Department of Commerce

Exhibit 13

Economic and Statistical Analysis Budget — Salaries and Expenses
Bureau of Economic Analysis / Economics and Statistics Administration

Increases for FY 2006
(Thousands of dollars)

FY 2006 Base FY 2006 Estimate FY 2006 Increase/(Decrease)
FTE Amount FTE  Amount FTE Amount
Strengthening International Statistics: 111 $23,063 127 $25,823 16 $2,760

Summary: ($2.8 million, +16 FTE) — To improve the timeliness and comprehensiveness of the Nation’s international statistics
on multinational companies (MNCs) and the related trade in services. This project will provide data from which
policymakers, trade officials, business leaders, and the American public can better understand the flow of jobs and
production between the United States and the world economies. It will also address gaps in current U.S. statistics
on international trade in services affected by the rapid growth and changing modes of delivery and payment.

Background: Since late FY 2003, there have been frequent media
reports about the economic effect of offshore outsourcing. Policymakers,
business leaders, and the American public are especially interested in its
effects on the U.S. job market, trade, and economic growth. To answer
these pressing questions, users are demanding more timely and
comprehensive data on the activities of MNCs. In addition, more complete
and better information on imports and exports of services is required to
fully understand the effect of trade on U.S. jobs and economic growth.

This budget initiative will fill data gaps in the Nation’s economic accounts
by improving information on MNCs and international trade in services.
This work will augment and improve the accuracy of BEA's major
international statistics to help answer many important economic and policy
guestions related to offshore outsourcing. In addition, this work will help
address newly emerging policy questions on a wide range of

“U.S. government data provide some
insight into the extent of services offshoring
by the private sector, but they do not
provide a complete picture of the business
transactions that the term offshoring can
encompass.”

—GAO study, “International Trade:
Current Government Data Provide Limited
Insight into Offshoring of Services,”
September 2004

miscellaneous issues including the potential impact of a tax holiday on foreign affiliate dividends and questions about U.S. and

foreign content of U.S. imports and exports.
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Proposal: This proposal will provide critical data needed to strengthen international statistics. It will create a deeper, richer
database from which a large variety of questions on outsourcing can be answered. It will also shore up emerging weaknesses
in selected components of the Nation’s current international statistics. In particular, the initiative proposes to:

e Collect more comprehensive data on MNCs (including on operations in the United States and abroad).
In particular, regular source data on the operations of banks is essential, as BEA now collects these data
only once every 5 years. Data covering U.S. parent companies that are banks and their overseas affiliates,
and data covering U.S. banks that are foreign owned, would be collected annually, beginning with data year
2005, with results presented in mid-2007. (Data covering U.S. parent companies that are banks and their
overseas affiliates for data year 2004 will be collected in the benchmark survey covering that year.)

e Accelerate the release of detailed estimates of MNC operations in order to provide substantially more
timely information on overseas versus domestic employment, sales, and production. For data year 2005,
summary estimates would be accelerated to 16 months after the year of coverage (that is, to April 2007).
With additional effort, it may prove feasible to accelerate the release of selected summary estimates even
more substantially, perhaps to just 10 months after the year of coverage (that is, to October 2006).

e Improve estimates of the types of services exports and imports that are most affected by offshoring
outsourcing, address concerns about a possible undercount in services imports, and take all appropriate
steps to resolve weaknesses in services estimates. It would likely be feasible to begin implementation of
these improvements starting with the June 2006 data release.

e Develop better data on origin of goods and services. Use BEA'’s input-output accounts data in
conjunction with its data on operations of U.S. MNCs to develop estimates of the domestic and foreign
content of the goods and services sold by MNCs.

By improving internat8ional statistics, this proposal will better prepare BEA to address the recommendations that will likely be
made in a number of ongoing offshoring studies being conducted by the Government Accountability Office (GAO), National
Academy of Sciences, National Academy of Public Administration (NAPA), Alfred P. Sloan Foundation, and the Brookings
Institution.
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Exhibit 13
Department of Commerce
Economic and Statistical Analysis Budget — Salaries and Expenses
Bureau of Economic Analysis / Economics and Statistics Administration
Increases for FY 2006
(Thousands of dollars)

FY 2006 Base FY 2006 Estimate FY 2006 Increase/(Decrease)
FTE Amount FTE _ Amount FTE Amount
Complete Statistical Improvement Program: 343 47,109 366 52,270 23 $5,161

Summary: ($5.2 million, +23 FTE) - To complete final stage of multi-year project to generate more timely economic data
and meet U.S. international obligations and acquire and incorporate real-time data into BEA's economic
accounts. These projects will improve the timeliness, relevance, and accuracy of economic measures used by
policymakers, business leaders, and the American public to inform a wide variety of decisions.

Background: BEA has undertaken an aggressive program to improve the quality and accuracy of its major economic
accounts. Beginning in FY 2001, BEA committed to a statistical improvement program to (1) accelerate the release of a
number of its key economic statistics; (2) improve the accuracy and relevance of its data by acquiring and incorporating real-
time data into its accounts; and (3) improve its data on international financial transactions as it continues to fulfill U.S.
international obligations. To date, BEA has made significant progress. This program and the steps to complete it are clearly
defined in the BEA Strategic Plan. To complete the work begun in prior years and to avoid the loss of these past investments,
funds again are requested for FY 2006.

Proposal: (1) Generating More Timely Data ($2.2 million, +12 FTE): The economic data produced by BEA are among the
most timely economic statistics in the world. Even as the world leader, BEA must meet the demands of its own users who
require more accurate, timely, and relevant data at home. This challenge of accelerating the release of economic measures is
being met head-on by BEA. Significant progress has been made, with a number of BEA products being accelerated, including
international trade, state personal income, and annual input-output accounts. With FY 2006 funds, BEA plans to complete the
acceleration of three key regional statistics: gross state product, metropolitan area personal income, and county-level
personal income. These accelerations are important to business and government leaders as they will provide a much more
timely picture of the U.S. economy without sacrificing quality. See the chart below for more details on the acceleration plan.
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Proposed Acceleration of Key Regional Statistics for FY 2006

Economic Measure Major Uses Now Available Will Be Available Acceleration

Used for business location planning,

Metropol_ltan area transportation planning, and 17 months after end of | 9 months after end of 8 months
personal income ; . reference year reference year
environmental policy.
State equivalent of the GDP used for
Gross state product allocation of funds, productivity 18 months after end of | 6 months after end of 12 months
b analyses, and economic development reference year reference year
planning.
County personal Used by_ state and local officials for 17 months after end of | 10 months after end of
economic development, budget 7 months

income estimates reference year reference year

forecasts, and benchmark work.

(2) Improve Data on International Financial Transactions ($1.7 million, 6 FTE): In order to fulfill certain commitments made by
the U.S. Government to the international community, BEA is requesting funds for FY 2006 to improve data on international
financial transactions. The U.S. and the International Monetary Fund have stated that past debt crises were exacerbated
because timely and accurate data about worsening economic conditions were unavailable. U.S. leadership in complying with
the new data standards will ease this data gap and encourage other nations to maintain their compliance. It will also help
address questions being raised about the U.S. current account deficit and the sources of funds used to finance that deficit.
BEA will work with the U.S. Treasury and the Federal Reserve Board to incorporate estimates of derivatives and other
financial instruments that are being developed.

In addition, BEA is proposing to produce expanded and regular supplemental balance-of-payment accounts. These accounts
provide an alternative basis for monitoring international economic environments, with particular emphasis on multinational
companies. The supplemental framework redefines U.S. trade to include income from businesses that are located abroad but
are owned by U.S. persons, and to exclude income payments by businesses that are located in the United States but are

owned by foreign persons.

(3) Acquire Real-Time Data To Improve Data Quality ($1.3 million, 5 FTE): At present, BEA uses, as raw material, data from
the Census Bureau’s annual, quarterly, and monthly surveys as well as the quinquennial Economic Census for estimating
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GDP and related measures. Because those surveys leave large gaps in coverage of a number of the Nation’s largest and
most volatile industries, BEA must supplement Census and other data with estimates of economic activity for certain industry
sectors. These baseline extrapolations often do not capture important economic shifts, resulting in statistics that can miss

significant changes in the U.S. economy.

BEA will also acquire monthly data from private sources to fill data gaps, in order to further improve the quality of its statistics,
Data from checkout scanners in retail and wholesale businesses and other real-time data are now available for a number of
important market segments such as supermarkets, pharmaceuticals, new and used cars, and computers and software. While
these data will not replace Census Bureau survey data, they will supplement them where they are deficient by providing more
timely and frequent information than is currently available to estimate the GDP.

Data Purchases for National Accounts

Type of data

Estimates improved

Value in 2002

Monthly scanner (point-of-sale) data for
grocery stores, drugstores, and mass
merchandisers.

Personal consumption expenditures for durable
and nondurable goods (except motor vehicles).

$2,579.2 billion (24.6 percent of GDP)

Business-to-business resellers of software.

Private investment in software.

$167.9 billion (1.6 percent of GDP)

New and used purchases of motor vehicles.

Personal consumption expenditures and private
investment in motor vehicles.

$513.7 billion (4.9 percent of GDP)

Annual update of undercount of income
because of nonfiling of tax returns.

Proprietors’ income.

$797.7 billion (7.5 percent of gross
domestic income)
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Exhibit 13

Department of Commerce
Economic and Statistical Analysis Budget — Salaries and Expenses
Bureau of Economic Analysis / Economics and Statistics Administration
Increases for FY 2006
(Thousands of dollars)

FY 2006 Base FY 2006 Estimate FY 2006 Increase/(Decrease)
FTE Amount FTE  Amount FTE Amount
Improve Business Investment Data 92 $15,614 97 $16,639 5 $1,025

Summary: ($1.0 million, +5 FTE): To complete its production of up-to-date, annual estimates of business investment
spending by industry in order to more accurately discern where high-tech and other investments are being made in
manufacturing and services. These statistics will provide policymakers and industry analysts with information required to
address complex issues related to the sources of economic and productivity growth and the role of information technology in
U.S. growth.

Background: “Who buys what from whom?” Wall Street, industry analysts, business leaders, and academicians are
increasingly interested in which industries are buying what technologies from which other industries. The data on business
investment, also known as capital flows, are designed to provide information on the flow of investment dollars to purchase and
lease high-tech and other equipment. Currently, these estimates are produced every 5 years following the release of data
from the Census Bureau’s Economic Census. As a result, the business investment data are at least 5 years old, thus limiting
their usefulness. This initiative would result in the production of current, annual estimates on business investment spending by
industry for equipment and other goods which will indicate where high-tech and other investments are going and how they
affect productivity in specific industries.

Proposal: BEA proposes to produce annual estimates of business investment by industry to accompany the annual input-
output accounts. These tables will provide policymakers and industry analysts with the information needed to address
guestions about the sources of the recent spurt in economic and productivity growth, the contributions of information
technology to this growth, and the effects of changes in the economy on employment and compensation. The accounts will
show changes in industry investment in high-tech equipment such as computers, software, and other IT equipment; major
shifts in employment in key industries; and the direct and indirect impacts of these changes on the rest of the economy.
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The Annual Business Investment (or capital flow) Accounts will be a 3-year program to develop annual updates to
the benchmark capital flow tables that are produced every 5 years to accompany the benchmark input-output accounts.
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