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GDP and the Economy

Final Estimates for the Fourth Quarter of 2007

CONOMIC growth decelerated sharply in the

fourth quarter, increasing 0.6 percent after increas-
ing 4.9 percent in the third quarter, according to the
“final” estimates of the national income and product
accounts (NIPAs) (chart 1 and table 1).! GDP growth
was unrevised from the “preliminary” estimate.?

The deceleration in real GDP growth reflected a
downturn in inventory investment and decelerations
in exports, federal government spending, and con-
sumer spending.’ Imports turned down.

eFourth-quarter corporate profits decreased $52.9
billion, or 3.3 percent at a quarterly rate, after
decreasing $20.5 billion in the third quarter (see

page 4).

e Prices of goods and services purchased by U.S. resi-
dents increased 3.7 percent in the fourth quarter
after increasing 1.8 percent in the third quarter. In
the fourth quarter, energy prices turned up, and
food prices decelerated. Excluding food and energy,
gross domestic purchases prices increased 2.3 per-
cent after increasing 1.9 percent in the third quarter.

eReal disposable personal income (DPI) increased

0.1 percent in the fourth quarter after increasing 4.0
percent in the third quarter. The deceleration
reflected a slowdown in current-dollar DPI and an
acceleration in the personal consumption expendi-
tures implicit price deflator used to deflate current-
dollar DPI. The slowdown in current-dollar DPI
reflected a deceleration in current-dollar personal
income and an acceleration in current personal
taxes.

eThe personal saving rate was zero in the fourth
quarter, unrevised from the preliminary estimate; it
was 0.4 percent in the third quarter.

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

2. Each GDP estimate for a quarter (advance, preliminary, and final)
incorporates increasingly comprehensive and improved source data. More
information can be found at <www.bea.gov/bea/about/infoqual.htm> and
<www.bea.gov/bea/faq/national/gdp_accuracy.htm>. Quarterly estimates
are expressed at seasonally adjusted annual rates, which assume that a rate
of activity for a quarter is maintained for a year.

3. In this article, “consumer spending” refers to “personal consumption
expenditures,” “inventory investment” refers to “change in private invento-
ries,” and “government spending” refers to “government consumption
expenditures and gross investment.”

Christopher Swann prepared this article.

Chart 1. GDP, Prices, Disposable Personal Income (DPI)
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Real GDP Overview

Table 1. Real Gross Domestic Product and Components Consumer spending slowed in the fourth quarter, in-
[Seasonally adjusted at annual rates] creasing 2.3 percent after increasing 2.8 percent in the
Share of o third quarter. It contributed 1.58 percentage points to

current- Change from Contribution to percent 1 GDP th aft ntributing 2.01 t
dollar preceding period change in real GDP rea growth after contributing 2.0l percentage
(pSrE:nt) (percent) (percentage points) points. The slowdown mainly reflected slowdowns in

spending for nondurable goods and durable goods.

2007 2007 2007

v T T Y T O T O 1T A\ Nonresidential fixed investment decelerated, increas-

Gross domestic product .. | 100.0| 06| 3.8/ 49| 06| 06| 38 49| 06 ing 6.0 percent after increasing 9.3 percent.

Personal consumption . . . .
expenditures 706| 37| 14| 28 23| 256 1.00| 2.01| 1.58 Residential fixed investment decreased more in the
Durable goods. 77| 88| 17| 45| 20| 067| 0.14| 035| 0.15 fourth rter than in thir rter. The 25.2 percen
Nondurable goods 206| 3.0| 05| 22| 12| 061|-0.10| 046| 0.25 ourth quarter tha third quarter. N >-2 percent
Services 423 31| 23| 28| 28| 128| 096| 120| 1.18 decrease subtracted 1.25 percentage points from real

Gross private domestic GDP growth and was the largest percentage decrease
investment 148 -82| 46| 50|-146|-1.36| 0.71| 0.77|-2.40 .

Fixed investment. 15.0| -4.4| 32| -0.7| -4.0|-0.70| 049|-0.11|-0.62 since the fourth quarter of 1981.

Nonresidential 108| 21| 11.0] 93| 60| 0.22| 1.12| 096| 063 ) ) )
Structures.... 36| 64| 262| 16.4| 12.4] 020| 0.78| 052| 041 Inventory investment turned down, mainly reflecting
Equipment and software..... 73| 03] 47| 62| 31| 0.02| 0.34| 044| 0.22 downturns in retail motor vehicle and parts dealers

Residential ... 41/-16.3)-11.8/-20.5|-25.2) -0.93 | -0.62 -1.08 ‘1-25/ and in wholesale trade nondurable goods. The inven-

Change in private inventories.... g U] ey ey e 065 0.22| 0.89|-1.79 tory change subtracted 1.79 percentage points from

Net exports of goods and
SBIVICES...roorsersrs oo B0 e | e | e [ -051| 1.32] 1.38| 1.02 real GDP growth.

Exports.... 123| 11| 75| 19.4| 65| 013| 0.85| 210| 0.77 ) ) )
Goods.. 87| 09| 66| 262 39| 007| 053| 1.96| 033 Exports slowed markedly, mainly reflecting a wide-
Services .. 37| 16| 96| 40| 132) 005| 033| 0.14) 045 spread deceleration in goods exports. Exports of ser-

Imports.... 174| 39| -27| 44| -1.4|-063| 047|-072| 024 vices picked up.

Goods.. 146| 42| 29| 48| -26|-057| 0.42|-067| 039

Services 27| 23| -17| 17| 55/-0.06| 0.05|-0.05|-0.15 . .

Government consumption Fmports t.urned down,. mainly reﬂec'tlng a downturn
expenditures and gross in goods imports despite an upturn in petroleum and
investment ... 196 -05| 4.1, 3.8 20|-0.09| 0.79| 0.74| 0.38 d . I f . 1 d
Federal 71| 63| 60| 71| 05!-046 0.41| 050! 004 products 1mports. Imports of services accelerate

National defense .. 48/-108| 85| 10.1| -0.5|-054| 0.39| 0.47|-0.03 somewhat.

Nondefense 23| 38| 09| 11| 28| 0.08| 0.02| 0.03| 0.06

State and local .......c.ccoveenrreeenns 126| 3.0| 30| 19| 28| 0.36| 0.37| 024 0.34 Federal government spending decelerated as spending

Addenda: .

Final sales of domestic product |.............. 13| 3.6| 40| 24| 1.25| 3.60| 4.02| 2.36 for national defense turned down.

Gross domestic purchases price . .

L A S 38| 38| 18| 3.7 |w e i | Real final sales of domestic product, real GDP less in-

GDP Price iNAEX.........cverveererrins [wonrreeirienes 42 26] 1.0 24| | e | e ventory investment, increased 2.4 percent after in-

1. The estimates of GDP under the contribution columns are also percent changes. creasing 4.0 percent.

Note. 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.

GDP and Gross Domestic Purchases

In addition to gross domestic product (GDP), a related
measure of economic growth—gross domestic purchas-
es—is included in the national income and product
accounts (NIPAs).

GDP measures the market value of final goods and ser-
vices produced by labor and property in the United States;
it includes the goods that are added to inventories but
excludes the goods that are subtracted from inventories.
GDP is defined as the sum of consumer spending, business
and residential investment, inventory investment, govern-
ment spending, and exports less imports.

Gross domestic purchases is defined as GDP less exports
plus imports. It measures domestic demand for goods and
services regardless of their origin. Exports represent foreign

demand for U.S. goods and services. Subtracting exports
from GDP yields a measure of expenditures that focuses on
domestic buyers. Imports can be viewed as the value of
goods and services that exceed the domestic supply and that
expand the consumption and investment alternatives for
domestic purchasers.

Differences between GDP and gross domestic purchases
reflect patterns in imports less exports: As imports exceed
exports, gross domestic purchases exceeds GDP.

For annual and quarterly estimates, see NIPA tables 1.4.1
and 1.4.3-1.4.6. For more information on GDP and gross
domestic purchases, see also “A Guide to the National
Income and Product Accounts of the United States” on
BEA’s Web site at <www.bea.gov/bea/an/nipaguid.pdf>.




April 2008

SURVEY OF CURRENT BUSINESS 3

Revisions to GDP

Table 2. Preliminary and Final Estimates for the Fourth Quarter of 2007

[Seasonally adjusted at annual rates]

Change from Contribution to percent
preceding quarter change in real GDP
(percent) (percentage points)
- Final - Final
Prelim- h Prelim- h
inary | Final pr?érflll’j: inary | Final F:?G'}Tll;f
inary inary
Gross domestic product (GDP) " ................ 0.6 0.6 0.0 06| 0.6 0.0
Personal consumption expenditures . 1.9 2.3 0.4 1.32| 1.58 0.26
Durable goods........... 2.3 20| -03| 0.18| 0.15| -0.03
Nondurable goods. 1.4 12| -02| 028| 0.25| -0.03
Services .............. 2.1 28 07| 086 1.18| 032
Gross private domestic investment -125| -146| -2.1| -2.02| -2.40 -0.38
Fixed investment -35| -40, -05| -0.53| -0.62| -0.09
Nonresidential ... 6.9 60, -09, 072| 063 -0.09
Structures...... 147| 124 -23| 048 041 -0.07
Equipment and software 3.3 31| -02| 024 022| -0.02
Residential.... -252| -25.2 00| -1.25| -125| 0.00
Change in private inventories.............coveinees | weveeveens -1.49| -1.79| -0.30
Net exports of goods and services . . 090 1.02| 0.12
Exports...... . 6.5 17| 057| 077 0.20
GOOTS ...ccvvvnevevearevereneeseres s 40 39| -01 0.34| 033 -0.01
68| 132 64| 024 045 021
Imports .| 19 14 05| 032 024 -0.08
Goods e ————— -21| -26| -05| 031 039| 0.08
SEIVICES......ovvvunrivrirrniinrrireniiians .| 03 55 58| 0.01| -0.15| -0.16
Government consumption expenditures and
gross investment 22 20, -02, 043 038 -0.05
Federal ...... 0.9 05| -04| 0.06| 004 -0.02
National defense -03| -05| -02| -0.01|-0.03| -0.02
Nondefense ... 34 28| -0.6 0.07| 0.06| -0.01
State and local 3.0 28| -02| 037 034 -0.03

Addenda:
Final sales of domestic product
Gross domestic purchases price index ..
GDP price index

2.1 24 0.3
39 37| -02]..
27 24| -03]..

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

The 0.6 percent final estimate of real GDP growth is
the same as the preliminary estimate, primarily re-
flecting a downward revision to private inventory in-
vestment that was largely offset by upward revisions to
consumer spending and exports. The average revision
(without regard to sign) between the preliminary esti-
mate and the final estimate is 0.3 percentage point.

Consumer spending was revised up, primarily reflect-
ing an upward revision to spending for services. The
largest contributors to the upward revision to services
were medical care services and electricity and gas ser-
vices.

Inventory investment was revised down, mainly re-
flecting a downward revision to inventories in mining,
utilities, and construction.

Exports was revised up, mainly reflecting an upward
revision to services exports. The largest contributor to
the upward revision was “other private services.”

Source Data for the Final Estimates

The final estimates of gross domestic product for the fourth
quarter of 2007 incorporated the following source data.

Personal consumption expenditures: Retail sales for Nov-
ember and December (revised) and quarterly services sur-
vey for the fourth quarter (new).

Nonresidential fixed investment. Construction put in place
for November and December (revised) and quarterly ser-
vices survey for the fourth quarter (new).

Residential fixed investment: Construction put in place for
November and December (revised) and Producer Price
Index for October (revised).

Change in private inventories: Manufacturers’ and trade
inventories for December (revised) and Producer Price

Index for October (revised) and January 2008 (new).

Exports and imports of goods and services: International
transactions accounts data for services for the third and
fourth quarters (revised) and goods data for December
(revised).

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

GDP prices: Export and import prices for the October,
November, and December (revised), unit value index for
petroleum imports for December (revised), and prices of
single-family houses under construction for the fourth
quarter (revised).
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Corporate Profits

Table 3. Corporate Profits

[Seasonally adjusted]

Billions of dollars
(annual rate) Percent change from
preceding quarter
Level Change from (quarterly rate)
preceding quarter
2007 2007 2007
% | I Il % I Il %
Current production measures:
Corporate Profits............cceeeereenes 1569.0) 16.5| 947|-205| -529| 1.1 6.1| -1.2| -3.3
Domestic industries.... 1,1722| -3.7| 78.0|-46.9|-108.7| -0.3| 62| -3.5| -8.5
Financial 4145(-26.9| 52.7|-325| -744| -54| 11.2| -6.2|-15.2
Nonfinancial ........ccc..ccuurviinnnnns 757.7| 232| 25.3|-144| -343| 31| 32| -1.8| 43
Rest of the world...........ccccccoennens 396.8| 20.1| 16.7| 26.4| 558| 72| 56| 84| 164
Receipts from the rest of the
WOl oo 5225 10.0| 33.9| 276| 123| 23| 76| 57| 24
Less: Payments to the rest of
the world.... 125.7|-10.1| 17.2| 11| 434| -63| 11.4| 0.7|-25.7
Less: Taxes on corporate income ... | 454.4| 0.1| 37.6/-20.7| -15.0| 0.0| 83| 42| -32
Equals: Profits after tax.................... 1,1146| 16.4| 570/ 03| -379| 15| 52| 0.0 -33
Net dividends ..........cveeeereernenns 829.4| 230| 248| 235 21.7| 31| 33| 3.0 27
Undistributed profits from current
Production ..........cccoeeevneeenneens 2852| —6.6| 32.2|-23.3| -595| -1.9| 96| -6.3-17.3
Net cash flow ........cc.coeeviieeriiiisinienns 12121 02| 374|-21.1| -55.7| 0.0 3.0| -1.6| -4.4

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

Corporate profits from current production decreased
$52.9 billion, or 3.3 percent, in the fourth quarter after
decreasing $20.5 billion, or 1.2 percent, in the third
quarter. The fourth-quarter estimates were adjusted to
exclude unusually large asset write-downs and large
provisions for loan losses. Unlike the profits reported
in corporate financial statements, the NIPAs do not
treat write-downs and loan losses as charges against
earnings, because they do not reflect losses from cur-
rent production. As a result, aggregate profits based on
financial statements declined more than the NIPA
measure of profits.

Profits of domestic financial corporations decreased
$74.4 billion, or 15.2 percent, after decreasing $32.5
billion.

Profits of domestic nonfinancial corporations de-
creased $34.3 billion, or 4.3 percent, after decreasing
$14.4 billion.

Profits from the rest of the world accelerated, increas-
ing $55.8 billion, or 16.4 percent, after increasing
$26.4 billion. The acceleration reflected a large down-
turn in payments that more than offset a slowdown in
receipts.

Net cash flow decreased $55.7 billion, or 4.4 percent,
in the fourth quarter after decreasing $21.1 billion in
the third quarter.

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. This measure is partly based on tax return

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

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

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

Table 4. Corporate Profits by Industry

[Seasonally adjusted]

Billions of dollars (annual rate) Percent change from
ding quarter
Change from prece
Level preceding quarter (quarterly rate)
2007 2007 2007
v | I 1l % | I I v
Industry profits:
Profits with IVA........ccoevvvennens 18105 74| 101.2| -17.4| -489| 04| 57| -09| -26
Domestic industries.. 1,413.7| -12.7| 84.4| -43.8|-104.6| -0.9 57| -28| -6.9
Financial 440.3| -28.0| 534 | -322| -739| -54| 108| -5.9|-144
Nonfinancial. 9734| 152| 31.0( -11.6| -30.7| 1.6 32| -1.1| -31
Utilities ..... 537 -14 48 5.2 73| -38| 133| 127| 157
Manufacturing.... 280.3| 18.7| 48.1| -502| -165| 6.7| 16.1| -145| 56
Wholesale trade......... | 822| 67| 71| 49| -276| 74| 73| 46|-252
Retail trade ...........c..... 1413| 22| 0.1 5.8 11 16| 01| 43| 08
Transportation and
warehousing.. 483| -09| 67| 96| -71| 24| 17.2| 21.1|-129
Information.... 1104| 18.0| -166| 7.9 96| 196| -152| 85| 95
Other nonfinancial ...... | 257.2| -28.0| -19.2| 52 25| 94| -71 2.1 1.0
Rest of the world................. 396.8| 20.1| 16.7| 26.4| 558| 72 5.6 84| 164
Addenda:
Profits before tax (without VA
and CCAd)).......cuvvermrrernnns 1,879.9| 26.6| 115.7| -51.8 02| 15 6.4| 27| 0.0
Profits after tax (without VA
and CCAdj).. 14255 265| 781| -31.2| 153| 20| 57| -22| 1.1
IVA...... .| —69.4| —19.2| —145| 344| 491 ...
CCAd. -2415 91| 65| 30| —41| s [ [ | v

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

IVA Inventory valuation adjustment

CCAdj Capital consumption adjustment

Profits with inventory valuation adjustment decreased
$48.9 billion, or 2.6 percent. The difference between
this decrease and the decrease in profits from current
production reflects the capital consumption adjust-
ment, which decreased $4.1 billion.

Profits of domestic industries decreased $104.6 bil-
lion, or 6.9 percent, in the fourth quarter, following a
$43.8 billion decrease in the third quarter.

Profits of domestic financial industries decreased
$73.9 billion, or 14.4 percent, in the fourth quarter af-
ter decreasing $32.2 billion in the third quarter.

Profits of domestic nonfinancial industries decreased
$30.7 billion, or 3.1 percent, in the fourth quarter after
decreasing $11.6 billion in the third quarter. The
larger decrease primarily reflected downturns in
wholesale trade and in transportation and warehous-
ing that were partly offset by a smaller decrease in
manufacturing, especially in petroleum and coal
products industries.

Chart 2. Corporate Profits With Inventory Valuation Adjustment: Change From the Preceding Quarter, 2007:1V
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2.“Other” nonfinancial corporations include the agriculture, mining, construction, and services industries.
NOTE. Based on seasonally adjusted estimates.
U.S. Bureau of Economic Analysis

Corporate Profits by Industry

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

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