after adding 0.27
percentage point, reflecting a downturn in goods ex-
ports and a deceleration in services exports.

Imports decreased 4.2 percent after decreasing 0.6
percent; the larger decrease primarily reflected a larger
decrease in goods and a downturn in services that was
primarily in royalties and licenses fees; in the third
quarter, these fees reflected payments for broadcast
rights for the Summer Olympics.

Federal government spending turned down, reflecting
a sharp downturn in national defense spending and a
deceleration in nondefense spending. (See “Federal
Government Defense Spending” in the March 2013
SURVEY).

Real final sales of domestic product, GDP less inven-
tory investment, increased 1.9 percent in the fourth
quarter after increasing 2.4 percent.

Motor vehicle output turned up, increasing 6.8 per-
cent in the fourth quarter after decreasing 8.6 percent.

Real gross domestic income, which measures the out-
put of the economy as the incomes earned and the
costs incurred from production, increased 2.6 percent
after increasing 1.6 percent.


http://www.bea.gov/scb/pdf/2013/03%20March/0313_gdpecon.pdf
http://www.bea.gov/scb/pdf/2013/03%20March/0313_gdpecon.pdf
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Revisions to GDP

Table 3. Second and SThlrd Iﬁst:jmatss for tI':e Fourth Quarter of 2012 The third estimate of the fourth-quarter change in real
(Seasonally adjusted at annual rates] GDP is 0.3 percentage point more than the second es-
Change from Contrioution to percent timate, primarily reflecting upward revisions to non-
preceding quarter change in real GDP R X .
(percent) (percentage points) residential fixed investment and to exports that were
[ thira [ Thirg partly- offset by a downwa.rcli revisi.on to consumer
Second | Third [ninus, Second | Third [Minus, spending. The average revision (without regard to
sign) between the second estimate and the third esti-
Gross domestic product (GDP).............. 01| 04| 03 01 04| 03 mate is 0.3 percentage point.
Personal consumption expenditures . 2.1 18| -03| 1.47| 128 -0.19 . . .
Goods 43 43| 00l 103 102| -001 The downward revision to consumer spending pri-
Durable goods........... 138 136 -02| 1.01| 1.00 -0.01 marily reflected a downward revision to spending for
Nondurable goods . 0.1 0.1 0.0 0.02| 0.02, 0.00 . I . he d d . .
Services 09l 06l 03| o44| o027 017 services. In services, the downward revision was pri-
Gross private domestic investment 45 13| 28| -020| 017| 037 marily accounted for by downward revisions to the fi-
Fixed investment 12| 140 28] 136 169| 033 nal consumption expenditures of nonprofit
Nonresidential... 97| 182) 85 096 128 082 institutions serving households for health care services
Structures....... 58| 16.7| 109 0.16| 046 0.30 . . .
Equipment and software 13 18| o5/ 079 08| 003 and household spending for recreation services.
Residential 175 176 01| 040 041 001 o ) ] )
Change in private inventories............. -155| -152| 0.08 The upward revision to nonresidential fixed invest-
Net exports of goods and services................. . .| 024] 033 o0.09 ment was primarily accounted for by an upward revi-
Exports : 8 11| -055) -040] 0.5 sion to power structures (both electric and “other”
-55| -50| 05| -0.56| -0.50| 0.06 ower)
Services. 0.1 25 2.4 000/ 010 0.0 p '
Imports . -45| -42| 03| 079] 0.73| -0.06 .
41| sl o2l ool 057! o0 T.h.e upward revision to exports was due to upward re-
.| 66| -56| 10| 019] 017| -0.02 visions to both services and goods. In services, the
Government consumption expenditures and largest contributor was an upward revision to trans-
gross investment -69| -704 -01| -1.38 -1.41| -0.03 f d il 1
Federal ... _148| 148 00| -123| -123| 000 ers under U.S. military agency sales contracts. In
National defense -220| -221| 0.1 -128| -128/ 0.0 goods, the largest contributor was “other” goods.
Nondefense ... 1.8 17) -01| 0.04| 004 0.00
State and local -13| 15/ -02| -0.15|-0.18| -0.03
Addenda:
Final sales of domestic product.............c.cceeee.. 1.7 1.9 0.2 168 1.89| 021
Gross domestic purchases price index .. 15 1.6 (U1 N SRR PO IO
GDP price index 0.9 10 0.1 | e | ervsvssins oo

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

Source Data and Methodologies

For the details about the source data and the methodolo-
gies that are used for the estimates, see Concepts and
Methods of the U.S. National Income and Product Accounts
at www.bea.gov/methodologies/index.htm.

Source data for the third estimate. The third estimate
of GDP for the fourth quarter of 2012 incorporated the
following source data.

Consumer spending: Census Bureau retail sales for
December (revised) and quarterly services survey data for
the fourth quarter (new), Energy Information Adminis-
tration electricity and natural gas usage and unit value
data for December (new), and Federal Reserve Board Call
Report data for the fourth quarter (new).

Nonresidential fixed investment: Census Bureau con-

struction spending data for November and December
(revised) and quarterly services survey data for the fourth
quarter (new).

Residential fixed investment: Census Bureau construc-
tion spending data for November and December
(revised).

Inventory investment: Census Bureau manufacturers’
and trade inventories for December (revised) and Quar-
terly Financial Report data for the fourth quarter (revised).

Exports and imports: Bureau of Economic Analysis
international transactions accounts data for October—
December (revised).

Government spending: Census Bureau construction
spending data for November and December (revised).



www.bea.gov/methodologies/index.htm
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Corporate Profits

Table 4. Corporate Profits

[Seasonally adjusted]

Billions of dollars (annual rate) Percent change from
Change from preceding quarter
Level preceding quarter (quarterly rate)
2012 2012 2012
v | I Il v Il 1l %
Current production measures:
Corporate profits............cc.ccoeueenne 2,013.0| -53.0| 21.8| 457, 454 27| 11| 24| 23
Domestic industries.. .|15606| -50| -11.9| 540 21.3| -03| -08| 36| 14
Financial........cccovevnvenrieens 4538| -12.3| -39.7| 68.1| -35| -2.8| -9.3| 17.5| -0.8
Nonfinancial .........ccc..coueeeet 1,106.8 73| 27.8| -141| 248 07| 26| -13 2.3/
Rest of the world 452.4| -480| 336 -82| 24.1/-10.7| 84| -19| 56
Receipts from the rest of
the World........ccc.veevueens 681.4| -13.7| 10.0 42| 357 21| 16| 06| 55
Less: Payments to the rest
of the world..........cccuuveee. 229.0| 344|-236| 124| 116| 17.7|-103| 60| 53
Less: Taxes on corporate
INCOME....oourivieiriiniiiins 448.0| 832 -10.3 91| 44| 225 -23| 20| -1.0
Equals: Profits after tax .[1,565.0(-136.2| 31.9| 36.7| 498 -8.6| 22| 25| 33
Net dividends ..........cccccocvuneens 884.6 92| 204| 128| 1243 13| 28| 17| 163
Undistributed profits from
current production.............. 680.5|-145.5| 11.6| 238| -74.3|-16.8| 16| 3.3| -9.9
Net cash flow 1,7845/-169.8| 6.0/ 325| -89.8| -85/ 03| 18| 4.8

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

Profits from current production increased $45.4 bil-
lion, or 2.3 percent at a quarterly rate, in the fourth
quarter after increasing $45.7 billion, or 2.4 percent, in
the third quarter.

Domestic profits of financial corporations decreased
$3.5 billion, or 0.8 percent, after increasing $68.1 bil-
lion, or 17.5 percent.

Domestic profits of nonfinancial corporations in-
creased $24.8 billion, or 2.3 percent, after decreasing
$14.1 billion, or 1.3 percent.

Profits from the rest of the world increased $24.1 bil-
lion, or 5.6 percent, after decreasing $8.2 billion, or 1.9
percent. In the fourth quarter, receipts increased $35.7
billion, and payments increased $11.6 billion.

Dividends increased $124.3 billion, or 16.3 percent,
after increasing $12.8 billion, or 1.7 percent. The large
fourth-quarter increase reflected accelerated and spe-
cial dividends paid by corporations at the end of 2012
in anticipation of changes to individual income tax
rates.

Net cash flow decreased $89.8 billion, or 4.8 percent,
after increasing $32.5 billion, or 1.8 percent. Net cash
flow is a profits-related measure of the internal funds
available to corporations for investment.

Measuring Corporate Profits

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

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

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

First, BEA measures profits before taxes to reflect corpo-
rate income regardless of any redistributions of income
through taxes. Estimates for the current quarter are based
on corporate earnings reports from sources including the

Census Bureau Quarterly Financial Report, Federal Deposit
Insurance Corporation call reports, other regulatory
reports, and tabulations from corporate financial reports.
The estimates are benchmarked to Internal Revenue Ser-
vice (IRS) data when these data are available for two rea-
sons: the IRS data are based on well-specified accounting
definitions, and they are comprehensive, covering all
incorporated businesses—publicly traded and privately
held—in all industries.

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

Third, to remove the effects of tax accounting on depre-
ciation, BEA adds a capital consumption adjustment
(CCAdj). CCAdj is defined as the difference between capi-
tal consumption allowances (tax return depreciation) and
consumption of fixed capital (the decline in the value of
the stock of assets due to wear and tear, obsolescence, acci-
dental damage, and aging).
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Corporate Profits by Industry

Table 5. Corporate Profits by Industry

[Seasonally adjusted]

Billions of dollars (annual rate)

Percent change from
i ter
Change from preceding quari
Level preceding quarter (quarterly rate)
2012 2012 2012
% I I % | 1 I %
Industry profits:
Profits with IVA.......ccccccovveees 22125| 177.3| 235| 432| 450| 92| 11| 20| 21
Domestic industries......... 1,760.1| 225.4| -102| 515| 20.9| 15.3| -0.6 3.1 1.2
Financial 506.2| 121| -39.3| 67.7| -34| 26| -82| 153| -0.7
Nonfinancial. .. |1,2539| 2134| 29.0| -162| 243| 21.3| 24| -13| 20
Utilities ... 346| 232 30| 07| -74|1544| 77| 19|-176
Manufacturing.... 3829| 776 93| -52| 153| 27.2| 25| -14| 42
Wholesale trade........ | 142.7| 28.6| 15.0| -194| 125| 27.0| 11.2|-129| 96
Retail trade .............. 146.4| 17.7| -22 1.9 81| 147 -16| 14| 59
Transportation and
warehousing......... 51.3 72| -17) -04, -33| 144| 30| 07| -6.0
Information ..| 1032| 244| 88| -05| -149| 285 80| -04|-12.6
Other nonfinancial ... | 392.6| 34.7| -3.1 65| 139| 102| -08| 18| 37
Rest of the world.............. 4524 | -48.0| 336| -82| 24.1|-107| 84| -19| 56
Addenda:
Profits before tax (without
IVA and CCAd)) .....cvvernuee 2,221.7| 188.1| -16.3| 86.2| 27.3| 97| -08| 41| 12
Profits after tax (without IV}
and CCAdj).. .. |1,773.7| 1048| -6.0| 771| 317| 67| -04| 46| 1.8
| 9.2 —10.8| 39.7| —42.8| 7.6 . | e | e e
(6107, -199.5|-2303| -17| 24 0.5 | covvivenes | e | e [

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

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

Profits with inventory valuation adjustment (IVA) in-
creased $45.0 billion, or 2.1 percent at a quarterly rate,
in the fourth quarter after increasing $43.2 billion, or
2.0 percent, in the third quarter.

Profits of domestic industries increased $20.9 billion,
or 1.2 percent, after increasing $51.5 billion, or 3.1
percent.

Profits of domestic financial industries decreased $3.4
billion, or 0.7 percent, after increasing $67.7 billion, or
15.3 percent.

Profits of domestic nonfinancial industries increased
$24.3 billion, or 2.0 percent, after decreasing $16.2 bil-
lion, or 1.3 percent. The increase primarily reflected
increases in manufacturing, in “other” nonfinancial,
and in wholesale trade that were partly offset by a de-
crease in information. In manufacturing, the largest
increase was in petroleum and coal products.

Chart 2. Corporate Profits With Inventory Valuation Adjustment: Change From the Preceding Quarter, 2012:IV
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1. “Other” nonfinancial corporations include the agriculture, mining, construction, and services industries.
Nore. Based on seasonally adjusted estimates.
U.S. Bureau of Economic Analysis

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

each industry. However, estimates of the CCAdj are only
available for two broad categories: total financial industries
and total nonfinancial industries. For more information
about BEA's methodology, see “Corporate Profits” in Con-
cepts and Methods of the U.S. National Income and Product
Accounts at www.bea.gov/methodologies/index.htm.
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Government Receipts and Expenditures

Fourth Quarter of 2012

ET GOVERNMENT saving, the difference be-

tween current receipts and current expenditures
of the federal government and state and local govern-
ments, was —$1,191.2 billion in the fourth quarter of
2012, increasing $36.0 billion from —$1,227.2 billion in
the third quarter of 2012.

Net federal government saving was —$1,066.7 billion
in the fourth quarter, increasing $20.5 billion from
—$1,087.2 billion in the third quarter. In the fourth
quarter, current receipts accelerated, and current ex-
penditures turned up.

Net state and local government saving was —$124.5
billion in the fourth quarter, increasing $15.5 billion
from —$140.0 billion in the third quarter (see page 8).
In the fourth quarter, current receipts accelerated,
while current expenditures decelerated.

“Net lending or net borrowing (-)” is an alternative
measure of the government fiscal position. Net bor-
rowing is the financing requirement of the government
sector, and it is derived as net government saving plus
the consumption of fixed capital and net capital trans-
fers received less gross investment and net purchases of
nonproduced assets.

Net borrowing was $1,356.0 billion in the fourth
quarter, decreasing $6.7 billion from $1,362.7 billion
in the third quarter. In the fourth quarter, federal gov-
ernment net borrowing was $1,199.8 billion increasing
$12.1 billion from $1,187.7 billion in the third quarter.
State and local government net borrowing was $156.2
billion, decreasing $18.9 billion from $175.1 billion in
the third quarter.

Table 1. Net Government Saving and Net Lending or Net Borrowing
[Billions of dollars, seasonally adjusted at annual rates]

Level | Change from preceding quarter

2012 2012

vV | Il 1l v

Current receipts....... 43175 150.9| -0.8| 12.7| 455
Current expenditures... 5508.7| 382 518 09 9.5
Net government saving.. -1,191.2| 112.7| -52.6| 11.8| 36.0
Federal........ccoconvvenn. ... | -1,066.7| 123.9| -56.7| 28.2| 205
State and local ..o -1245| -11.1 39| -16.3| 155
Net lending or net borrowing (-)... | -1,356.0| 174.3| -33.3| 9.7 6.7
Federal ... -1,199.8| 182.6| -39.9| 24.7| -121
State and local ..o -156.2| -8.3 6.6| -15.1 18.9

Chart 1. Government Fiscal Position
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Nore. All estimates are seasonally adjusted at annual rates.
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Ann W. Miller prepared this article.
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Federal Government

Table 2. Federal Government Current Receipts and Expenditures

[Billions of dollars, seasonally adjusted at annual rates]

Level Change from preceding quarter
2012 2012 Personal current taxes accelerated as a result of an ac-
v | " m v celeration in withheld income taxes.
T L —— 27050 1306  -54|  139] 316 Taxes on corporate income turned down in the fourth
CUITENt taX FECEIPES .vvvrvrrrsrevrererrrrssserree 16717 1107 20| 189 216 quarter, reflecting a deceleration in domestic corpo-
Personal current taxes. ............ccccueiunee 1,162.8 27.2 6.1 10.4 21.4 rate proﬁts.
Taxes on production and imports............ 119.4 24 1.9 0.9 3.3
Taxes on corporate income........... 369.7| 832| 76 74| 58 Contributions for government social insurance accel-
Taxes from the rest of the world 199 20 15 02| 28 erated because of an acceleration in social security
Contributions for government social contributions.
INSUTANCE ..vvvvveveevenreneesessses s 9451| 201 22 45 9.1
Income receipts on assets. 52.4 0.2 -15 0.2 0.6 . .
Curtent transfer receipts 530 ool =7 s 04 Current transfer receipts turned up in the fourth
Current surplus of government enterprises | -17.4|  -03|  -13|  -08| 14 quarter. Recent quarterly changes reflect the pattern of
Current expenditures ...................... 3,716 68| 512 -142| 110 net crop insurance payments for the 2012 Midwest
Consumption expenditures... 1,041.9 36| 08| 315 -444 drought.
National defense......... 6818 05| 24| 27.0| 463
Nondefense 360.2 4 16 451 20 Consumption expenditures turned down primarily
Current transferpalyments... """""""""""" 23387 124 98| 153 126 because of a downturn in defense spending. Nonde-
Government social benefits.................... 1,803.3 20.5 -0.4 10.6 741 .
TO PEISONS ..o 1,785.4 20.2 05 10.2 7.3 fense spendlng decelerated.
To the rest of the world ...... . 17.9 0.4 0.0 04| -02
Other current transfer payments .......... 5354 80 102 47 55 Government social benefits to persons decelerated, re-
Grants-in-aid to state and local flecting decelerations in Medicare benefits and veter-
GOVEIMMENLS ..vvvvvvvvvreressesesee 4794 -103| 116 3.7 8.8 ans benefits.
To the rest of the world .. 56.0 2.2 -1.3 0.9 -33
g:z:zitepsayments """"" 3222 jg 45:2 _fg: 45:2 Grants-in-aid to state ar}d local. governments acceler-
Less: Wage accruals less disbursements 00| 00/ 00| 00| 00 ?ted because of upturns in Medicaid grants and hous-
Net federal government saving.............. -1,066.7| 1239 -567| 28.2| 205 ing and community service grants.
Social insurance funds ...........ccoocveeereeenen. -280.7 24 4.4 2.1 5.0
7860 1262| -6071 302 155 Interest payments turned up in the fourth quarter, re-
Addenda: flecting an upturn in interest paid to persons and
Total receipts ........cooovvvevvvvreerreerrrrennanns 27234| 1370 -1.7 129 284 businesses on Treasury Inflation-Protected Securities.
Current receipts....... .| 2705.0) 1306 -5.4 139 31.6
Capital transfer receipts..........cc........ 18.4 6.4 37) -1 341 Capital transfer payments accelerated, reflecting the
Total expenditures ............ccooooee......... 3,923.1| 456 382 -11.9| 405 payment of $7.5 billion ($30 billion at an annual rate)
Current expenditures ... 37716 68 512) -142| 110 in disaster-related insurance benefits from the Na-
Gross government investment........... 1954) 74 38 08 03 tional Flood Insurance Program for Superstorm
Capital transfer payments................... 137.8| 436 -159 2.1 30.8
Net purchases of nonproduced assets 16 -0.7 0.3 2.1 -0.3 Sandy.
Less: Consumption of fixed capital ..... 1433 1.0 1.3 1.0 1.3
Net lending or net borrowing (-) ........... -1,199.8| 1826 -39.9 47| 1241

Federal Government Estimates

Estimates of federal government current receipts, current
expenditures, and net federal government saving are based
on data from the federal budget, from the Monthly Treasury
Statement and other reports from the Department of the
Treasury, and from other federal government agencies.
Total receipts, total expenditures, and net lending or net
borrowing, which are alternative measures of the federal
fiscal position, are based on these same sources.

Quarterly and annual estimates are published monthly in
NIPA table 3.2. Detailed annual estimates of these transac-
tions by component are published annually in NIPA tables

3.4-3.8, 3.12, and 3.13. Detailed quarterly estimates are
available at www.bea.gov; under “National” and “Supple-
mental Estimates,” see “Underlying Detail Tables.”

Each year, BEA translates the information in the federal
budget into a NIPA framework.! For a historical time series
of these estimates, see NIPA table 3.18B, which was pub-
lished in the October 2012 SuRrVEy.

1. See Mark S. Ludwick and Stan J. Bellotti, “NIPA Translation of the Fis-
cal Year 2013 Federal Budget,” Survey or CuURreNT Business 92 (March
2012): 11-21.



http://www.bea.gov/scb/pdf/2012/10%20October/1012_new_nipa_tables.pdf
http://www.bea.gov/scb/pdf/2012/03%20March/0312_fed-budget.pdf
http://www.bea.gov/scb/pdf/2012/03%20March/0312_fed-budget.pdf
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State and Local Government

Table 3. State and Local Government Current Receipts and Expenditures
[Billions of dollars, seasonally adjusted at annual rates]

Level | Change from preceding quarter
2012 2012
v | Il 1] v
T h T —— 2,001.9 99| 163 25| 227 Personal current taxes accelerated in the fourth quar-
CUITENE tAX TECEIPES vvveveereverseesrerreeesss 14089 216 49|  -04| 132 ter because of an acceleration in personal income
Personal current taxes............c.coconeereienns 348.0 45 8.3 0.8 13.0 taxes.
Taxes on production and imports .............. 1,0128| 164 05| -34 05 . .
Taxes on corporate income. ... 481 08| -39l 22| -03 Taxes on prod.uctlon and imports turned up as a result
Contributions for government social of an upturn in severance taxes.
INSUFANCE. .....vviviiirriiie s 17.2 -0.3 -0.3 -0.2 -0.1
Income receipts on assets.. 853 03 01| -08 03 Federal grants-in-aid accelerated in the fourth quarter
Current transfer receipts...... 5975 -105 12.3 4.4 9.7 because of upturns in Medicaid grants and housing
Federal grants-in-id ... 4794| 108|116 87| 88———1 and community service grants that were partly offset
OB s e ner 02 07 08 08 by a deceleration in education grants and a downturn
Current surplus of go.vernment enterprises -17.0 -0.7 -0.7 -0.6 -0.3 in child health insurance grants.
Current expenditures............ccccoeuene. 2,216.4 21.1 12.2 18.9 7.2
Consumption eXpENUItUreS ..o e 1 Consumption expenditures decelerated in the fourth
Government social DENEfitS ......c.vocvvrc. 567.2 65| 172|121 35 quarter, reflecting decelerations in both compensation
Interest payments .| 1148 1.6 0.9 -0.2 2.2
SUbSIiRS 05 o 00 00 00 of general government employees and Purchases of
Less: Wage accruals less disbursements..... 0.0 0.0 0.0 0.0 0.0 nondu.rable goods as well as a downturn in purchases
Net state and local government saving.... | -1245| -11.1 39| -16.3 15.5 of services.
Social insurance funds ..........c.coeeeruriineene 25| 02| -02 0.0 0.2
Ot ..vvveoeeeveeersssesesese e ssssssssssesssssssssssssssse —1274]  -109 41| -163| 152 Government social benefits decelerated in the fourth
Addenda: quarter as a result of a deceleration in Medicaid bene-
Total receipts ........cocovevvviciinencncrcienee 2,164.1 4.4 18.1 3.7 23.3 fits.
CUMENt ECEIPLS w..vvvvvverreereievies 2,091.9 99| 163 25| 227
Capital transfer receipts ...................... 722| 56/ 19 12| 06 Gross government investment turned down in the
Total Xpenditures...............cvvvvv 23203 127| 1.5 188 44 fourth quarter because of a downturn in spending for
Current expendlturgs .| 22164 21.1 12.2 18.9 7.2 structures.
Gross government investment ............... 318.3 -5.8 2.0 2.0 -1.2
Capital transfer payments ...........cc.cocenne.
Net purchases of nonproduced assets 106/ -02, -02| -02| -02
Less: Consumption of fixed capital ........ 225.1 24 25 1.9 15
Net lending or net borrowing (=) ............... -156.2| -8.3 6.6/ -15.1 18.9

Estimates of State and Local Government Receipts and Expenditures

The estimates of state and local government current re-
ceipts and expenditures and total receipts and expenditures
are mainly based on compilations of data for state and local
government finances. The Census Bureau produces the pri-
mary source data: the census of governments that is con-
ducted in years that end in a 2 or a 7 and the Government
Finances series of surveys for the other years. In addition,
other sources of Census Bureau data are from the Quarterly
Summary of State and Local Government Tax Revenue and
the monthly Value of Construction Put in Place. Data
sources from the Bureau of Labor Statistics include the
Quarterly Census of Employment and Wages and the
Employment Cost Index.

Quarterly and annual estimates are available monthly in
NIPA table 3.3. Detailed annual estimates of state and
local government transactions by component are available

annually in NIPA tables 3.4-3.8, 3.12, and 3.13. Detailed
quarterly estimates are available at www.bea.gov; under
“National” and “Supplemental Estimates,” see “Underlying
Detail Tables.” For a historical time series of reconciliations
of the NIPA estimates with the Census Bureau data from
Government Finances, see NIPA table 3.19.

BEA also prepares annual estimates of receipts and
expenditures of state governments and of local
governments.! These estimates are available annually in
NIPA table 3.20 (state government receipts and expen-
ditures) and in NIPA table 3.21 (local government receipts
and expenditures); they were published in the October
2012 SURVEY.

1. Bruce E. Baker, “Receipts and Expenditures of State Governments and
of Local Governments,” Survey 85 (October 2005): 5-10.



http://www.bea.gov/scb/pdf/2012/10%20October/1012_new_nipa_tables.pdf
http://www.bea.gov/scb/pdf/2012/10%20October/1012_new_nipa_tables.pdf
http://www.bea.gov/scb/pdf/2005/10October/1005_gce.pdf
http://www.bea.gov/scb/pdf/2005/10October/1005_gce.pdf

April 2013

Real Inventories, Sales, and Inventory-Sales Ratios
for Manufacturing and Trade for the Fourth Quarter of 2012

This report presents quarterly estimates for the third and
fourth quarters of 2012 and monthly estimates for
August 2012 to January 2013.

Tables 1B, 2B, 3B, and 4B present chain-weighted esti-
mates. Table 1B presents inventories. Table 2B presents
sales. Table 3B presents the inventory-sales ratios that can
be used to assess the likelihood that businesses will add
to, or reduce, inventories in response to changes in
demand; these ratios supplement the quarterly current-
dollar and real estimates of ratios of inventories to final

sales of domestic business, of nonfarm business, and of
goods and structures that are presented in NIPA tables
5.7.5B and 5.7.6B. Table 4B presents estimates of manu-
facturing inventories by stage of fabrication.

The estimates for 1967 forward are available in inter-
active tables on BEA’s Web site at www.bea.gov. Click on
“Gross Domestic Product,” and under “Supplemental
Estimates,” click on “Underlying Detail Tables,” on
“Begin using the data,” and then on “Section 0. Real
Inventories and Sales.”

Table 1B. Real Manufacturing and Trade Inventories, Seasonally Adjusted, End of Period
[Billions of chained (2005) dollars]

2012 2012 2013
I v August September October November* | December " January ?
Manufacturing and trade industries 1,385.8 1,393.5 1,382.0 1,385.8 1,387.7 1,390.9 1,393.5 1,406.0
Manufacturing 559.3 559.3 556.8 559.3 558.9 559.0 559.3 561.6
Durable goods 351.2 352.8 350.1 351.2 352.4 353.0 352.8 353.6
Wood products 9.1 9.2 9.0 9.1 9.1 9.2 9.2 9.3
Nonmetallic mineral products 10.7 10.6 10.7 10.7 10.7 10.7 10.6 10.6
Primary metals 241 245 24.0 241 244 242 245 244
Fabricated metal products. 39.7 39.8 39.5 39.7 39.8 39.8 39.8 39.7
Machinery 50.7 50.2 50.6 50.7 50.7 50.5 50.2 497
Computer and electronic products 61.9 61.8 61.7 61.9 61.8 61.9 61.8 61.8
Electrical equipment, appliances, and components............c.oc.eveeeereenneenes 143 14.2 14.2 14.3 144 144 14.2 14.4
Transportation equipment 111.2 113.2 110.8 1112 1121 113.0 113.2 114.2
Furniture and related products 74 75 74 7.4 75 75 7.5 7.5
Miscellaneous manufacturing 238 237 239 238 238 238 23.7 23.7
Nondurable goods 2114 210.0 210.0 2114 210.0 209.6 210.0 211.5
Food products 38.2 38.4 38.5 38.2 38.3 38.3 384 384
Beverage and tobacco products. 14.6 14.8 144 14.6 147 147 14.8 147
Textile mills 45 45 45 45 45 45 45 45
Textile product mills 3.3 34 3.3 33 3.3 3.3 34 34
Apparel 6.3 6.4 6.3 6.3 6.3 6.4 6.4 6.4
Leather and allied product: 15 15 1.5 1.5 15 15 15 1.5
Paper products 15.7 16.7 15.8 15.7 15.7 15.7 16.7 15.7
Printing and related support activities 55 5.6 56 55 55 5.5 5.6 56
Petroleum and coal products, 36.1 34.4 35.0 36.1 35.1 34.6 34.4 34.8
Chemical products 64.1 64.0 63.9 64.1 63.4 63.6 64.0 65.2
Plastics and rubber products 21.0 211 20.9 21.0 211 211 211 2141
hant wholesale trade 383.6 386.0 381.8 383.6 384.4 386.4 386.0 389.9
Durable goods 2338 237.7 2315 2338 236.1 23741 2377 240.2
Nondurable goods 151.5 150.7 151.7 151.5 150.4 151.4 150.7 152.0
Retail trade 439.7 4453 4405 439.7 441.3 4424 4453 451.8
Motor vehicle and parts dealers 132.6 135.7 132.3 1326 1333 133.8 135.7 138.7
Furniture and home furnishings and electronics and appliance stores 26.9 27.3 2741 26.9 2741 272 27.3 273
Building material and garden equipment and supplies stores. 45.0 45.0 44.9 45.0 451 45.0 45.0 454
Food and beverage stores. 37.7 375 376 37.7 375 375 375 377
Clothing and clothing accessories stores 36.0 36.6 36.1 36.0 36.0 36.2 36.6 36.9
General merchandise stores 72.7 74.3 73.3 72.7 73.6 735 74.3 76.1
Other retail stores 87.9 88.3 88.3 87.9 88.0 88.5 88.3 89.1
p Preliminary tories for 2005 equals the current-dollar change in inventories for 2005 and that the average of the 2004 and
r Revised 2005 end-of-year chain-weighted and fixed-weighted inventories are equal. Because the formula for the chain-

Norte. Estimates in this table are based on the North American Industry Classification System (NAICS).
Chained (2005) dollar inventory series are calculated to ensure that the chained (2005) dollar change in inven-

type quantity indexes uses weights of more than one period, the corresponding chained-dollar estimates are
usually not additive.
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Table 2B. Real Manufacturing and Trade Sales, Seasonally Adjusted at Monthly Rate
[Billions of chained (2005) dollars]
2012 2012 2013
1} \% August September October November " | December January

Manufacturing and trade industries 1,025.4 1,035.6 1,023.1 1,024.6 1,022.1 1,041.3 1,043.6 1,039.8
Manufacturing 365.5 368.4 364.4 363.2 364.3 369.8 371.2 369.7
Durable goods 196.2 196.8 194.0 194.8 194.1 197.6 198.7 196.2
Wood products 6. 6.1 6. 6.0 6.2 6.0 6.1 6.2
Nonmetallic mineral products 6.6 6.7 6.7 6.6 6.7 6.7 6.7 6.6
Primary metals 21.0 218 2141 21.0 209 220 223 215
Fabricated metal products 21.2 213 21.3 21.2 212 21.3 21.2 215
Machinery 26.6 27.0 265 26.3 26.6 274 27.0 27.0
Computer and electronic products 30.4 305 29.8 30.5 30.4 30.2 30.7 296
Electrical equipment, appliances, and components.............occeevervneernceeens 7.8 7.9 7.8 7.7 7.8 7.9 7.9 7.9
Transportation equipment 59.4 58.3 575 58.1 572 58.6 59.2 57.9
Furniture and related products 45 46 45 46 4.6 46 46 46
Miscellaneous manufacturing 116 1.7 116 1.7 116 1.7 118 11.9
Nondurable goods. 171.2 1733 171.9 170.2 171.7 173.9 1743 174.9
Food products 43.6 436 435 433 434 435 44.0 44.4
Beverage and tobacco products 9.8 9.7 10.1 9.6 9.7 9.9 9.4 9.4
Textile mills 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Textile product mills 1.7 17 17 1.7 17 1.7 1.7 17
Apparel 14 1.3 1.4 1.3 1.4 1.3 1.3 1.3
Leather and allied products 0.4 04 0.4 0.4 0.4 0.4 04 0.5
Paper products 10.9 10.8 10.9 10.9 10.9 10.8 10.7 10.6
Printing and related support activities 6.0 6.0 6.0 6.0 6.1 6.0 5.9 6.0
Petroleum and coal products 36.7 38.3 37.1 36.3 37.2 38.5 39.1 39.2
Chemical products 43.6 437 437 43.7 436 437 43.8 437
Plastics and rubber products. 13.7 13.9 137 13.8 13.9 14.1 13.8 14.0
Merchant wholesale trade 316.4 320.0 315.8 316.1 3135 323.8 322.6 319.1
Durable goods 163.3 165.6 163.3 164.4 163.8 167.3 165.8 167.3
Nondurable goods 154.1 155.5 1535 153.0 151.2 157.5 157.6 153.6
Retail trade 345.0 349.1 344.7 346.9 345.8 349.6 351.9 353.4
Motor vehicle and parts dealers 70.0 "7 70.0 7.3 70.1 72.0 729 726
Furniture and home furnishings and electronics and appliance stores 25.7 26.2 254 25.9 25.8 26.3 26.6 26.6
Building material and garden equipment and supplies stores 247 252 247 253 25.0 25.2 254 254
Food and beverage stores 441 44.4 439 444 44.4 443 444 44.4
Clothing and clothing accessories stores 19.8 19.9 19.8 19.8 19.7 19.9 20.0 20.0
General merchandise stores 58.7 58.5 58.8 58.8 58.6 58.4 58.4 58.4
Other retail stores 102.3 103.6 102.4 101.8 102.4 103.8 104.5 106.1

p Preliminary
r Revised

Norte. Estimates in this table are based on the North American Industry Classification System (NAICS).
Chained (2005) dollar sales are calculated as the product of the chain-type quantity index and the 2005 current-

dollar value of the corresponding series, divided by 100. Because the formula for the chain-type quantity
indexes uses weights of more than one period, the corresponding chained-dollar estimates are usually not

additive.

Table 3B. Real Inventory-Sales Ratios for Manufacturing and Trade, Seasonally Adjusted
[Ratio, based on chained (2005) dollars]

2012 2012 2013

Il \% August September October ' November* | December January ?
Manufacturing and trade industries 1.352 1.346 1.351 1.353 1.358 1.336 1.335 1.352
Manufacturing 1.530 1.518 1.528 1.540 1.534 1.512 1.507 1.519
Durable goods 1.790 1.793 1.805 1.802 1.815 1.786 1.776 1.803
Wood products 1.505 1.512 1.487 1.512 1.475 1.530 1.503 1.498
Nonmetallic mineral products 1.609 1.592 1.612 1.610 1.605 1.599 1.595 1.603
Primary metals 1.150 1.124 1.138 1.149 1.164 1.099 1.096 1.134
Fabricated metal products 1.869 1.871 1.855 1.872 1.876 1.864 1.873 1.848
Machinery 1.908 1.859 1.906 1.928 1.905 1.844 1.857 1.844
Computer and electronic products 2.036 2.030 2.071 2.026 2.029 2.047 2.016 2.087
Electrical equipment, appliances, and components..............occveereeneernernnns 1.826 1.806 1.817 1.842 1.854 1.822 1.795 1.818
Transportation equipment 1.874 1.942 1.928 1.914 1.960 1.930 1914 1.970
Furniture and related products 1.649 1.644 1.648 1.631 1.639 1.642 1.636 1.643
Miscellaneous manufacturing 2.050 2.025 2.058 2.030 2.051 2.034 2.007 1.994
Nondurable goods. 1.235 1.212 1.222 1.242 1.223 1.205 1.205 1.209
Food products 0.876 0.881 0.885 0.882 0.883 0.880 0.874 0.865
Beverage and tobacco products 1.479 1.527 1.430 1.520 1514 1.490 1.571 1.572
Textile mills 2.232 2215 2.245 2.232 2.235 2.208 2.205 2.223
Textile product mills 1.958 1.971 1.937 1.964 1.947 1.966 1.966 1.949
Apparel 4.677 4753 4619 4734 4588 4.787 4.897 4779
Leather and allied products 3.615 3.549 3.601 3.670 3.518 3.633 3.470 3.283
Paper products 1.440 1.450 1.451 1.437 1.433 1.448 1.469 1.478
Printing and related support activities 0.919 0.935 0.929 0.918 0.913 0.931 0.946 0.928
Petroleum and coal products 0.983 0.900 0.943 0.995 0.945 0.898 0.882 0.888
Chemical products 1.469 1.463 1.461 1.465 1.457 1.454 1.459 1.492
Plastics and rubber products 1.531 1.518 1.522 1.525 1.520 1.503 1.529 1.504
Merchant wholesale trade 1.212 1.206 1.209 1.214 1.226 1.193 1.196 1.222
Durable goods 1.432 1.435 1.417 1.422 1.441 1.417 1.433 1.436
Nondurable goods 0.983 0.969 0.988 0.990 0.995 0.961 0.956 0.990
Retail trade 1.275 1.276 1.278 1.268 1.276 1.266 1.265 1.278
Motor vehicle and parts dealers 1.895 1.893 1.891 1.859 1.900 1.860 1.861 1.910
Furniture and home furnishings and electronics and appliance stores 1.049 1.040 1.064 1.037 1.053 1.035 1.027 1.028
Building material and garden equipment and supplies stores 1.820 1.788 1.821 1.780 1.806 1.787 1.774 1.789
Food and beverage stores. 0.854 0.845 0.858 0.849 0.843 0.847 0.844 0.849
Clothing and clothing accessories stores 1.819 1.843 1.820 1.815 1.828 1.821 1.826 1.840
General merchandise stores 1.239 1.270 1.246 1.238 1.255 1.257 1.272 1.303
Other retail store 0.859 0.853 0.863 0.863 0.860 0.852 0.845 0.840

p Preliminary
r Revised

Nore. Estimates in this table are based on the North American Industry Classification System (NAICS).
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Table 4B. Real Manufacturing Inventories, by Stage of Fabrication, Seasonally Adjusted, End of Period
[Billions of chained (2005) dollars]
2012 2012 2013
1} \% August September October November " | December January
Materials and supplies
Manufacturing 186.4 185.1 186.0 186.4 186.0 185.2 185.1 185.7
Durable goods 114.2 1141 113.6 114.2 114.3 114.3 1141 114.3
Wood products 4.1 41 4.1 41 441 4.0 41 42
Nonmetallic mineral products 42 42 43 42 4.2 42 42 42
Primary metals 8.6 8.9 8.6 8.6 8.8 8.8 8.9 9.0
Fabricated metal products. 147 144 145 147 147 14.6 144 145
Machinery 20.0 19.6 19.9 20.0 19.9 19.7 19.6 19.3
Computer and electronic products 24.3 246 24.0 24.3 243 244 246 247
Electrical equipment, appliances, and COMPONENtSs...........c.ovveerereeernerneennns 6.1 6.1 6.1 6.1 6.2 6.2 6.1 6.2
Transportation equipment 215 216 214 215 214 217 216 217
Furniture and related products 3.6 3.6 36 3.6 37 3.6 3.6 3.6
Miscellaneous manufacturing 7.9 7.7 7.9 7.9 7.8 7.8 7.7 7.7
Nondurable goods 731 71.9 731 731 725 7.8 7.9 722
Food products 11.0 10.8 11.0 11.0 11.0 10.9 10.8 10.6
Beverage and tobacco products. 6.0 6.0 6.0 6.0 6.0 6.0 6.0 5.9
Textile mills 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Textile product mills 1.3 1.3 13 1.3 13 13 1.3 13
Apparel 1.9 1.9 1.8 1.9 1.9 1.9 1.9 1.9
Leather and allied products 0.4 0.4 0.4 0.4 04 0.4 0.4 0.4
Paper products 78 78 78 7.8 78 78 78 78
Printing and related support activities 2.0 2.1 2.1 2.0 20 21 2.1 21
Petroleum and coal products. 11.3 104 111 11.3 10.7 10.3 104 10.6
Chemical products 20.7 20.8 208 20.7 208 20.6 20.8 212
Plastics and rubber products 9.1 9.1 9.1 9.1 9.1 9.2 9.1 9.0
Work-in-process
Manufacturing 1771 177.2 175.5 1771 176.5 1774 177.2 178.3
Durable goods 140.5 142.0 140.1 140.5 140.7 141.4 142.0 142.6
Wood products 15 1.6 15 15 1.5 15 1.6 1.6
Nonmetallic mineral products 12 1.1 12 12 1.2 1.1 1.1 1.1
Primary metals 7.7 7.7 7.7 7.7 7.7 7.7 7.7 7.7
Fabricated metal products. 12.1 12.3 12.1 12.1 12.2 12.3 12.3 12.2
Machinery 13.3 135 13.3 13.3 13.3 134 13.5 13.3
Computer and electronic products 19.8 19.1 19.6 19.8 19.3 19.2 19.1 19.1
Electrical equipment, appliances, and components............c.oceevereeeneeneens 5.1 5.0 5.0 5.1 5.1 5.0 5.0 5.1
Transportation equipment 74.3 75.9 741 743 747 75.5 75.9 76.9
Furniture and related products 14 1.4 14 14 1.4 14 1.4 14
Miscellaneous manufacturing 4.6 4.6 4.6 4.6 45 4.5 46 46
Nondurable goods 38.0 36.8 36.9 38.0 373 37.2 36.8 374
Food products 5.7 5.7 5.9 5.7 5.7 5.7 5.7 5.8
Beverage and tobacco products 3.0 3.1 29 3.0 3.1 3.1 3.1 32
Textile mills 0.9 0.9 0.9 0.9 0.9 0.9 0.9 0.9
Textile product mills 0.5 0.5 05 0.5 0.5 05 0.5 0.5
Apparel 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Leather and allied products 0.2 0.2 02 0.2 0.2 0.2 02 0.2
Paper products 16 1.6 1.6 1.6 1.6 16 1.6 1.6
Printing and related support activities 0.8 0.8 0.8 0.8 0.8 0.7 08 0.8
Petroleum and coal products. 8.8 8.0 8.1 8.8 8.4 8.4 8.0 7.7
Chemical products 13.0 12.7 12.7 13.0 12.6 12.6 127 135
Plastics and rubber products 22 2.2 2.2 22 2.2 2.2 2.2 22
Finished goods

Manufacturing 196.4 197.7 195.9 196.4 197.0 197.4 197.7 198.3
Durable goods 96.8 97.0 96.6 96.8 97.6 97.6 97.0 96.9
Wood products 35 3.6 3.4 35 35 37 3.6 3.6
Nonmetallic mineral products 5.3 53 53 5.3 5.3 5.3 53 5.3
Primary metals 7.9 7.9 78 7.9 79 7.7 7.9 7.7
Fabricated metal products 12.9 13.0 12.8 12.9 13.0 12.9 13.0 13.0
Machinery 175 171 17.4 175 17.5 17.4 171 17.1
Computer and electronic products 17.8 18.0 18.1 17.8 18.1 18.2 18.0 18.0
Electrical equipment, appliances, and COMPONENS...........cwvvrererereernrernnennns 3.1 3.0 3.0 3.1 3.1 3.1 3.0 3.1
Transportation equipment 15.6 15.9 15.6 15.6 16.1 16.1 15.9 15.8
Furniture and related products 24 25 24 24 24 25 25 25
Miscellaneous manufacturing 11.4 1.4 115 1.4 11.4 11.4 114 115
Nondurable goods 100.4 101.3 100.1 100.4 100.3 100.7 101.3 102.0
Food products 21.6 222 21.8 216 21.8 21.9 222 222
Beverage and tobacco products. 5.6 5.6 5.5 5.6 5.6 5.6 5.6 55
Textile mills 2.0 1.9 20 2.0 2.0 1.9 1.9 1.9
Textile product mills 15 15 15 1.5 15 15 1.5 15
Apparel 35 35 35 35 35 35 35 35
Leather and allied products 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8
Paper products 6.3 6.3 6.4 6.3 6.3 6.2 6.3 6.3
Printing and related support activities 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7
Petroleum and coal products, 16.0 16.1 15.8 16.0 16.0 15.9 16.1 16.6
Chemical products 30.5 30.5 30.3 30.5 30.1 30.4 30.5 305
Plastics and rubber products 9.7 9.9 9.6 9.7 9.7 9.8 9.9 9.9

p Preliminary
r Revised

Norte. Estimates in this table are based on the North American Industry Classification System (NAICS).
Chained (2005) dollar inventory series are calculated to ensure that the chained (2005) dollar change in inven-

tories for 2005 equals the current-dollar change in inventories for 2005 and that the average of the 2004 and
2005 end-of-year chain-weighted and fixed-weighted inventories are equal. Because the formula for the chain-

usually not additive.

type quantity indexes uses weights of more than one period, the corresponding chained-dollar estimates are
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Hl BEA BRIEFING I
A Guide to the Integrated Macroeconomic Accounts

By Takashi Yamashita

HIS PAPER summarizes the main features of the

integrated macroeconomic accounts (IMAs) and
illustrates possible uses of the information in the ac-
counts for economic and policy analysis. The IMAs
comprise a sequence of macroeconomic accounts that
link production and income to changes in net worth
for the U.S. economy. The accounts detail the sources
and uses of the funds that are made available for capi-
tal formation or net lending as well as track assets and
liabilities of major sectors of the economy. In identify-
ing the sources of changes in net worth, the IMAs pro-
vide information on changes in the market values of
assets and liabilities, which are important drivers of
changes in net worth.

The Bureau of Economic Analysis (BEA) and the
Federal Reserve Board (FRB) jointly developed the
IMAs for the United States. These accounts bring to-
gether data from BEA’s national income and product
accounts (NIPAs) and the FRB’s flow of funds accounts
(FFAs), use consistent definitions, and present the in-
formation in a unified framework. The IMAs are part
of an interagency effort to integrate the NIPAs and the
FFAs, to fill information gaps, and to enhance interna-
tional comparability of the U.S. national accounts. The
background for these accounts and a blueprint for the
IMAs are detailed in Jorgenson and Landefeld (2006),
and a prototype is presented in Teplin and others
(2006). The initial release of the IMAs was accompa-
nied by a February 2007 article in the Survey or Cur-
RENT Business (Bond and others 2007). In 2010, the
IMAs were expanded to include quarterly estimates
dating back to 1992. Quarterly estimates back to 1960
were released in June 2012. Annual and quarterly ta-

The author is grateful to Marco Cagetti, Elizabeth Hol-
maquist, Robert Kornfeld, Lisa Lynn, Susan Hume McIn-
tosh, Brent Moulton, Marshall Reinsdorf, and David
Wasshausen for their comments and suggestions on ear-
lier drafts.

The views and opinions expressed in this paper are
those of the author and do not reflect the view of the Bu-
reau of Economic Analysis or the Federal Reserve Board
of Governors.

bles are updated about 75 days after the end of the
quarter and made available both on the FRB and the
BEA Web sites.

This paper focuses on aspects of the IMAs that may
be of interest for economists and points out the ac-
counts’ potential pitfalls. The organization and perfor-
mance of the IMAs in tracking the economy are more
thoroughly discussed in Bond and others (2007) and
Cagetti and others (2012).

The remainder of this article discusses the follow-
ing:

e The structure of the IMAs

e The unique advantages of the IMAs

o Special features of the IMAs

oA look at a few examples that illustrate develop-
ments in the U.S. economy before the financial cri-
sis and the recession of 2007-2009 and the recovery!

e Concluding remarks

The Structure of the IMAs

The organizing framework of the IMAs comes from
the System of National Accounts (SNA) 2008. The SNA
is a set of international guidelines on how to record
and summarize the transactions of the major sectors of
domestic economy with each other and with the rest of
the world. The SNA defines the major institutional
units and sectors in an economy as well as the flows
(production and generation of income and the acquisi-
tion of assets and liabilities), the direction of flows be-
tween sectors (sources and uses of funds), and the
stocks of types of assets and liabilities. The sequence of
accounts in the SNA begins with the production ac-
count, which derives each sector’s gross value added.
Following the production account is a series of ac-
counts that flow into one another to track the sources
of change in the net worth of each sector. These ac-
counts are also summed across sectors to obtain con-
solidated accounts for the total economy.

While the IMAs are largely in accordance with the
SNA, the two accounts differ with respect to the sec-
tors within the domestic economy. The difference in

1. Analysis in this paper is based on IMA tables downloaded from the
BEA Web site on December 20, 2012. For detailed information about the
charts in this section, please see the special Appendix in the online Survey at
www.bea.gov/scb/index.htm.
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sectoring reflects specific characteristics of the U.S.
economy, particularly how the nonfinancial business
sector and the government sector are organized. The
SNA divides the domestic economy into five sectors:
nonfinancial corporations, financial corporations,
general government, nonprofit institutions serving
households (NPISH), and households. In the SNA,
noncorporate businesses are either treated as quasi-
corporations or consolidated into the household sec-
tor, depending on their degree of formality.? The IMAs,
however, divide the domestic economy into six sectors:
households and NPISH; nonfinancial noncorporate
business, which includes nonfinancial partnerships
and sole proprietorships; nonfinancial corporate busi-
ness; financial business; the federal government; and
the state and local governments. In addition, both the
SNA and the IMAs record international transactions in
the rest of the world table.

Government enterprises are included in the govern-
ment sector in the IMAs. Government enterprises are
government agencies that sell their goods and services
directly to the public for a price and recover part or all
of their operating costs.> The SNA recommends classi-
fying institutional units based on their residency and
principal economic activity rather than on their own-
ership and controlling interest; therefore, U.S. govern-
ment enterprises would be classified as quasi-
corporations and included in the nonfinancial noncor-
porate business sector or the financial business sec-
tor under the SNA. In the NIPAs, the treatment of
specific government agencies is more complicated, as
the NIPAs take a “mixed” approach.* In the NIPAs,
government enterprises are treated like businesses and
are classified as noncorporate business with respect to
their income, value added, compensation payments,
and consumption of fixed capital. On the other hand,
their interest payments and receipts, fixed investment,
and inventory change are combined with the govern-

2. The SNA defines a quasi-corporation as an unincorporated business
that is operated as if it were incorporated and shares many of the attributes
of a corporation.

3. Government enterprises differ from government-sponsored enterprises
(GSEs), which are included in the financial business sector. GSEs are finan-
cial-services corporations created by Congress but are owned by their
stockholders, such as Farm Credit System, Federal Home Loan Banks, Fan-
nie Mae, and Freddie Mac. Government enterprises are governmental units
that sell goods and services to households and businesses and cover all or
most of their expenses from revenue. Under the federal government, there
are currently 15 government enterprises, including the U.S. Postal Service,
regional electric power enterprises, and insurance enterprises. For state and
local governments, specific government functions—such as local transit,
utilities, and liquor stores—are classified as enterprises.

4. The NIPAs take a mixed approach for government enterprises because
of data limitations. The source data for government enterprises are consoli-
dated with government accounts and do not allow for straightforward sepa-
ration of the enterprises accounts from the accounts of general
government.
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ment sector. The IMAs treat them consistently as part
of the government sector.

For each sector, the IMAs use the sequence of six ac-
counts to trace the transmission of income to wealth:
current account, capital account, financial account,
other changes in volume account, revaluation account,
and balance sheet account. The first three accounts re-
cord transactions, and the next two accounts docu-
ment changes in assets and liabilities not related to
economic transactions. The balance sheet presents the
total stocks of assets and liabilities and the level of net
worth of each sector of the economy.

Current account

The current account, which is derived from NIPA data,
summarizes the generation, distribution, and uses of
income. In the IMAs, this account begins with the in-
come that each sector receives from engaging in eco-
nomic production as measured by gross value added.
The net operating surplus of the sector is then derived
as gross value added less consumption of fixed capital
(or economic depreciation), payments for labor in-
puts, and “taxes on production and imports less subsi-
dies.” Sources of income by income type—including
property income aggregates such as interest and divi-
dends, and, in the case of households, receipts of com-
pensation—are added, and payments of property
income are subtracted to arrive at the balance of pri-
mary incomes received by each sector.” Next, the cur-
rent account shows the adjustments made to primary
incomes (such as taxes, social benefits and contribu-
tions, and current transfers) to arrive at disposable in-
come. Finally, net saving is the residual amount of
disposable income that remains after final consump-
tion expenditures.

Capital account

The capital account, which is based on NIPA data, de-
tails the relationship between net saving, net invest-
ment, and net lending. This account shows gross
investment (and for some sectors, the allocation of in-
vestment funds between residential and nonresidential
fixed investment), acquisition of nonproduced assets,
and changes in inventories. Net lending (or borrow-
ing) in the capital account shows how much surplus
(or shortage) of funds a sector has after paying for
fixed capital formation, consumption of fixed capital,

5. In the SNA, the portion of national income received by a sector is
known as its “balance of primary incomes, net.” The line in the IMA tables
that shows this concept is therefore labeled “net national income/balance of
primary incomes, net.” In tables S.1.a and S.1.q, which cover the total econ-
omy, this line shows net national income from table 1.12 of the NIPAs.
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net acquisition of nonproduced nonfinancial assets,
such as natural resources, and inventory accumulation.

Financial account

The financial account, which is based on the FFAs, re-
cords each sector’s portfolio changes from acquisitions
of financial assets and liabilities. In the financial ac-
count, a sector’s net lending or borrowing is calculated
by subtracting its net incurrence of liabilities from its
net acquisition of financial assets. In principle, the
value of net lending or borrowing in the financial ac-
count should match the value from the capital ac-
count, because saving and net receipts of capital
transfers not used for capital investment must be used
to acquire financial assets or to retire liabilities. How-
ever, the values for the two measures seldom coincide
precisely, because of discrepancies in source data, tim-
ing differences, and difficulties in adjusting the source
data to remove holding gains from reported revenue or
changes in positions.

Other changes in volume account

Saving and capital transfers do not entirely account for
the change in net worth because other changes in bal-
ance sheet items can occur. The “other changes in vol-
ume” account includes disaster losses (such as those
from hurricanes or earthquakes), uncompensated sei-
zures of foreign asset, and other items. In addition, al-
though the SNA does not include expenditures on
consumer durable goods in investment, the IMA bal-
ance sheet for the households and NPISH sector in-
cludes consumer durable goods as an asset. Net
investment in consumer durable goods is thus in-
cluded in the other changes in volume account to rec-
oncile the difference in definitions. Finally, the
statistical discrepancy, measured as the difference be-
tween net lending and borrowing in the capital ac-
count and in the financial account is recorded.

Revaluation account

The revaluation account shows the changes in net
worth resulting from holding gains and losses on dif-
ferent types of assets and liabilities. These revaluations
are mainly for market values of certain assets and lia-
bilities such as real estate, corporate equity, and mutual
funds. The revaluation account includes the line item
“changes in net worth due to nominal holding gains/
losses,” which sums up the holding gains and losses at-
tributable to different assets and liabilities. The change
in net worth is shown between the revaluation account
and the balance sheet account to summarize changes
arising from all sources combined (net saving, capital
transfers, other changes in volume, and nominal hold-
ing gains).
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Balance sheet account

A key purpose of the IMAs is to account for the sources
of changes in net worth. The sequence of accounts thus
ends with a balance sheet that shows the values of as-
sets and liabilities at the end of the accounting period
and the net worth of the sector.

Unique Advantages of the IMAs
The IMAs bring together information on the U.S.
economy that previously was available only from dis-
parate sources. The major innovations of the IMAs in-
clude the following:

e Data are presented in a convenient, easy-to-use for-
mat. In addition to quarterly and annual tables of
the seven sectors, data for the total economy (cur-
rent account) and selected aggregates are presented
in separate tables.

e The FRB has introduced an online documentation
system that provides detailed information on how
each series in the IMAs and the FFAs is constructed.
With a few mouse clicks, users can easily trace
which series are used to construct a specific line in
the IMAs with references to NIPA and FFA tables.

elncome and expenditure information from the
NIPAs and balance sheet data from the FFAs are
presented together within a single table, facilitating
calculation of financial ratios for economic analysis.

e Balance sheets are presented for the six sectors of
the domestic economy and for the rest of the
world.® Before the IMAs were developed, the bal-
ance sheet information available from the FFAs cov-
ered only the household and NPISH sector and
nonfinancial business sectors.

o The IMAs derive each sector’s net lending to the rest
of the economy from two sources: the capital
account and the financial account. The NIPAs pro-
vide the capital account measures of net lending or
borrowing only for households, aggregate domestic
business, state and local government, and federal
government sectors. The net lending and borrowing
position of the other sectors had not previously
been available except by combing through multiple
tables in the FFAs.

e The IMAs delineate four sources of changes in net
worth: saving, capital transfers, nonprice changes
that do not arise from a transaction such as disaster
losses, and variation in the market prices of assets
and liabilities. One goal of the IMAs is to link pro-
duction and expenditures to changes in net worth,

6. The nonfinancial assets on the balance sheets of the financial business
and the government sectors exclude residential real estate and land. The
balance sheet of the rest of the world includes only financial assets that rep-
resent claims on the U.S. assets and liabilities that represent claims of the
United States.
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and changes in net worth arising from asset price
fluctuations are indispensable for doing this.

e The IMAs highlight the overwhelming importance
of holding gains in wealth accumulation. Changes
in net worth due to nominal holding gains/losses
account for more than half of the changes in net
worth for the household sector in almost all years.
In some years, changes due to nominal holding
gains exceed 100 percent of the total changes in the
households’ net worth. (See the box, “Dominance
of Holdings Gains in Household Wealth Accumula-
tion.”)

SURVEY OF CURRENT BUSINESS 15

Special Features of the IMAs
The organization of accounts and terminology of the
IMAs differ from those of the NIPAs and the FFAs in
several areas. For example, the two accounts differ on
the concept of “disposable income.” In the NIPAs, per-
sonal interest payments on consumer debt are not sub-
tracted in calculating the disposable income of the
household sector; instead, these payments are consid-
ered part of personal outlays. In the IMAs, however,
the interest payments by households are deducted
from property income and are therefore not included
in disposable income of the household sector. This

Dominance of Holding Gains in Household Wealth Accumulation

The personal saving rate declined steadily from the mid-
1980s to 2007. The saving rate rebounded in 2008, when
net worth of the household sector decreased after the
financial crisis. The decline in the saving rate is correlated
with the increase in the net worth of the household sec-
tor. Chart A shows the relationship between the ratio of
household net worth to disposable income and the net
saving-to-disposable income ratio for the household sec-
tor from the integrated macroeconomic accounts. The
saving rate and the net worth-to-disposable income ratio
tend to move in opposite directions.

Of the four sources of change in net worth (saving,
capital transfers, nonprice changes, and holding gains),

Chart A. Household Net Worth and Saving Rate,
1961-2011

holding gains have been the driving force of wealth accu-
mulation of the household sector. To underscore this
point, chart B plots the annual change in the ratio of net
worth to disposable income against the ratio of holding
gains to disposable income. Most plots cluster around a
straight line with a slope of 1, implying that a 1 percent-
age point increase in the ratio of holding gains-to-dispos-
able income translates into a 1 percentage point increase
in the ratio of net worth to disposable income. The fitted
line intersects the vertical axis at —0.229. A negative inter-
cept implies that the ratio of net worth to disposable
income on average would decline if there are no holding
gains on net worth in a year.

Chart B. Holding Gains and Changes in Net Worth,
1961-2011
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exclusion of interest payments from disposable income
is consistent with the treatment of interest payments
by noncorporate and corporate businesses, in which
interest payments are subtracted before taxes to calcu-
late net income.

The disposable income of the business sector is not
reported in the NIPAs but is reported in the IMAs. Dis-
posable income for the corporate sectors differs from
after-tax profits because of the treatment of dividend
payments. In the IMAs, dividend payments are treated
similar to interest payments: they are subtracted from
primary incomes to arrive at disposable income. Be-
cause dividends are included in the balances of pri-
mary incomes of the sectors that receive them (mainly
the household sector), they must be subtracted in cal-
culating the balances of primary incomes of sectors
that pay them. Similar to the household sector, dispos-
able income of the corporate sectors represents an in-
ternal source of funds available for investment.

In addition, the IMAs treat the market value of cor-
porate equities as a liability of the issuer. This means
that the market value of corporate equities is excluded
from the issuer’s net worth in the IMAs. However, in
the FFAs, shareholders’ or owner’s equity is treated as
the net worth of the corporate business sector. The
IMASs” measure of corporate net worth excludes the
market value of corporate equities because these equi-
ties are treated as assets of other sectors in the econ-
omy, and these positions should cancel out when all
domestic sectors are consolidated into a balance sheet
for the total economy.” As a result, the reported net
worth of the corporate sector in the IMAs could be
negative for a sustained period of time when there is a
bull market for corporate equities.

Because of this treatment of corporate equity, a de-
crease in the market value of corporate equity is
treated as a decrease in liabilities in the revaluation ac-
count, leading to an increase in the reported net worth
of the issuer of the equity. In 2008, for example, the
market value of corporate equity issued by nonfinan-
cial corporate business plummeted by about $5.4 tril-
lion in the midst of the financial crisis (table S.5.a, line
90), while the market value of nonfinancial and finan-
cial assets held by this sector declined by $1.3 trillion
(table S.5.a, line 82+line 86). Because the change in net
worth is defined as the change in the value of assets mi-
nus the change in the value of liabilities, these changes
led to an increase in net worth of the nonfinancial cor-
porate business sector of about $4.2 trillion (table

7. In other words, this treatment is based on the notion that a way to
compute the net worth of the nation is to add up the net worth of all sec-
tors. The nation’s net worth is based on the recorded values of corporate
assets rather than on the market value of equity shares outstanding.
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S.5.a, line 92). (See the box, “Corporate Equity in the
IMAs and the FFAs.”)

Users of the IMAs who want to compute financial
ratios such as leverage or return on equity must there-
fore bear in mind that the reported net worth in the
IMAs is different from a financial-accounting defini-
tion of net worth. In standard corporate finance text-
books, financial leverage is defined as total assets
divided by net worth as calculated without any sub-
traction of the value of equity (see Fridson and Alvarez
2011). Because the IMAs exclude corporate equity
from net worth, analysts must add the value of equity
to the reported net worth to compute ratios that are
comparable with the financial ratios used in standard
financial analysis.®

Performance of the IMAs

Before and After the Financial Crisis
Two goals of the IMAs are to improve the ability to
monitor new developments in the economy for timely
policymaking and to facilitate economic analysis by
conveniently presenting data in one place. How did the
IMA:s fare in achieving these objectives? Were the IMAs
able to provide pertinent information on risks that
households were taking in the early 2000s? How can
data in the IMAs be used to understand characteristics
of the 2007-2009 recession and slow recovery after-
wards? This section presents a few examples of the po-
tential uses of the IMAs to analyze the U.S. economy.

The U.S. economy in the first decade of the 21* cen-
tury was characterized by the following:

eHigh levels of household borrowing and debt-
financed housing investment and as well as spend-
ing boom until 2007, when there was a sharp drop
in household borrowing and investment in housing.

e A sudden drop in liquidity in the financial system in
2008

o A sharp contraction of the household balance sheet,
accompanied by a dramatic reduction in private-
sector demand. Even though the recession ended in
the second quarter of 2009 and interest rates are
near zero, many households and businesses still hes-
itate to increase their spending.

Household leverage in the early 2000s

Many policymakers and economists were taken by sur-
prise by the financial crisis of 2007-2008 because the

8. One way to compute net worth for the corporate business sectors com-
parable to standard financial analysis is to follow the FFAs™ approach. For
nonfinancial corporate business (table S.5.a), the FFAs® definition of total
equity is corporate equity (line 136) plus net worth (line 143). For financial
business (table S.6.a), total equity is defined as the sum of corporate equity
(line 140), equity in noncorporate business (line 142), and net worth (line
149).
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increases in the household sector’s financial leverage
and debt service ratios in the years leading up to the fi-
nancial crisis seemed modest (Palumbo and Parker
2009). Stocks of assets and liabilities generally change
more slowly than flows, so financial leverage, defined
as the ratio of total assets to net worth, tends to change
gradually. Despite the large amount of mortgage debt
amassed by the household sector in the early 2000s,
IMA table S.3.a shows that the financial leverage of the
sector increased only modestly, from 1.18 in 2001 to
1.22 in 2007, because rising house prices were pushing
up the value of housing assets at the same time mort-
gage debt was rising. The leverage ratio calculated
from the balance sheet at the aggregate level, therefore,
may not be an appropriate metric to assess the risks
that households are taking. Policymakers may require
more detailed measures of leverage to understand eco-
nomic developments (Geanakoplos 2010; Landefeld
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and others 2010).

In addition, as shown in table 1, the rise in the
households’ debt service ratio (the ratio of households’
debt payments to disposable personal income) from
2000 to 2007 was less than 2 percentage points, from
12.2 percent in 2000 to 14.0 percent in 2007.

Using data from IMA table S.3.q, another measure
of leverage that might have forewarned about rising
household indebtedness before the financial crisis can
be constructed. Chart 1 plots the ratio of the house-
hold sector’s net incurrence of mortgage debt to gross
residential fixed investment from 1974 to 2007.° This

9. Note that this ratio is not the same as the loan-to-value ratio of new
mortgages. This ratio could be well over 1 as the denominator (gross resi-
dential capital formation) only accounts for new housing investment and
brokers’ commissions on sales of used structures, while the numerator takes
into account all additional mortgages including those used to purchase
housing units built in earlier years.

Corporate equity is considered a liability of an issuer in
the integrated macroeconomic accounts (IMAs) and thus
is not included in the net worth of the issuer’s balance
sheet. As a result, an increase (decrease) in the market
value of corporate equity reduces (increases) the net
worth of the corporate business sector. In the flow of
funds accounts (FFAs), however, shareholder’s equity is
treated as the net worth of the corporate business sector.
The reported values of net worth in the IMAs and the
FFAs thus differ for the corporate business sectors.

The table below compares the net worth of the nonfi-
nancial corporate business sector between the IMAs and
the FFAs from 2007 to 2009. In the IMAs, the net worth

Corporate Equity in the IMAs and the FFAs

Net Worth and Change in Net Worth in the Integrated Macroeconomic Accounts
and the Flow of Funds Accounts, Nonfinancial Corporate Business Sector

of nonfinancial corporate businesses increased by $3.7
trillion in 2008 from a year earlier while the market value
of equity decreased by $5.4 trillion. However, the FFAs
reported a decrease of net worth by $2.0 trillion during
the same period. The difference between the two mea-
sures is $5.7 trillion, 94 percent of which is accounted for
by the decline in the market value of corporate equity. In
2009, nonfinancial corporate business’ net worth
decreased $4.8 trillion in the IMAs, while the decrease
was about $2.3 trillion in the FFAs. The difference of $2.5
trillion is close to the amount of the holding gains of cor-
porate equity.

2007 2008 2009
Line
Billions of current dollars

Integrated macroeconomic accounts: Nonfinancial corporate business '

Revaluation account
1| Corporate equUIty (IN€ 90) .......cc.euuimueruriiriiireiieiierieseei sttt 1,915.2 -5,378.2 2,542.6

Balance sheet account (end of period)
2| Corporate qUILY (lIN€ 136) .......cvuureurerirreriiisieieisiesees ittt 15,730.7 10,016.6 12,494.6
3| Net worth (line 143) 1,870.1 5,619.6 794.4
4 |Change in net worth from the PrevioUS YEaT ...ttt 912.5 3,749.5 -4,825.2

Flow of funds accounts: Nonfinancial corporate business ?
5| NEt WOIh (lIN€ B2) ....uvuieeiieiiiieieieeieiieieie ettt 17,600.8 15,636.2 13,289.0
6|Change in net worth from the PrevioUS YBaI ............cuiiiuiririiiieieiseieeiesiei s sssies 2,040.9 -1,964.7 -2,347.2
7 |Differences in measures of change (liN€ B-lINE 4)...........ccvuuiuiiieiiirineieriseie e 1,128.4 -5,714.2 2,478.0

Percent

8|Changes in the net worth accounted for by revaluation of corporate equity issues (line 1/line 7x100) 169.7 94.1 102.6

1. These estimates and the line numbers in parentheses are from table S.5.a from the Bureau of Economic Analysis.
2. These estimates and the line numbers in parentheses are from table B102 from the Federal Reserve Board.
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Table 1. Household Debt Service Ratio and
Financial Obligations Ratio, Selected Years

[Percent]
Debt Financial obligations ratio 2

service

ratio ' | qoral | Renter Flomeonner

(Total) Total | Mortgage | Consumer
11.6| 169 253| 148 9.3 5.4
121 17.6| 26.4| 153 9.6 57
122 17.7| 26.6| 155 9.8 57
119 173 258| 152 9.7 55
11.9] 172| 250/ 153 9.9 5.4
119 173| 247| 154 10.2 5.2
11.6| 171| 2441 15.2 10.3 49
122 17.3| 29.4| 148 8.8 6.1
12.7) 17.8| 30.6| 153 9.0 6.3
13.0 17.9| 294| 157 9.2 6.5
131 179 272| 16.0 9.5 6.5
132 17.8| 256 16.3 9.8 6.5
136 183 251| 16.9 10.5 6.5
13.8| 186 251| 173 10.9 6.3
14.0/ 189| 254| 176 11.3 6.3

1. Required payments on outstanding mortgage and consumer debt as a percentage of
disposable personal income.

2. The financial obligations ratio adds automobile lease payments, rental payments on
tenant-occupied property, homeowners’ insurance, and property tax payments to payments
included in the debt service ratio.

Source: Federal Reserve Board (www.federalreserve.gov/releases/housedebt).

ratio summarizes how much additional mortgage debt
is incurred by the household sector relative to its in-
vestment in residential structures. This ratio was
around 1.0 or below until 1986, but it reached 1.5 in
the late 1980s and exceeded 1.5 in the early 2000s.

Both the late 1980s and the early 2000s were periods
of declining mortgage interest rates. Many households
took advantage of the falling interest rates and refi-
nanced mortgages. Home equity lines of credit, which
could easily be used to tap into home equity, were also
heavily promoted in both periods.
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The situation in the late 1980s, however, differed
from that of the early 2000s in one respect. The Tax Re-
form Act of 1986 phased out the deductibility of inter-
est payments on consumer loans but maintained the
deductibility of residential mortgage interest. To take
advantage of the mortgage interest deduction, con-
sumers shifted their portfolios away from consumer
debt and into mortgage debt (Maki 2001). Because
much of the growth of mortgage debt was due to sub-
stitution of mortgage debt for consumer debt, the
overall ratio of household debt service obligations to
disposable personal income and the financial obliga-
tions ratio for homeowners did not rise, even though
the financial obligations ratio for mortgage debt in-
creased from 9.3 percent in 1985 to 10.3 percent in
1991 (table 1). In contrast, between 2000 and 2007 the
overall homeowner financial obligations ratio in-
creased from 14.8 percent to 17.6 percent.

Moreover, in 2000-2007, the rise in mortgage debt-
to-residential fixed investment ratio was faster and
larger in magnitude than during the late 1980s. The
mortgage debt-to-residential fixed investment ratio
began to climb in late 2001 and recorded an unprece-
dented 1.91 in the second quarter of 2003. The ratio
then stayed at a high level until the end of 2006. The
departure of this ratio from its historical range may
have signaled the substantial exposures of mortgage
borrowers to house price risks.

Financial flows between sectors before the
financial crisis

The pattern of net lending or borrowing by each of the
sectors in the IMAs shows which is a net provider of
funds that can be used by others to finance investment
in nonfinancial assets and which is a net user of funds
provided by others. In the financial account, “lending”

Chart 1. Ratio of Net Incurrence of Mortgages to Residential Gross Fixed Capital Formation, 1974-2007

Ratio
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includes funding that is provided to other sectors by
purchasing financial assets including equities, and
“borrowing” includes funds obtained by issuing equity
shares or debt or by selling assets. As noted by Eichner
and others (2010), Palumbo and Parker (2010), and
Vir Bhatia and Bayoumi (2012), the household sector,
which is normally a supplier of funding to other sec-
tors, underwent a striking change in roles and became
a net borrower of funds in the 8 years preceding the fi-
nancial crisis, while the nonfinancial corporate sector,
which normally uses funds from other sectors for its
investment needs, acted as a net lender in the early
2000s.

Chart 2 presents net lending and borrowing from
the financial account of the IMAs for the households,
nonfinancial corporate business, financial business,
and rest of the world sectors from 1996 to 2012. The
chart illustrates how the behavior of these sectors
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changed in the years before and after the financial cri-
sis.

The change in the role of the household sector from
net lender to net borrower in the fourth quarter of
1998 is evident in the first panel of chart 2. Households
become net borrowers when their saving plus their net
receipts of capital transfers is lower than their invest-
ment in residential assets. IMA table S.3.a shows that
households enjoyed large holding gains in most of
years between 1995 and 2006, which allowed them to
increase their net worth without having to save
(Landefeld and others 2010). As housing prices in
some parts of the country began to falter in 2006, the
pace of borrowing slowed, and the household sector
returned to its traditional role as a net lender in the
third quarter of 2007.

The nonfinancial corporate sector increased the size
of its balance sheet during the stock-market boom of

Chart 2. Net Lending or Net Borrowing From Financial Accounts as a Percentage of National Disposable

Income for Selected Sectors, 1996-2012
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the late 1990s but then sharply reduced its net incur-
rence of liabilities after the 2001 recession began (chart
2). The sector turned into a net lender between 2001
and 2004. In 2008, this sector drastically shed assets
from its balance sheet, which made it a large net bor-
rower in the financial account. However, the capital ac-
count estimate of the sector’s net borrowing was
relatively small in the first half of 2008, and in the last
half of 2008, the capital account depicts the sector as a
net lender. Some of the discrepancy between the finan-
cial and capital account measures of net lending may
come from write-offs of assets that became uncollect-
able as a result of the financial crisis. Reductions in the
values of assets due to writeoffs are, in effect, treated as
principal repayments for purposes of measuring net
lending in the financial accounts.

The financial sector and the rest of the world sector
provided funds for the investment needs of the other
sectors of the economy in years before the financial cri-
sis (chart 2). However, the financial sector substantially
curtailed new lending activities in the fourth quarter of
2008, when the U.S. economy was in the midst of the
financial crisis. The financial sector became a net bor-
rower in the fourth quarter of 2008, obtaining about
$1 trillion from the other sectors by means such as the
issuance of equity. The financial sector became a net
lender briefly in 2009 but became a net borrower again
after the second quarter of 2010.

The rest of the world has been a net lender to the
U.S. economy consistently since 1983. Until 1999,
however, foreign net lending to the United States had
rarely exceeded 3 percent of national disposable in-
come. Since 1999, the percentage has usually been
above 3 percent and even above 10 percent of national
disposable income in the fourth quarter of 2006 (chart
2). Net lending by the rest of the world began to trend
down in 2007, however, as the rest of the world sharply
reduced its holdings of U.S. assets and liabilities. In the
first quarter of 2009, net lending from the rest of the
world amounted to only 0.25 percent of national dis-
posable income. The era of high net lending to the
United States by the rest of the world thus coincides
with the era of net borrowing by households.

Financial intermediation before and after the
financial crisis

The financial sector performs an important role of fi-
nancial intermediation by borrowing from those who
have surplus funds and lending to those with a short-
age of funds. In doing so, the financial sector accom-
plishes maturity transformation by borrowing in
short-term liabilities and financing long-term assets.
Data from the IMAs may illuminate how the financial
sector businesses performed as financial intermediar-
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ies between lenders and borrowers during the years be-
fore and after the financial crisis.

Table 2 presents the net acquisition of financial as-
sets and net incurrence of liabilities by each sector of
broad asset classes between the third quarter of 2005
and the second quarter of 2006, the height of the hous-
ing boom. This table shows that in these quarters, the
financial sector concentrated on extending long-term
loans (assets, line 29) to the household sector (liabili-
ties, line 26), while the net acquisition of liquid assets
(currency, deposits, money market funds (MMFs) and
Treasury securities) was relatively minor (assets, line
6). Funds for long-term loans were raised through is-
suing bonds and equities and taking deposits (liabili-
ties, lines 5, 37, and 45).

The rest of the world was the largest source of fund-
ing for the U.S. economy during this period. Net ac-
quisition of corporate and government-sponsored
enterprise (GSE) bonds and equity and investment by
the rest of the world (assets, lines 40 and 48) accounted
for more than half of total net incurrence of these lia-
bilities. The financial sector, which was the largest is-
suer of corporate and GSE bonds and equities
(liabilities, lines 37 and 45), in turn extended long-
term loans to the household sector (assets, line 29),
which were used to acquire housing assets.!” The rest of
the world was also the largest purchaser of U.S. Trea-
sury securities (assets, line 16). The rest of the world,
therefore, provided liquidity to the U.S. economy by
acquiring various debt instruments issued by U.S. enti-
ties.!!

Table 3 presents the same kind of information as ta-
ble 2 for the third quarter of 2008 to the second quar-
ter of 2009, the phase of the financial crisis when
Lehman Brothers failed and AIG was rescued. If one
looks at the assets side of the financial business, the
lending appears unabated throughout 2008—as the fi-
nancial sector extended $3.6 trillion worth of short-
term loans in the third quarter of 2008 (assets, line 21)
when Lehman Brothers and Washington Mutual Bank
collapsed and Fannie Mae and Freddie Mac were
placed in government conservatorship. The sector fur-
ther extended $855 billion worth of short-term loans
in the fourth quarter (assets, line 21).12

A large fraction of the increases in the financial

10. Long-term loans in the IMAs only account for mortgages.

11. A recent report asserts that the rest of the world, particularly Euro-
pean banks helped sustain the “shadow banking system” in the United
States through the purchase of securitized claims on U.S. borrowers (Com-
mittee of International Economic Policy and Reform 2012).

12. Looking at the growth of bank credit and commercial and industrial
loans up to October 15, 2008, Chari, Christiano, and Kehoe (2008) declare
that the decline of bank lending during the financial crisis often reported in
the financial press is a myth. On the other hand, Ivashina and Scharfstein
(2010) argue that this increase is not driven by growth of new loans but by
an increase in drawdowns on existing credit lines by corporations.
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sector’s net acquisition of short-term loans in this pe-
riod, however, reflects loans from the Federal Reserve
system. The financial business sector in the IMAs and
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the FFAs includes the Federal Reserve Board and re-
gional Federal Reserve banks. Data from the FFAs
show that the monetary authority extended $2.3

Table 2. Net Acquisition of Financial Assets and Net Incurrence of Liabilities by Asset Class,
Third Quarter of 2005 to Second Quarter of 2006

[Billions of current dollars]

Net acquisition of financial assets

Net incurrence of liabilities

Line Financial instruments 2005 2006 2005 2006
Il % | I Il v | Il

1 |Currency, deposits, and money market funds..............ccccoocririrniennn. 982.7 808.7 835.6 808.7| 1,157.0 673.5| 1,086.8| 1,048.9

2| Households and nonprofit institutions serving households .. 566.2 2771 830.4 594.2 0.0 0.0 0.0 0.0

3| Nonfinancial noncorporate business. 102.6 102.6 98.1 98.2 0.0 0.0 0.0 0.0

4| Nonfinancial corporate business... 219.3 371.7) -1971| -128.7 0.0 0.0 0.0 0.0

5| Financial business................. 116.7 53.4 711 210.1 990.4 868.7 881.1 7491

6| Federal government -33.3 26.8 -56.3 69.6 0.9 0.3 0.6 0.8

7| State and local governments -6.5 33.1 39.5 55.6 0.0 0.0 0.0 0.0

8| Rest of the world 17.7 -56.0 49.9 -90.3 165.7| -195.5 205.1 299.0

9| TreaSUIY SECUNLIES .........c.cvvuereircricecericrie e 235.3 349.1 331.2 192.4 235.3 349.0 331.2 192.3
10| Households and nonprofit institutions serving households .. -22.0 -394 183.6 75.6 0.0 0.0 0.0 0.0
11| Nonfinancial noncorporate business 6.0 6.0 0.2 0.2 0.0 0.0 0.0 0.0
12| Nonfinancial corporate business... -17.8 14.5 -84 -20.5 0.0 0.0 0.0 0.0
13| Financial business............... =712 -15.8 24.1 13.5 0.0 0.0 0.0 0.0
14| Federal government.......... 0.0 0.0 0.0 0.0 235.3 349.0 331.2 192.3
15| State and local governments 1111 59.9 12.0 437 0.0 0.0 0.0 0.0
16| Rest of the world 229.2 323.9 119.7 79.9 0.0 0.0 0.0 0.0
17 |Short term loans 486.4 726.2 873.1 790.6 407.0 653.7| 1,117.2 980.2
18| Households and nonprofit institutions serving households .. -16.9 -8.7 93.4 191.2 49.7 -7.8 180.8 96.2
19| Nonfinancial noncorporate business 0.0 0.0 0.0 0.0 171.8 178.6 1334 134.4
20| Nonfinancial corporate business... 12.7 4.4 2.7 -8.0 -42.1 1417 1721 1715
21| Financial business 296.0 586.9 672.4 574.7 227.9 301.8 634.7 554.3
22| Federal government 3.7 0.0 12 6.1 0.0 0.0 0.0 0.0
23| State and local governments. -12 2.3 -0.4 3.0 1.0 0.8 0.3 0.9
24| Rest of the world 192.1 145.9 109.2 236 -1.3 38.6 -4.1 22.9
25 |Long term 10ans (MOrtgages)...........ccourierrerirniniuniensrnesessnese s 1,548.0) 1,538.0, 1,7204 1,531.4 1,548.0/ 1,538.1| 1,720.4| 1,531.3
26| Households and nonprofit institutions serving households .. . 7.2 1.7 -9.7 -182| 1,135.6| 1,070.3| 1,299.8| 1,179.3
27| Nonfinancial noncorporate business.............c.coccveerienne. 5.3 5.3 -15 -15 177.6 177.9 283.0 283.3
28| Nonfinancial corporate business... 1.7 1.7 -8.3 -8.4 219.7 2934 121.0 53.0
29| Financial business...........c.c....... 15232 1,519.7) 1,7304| 1,540.3 15.1 -35 16.6 15.7
30| Federal government 3.8 4.0 1.8 6.9 0.0 0.0 0.0 0.0
31| State and local governments 6.8 5.6 7.7 12.3 0.0 0.0 0.0 0.0
32| Rest of the world 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 |Corporate and government-sponsored enterprise bonds.................... 526.2| 1,369.8| 1,524.3| 1,639.7 526.0 1,369.7| 1,524.3| 1,639.7
34| Households and nonprofit institutions serving households .. 101.4 578.4 345 34.9 0.0 0.0 0.0 0.0
35| Nonfinancial noncorporate business 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36| Nonfinancial corporate business -5.9 48 -2.8 -6.8 95.7 66.6 202.3 1917
37| Financial business -116.1 206.0 887.7 769.8 3709, 1267.3| 1,190.1| 12144
38| Federal government 0.0 0.0 0.0 0.0 -04 0.8 -1.0 0.2
39| State and local governments 20.0 15.9 23.4 38.8 0.0 0.0 0.0 0.0
40| Rest of the world 526.8 564.7 581.5 803.0 59.8 35.0 132.9 2334
41 |Equity and investment 218.5 357.6 864.7 519.4 2184 357.3 864.8 519.5
42| Households and nonprofit institutions serving households .. -336.6| -268.0] -—404.3| -429.0 0.0 0.0 0.0 0.0
43| Nonfinancial noncorporate business 0.3 0.0 0.0 0.1 -29.3 35 79.8 63.3
44| Nonfinancial corporate business... -60.6| -211.7 280.9 168.4| -2932| -2144| -4128| -331.1
45| Financial business 349.0 560.5 569.4 406.9 400.8 527.1 757.0 488.1
46| Federal government 1.2 1.0 5.2 0.6 0.0 0.0 0.0 0.0
47| State and local governments. -14.9 -8.2 -22.0 16.8 0.0 0.0 0.0 0.0
48| Rest of the world 280.1 284.0 435.5 355.6 140.1 41.1 440.8 299.2
A IOLNEY ...t 2,504.8| 1,731.2| 2,733.6| 2,761.2| 2,120.6| 1,278.1| 2,123.4| 2,129.7
50| Households and nonprofit institutions serving households .. 383.4 539.8 354.8 514.2 327 30.4 23.1 472
51| Nonfinancial noncorporate busiNess...........c.cccrvvvreereeenen. 323.2 323.5 422.9 4231 196.0 201.8 164.0 168.0
52| Nonfinancial corporate business... 872.7 698.5 636.9 913.7 928.5 629.9 658.4 953.4
53| Financial business..........cco....... 688.4 354.3 981.6 528.4 556.4 123.2 975.6 799.4
54| Federal government 14.2 46.2 17.4 -9.2 87.3 172.0 23.7 64.9
55| State and local governments 10.8 -34.7 -30.3 -25.4 171.6 142.8 40.8 152.4
56| Rest of the world 2121 -196.4 350.3 416.4 1481 -22.0 237.8 -55.6
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trillion and $2.9 trillion worth of short-term loans in  chased through the Commercial Paper Funding Facil-
the third and fourth quarters of 2008, respectively, ity in the fourth quarter of 2008. Therefore, an increase
which included $1.3 trillion of commercial paper pur- of net acquisition of short-term loans of only $855

Table 3. Net Acquisition of Financial Assets and Net Incurrence of Liabilities by Asset Class,
Third Quarter of 2008 to Second Quarter of 2009

[Billions of current dollars]

Net acquisition of financial assets Net incurrence of liabilities
Line Financial instruments 2008 2009 2008 2009
Il % | I 1l vV | I

1 |Currency, deposits, and money market funds ..............cccccovenviiniiis 3,362.6| 5,798.5| -961.8| -1,060.1| 3,031.1| 5,989.2| -1,005.7| -1,125.4

2| Households and nonprofit institutions serving households...................... 740.5 750.8 98.5 92.4 0.0 0.0 0.0 0.0

3| Nonfinancial noncorporate business 35 35 14.0 13.9 0.0 0.0 0.0 0.0

4| Nonfinancial corporate DUSINESS..........ocveerieriimiriniieresseeeseens -98.0| -112.0 93.7 -734 0.0 0.0 0.0 0.0

5| FiNancial DUSINESS ........c.ccuuevimiiniirinrierieeniesre s 964.6| 3,143.8| -1284| -596.6| 34225 6,349.1| -758.1| -1,038.1

6| Federal QOVEIMMENL ..o 1,260.6 418 -334.3 119.9 -1.2 -0.8 0.0 0.0

7| State and local gOVEIMMENLS ..........cciererieceieriereneieeieesisesseeniees 0.0 56.3 445 117.2 0.0 0.0 0.0 0.0

8| Rest of the world 491.4| 19143| -7498| -7335| -390.2| -359.1| -247.6 -87.3

9|Treasury SECUNLIES ... 1,923.4| 2,185.0| 1,630.8| 1,837.5| 1,923.4| 2,185.0 11,6309 1,837.6
10| Households and nonprofit institutions serving households..................... -16.5 233.3 615.8 275.3 0.0 0.0 0.0 0.0
11| Nonfinancial noncorporate BUSINESS............ccovvrieiiniieiinciieinieiriens -7.5 -7.5 5.7 5.7 0.0 0.0 0.0 0.0
12| Nonfinancial COrporate bUSINESS..........vrerrreerrrriisrrsrissesesessessesseeseens -13.2 19.8 42.6 3.1 0.0 0.0 0.0 0.0
13| Financial BUSINESS ..........cocvumiiiiiiiisssss s 1,160.1 983.7 84.2 996.5 0.0 0.0 0.0 0.0
14| Federal GOVEIMMENT.........cocuiuiiririeirisesese s 0.0 0.0 0.0 0.0/ 1,9234| 2,185.0 11,6309, 1,837.6
15| State and local governments -91.8 -83.5 111.6 -12.1 0.0 0.0 0.0 0.0
16| Rest of the world 892.3| 1,039.2 782.3 580.4 0.0 0.0 0.0 0.0
17|Short term loans 3,307.7, -423.8| -3,390.4| -3,641.0| 2,571.9| -1,284.4| -3,725.2| -2,193.6
18| Households and nonprofit institutions serving households...................... 50.2| -1,021.9| -314.7 -43.5 4359| -967.7| -269.9 67.5
19| Nonfinancial noncorporate bUSINESS.............ouerereerieriinieniiersiiseieeeeeesnes 0.0 0.0 0.0 0.0 100.9 110.7 -55.0| -1224
20| Nonfinancial corporate DUSINESS.........corurururririinririinieeiere s —43.2 8.2 17.3 55 236.2| -173.3| -452.7| -352.1
21| Financial DUSINESS ........c.ccuuiuiiiieiiirisiiiss e 3,617.1 855.4| -2,786.0| -3,596.9 872.1| -1,288.3| -1,952.1| -1,001.0
22| Federal gQOVEIMMENT.......cocveveiiererceerree s 3.1 35.2 99.1 164.2 0.0 0.0 0.0 0.0
23| State and 10cal GOVEINMENES ..o -27.4 -20.7 -11.6 -1.6 1.1 1.0 0.6 0.8
24| Rest of the world -292.1| -280.0/ -3945| -168.7 925.7| 1,0332| -996.1| -786.4
25|Long term 10ans (MOIgages) ..........couevvurreremerinerneireeneieeiseseseesssseees -168.7| -217.4 -18.7| -250.6| -168.6| -217.3 -18.8| -250.6
26| Households and nonprofit institutions serving households...................... -9.4 -7.7 -8.2 -9.1| -2485| -260.7 195 -176.2
27| Nonfinancial noncorporate business -3.0 -3.0 -1.2 -1.2 186.7 186.7 -7.3 -14.7
28| Nonfinancial corporate bUSINESS...........cccrvrmeriniieineierisineerseeniees -7.8 -7.8 -4.0 -41 -1127| -146.7 -36.6 -69.2
29| Financial DUSINESS ..........ccuiuiiiiiinissini s -1276| -207.3 -19| -265.4 5.9 34 5.6 9.5
30| Federal government 12.1 278 3.6 21.8 0.0 0.0 0.0 0.0
31| State and local governments -33.0 -19.4 -7.0 74 0.0 0.0 0.0 0.0
32| Rest of the world 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
33 |Corporate and government-sponsored enterprise bonds.................... -175.6| -228.9 2776| -197.5| -173.8| -229.9 280.7| -196.5
34| Households and nonprofit institutions serving households..................... 4112| -2733| -643.1| -1,295.3 0.0 0.0 0.0 0.0
35| Nonfinancial NONCOrporate DUSINESS..........vereeeererereeriesriessessersessessesseenns 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
36| Nonfinancial corporate bUSINESS.........c.cccrueiueiiniireiiniiniersseies 4.4 6.6 -1.8 17.0 92.9 184.3 590.6 399.9
37| FiNanCial BUSINESS .........cvvumreereierieeiereseesseesiseese s ssesssesesenes 172.7 7095 1,1632| 1,228.7 1004, -201.0| -458.4| -832.1
38| Federal gOVErNMENL .......c.cueiiieieeirese e 13.2 204.5 209.1 176.1 0.0 0.0 0.0 0.0
39| State and local governments -114.3 -69.4 -27.0 -37.9 0.0 0.0 0.0 0.0
40| Rest of the world -654.0| -806.8| -422.8| -286.1| -367.1| -213.2 148.5 235.7
41 |Equity and investment -389.0| 1,702.9 539.4| 1,285.9| -389.1| 1,702.9 539.2| 1,285.9
42| Households and nonprofit institutions serving households...................... -488.5| -767.7 287.0 842.0 0.0 0.0 0.0 0.0
43| Nonfinancial noncorporate BUSINESS..........c..uuverererireiniiriineienneieniees 0.8 1.1 -2.3 05| -287.3| -270.8 -53.4 4.9
44| Nonfinancial corporate BUSINESS.........cocueueureeiriineiieeneseeieseseseieiens 194.8 173.2 260.4 2291 -2186| -130.2| -127.2 184.2
45| FINANCIal DUSINESS .....vvvvervviiereeeiee s -389.5 873.9| -336.9 18.4 40.4| 1,870.6 453.8 633.7
46| Federal gOVEINMENL.......occueiercierieiei e 05| 1,025.7 364.2| -122.7 0.0 0.0 0.0 0.0
47| State and 10cal GOVEINMENIS ...........cvueerreeerriererieiereseesieeeseessesiees . . -65.4 16.8 0.0 0.0 0.0 0.0
48| Rest of the world 324 301.8 76.4 233.3 266.0 463.1
4 JOLHET ...t -984.1 141.2| -246.3| -292.2 237.7| -1,358.7
50| Households and nonprofit institutions serving households...................... . . 190.9 299.2 9.7 26.7 15.9 243
51| Nonfinancial noncorporate bUSINESS..........cc.eueruerniireiiniiniisinnieisnines 103.3 103.0| -1055| -108.4 139.9 123.1 30.4 325
52| Nonfinancial corporate DUSINESS..........c.vererrerrrnricieeineierineiesissieesees -666.8| -1,026.6| -516.5 49.1 216.7 229.4| -769.0| -374.0
53| FINANCIal DUSINESS .......cvcvuiveiiieriieiiieisie ettt -750.5| -350.9| -340.9| -376.9 17.8 335.8 941.7| -1,289.4
54| Federal government -119.2 -97.6 -27.1 66.0 92.4 107.7| -1015 15.5
55| State and local governments 127.2 -77.7| -1479 -77.9 56.9 14.4 110.8 181.0
56| Rest of the world -503.0| -1,946.1 -37.1 290.1| -779.7| -1,129.3 9.4 51.4
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billion in the fourth quarter of 2008, despite the Fed-
eral Reserve’s infusion of liquidity into the short-term
funding markets, implies that the private-sector finan-
cial businesses reduced its short-term lending. At the
same time, the financial sector reduced its exposure in
long-term loans.

In addition, it is insufficient to look solely at the as-
sets side of the financial sector’s balance sheet. During
the fourth quarter of 2008, the household and NPISH
sector shifted their portfolio from risky assets, such as
bonds and equity, to safer assets, such as deposits and
Treasury securities (assets, lines 2, 34, and 42). To ac-
commodate this shift, the financial sector incurred
$6.3 trillion worth of liabilities in currency, deposits,
and MMFs (liabilities, line 5)."3 Of the net incurrence
of liabilities in the form of currency, deposits, and
MMFs, nearly two-thirds were kept in the form of in-
struments that were relatively safe for the creditor
($3.1 trillion in currency, deposits, and MMFs and
$984 billion in Treasury securities) (assets, lines 5 and
13). The shift to safer assets combined with the reduc-
tion in long-term loans turned the financial sector into
a net borrower in 2008 rather than providing financing
to the other sectors of the economy.

Despite the $855 billion increase in short-term
lending by the financial sector in the fourth quarter of
2008 (assets, line 21), there is not a corresponding rise
in short-term liabilities for the domestic nonfinancial
sectors (liabilities, lines 18-20). On the contrary, the
household sector and nonfinancial corporate sector re-
duced their borrowings in short-term loans; rather, the
short-term loans in the fourth quarter of 2008 were ex-
tended not to the domestic sectors but to nonresidents.
The rest of the world incurred short-term liabilities of
$1,033 billion in the fourth quarter of 2008 (liabilities,
line 24). The funds that left the United States in the
form of short-term loans came back as the rest of the
world acquired $1,039 billion worth of Treasury secu-
rities (assets, line 16). The United States thus provided
liquidity for the rest of the world through its financial
sector during the time of crisis, which in turn returned
to the United States as foreign central banks and inves-
tors sought a safe haven for their investment. The U.S.
provision of liquidity to the rest of the world during
the financial crisis is a reversal of roles from the boom
years.

13. The Federal Reserve’s net incurrence of liabilities in currency and
deposits was $2.8 trillion in the fourth quarter of 2008.
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Household balance sheets and aggregate
activities

The recent financial crisis has revived academic re-
searchers’ interest in the role of balance sheets in
consumption decisions of households (Mian and Sufi
2010; Dynan 2012; Mian and others 2012). Data from
the IMAs can be used to analyze relationships between
the household balance sheet and key economic vari-
ables.

Chart 3 illustrates how changes in the net worth-to-
disposable income ratio relate to the growth rate of
private-sector demand. The two upper panels display
the relationship between the changes in the net worth-
to-disposable income ratio over the preceding four
quarters and the growth rates of durable-goods con-
sumption and consumption of nondurable goods and
services from the NIPAs for 1961-2012. The lower two
panels show the relationship with private nonresiden-
tial and residential fixed investment. Dots are con-
nected from the fourth quarter of 2007 to the fourth
quarter of 2009 to underscore the relationships be-
tween the variables during the recent recession.

The changes in the net worth-to-disposable income
ratio coincide most strongly with growth of durable-
goods consumption. Consumption of nondurable
goods and services continued to grow between the
fourth quarter of 2007 and the second quarter of 2008
even when the net worth-to-disposable income ratio
declined substantially. The decline in business fixed in-
vestment does not seem related to the contraction of
the household balance sheet. The growth rate of pri-
vate residential fixed investment and changes in the net
worth-to-disposable income ratio seem correlated over
the long run. However, residential fixed investment
had been hit hard and decreasing even before the start
of the recession. As the housing industry adjusted its
inventories after 2007, the changes in the net worth-to-
disposable income ratio appear only mildly related to
growth of residential fixed investment. These charts
support findings that the change in the household bal-
ance sheet mainly works through its impact on dura-
ble-goods consumption (Mian and Sufi 2010).

Holding disposable income constant, the net worth-
to-disposable income ratio would decrease either be-
cause households sell off assets or incur more liabilities
or because the value of assets falls. Do changes in the
net worth-to-disposable income ratio between 2007
and 2009 and associated changes in the growth rate
of durable-goods consumption reflect the household
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sector’s active saving decisions? Or is the decline in du-
rable-goods consumption related to a loss of the mar-
ket value of household wealth?

To address these questions, the top left panel of
chart 4 plots the growth rate of durable-goods con-
sumption against the changes in the net worth-to-dis-
posable income ratio attributable to holding gains
and losses of the household sector for 1961-2012. As
before, the dots are connected from the fourth quarter
of 2007 to the fourth quarter of 2009. The negative

growth of durable-goods consumption after the onset
of the recession in the fourth quarter of 2007 is related
to a decrease in the net worth-to-disposable income
ratio attributable to holding losses. However, the
changes in this ratio due to other factors (sum of net
saving, capital transfers, and other volume changes)
display no clear correlation with the growth of dura-
ble-goods consumption.

Economists have been interested in whether or not
the “wealth effects,” namely the links between changes

Chart 3. Changes in the Household Sector’s Ratio of Net Worth to Disposable Income and Private-Sector

Demand, 1961-2012
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in household wealth and consumer spending, are
similar for housing wealth and for financial wealth
(for example, Juster and others 2006 and Case and oth-
ers 2013). The lower left panel of chart 4 plots the
growth rate of durable-goods consumption against the
changes in the net worth-to-disposable income ratio
related to real estate holding gains, and the lower right
panel illustrates the relationship between the durable-

goods consumption and holding gains from financial
assets. Losses of market values of both real estate and
financial assets coincide with a contraction of durable-
goods consumption. However, for a 1 point change in
the net worth-to-disposable income ratio, holding
losses from real estate assets are related to a steeper de-
cline in the growth rate of durable-goods consump-
tion.

Chart 4. Changes in the Household Sector’s Ratio of Net Worth to Disposable Income and Durable-Goods

Consumption, 1961-2012
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Conclusions

BEA and the FRB continue to improve the IMAs. BEA’s
strategic plan includes a number of research activities
that will result in enhancements in the quality of
NIPA-based measures. In July 2013, BEA will release
the initial results of the comprehensive revision of the
NIPAs. In March 2013, an article in the Survey offered
a preview, discussing planned changes in definitions
and presentations (Bureau of Economic Analysis
2013). The comprehensive revision will include several
enhancements, including capitalization of research and
development, capitalization of artistic originals, a
change to accrual accounting of pensions, and im-
provements to output measures of financial services.

In conjunction with BEA’s shift to accrual account-
ing for pensions, the FRB will record pension entitle-
ments as an asset on the household balance sheet. In
addition, claims of pension funds (part of the financial
corporation sector) on their sponsors will be recorded
as an asset in the federal, state and local, and private
pension fund sectors, with a corresponding liability for
the federal government, state and local government,
and nonfinancial corporation sectors. This will allow
the user of the accounts to see the overfunding or un-
derfunding of the pension plans in the United States.
These revisions will ensure more accurate representa-
tion of the U.S. economy in the current account, the
capital account, and the balance sheets.

One of the potential areas of improvement relates to
the identification of debt write-downs. In the financial
accounts, debt write-downs are included in net lend-
ing/net borrowing. In the NIPAs, however, write-
downs are not part of net lending or borrowing as they
are not part of saving or investment in the current pe-
riod. Removing debt write-downs from the financial
account and placing them under the “other volume
changes” account would improve our understanding
of fund flows between sectors and would result in a re-
duction in the discrepancies between the measure of
the net lending or net borrowing between the capital
account and the financial account.

Another challenge is to divide the financial business
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into subsectors. After the recent financial crisis, G-20
governments established the G20 Data Gaps Initiative
to improve global financial statistics. The initiative rec-
ommends the balance sheet approach and detailed sec-
toral data for financial statistics, which the IMAs
would be able to address. In response to the recom-
mendation, Cagetti and others (2012) show a proto-
type of accounts for three subsectors: the central bank,
insurance and pension funds, and other financial busi-
ness. BEA and the FRB hope to roll out these three fi-
nancial subsectors in the future.

The next challenge is to split the other financial
business subsector further, preferably to separately
identify depository institutions as their own subsector
within financial business. This division would be im-
portant in understanding the business of the financial
sector because depository institutions and non-bank
financial institutions seem to play different roles in
propagation of the business cycle. For example, secu-
rity brokers and dealers increase their leverage when
the asset values grow while depository institutions
keep the leverage constant in the face of asset price
fluctuations (Adrian and Shin 2010). Co-movements
of asset values and financial leverage tend to magnify
the business cycle as a decline of asset prices would
lead security and brokerage firms to reduce leverage by
selling securities and reducing lending. Separating
other financial institutions from depository institu-
tions would advance our understanding of distinct
roles that different financial institutions may play over
the business cycle.

Several other areas for improvement are listed in
Cagetti and others (2012). Future improvements may
include identifying structured financial products from
conventional debt instruments, separating the NPISH
from the household sector, and including real estate
values into the balance sheets of the financial and gov-
ernment sectors. Challenges abound on the road
ahead, but BEA and the FRB will continue to work to-
gether to make these improvements available to users
of the IMAs.
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U.S. International Transactions
Fourth Quarter and Year 2012

HE U.S. CURRENT-ACCOUNT deficit—a net

measure of transactions between the United States
and the rest of the world in goods, services, income,
and unilateral current transfers—decreased to $110.4
billion (preliminary) in the fourth quarter from $112.4
billion (revised) in the third quarter (see chart 1 and
pages 31-33).! The deficit remained at 2.8 percent of
current-dollar gross domestic product (GDP) in the
fourth quarter.? The decrease in the current-account
deficit reflected increases in the surpluses on income
and services. These changes were partly offset by an in-
crease in the deficit on goods and a slight increase in
net unilateral current transfers to foreign residents. In
2012, the annual current-account deficit increased to
$475.0 billion from $465.9 billion in 2011 (see page
36). The 2012 deficit decreased to 3.0 percent of cur-
rent-dollar GDP from 3.1 percent in 2011.

Net financial inflows to the United States were $58.4
billion in the fourth quarter, down from $68.3 billion
in the third quarter (see chart 1 and pages 34-35). Net
financial flows consists of transactions in U.S.-owned
assets abroad, foreign-owned assets in the United
States, and financial derivatives. In 2012, net financial
inflows decreased to $399.7 billion for 2012 from
$556.3 billion in 2011 (see chart 1 and page 37).

The statistical discrepancy—the amount that bal-
ances the sum of the recorded credits and debits across
the accounts in the international transactions ac-
counts—was $44.8 billion in the fourth quarter, com-
pared with $44.6 billion in the third quarter. In 2012,
the statistical discrepancy was $68.8 billion, compared
with —$89.2 billion in 2011.

1. Quarterly statistics are seasonally adjusted when series demonstrate
statistically significant seasonal patterns; seasonally adjusted statistics are
cited in this article when available.

2. The current account deficit as a share of current-dollar GDP is used to
provide a consistently scaled comparison across time. In this context, its use
does not imply that these international transactions accounts statistics are
components of GDP.

Sarah P. Scott prepared this article.
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Fourth-Quarter Overview

Table A. U.S. International Transactions
[Millions of dollars, seasonally adjusted]

2012 Change
(Credits +; debits -) 2012:ITto
I I e Ve 2012:1v
Current account
Exports of goods and services and income
receipts . 727,956| 734,927| 733,290 740,340 7,050
Goods, balance of payments basis 387,939| 393,530/ 392,790 389,846 —2,944
Services ... 155,532| 157,598| 157,668 159,590 1,922
Income receipts 184,485| 183,799/ 182,832 190,905 8,073
Imports of goods and services and income
payments. . |-829,021|-820,500| -811,542| -816,358) 4,816
Goods, balance of payments basis .. |-582,503|-579,532| -566,943|-570,439 -3,496
SErvices ... .. |-109,567|-109,249|-108,359|-107,414 945
Income payments.. . |-136,951|-131,719|-136,239|-138,505| 2,266
Unilateral current transfers, net. .. | -32,703| -32,780| -34,194| -34,398 -204
U.S. government grants .| -11,910] -11,471| -11,821] -10,943 878
U.S. government pensions and other transfers -2,541| 2,574 -2622| -2,617 5
Private remittances and other transfers -18,253| -18,735| -19,751| -20,837 -1,086
Capital account
Capital account transactions, net . -1 -291 —470 7,198 7,668
Financial account
U.S.-owned assets abroad (increase/financial
outflow (-)) ! .| 107,001| 248,566 -217,157|-120,493) 96,664
U.S. official reserve assets...........ccoovvevverrrennne -1,233| -3,289 -833 895 1,728
U.S. government assets, other than official
reserve assets 51,076| 16,650/ 15,204 2,180, -13,024
U.S. private assets .| 57,159| 235,206|-231,528|-123,568| 107,960
Direct investment . |-115,641| -62,967| -90,927| -81,910 9,017
Foreign securities .. 3,604 6,519 2,142| -64,783| -66,925
U.S. claims on unaffiliated foreigners
reported by nonbanking concerns............. -49,183| 24,608 1,582 -7,642| -9,224
U.S. claims reported by banks and brokers 218,379| 267,046|-144,325| 30,767| 175,092
Foreign-owned assets in the United States
(increaseffinancial inflow (+)) "........c.cccovvnene 60,501|-142,149| 290,599, 175,951 -114,648
Foreign official assets in the United States ...... | 69,711 79,772| 131,111] 93,048 -38,063
Other foreign assets in the United State: -9,210|-221,921| 159,488 82,903| -76,585
Direct investment... 23,139| 49,476 41,808 60,257 18,449
U.S. Treasury securities. 43,834 5992| 47,820| 25986 -21,834
U.S. securities other than U.S. Treasury
securities 3,654| -43,065| 47,556| 68536 20,980
U.S. currency 18,057 7,116| 16,156| 15,812 -344
U.S. liabilities to unaffiliated foreigners
reported by nonbanking concerns............. 24212 -27,008| -4,943| -17,213) -12,270
U.S. liabilities reported by banks and brokers | -122,106|-214,432|  11,091| -70,475| -81,566
Financial derivatives, net ...............ccccccoconnnnne -1,396 464 5,127 2,985 8,112
Statistical discrepancy (sum of the bold lines
above with sign reversed) ... -32,338| 11,763| 44,601 44,775 174
Memoranda:
Balance on goods . |-194,564|-186,002| -174,154| -180,593| 6,439
Balance on services...... .| 45965 48349 49309| 52,176 2,867
Balance on goods and services . |-148,599|-137,653|-124,845|-128,417 -3,572
Balance on income ............... 47534 52,080 46,593| 52,399 5,806
Unilateral current transfers, net. .| =32,703| -32,780| —34,194| -34,398 —204
Balance on current account . [-133,768|-118,353|-112,446|-110,416 2,030
Net financial flows 2 166,106| 106,881| 68,315 58,443  -9,872

Current-account highlights

eThe deficit on goods increased after decreasing
for two straight quarters. In the fourth quarter,
imports increased and exports decreased.

e The surplus on services rose for the fourth con-
secutive quarter. In the fourth quarter, receipts
increased and payments decreased.

e The surplus on income increased after decreasing
in the third quarter as income receipts increased
more than payments.

Capital-account highlights

eNet capital-account transactions shifted to net
inflows from net outflows in the third quarter.
The shift to net inflows was accounted for by
receipts from foreign insurance companies for
losses resulting from Superstorm Sandy.

Financial-account highlights

eU.S.-owned assets abroad and foreign-owned
assets in the United States both increased for the
second straight quarter.

e The increase in U.S.-owned assets abroad largely
reflected direct investment outflows and pur-
chases of foreign securities.

eThe increase in foreign-owned assets in the
United States reflected foreign official purchases
of U.S. Treasury securities, foreign private net
purchases of U.S. securities other than U.S. Trea-
sury securities, and direct investment inflows.

eFinancial derivatives shifted to net inflows from
net outflows.

p Preliminary  r Revised
1. Excludes transactions in financial derivatives.

2. Sum of U.S.-owned assets abroad, foreign-owned assets in the United States, and net financial derivatives.

Nore. The statistics, except for net financial flows, are presented in table 1 in this article and on BEA’s Web site.

Data Availability and Methodology
Detailed statistics for U.S. international transactions are pre-
sented in tables 1-12 in this article. The statistics and a
description of the estimation methods used to compile them
are available at www.bea.gov under “International.” For the
statistics, click on “Detailed estimates.” For the methods, see
“U.S. International Transactions Accounts: Concepts and
Estimation Methods” under “Methodologies.”

Revisions

The preliminary statistics for U.S. international
transactions for the third quarter of 2012 that
were published in the January 2013 Survey o
CuUrreNT BusiNess have been revised to reflect new
or revised source data. In addition, the statistics
for the first three quarters of 2012 have been
revised to align the seasonally adjusted statistics
with annual totals.

Preliminary and Revised Third-Quarter 2012 Statistics
[Millions of dollars, seasonally adjusted]

Preliminary | Revised
Balance on goods ..........cc.cueerrineineinninns -173,899| -174,154
Balance on services ... 49,411 49,309
Balance on income 50,820 46,593
Unilateral current transfers, net.............. -33,839 -34,194
Current-account balance ... -107,507| -112,446
Net financial flows 45,780 68,315
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Fourth-Quarter Current Account—Goods

Table B. Goods Exports

[Millions of dollars, seasonally adjusted]

Exports of goods decreased for the second straight
quarter after increasing for 12 consecutive quarters.
The largest decreases were in foods, feeds, and bever-
ages and in capital goods. The largest increase was in
industrial supplies and materials.

The decrease in foods, feeds, and beverages followed
an increase in the third quarter. The decrease was
mostly from a drop in soybean exports. In grains and
preparations, wheat and corn exports also decreased.

Industrial supplies and materials increased after de-
creasing for two straight quarters. The largest in-
creases were in petroleum and products and in
nonmonetary gold, a component of nonferrous met-
als.

Capital goods decreased for the first time since the
second quarter of 2009. Civilian aircraft and most
types of equipment and machinery decreased.

Automotive vehicles, parts, and engines decreased for
the second straight quarter after increasing for 11
straight quarters. The fourth-quarter decrease re-
flected decreases in trucks, buses, and special purpose
vehicles and in engines, parts, and accessories.

Exports of consumer goods increased after decreasing
in the third quarter. The increase reflected increases in
both durable and nondurable goods, mostly pleasure
boats and motors, a component of “other” durable

2012 Change
2012:01
to
Ir I e Ve 2012:V
Exports, balance of payments basis .. .. |387,939 |393,530 |392,790 | 389,846 | -2,944
Agricultural products...... 33,123 | 36,049| 39,971| 35,856 | -4,115
Nonagricultural products 354,816 |1357,480 | 352,819 [353,990 1,171
Foods, feeds, and beverages 29,776 | 33,042 36,871 33,171| -3,700
Grains and preparations ... 7,056 | 7,756| 7,670| 7,102 -568
Soybeans...... 3840 6222| 9,786| 6,245 -3,541
Other 25,936 | 26,820 | 27,085| 26,926 -159
Industrial supplies and material 132,702 {132,032 {126,253 |128,566 | 2,313
Petroleum and products..... 34,383 | 35,740 | 34,633 | 37,578 2,945
Nonpetroleum products..... 98,319 | 96,292 | 91,620 | 90,988 -632
Chemicals, excluding medicinals 30,399 | 30,309| 29,071| 28,994 =77
Metals and nonmetallic products 34,475 | 32,952 | 30,289 | 31,233 944
Nonferrous metals 19,223 | 18,222 | 15,958 | 17,470 1,512
(0] T 15,252 | 14,730 | 14,331 13,763 -568
Other . ... | 33,445 33,031 | 32,260 | 30,761 | -1,499
Capital goods, except automotive ................cccccneceen. 131,267 {131,330 (133,631 |130,719 | -2,912
Electric generating machinery, apparatus, and parts | 12,729 | 13,439| 13,281| 13,369 88
Qil drilling, mining, and construction machinery ........ 9,086| 9,425| 9,088 8,586 -502
Industrial engines, pumps, and compressors ...........| 7,774 7,256| 7,782| 7,329 —453
Industrial, agricultural, and service machinery, n.e.c. | 32,5623 | 32,743 | 33,019| 31,629 -1,390
Computers, peripherals, and parts .| 12,935| 12,553 | 12,057 | 11,711 -346
Semiconductors ........cueweerriennns 10,699 | 10,694 | 10,526 | 10,449 =77
Telecommunications equipment 9,111 9,822 9,482| 9,868 386
Civilian aircraft, engines, and parts 23,262 | 21,846 | 24,875| 24,135 -740
Other 13,148 | 13,552 13,521 13,643 122
Automotive vehicles, parts, and engines ...... 36,392 | 37,431| 36,375 35,797 578
Passenger cars ..o 13,268 | 13,640| 12,985| 13,557 572
Trucks, buses, and special purpose vehicles . 5374| 5278| 4,872| 4,504 -368
Engines, parts, and accessories........ 17,751 | 18,515| 18,518| 17,734 —784
Consumer goods, except automotive ... | 44,142 | 45813 | 45,726 | 45,940 214
Nondurable goods...........wuweeerreenmerreenseenseereeneeseins 19,243 | 20,712 | 21,163 | 21,207 44
Medicinal, dental, and pharmaceutical products.... | 10,742 | 12,057 | 12,558 | 12,556 -2
Other .| 8501 8655 8,605 8,651 46
Durable goods . revenenne | 24,899 | 25,101 | 24,563 | 24,734 171
Household appliances and other household goods | 9,042 | 9,091| 9,146| 9,008 -138
OHNBI . 15,857 | 16,010 15,417 | 15,726 309
Oher EXPOIES .........ccouceeeerirneireiei e 13,661 | 13,881 | 13,934| 15,652| 1,718
p Preliminary  rRevised n.e.c. Not elsewhere classified

Nore.The statistics are presented in table 2 in this article and on BEA’s Web site.

Table C. Growth in Real Goods Exports and Imports

[Percent change from preceding period in chained-dollar exports and imports, seasonally adjusted]

2011 2012
Il v I I e | Ive
Exports, balance of payments basis............ccccoouurneenn. 2.4 13| 09 15| -02| -1.0
Imports, balance of payments basis..............cccceveeenes 11 14| 04| 07| -02| -08

p Preliminary  r Revised

Nore. Real exports and imports are calculated using data from “Table 4.2.4. Price Indexes for Exports and Imports of

Goods and Services by Type of Product” in the national income and product accounts.

goods.

Chart 2. Growth in Current-Dollar Goods Exports
and Imports

Trends in the Trade in Goods

straight quarters.

The deficit on goods increased in the fourth quarter after
decreasing in the third quarter. In the fourth quarter, cur-
rent-dollar goods exports decreased 0.7 percent and imports
increased 0.6 percent (chart 2). As a percentage of current-
dollar GDP, the goods deficit increased to 4.6 percent in the
fourth quarter from 4.4 percent in the third quarter.

Real exports and imports decreased for the second
straight quarter (table C). Previously, real exports increased
for 12 straight quarters and real imports increased for 4
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Fourth-Quarter Current Account—Goods

Table D. Goods Imports

[Millions of dollars, seasonally adjusted]

2012 Change
2012:11
: : : to
| Il 1l (A 20121V
Imports, balance of payments basis............. 582,503 | 579,532 | 566,943 | 570,439 | 3,496
Petroleum and products. 118,988 (110,929 (100,313 104,115 3,802
Nonpetroleum product: . |463,514 | 468,603 | 466,630 | 466,324 -306
Foods, feeds, and beverages 27,998 | 27,542| 27,702 | 27,846 144
Industrial supplies and materials................c.cccouvnnne 198,471 (190,599 | 180,321 | 183,744 | 3,423
Petroleum and products .... 118,988 (110,929 (100,313 |104,115| 3,802
Nonpetroleum products.............cc.oecmeermeeieneiniiens 79,483 | 79,670 | 80,008 | 79,629 =379
Natural gas 2,566 2,325| 2,521| 2,837 316
Chemicals, excluding medicinals.............ccoeeneenne 18,087 | 18,762| 19,595| 19,132 -463
Building materials, except metal 5258 | 5,445| 5,662| 5,906 244
Metals and nonmetallic products 33,723 | 32,456 | 30,776 | 31,434 658
Iron and steel product; 10,819| 10,455| 9,705| 9,575 -130
Nonferrous metals . 14,285 | 14,146| 13,773 | 14,655 882
Other...... 8,619 7,855 7,298| 7,204 -94
Other ......... .| 19,849 20,682| 21,454| 20,320 | -1,134
Capital goods, except automotive. 137,852 | 140,036 | 136,706 | 136,769 63
Electric generating machinery, apparatus, and parts | 16,096 | 16,545 16,541| 15,863 -678
Oil drilling, mining, and construction machinery....... 6,858| 7,381 7,083| 6,443 -640
Industrial engines, pumps, and compressors........... 5798| 6,320 6,046 5,658 -388
Industrial, agricultural, and service machinery, n.e.c.| 32,695| 33,703| 33,331| 32,113| -1,218
Computers, peripherals, and parts. 31,676 31,306 | 28,527 | 30,746| 2,219
Semiconductors .........ccoveveverene. 11,038| 9,846| 9,937| 9,718 -219
Telecommunications equipment 12,824 | 13,311 | 13,559| 13,124 —435
Scientific, hospital, and medical equipment 9,421| 9275| 9230| 9,305 75
Civilian aircraft, engines, and parts 9,024| 9630, 9,913| 11,299 1,386
(01 GO 2422 2719| 2539 2500 -39
Automotive vehicles, parts, and engines .. 73,506 | 74,641| 76,109 74,183 | -1,926
Passenger cars ...........ccomeereenecnens .| 36,365| 36,284 | 37,169| 36,940 -229
Trucks, buses, and special purpose vehicles ........... 5,723| 5484| 6,498 5,724 -774
Engines, parts, and accesSories ...........coueurrenns 31,419| 32,874 | 32,441| 31,520 -921
Consumer goods, except automotive..................... 128,070 | 130,015 | 129,546 | 132,030 | 2,484
Nondurable goods ...........cweeeerreeerneeens .| 60,131| 61,132| 60,691| 59,668 -1,023
Apparel, footwear, and household goods ............. 31,468 | 31,998 31,631 | 31,793 162
Medicinal, dental, and pharmaceutical products 22,006 22,185| 22,198 | 20,857 | -1,341
Other 6,658 6,949 6,862 7,018 156
Durable goods... 67,939 | 68,883 | 68,854 | 72,362| 3,508
Televisions and other video equipmen .| 8357 8536 7,925| 8,039 114
Toys and sporting goods, including bicycles......... 9,349| 9,150| 8,823| 9,215 392
Household appliances and other household
goods..... 33,263 | 33,921| 35908 | 38,251 | 2,343
Other 16,970 | 17,276 16,198 | 16,857 659
Other imports and U.S. goods returned .................. 16,605 | 16,698 | 16,560 15,867 -693

p Preliminary ~ rRevised n.e.c. Not elsewhere classified

Nore. The statistics are presented in table 2 in this article and on BEA’'s Web site.

Imports of goods increased after decreasing for two
straight quarters. The largest increases were in indus-
trial supplies and materials and in consumer goods.
The largest decrease was in automotive vehicles, parts,
and engines.

Import of foods, feeds, and beverages increased after
increasing a similar amount in the third quarter. The
fourth-quarter increase was mostly in “other” agricul-
tural foods, feeds, and beverages, which includes feed-
stuff and food grains. This increase was partly offset
by a decrease in imports of green coffee.

The increase in industrial supplies and materials fol-
lowed decreases in two straight quarters. The increase
was more than accounted for by an increase in im-
ports of petroleum and products. Nonferrous metals
also increased. These increases were partly offset by a
decrease in “other nonpetroleum products,” primarily
in agricultural industrial supplies and materials.

Capital goods was nearly unchanged from the third
quarter. Increases in computers, peripherals, and parts
and in civilian aircraft, engines, and parts were mostly
offset by decreases in most other types of machinery.

The decrease in automotive vehicles, parts, and en-
gines followed increases in five straight quarters. All
subcategories contributed to the decrease.

Imports of consumer goods increased after decreasing
in the third quarter. The increase was more than ac-
counted for by an increase in durables goods—Iled by
household goods, mainly cell phones. Nondurable
goods decreased, reflecting a decrease in medicinal,
dental, and pharmaceutical products.

Chart 3. Balance on Total Petroleum and
Nonpetroleum Products

China, and India.

the second quarter of 2011.

Goods Deficit by Area and Type of Product
The goods deficit increased $6.4 billion in the fourth quarter
after decreasing $11.8 billion in the third quarter. The
increase was more than accounted for by an increase in the
deficit with Canada; the deficits with Europe, Latin America
and Other Western Hemisphere, and Africa also increased.
In contrast, the deficit with Asia and Pacific decreased,
mostly reflecting decreases in the deficits with Hong Kong,

Petroleum products. The deficit on petroleum products
increased by less than $1 billion after larger decreases in the
previous two quarters (chart 3). The increase reflected
higher prices, which increased the value of imports more
than the value of exports. The fourth-quarter deficit was
$20.6 billion—or 24 percent—lower than the recent high in

Billions of dollars, seasonally adjusted
20

I Balance on petroleum and products
Balance on nonpetroleum products
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Norte. The balance on petroleum and products equals exports of petroleum and products less
imports of petroleum and products, which are components of the major end-use category of
industrial supplies and materials. The balance on nonpetroleum products equals the balance
on goods less the balance on petroleum and products.

U.S. Bureau of Economic Analysis
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Fourth-Quarter Current Account—Services

Table E. Services Exports and Imports
[Millions of dollars, seasonally adjusted]

2012 Change
2012:Ilto
Ir I e Ve | 20121V
Services exports 155,532 |157,598 | 157,668 | 159,590 1,922
Travel 30,969 | 32,357 | 32,671| 32,558 -113
Passenger fares 9,711| 10,165 9,787| 9,858 7
Other transpOrtation. ... 10,860 | 10,945| 10,721 | 10,768 47 — |
FIOIGNL ....eeoeveci et 5386| 5559 5442| 5509 67
Port services......... 5474| 5,386 5278| 5,259 -19
Royalties and license fees 30,437 | 30,002 | 30,561 | 30,809 248
Other private services.. 68,821 | 69,548 | 69,154 | 70,452 1,298
Education 5892| 5988 6,080 6,136 56
Financial services . .| 17,7112 | 17,406 | 17,903 | 18,225 322
INSUrANCE SEIVICES ......cvcvrivirecerieeiie e 3,895| 4,243 4,444| 4529 85
Telecommunications, . 3,297 | 3,439 3,344| 3,540 196
Business, professional, and technical services........ 35,325| 35,757 | 34,618| 35217 599
Other SEIVICES.....cvvvervrrreieiesiesesserisiinens 2,700 2,716| 2,766| 2,806 40
Transfers under U.S. military agency sales contracts 4406| 4267 4,461 4,843 382
U.S. government miscellaneous services................... 327 314 313 302 -1
Services imports 109,567 {109,249 (108,359 |107,414 -945
Travel 21,244 | 21,402 | 20,782 | 20,223 -559
Passenger fares 8,931| 8817 8432| 8,263 -169
Other transportation...............cceeeerrnreeenereeesserieseenes 13,715| 13,807 | 13,841| 13,807 -34
Freight... 10,238 | 10,418 | 10,569 | 10,548 -21
Port servi 3,477| 3,389 3271| 3,259 -12
Royalties and icense fees ..........covwveerrverenieirerineeinns 9,866| 10,090 | 10,438 9,643 -795
Other private SErVICES.........crrerrereerererierieresereens 47,858 | 47,303 | 47,409 | 48,136 727
Education 1525| 1,543 1560 1,581 21
Financial services 3,915| 3,973| 3967| 4221 254
Insurance services 13,203 | 13,218 | 13,417 | 13,581 164
Telecommunications 1,806, 1,813| 1,853 1,919 66
Business, professional, and technical services........ | 27,206 | 26,552 | 26,407 | 26,631 224
Other SEIVICES.......vovveerreciririseer e 204 203 204 203 -1
Direct defense expenditures 6,838| 6,726 6,349| 6,205 -144
U.S. government miscellaneous services .. 1,115 1,104| 1,107 1,137 30

p Preliminary  r Revised

Note. The statistics are presented in tables 1 and 3 in this article and on BEA’s Web site. For additional infor-

mation on services, including definitions, see Marilyn Ibarra-Caton and Charu Sharma, “U.S. International Services:
Cross-Border Trade in 2011 and Services Supplied Through Affiliates in 2010," Survey oF Current Business 92 (OcToser

2012): 15-58.

Chart 4. Growth in Services Exports and Imports

Percent change from the preceding quarter
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U.S. Bureau of Economic Analysis

Travel receipts—purchases of goods and services by
foreign travelers in the United States—decreased after
increasing for three straight quarters.

Passenger fare receipts increased after decreasing in
the third quarter.

“Other” transportation receipts increased after de-
creasing in the third quarter. The increase resulted
from an increase in freight services.

Travel payments—purchases of goods and services by
U.S. travelers abroad—decreased for the second
straight quarter.

Passenger fare payments decreased for the third
straight quarter.

“Other” transportation payments decreased after in-
creasing for two straight quarters. More than half of
the decrease was due to lower payments for freight ser-
vices.

Royalty and license fee payments decreased in the
fourth quarter. In the third quarter, royalties and li-
cense fees had increased as a result of payments to un-
affiliated foreigners for the rights to broadcast the
Summer Olympic Games in July and August.

“Other” private services payments increased for the
second straight quarter. The fourth-quarter increase
reflected increases in financial services and business,
professional, and technical services.


http://www.bea.gov/scb/pdf/2012/10%20October/1012_initernational_services.pdf
http://www.bea.gov/scb/pdf/2012/10%20October/1012_initernational_services.pdf
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Fourt uarter Current Account—Income

Table F. Income Receipts and Payments
[Millions of dollars, seasonally adjusted]

2012 Change
2012:111
' ; ; to
| Il n Ve 2012:V
Income receipts 184,485 | 183,799 | 182,832 | 190,905 | 8,073
Income on U.S.-owned assets abroad 183,007 [ 182,317 | 181,338 | 189,407 | 8,069
Direct investment receipts 116,116 (111,953 112,463 |121,136| 8,673
Earnings..... 114,250 (110,077 | 110,534 | 119,222 | 8,688
Interest 1,866| 1,877| 1,929 1914 -15
Other private receipts 66,146 | 69,893 | 68,409 | 67,958 451
Income on foreign securities 56,615| 61,109 | 59,863 | 60,025 162 \
Dividends...... 36,670 | 41,254 | 40,434 | 40,619 185
INEEIESE...oo ettt 19,945 | 19,855| 19,429 | 19,405 -24
Interest on claims reported by banks and brokers | 5,906| 5,208 5,152| 4,647 -505
For own claims 5276 4,666| 4,600 4,128 472
For customers’ claims 630 542 552 519 -33
Interest on claims reported by nonbanking
CONCEIMS e 3,625| 3,576| 3,395| 3,287 -108
U.S. government receipts.. 745 470 466 313 -153
Compensation of employees. 1,479 1,482 1,494| 1,498 4
Income payments ..............cccoveveerneenneriennens 136,951 | 131,719 136,239 | 138,505 | 2,266
Income on foreign-owned assets in the United States | 133,561 128,314 | 132,822 | 135,129 | 2,307
Direct investment payments .. 45261 39,005 44,662 | 44,170| -492
Earnings 38,249 | 31,806| 37,390 | 37,167| -223
Interest .......cccovvvereeens 7011 7,199 7272 7,003| -269
Other private payments...... 55,396 | 56,568 | 55,586 | 58,660 3,074
Income on U.S. corporate securities .. 49,620 | 51,062 50,307 | 53,900, 3,593
Dividends...... ..| 20,551| 21,994 | 21,941 | 25,063 3,122
INEEIESE...oo et 29,069 | 29,068 28,366 | 28,837 471
Interest on liabilities reported by banks and
brokers 3,742| 3502| 3383 3,086 -297
For own liabilities 2,453 2320 2,089 1,902 -187
For customers’ liabilities .... 1,288 1,182 1,294 1,184| -110
Interest on liabilities reported by nonbanking
CONCEIMNS ..ot e enssbes s s s ensenes 2,035 2,004| 1,896| 1,675 -221
U.S. government payments 32,904 | 32,741| 32,574| 32299 275 —____|
Compensation of employees 3,390 | 3,404| 3417| 3,376 -4

p Preliminary  r Revised

Norte. The statistics are presented in tables 1, 4, and 7 after this article and on BEA’'s Web site.

Trends in Income
The surplus on income increased to $52.4 billion in the
fourth quarter after decreasing in the third quarter. As a per-
centage of U.S. current-dollar GDP, the surplus increased to
1.3 percent from 1.2 percent in the third quarter.

Income receipts on U.S. direct investment abroad in-
creased for the second straight quarter. The fourth-
quarter increase reflected higher foreign affiliate earn-
ings that were widespread across industries but were
largest in finance and insurance and in manufactur-
ing.

“Other” private income receipts decreased for the sec-
ond straight quarter. The decrease reflected lower av-
erage interest yields on bank and broker own claims.

U.S. government receipts decreased for the third
straight quarter.

Income payments on foreign direct investment in the
United States decreased slightly after increasing in the
third quarter. The decrease resulted from decreases in
interest and earnings. The largest decrease in earnings
were for U.S. affiliates in mining and wholesale trade.

“Other” private income payments increased by the
largest amount since the third quarter of 2007 after
decreasing in the third quarter. The increase reflected
accelerated and special dividends paid by many U.S.
companies.

U.S. government payments decreased for a fourth
consecutive quarter. The fourth-quarter decrease re-
flected a decrease in average yields on U.S. agency
bonds and marketable U.S. Treasury bonds.

Chart 5. Investment Income Receipts and Payments

As shown in chart 5, income receipts increased after
decreasing by relatively small amounts for five straight quar-
ters. The fourth-quarter increase was more than accounted
for by a 7.7 percent increase in direct investment receipts.
“Other” private receipts decreased, reflecting a decrease in
interest income.

An increase in income payments was more than
accounted for by an increase in other private payments,
which have increased in three of the last four quarters.
Direct investment payments decreased after fluctuating for
several quarters; these payments increased in the first and
third quarters and decreased in the second and fourth quar-
ters.

Billions of dollars, seasonally adjusted

I Direct investment
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1.U.S. government receipts are relatively small and may not be clearly visible above. See table F
for these statistics.
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Fourth-Quarter Financial Account—U.S.-Owned Assets Abroad

Table G. U.S.-Owned Assets Abroad

U.S. official reserve assets decreased after increasing
[Millions of dollars, seasonally adjusted]

for seven consecutive quarters. The decrease reflected

2012 Change a reduction in the U.S. reserve position in the Interna-
(Increaseffinancial outflow (=), 2012:111 . M Fund
decrease/financial inflow (+)) [t I ne Ve to " tional Monetary Fund.
2012;

U.S.-owned assets abroad ' ................ 107,001| 248,566 -217,157| ~120,493| 96,664 U.S. government assets .other than. official reserve as-
U.S. official [ESEVE BSSELS .. -1233| -3289| -833| 895 1,728 sets decreased less than in the previous three quarters.
U.S. government assets, other than official - The decreases in the last four quarters reflect reduc-

reserve assets 51,076| 16,650| 15,204 2,180|-13,024

tions of central bank liquidity swaps between the U.S.

U.S. private assets .
P Federal Reserve System and foreign central banks.

Direct investment

57,159 | 235,206 | 231,528 | -123,568 | 107,960
.| -115,641| -62,967| -90,927 | -81,910| 9,017

EQUY oo -5,703| 14,722 -11,171| -6,663| 4,508 . .

Reinvested earnings. 81135| —77.361| —71.761| —82.424|-10663 U.S. direct investment abroad slowed as a result of a

Intercompany debt ... .| -28804| 29,116 -7995|  7176| 15171 shift to net inflows of intercompany debt investment
Foreign SECUMtIES...........cvvrrerreereriiireeeiereens 3,604 6,519 2,142 | -64,783 |-66,925

from net outflows in the third quarter and lower eq-

Stocks -14,802| -20,956 2,138 | -27,405|-29,543 o . . .

BONAS 1o 18,406| 27,475 4| -37,378|-37,382 uity investment. In contrast, reinvested earnings in-
U.S. claims on unaffiliated foreigners reported creased.

by nonbanking concerns............ccccccunenenn. -49,183| 24,608 1,582 -7,642| 9,224

U.S. purchases of foreign securities exceeded U.S. sales
after four consecutive quarters in which sales exceeded
purchases. The fourth-quarter net purchases reflected
a shift from net sales to net purchases of both bonds
and stocks.

U.S. claims reported by banks and brokers .... | 218,379 | 267,046 | -144,325| 30,767 | 175,092
For own accounts.................. .| 129,026 | 246,558 | -51,190| 16,447 | 67,637
For customers’ accounts 89,353| 20,488| -93,135| 14,320|107,455

p Preliminary  r Revised

1. Excludes transactions in financial derivatives.

Note. Under balance-of-payments conventions, increases in U.S.-owned assets abroad are shown with a
negative sign, and decreases are shown with a positive sign. The statistics are presented in tables 1, 7, 8, and 10
in this article and on BEA's Web site. . . .
U.S. claims on foreigners reported by nonbanks in-

creased after decreasing for two straight quarters. In

Developments in the Financial Account
U.S.-owned assets abroad increased for the second consecu-
tive quarter after decreasing in the first and second quarters
of 2012 (tables A and G). The increase was smaller than in
the third quarter as U.S. claims reported by U.S. banks and
securities brokers decreased after increasing in the third
quarter. Direct investment outflows were lower than in the
third quarter, while U.S. net purchases of foreign securities
were stronger than in any quarter since the first quarter of
2011.

The decrease in claims reported by U.S. banks and securi-
ties brokers resulted from decreases in deposits of U.S.-
owned banks abroad and in customer deposits abroad.
Deposits of U.S. banks abroad have decreased in six of the
last seven quarters, and total claims of banks and securities
brokers decreased in five of those quarters. These decreases
may reflect the continued impact of changes in banking reg-
ulations regarding these deposits.

Foreign-owned assets in the United States increased less
than in the third quarter after decreasing in the second quar-
ter (tables A and H). Foreign official and private assets both
increased less than in the third quarter. The slowdown
reflected a shift from increase to decrease in U.S. liabilities
reported by U.S. banks and brokers and by a significant
slowdown in foreign official and private investment in U.S.
Treasury securities. These slowing influences were partly off-
set by an increase in inflows of direct investment to the high-
est level since the fourth quarter of 2011 and an increase in
private foreign net purchases of U.S. securities other than
Treasury securities to the highest level since the third quarter
of 2010.

the fourth quarter, increases in financial intermediar-
ies’ accounts were partly offset by decreases in deposits
and resale agreements.

U.S. claims on foreigners reported by U.S. banks and
securities brokers—such as U.S. residents” deposits at
foreign banks and loans to foreigners—decreased after
increasing in the third quarter. The decrease reflected
decreases in claims for both customer accounts and
own accounts.

Chart 6. Direct Investment Financial Flows

Billions of dollars, seasonally adjusted
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Norte. Under balance-of-payments conventions, financial outflows are shown with a
negative sign in tables 1-12.
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Table H. Foreign-Owned Assets in the United States Foreign official assets in the United States increased
[Milions of dollars, seasonally adjusted] for the fourth straight quarter. The increases in each of
(increaseffnancal inflow (), 2012 2%?3:?3?0 the four quarters of 2012 prlmarlly .reﬂected foreign
decrease/financial outflow (-)) ' e e Ve | 2012:v net purchases of U.S. Treasury securities.
Foreign-owned assets in the United i i i i i in-
o 60,501 |142,140| 2005500 175,951 | 114,648 Foreign dlregt investment in the United States in
FOTEIgN OffCial ESSELS ... 69711| 79,772| 131,111 93,048| 38,063 creased. The increase was more than accounted for by
U.S. government securiies ... 85431| 71003 115425| 75923| -39,502 higher equity investment, which was partly offset by a
U.S. Treasury securities. 85,068 | 85239 104914| 79,560 | -25,354 . . :
Other - _ 33| 14146 10511 -3.637| _14 148 shift to net outflows of intercompany debt investment.
Other U.S. government liabilities..................... 2,833 2,661 1,652 ™4 -911 .. .
U.S. liabilfies reported by banks and brokers | ~19,305 2,404 8007 10608 2,601 Purchases of U.S. Treasury securities by private for-
Other foreign official assets 752\ 3p14 6027 5776  -251 eigners exceeded sales by less than in the third quarter.
Other foreign assets -9,210 |-221,921 | 159,488 | 82,903| -76,585 The d. . h f d hift
Direct investment 23,139| 49476 41808 60257 18,449 e decrease In net purchases retlected a shift to net
Equity 2019| 12,152 9436| 34487| 25051 sales of U.S. Treasury bills.
Reinvested earnings... 26,749 | 20,284 26,767 | 28,900 2,133
Intercompany debt | 5628 17,040| 5604| -3130| -8734 Purchases of other U.S. securities by private foreigners
L P — 43834 | 5902| 47820| 25986 -21834 exceeded sales more than in the third quarter. The in-
U:S. securites ofher than U.S. Treasury 3654| 43065 47556 6853 20980 Crease in net purchases resulted from a shift to net
Stocks 18,883 | -8,460| 37,271| 42,544| 5273 purchases of U.S. corporate bonds and increases in net
Corporate bonds.... -14,832| -38,163| -6,141 7,536| 13,677
Federally sponsored agency bonds -397| 3,558| 16,426| 18,456 2,030 purchases of U.S. stocks and agency bonds.
U.S. CUMENCY ..eoovereerceereeeeneeneeens 18,057 7,116| 16,156| 15,812 -344 Cqeqess .
U, iabilties fo unaffiiated foreigners U.S. liabilities to fqrelgners repgrted by nonbanks de-
reported by nonbanking concerms............... 24212 -27,008| -4943| -17213| 12270 —__ | creased for the third consecutive quarter. These de-
U.S. liabilities reported by banks and brokers |-122,106 (-214,432| 11,091 | -70,475| -81,566 creases reflected decreases in “other” financial
For own accounts -115,632 |-220,685|  4,148| -79,472| -83,620 R RS
For customers’ accounts -6474| 6253 6943 8997 2054 liabilities, such as loans.

pPreliminary ~ r Revised U.S. liabilities to foreigners reported by U.S. banks and
1. Excludes transactions in financial derivatives. .. . . 5 .
Note. The statistics are presented in tables 1, 7, 8, and 11 in this article and on BEA's Web site. securities brokers—such as forelgn residents dePOSItS

at U.S. banks and loans to U.S. residents—decreased
after increasing in the third quarter. The decrease re-
flected decreases in liabilities for own accounts.

Chart 7. Transactions in U.S. Claims and Liabilities
Reported by Banks and Brokers

Billions of dollars

400 Chart 8. Transactions in U.S. Debt Securities
I U.S. claims Billions of dollars
U.S. liabilities 140
300 Il Corporate bonds
o _— : 120 Agency bonds
200 Increases in claims and liabilities (+) I U.S. Treasury securities
100
100 80 .
Net foreign purchases (+)
60
0 I I
40
-100 20
Decreases in claims | o ! | . | |
and liabilities (-) ' 0
-200 04
-20 :
a0 L o L | L Net foreign sales (-)
2011:1-2012:1V 2011:1-2012:1V —40 | |
1. Under balance-of-payments conventions, increases in U.S. claims are shown with a negative sign in 60 L1 1 L1 1 L1 | | L1 1 L1 | L1 |
tables 1-12, and decreases in U.S. claims are shown with a positive sign. 2011:1-2012:1V 2011:1-2012:1V 2011:1-2012:1V

Nore. Excludes transactions in foreign official assets. . . -
Nore. Excludes transactions in foreign official assets.
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Current and Capital Accounts in 2012

Table I. Current and Capital Accounts
[Millions of dollars]

Change
(Credits +; debits -) 2009 2010 2011 2012P | 2011to
2012
Current account
Exports of goods and services and
income receipts 2,180,553| 2,518,767| 2,847,988 2,936,512| 88,524
Goods, balance of payments basis 1,069,733| 1,288,882 1,497,406| 1,564,104| 66,698
Foods, feeds, and beverages ... 93,908/ 107,705| 126,220 132,860 6,640
Industrial supplies and materials 307,473 406,015 518,676| 519,553 877
Capital goods, except automotive ........| 391,498| 447,805/ 493,233 526,947| 33,714
Automotive vehicles, parts, and engines 81,715 111,989| 133,116 145,995 12,879
Consumer goods, except automotive..... 149,455| 165,186| 174,957| 181,621 6,664
Other eXpOrtS ........ceerveereeuneeneerneineiens 45,685 50,183 51,205 57,128| 5,923
Services..... 509,212| 553,603| 605961 630,387 24,426
Travel 94,187| 103,481| 116,115 128,555 12,440
Passenger fares 26,103 30,983 36,631 39,521 2,890
Other transportation .. 36,087 40,817 43,064 43,294 230
Royalties and license fees. 98,406| 107,165 120,836| 121,810 974
Other private services ... .| 237,348| 255293| 270,193 277975 7,782
Transfers under U.S. military agency
sales contracts 16,013 14,752 17,946 17,976 30
U.S. government misc. services 1,069 1,112 1,176 1,255 79
Income receipt: 601,609 676,282 744,621 742,021| -2,600
Income on U.S.-owned assets abroad 596,131| 670,641) 738,810/ 736,068) -2,742
Direct investment receipts . 357,793| 444,044| 480,238| 461,668 -18,570
Other private receipts..... 233,546 225,103| 256,649 272,406| 15,757
U.S. government receipt 4,792 1,494 1,923 1,994 71
Compensation of employees. 5478 5,641 5,811 5,952 141
Imports of goods and services and
income payments............ccocereenivennenns -2,439,990|-2,829,645-3,180,861|-3,277,420 -96,559
Goods, balance of payments basis ..|-1,575,491|-1,934,006|-2,235,819|-2,299,417| —63,598
Foods, feeds, and beverages .... -82,861| —92,487| -108,242| -111,088| -2,846
Industrial supplies and materials -478,479| -622,931| -782,120| -753,135| 28,985
Capital goods, except automotive .........| —374,054| -450,309| -513,368| -551,363| -37,995
Automotive vehicles, parts, and engines | -159,188| -225,637| -255,222| -298,440 —43,218
Consumer goods, except automotive.... | -431,406| -486,507| -517,394| -519,661| -2,267
Other imports and U.S. goods returned -49,503| -56,135| -59,474| -65,730| -6,256
Services..... -382,608| 403,216 —427,428| -434,589| -7,161
-74132| -75510) -78,651| -83,651| 5,000
Passenger fares -25117| -27,256| -31,109| -34,443| -3,334
Other transportation .. -42,601| -51,258| -54,711| -55,170 -459
Royalties and license -31,297| -33,434| -36,620| -40,037| -3417
Other private services ... -174,573| -180,586| -191,973| -190,706 1,267
Direct defense expenditure: -30,474| -30,391| -29,510 -26,118 3,392
U.S. government misc. services -4,415 4,781 4,854 -4,464 390
Income payments...........c.cooeereeererirneeennens —481,891| —-492,423| -517,614| -543,414| 25,800
Income on foreign-owned assets in the
United States .| —468579| -479,624| -503,796| -529,826| —26,030
Direct investment payments -104,828| -146,149| -158,559| -173,098| -14,539
Other private payments ...... -219,396| -196,354| -212,506| -226,210| —13,704
U.S. government payments -144355| -137,121| -132,731| -130,518] 2213
Compensation of employees. -13,312| -12,799| -13,817| -13,588 229
Unilateral current transfers, net -122,459| -131,074| -133,053 -134,076] -1,023
U.S. government grants —42,699| -42,736| -47,350, —46,145 1,205
U.S. government pensions and other
ATANSTELS oot -8,874| 9,581 -8,947| -10,354| -1,407
Private remittances and other transfers ....| -70,886| -78,757| -76,756| -77,576 -820
Capital account
Capital account transactions, net ............. -140 -157 -1,212 6,436| 7,648
Memoranda:
Balance on goods. -505,758| —645,124| -738,413| -735313| 3,100
Balance on services ..... 126,603) 150,387 178,533| 195,799, 17,266
Balance on goods and services -379,154| -494,737| -559,880| -539,514| 20,366
Balance on income................ 119,717| 183,859 227,007| 198,606 —28,401
Unilateral current transfers, net. -122,459| -131,074| -133,053| -134,076| -1,023
Balance on current account -381,896| -441,951| -465,926| -474,983| -9,057

/

p Preliminary

Norte. The statistics are presented in tables 1 and 2 in this article and on BEA's Web site.

Exports of goods increased for the third straight year,
but by less than in the previous 2 years. Half of the
2012 increase was in capital goods. Exports of auto-
motive vehicles, engines, and parts increased substan-
tially.

Exports of services increased for the third straight
year. The largest increases in 2012 were in travel and
<« » . . . . « » .

other” private services. The increase in “other” pri-
vate services was mostly in business, professional, and
technical services.

Income receipts decreased slightly after increasing for
2 straight years. The decrease was more than ac-
counted for by lower receipts on U.S. direct invest-
ment abroad, mostly from lower earnings of holding
companies. An increase in “other” private receipts,
which was more than accounted for by an increase in
dividend income on foreign securities, mostly offset
the lower direct investment receipts.

Imports of goods rose after 2 years of larger rises. The
largest increases in 2012 were in automotive vehicles,
parts, and engines and in capital goods. Industrial
supplies and materials decreased, reflecting a decrease
in imports of petroleum and products.

Imports of services increased for the third consecutive
year. The largest increases in 2012 were in travel and in
royalties and license fees that were partly offset by a
decrease in direct defense expenditures.

Income payments increased about the same as in 2011
and larger than in 2010. The 2012 increase was ac-
counted for by increases in payments on foreign direct
investment in the United States and “other” private
payments. The increase in direct investment payments
was widespread across industries. The increase in
“other” private payments was more than accounted
for by dividend income on foreign private holdings of
U.S. corporate securities.

Net capital account transactions shifted to net inflows,
reflecting receipts from foreign insurance companies
for losses resulting from Superstorm Sandy.

The current-account deficit increased for the third
straight year, but the 2012 increase was smaller than
the increases in 2010 and 2011. In 2012, a decrease in
the surplus on income was partly offset by a decrease
in the deficit on goods and services
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Financial Account and Statistical Discrepancy in 2012

Table J. Financial Account and Statistical Discrepancy
[Millions of dollars]

Change
2009 2010 2011 2012P | 2011to
2012
Financial account
U.S.-owned assets abroad (increase/
financial outflow (-))" -119,535| -939,484 | -483,653| 17,918| 501,571
U.S. official reserve assets .| -52256| -1,834| -15,877| —4,460| 11,417
U.S. government assets, other than official
reserve assets .| 541,342 7,540| -103,666| 85,110| 188,776—|
U.S. private assets .... —-608,622| -945,189| -364,110| —-62,732| 301,378
Direct investment -289,451| -327,877| —419,332| -351,446| 67,886
Equity . -18,194| -41,124| -52,391| -38,259| 14,132
Reinvested earnings .. —-229,295| -315,260| -348,639| -312,681| 35,958
Intercompany debt. -41,961 28,507 -18,303 -506| 17,797
Foreign securities —227,024| -138,984| 146,797 -52,518| 94,279
Stocks —63,697| -79,076| -89,045| -61,025| 28,020
20T ... | -163,327| -59,908| -57,752 8,507| 66,259
U.S. claims on unaffiliated foreigners
reported by nonbanking concerns......... 153,695| 32,969| -11,608| -30,635| —19,027
U.S. claims reported by banks and
brokers -245,842| -511,297| 213,627| 371,867| 158,240
For own accounts .. -187,133| -437,863 79,139 340,841 261,702
For customers’ accounts.... .| -58,709| -73,434| 134,488| 31,026|-103,462
Foreign-owned assets in the United States
(increaseffinancial inflow (+)) ' .| 314,390| 1,308,279 | 1,000,990 384,902 -616,088
Foreign official assets 480,286| 398,188 211,826 373,642| 161,816
U.S. government securities 437,324| 353,294| 158,735 347,872| 189,137
U.S. Treasury securities . 569,893 442,012 171,179 354,781| 183,602
(0] O -132,569| -88,718| -12,444| -6909| 5,535
Other U.S. government liabilities ... 58,206 12,321 9,063 7,887 -1,176
U.S. liabilities reported by banks an:
brokers -68,848| -7,967| 30,010 1,714| -28,296
Other foreign official assets 53,604 40,540 14,018/ 16,169 2,151
Other foreign assets -165,896| 910,091| 789,164 11,260 |-777,904
Direct investment 150,442 205,831| 233,988| 174,680 -59,308
Equity . 126,814 131,610| 93,224| 58,094| -35,130
Reinvested earnings .. 21,652| 67,544 87,389 102,699 15,310
Intercompany debt. 1,977 6,677| 53,374| 13,887| -39,487
U.S. Treasury securities. -15,451| 297,797| 240,878| 123,632|-117,246
U.S. securities other than U.S. Treasury
securities 1,855| 139,316| -56,442| 76,681| 133,123
Stocks 163,374| 137,834| 12,398| 90,238| 77,840
Corporate bonds.... -117,255| -24,683| -68,840| -51,600| 17,240
Federally sponsored agency bonds...... | —44,264| 26,165 ()| 38,043| 38,043
U.S. CUITENCY ...oovvnveireerereriee et 12,632 28,319 54,996 57,141 2,145
U.S. liabilities to unaffiliated foreigners
reported by nonbanking concerns......... 8,956 62,957 6,567 —-24,952| -31,519
U.S. liabilities reported by banks and
brokers... -324,330| 175,871 309,177 -395,922|-705,099
For own accounts .. -233939| 222,392| 322,677|-411,641|-734,318
For customers’ accounts -90,391| -46,521| -13,500| 15,719| 29,219
Financial derivatives, net ... . 44,816 14,076 39,010 -3,074| -42,084
Statistical discrepancy (sum of the bold
lines in tables | and J with sign reversed) | 142,365 59,237 -89,208 68,801 158,009
Memorandum:
Net financial flows 2........ccooceevvvermreeerrveiisenerinns 239,671| 382,871| 556,347| 399,746 |-156,601

p Preliminary *) Transaction: less
1. Excludes transactions in financial derivatives.

(*) Transactions are less than $500,000(z)

2. Sum of U.S.-owned assets abroad, foreign-owned assets in the United States, and financial derivatives.
3. Equals the sum of financial derivatives for the first, second, and third quarters of the year.
Nore. The statistics, except for net financial flows, are presented in tables 1, 7, 8, 10, and 11 in this article and on BEA's

Web site.

U.S. official reserve assets increased less than in 2011
because of a smaller increase in the U.S. reserve posi-
tion at the International Monetary Fund (IMF) as the
IMF disbursed less in U.S. funds to other IMF mem-
bers.

U.S. government assets other than official reserve as-
sets decreased after increasing in 2011. The shift re-
sulted from an increase in liquidity swaps between
foreign central banks and the U.S. Federal Reserve at
the end of 2011 that were mostly reversed in 2012.

U.S. direct investment abroad slowed after accelerat-
ing for 2 straight years. The slowing reflected contrac-
tions in reinvested earnings, intercompany debt
investment, and net equity investment.

U.S. purchases of foreign securities exceeded sales by
less in 2012 than in 2011. The decrease in net pur-
chases mostly reflected a shift to net sales of foreign
bonds. Net purchases of foreign stocks also decreased.

U.S. claims on foreigners reported by U.S. banks and
securities brokers decreased more than in 2011. The
2012 decrease was mostly accounted for by decreasing
deposits of U.S. banks abroad due to the restructuring
of bank balance sheets in reaction to changing eco-
nomic and regulatory conditions.

Foreign official assets in the United States increased
more than in 2011. An increase in net purchases of
U.S. Treasury securities more than accounted for the
larger increase in 2012.

Foreign direct investment in the United States slowed.
Net intercompany debt investment and equity invest-
ment were lower, while reinvested earnings were

higher.

Purchases of U.S. Treasury securities by private for-
eigners exceeded sales, but by less than in 2011. The
2012 decrease in net purchases reflected lower net
purchases of long-term Treasury bonds and notes and
a shift to net sales of Treasury bills.

Purchases of other U.S. securities by private foreigners
exceeded sales in 2012, a shift from net sales in 2011
that was mostly due to increases in net purchases of
U.S. stocks and agency bonds by foreigners. Net sales
of U.S. corporate bonds exceeded purchases for the
fifth consecutive year.

U.S. liabilities to foreigners reported by U.S. banks and
securities brokers decreased after increasing for 2
straight years. The decrease was mostly accounted for
by decreasing deposits from foreign banks due to the
restructuring of bank balance sheets in reaction to
changing economic and regulatory conditions.
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Table 1. U.S. International

[Millions
Not seasonally adjusted
Line (Credits +; debits -) ! 2011 2012 2011
| I 1l %
Current account
1 |Exports of goods and services and income receip 2,847,988 2,936,512 680,519 717,466 728,410 721,593
2| Exports of goods and services 2,108,367 2,194,491 500,640 524,553 539,773 538,401
3 Goods, balance of payments basis 2 1,497,406 1,564,104 356,161 375,554 378,454 387,237
4 Services 3 605,961 630,387 144,480 148,999 161,319 151,164
5 Transfers under U.S. military agency sales contracts 17,946 17,976 4122 4,545 4,664 4,615
6 Travel 116,115 128,555 23,656 30,033 35,289 27,137
7 Passenger fares 36,631 39,521 7,870 8,778 10,843 9,139
8 Other transportation 43,064 43,294 10,308 10,821 11,025 10,910
9 Royalties and license fees ® 120,836 121,810 28,719 30,410 30,207 31,500
10 Other private services ° 270,193 277,975 69,487 64,145 68,982 67,578
11 U.S. government miscellaneous services 1,176 1,255 317 267 309 284
12| Income receipts 744,621 742,021 179,878 192,913 188,637 183,192
13 Income receipts on U.S.-owned assets abroad 738,810 736,068 178,425 191,461 187,182 181,742
14 Direct investment receipts 480,238 461,668 117,784 126,836 120,297 115,321
15 Other private receipts 256,649 272,406 60,262 64,123 66,361 65,903
16 U.S. government receipts 1,923 1,994 379 502 524 518
17 Compensation of employees 5,811 5,952 1,453 1,452 1,455 1,450
18 |Imports of goods and services and income payments -3,180,861 -3,277,420 -739,734 -809,659 -824,058 -807,410
19| Imports of goods and services -2,663,247 -2,734,005 -614,331 -675,081 -693,354 -680,481
20 Goods, balance of payments basis 2 -2,235,819 -2,299,417 -515,612 -566,031 -580,607 -573,569
21 Services 2 -427,428 —434,589 -98,719 -109,050 -112,747 -106,912
22 Direct defense expenditures -29,510 -26,118 -7,570 -7,545 -7,343 -7,052
23 Travel -78,651 -83,651 -16,469 -22,193 -22,808 -17,181
24 Passenger fares -31,109 -34,443 —7,204 -8,241 -8,229 —7,435
25 Other transportation -54,711 -55,170 -13,110 -13,634 -14,148 -13,819
26 Royalties and license fees ° -36,620 -40,037 -8,941 -8,451 -9,274 -9,955
27 Other private services ° -191,973 -190,706 -44,219 -47,848 -49,661 -50,246
28 U.S. government miscellaneous services -4,854 -4,464 -1,207 -1,138 -1,284 -1,225
29| Income payments -517,614 -543,414 -125,403 -134,578 -130,703 -126,929
30 Income payments on foreign-owned assets in the United State: -503,796 -529,826 -122,119 -131,175 -127,193 -123,310
31 Direct investment payments —