December 2008

GDP and the Economy

Preliminary Estimates for the Third Quarter of 2008

HE ECONOMY declined in the third quarter of
2008, according to the “preliminary” estimates of
the national income and product accounts.! Real gross
domestic product (GDP) decreased at an annual rate
of 0.5 percent in the third quarter after increasing 2.8
percent in the second quarter (chart 1 and table 1).2
The third-quarter downturn in real GDP primarily
reflected a sharp downturn in consumer spending, a
deceleration in exports, a smaller decrease in imports,
and decelerations in nonresidential structures and in
state and local government spending (see page 2).° In
contrast, inventory investment turned up, and federal
government spending accelerated.
ePrices of goods and services purchased by U.S. resi-
dents increased 4.7 percent in the third quarter after
increasing 4.2 percent in the second quarter (see
page 8). Excluding food and energy, gross domestic
purchases prices increased 3.0 percent after increas-
ing 2.2 percent.
oReal disposable personal income (DPI) decreased 9.2
percent after increasing 10.7 percent (revised). The
downturn reflected a downturn in current-dollar
DPI as a result of a deceleration in personal income
and an upturn in personal current taxes; both prima-
rily reflected the second-quarter effects of the rebates
from the Economic Stimulus Act of 2008.*
oProfits from current production decreased $14.6 bil-
lion after decreasing $60.2 billion. Third-quarter
profits were reduced by about $46 billion because of
Hurricane Ike.
eThe personal saving rate was 1.1 percent in the third
quarter; in the second quarter, it was 2.5 percent
(revised).

1. 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 assumes that a rate of
activity for a quarter is maintained for a year.

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

3. In this article, “consumer spending” refers to the NIPA series “personal
consumption expenditures,” “inventory investment” refers to “change in
private inventories,” and “government spending” refers to “government
consumption expenditures and gross investment.”

4. For more information about these rebates, see FAQ 490 on BEA’s Web
site.

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

[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)
2008 | 2007 2008 2007 2008
I % | I I vV | I 1l
Gross domestic product’..... 1000 -0.2| 09| 28 -05 -0.2| 09| 28| -05
Personal consumption
expenditures.... 705, 1.0 09| 1.2| -3.7| 0.67| 0.61| 0.87  -2.69
Durable goods... 70| 04| -43| -2.8|-152| 0.03|-0.33|-0.21|-1.19
Nondurable goods 211 03| -04| 39| -6.9| 0.05|-0.08| 0.80|-1.51
Services 424 14| 24| 07| 00| 059| 1.02| 0.28| 0.00
Gross private domestic
investment ... 14.0|-11.9| -5.8|-11.5| 0.4|-1.93|-0.89|-1.74| 0.06
Fixed investmen: 143| -6.2| -5.6| -1.7| -5.6|-0.97 | -0.86 | -0.25 | -0.82
Nonresidential " 11.0| 34| 24| 25| -15| 0.36| 0.26| 0.27|-0.16
SHUCIUIES ... 39| 85| 86| 185 6.6/ 029 0.30| 0.64| 025
Equipment and software 70| 1.0/ -0.6| -5.0| -5.7| 0.07 |-0.04|-0.37 | -0.41
Residential .... 3.3|-27.0(-25.1(-13.3|-17.6 | -1.33 | -1.12| -0.52 | -0.66
Change in private inventories...... 0.3 | [ e | v [ -0.96|-0.02 | -1.50| 0.89
Net exports of goods and
services ... =49 | [ | [ 094 077 2.93| 1.07
Exports.. 137 44| 51| 123| 34| 053| 0.63| 1.54| 0.46
Goods 95| 51| 45| 163| 39| 043| 0.39| 1.39| 0.36
Services 41| 27| 64| 38| 24| 0.10] 024 0.15| 0.10
Imports 186| -2.3| -0.8| -7.3| -3.2| 040| 0.14| 1.39| 0.61
Goods 15.6| -2.6| -2.0| -7.1| -4.4| 0.38| 0.29| 1.14| 0.70
Services ... 29| -09| 55| -80| 32| 0.02/-0.15| 0.25|-0.09
Government consumption
expenditures and gross
investment... 204 08| 19| 39, 54| 0.16| 0.38| 0.78| 1.06
Federal 76| -05| 58| 6.6| 13.6(-0.04| 041 0.47| 0.96
National defense ... 53| -09| 73| 7.3| 18.0/-0.04| 0.34| 0.36| 0.85
Nondefense.... 23| 04| 29| 50| 45| 0.01| 0.06| 0.11| 0.10
State and local 128| 16| -03| 25| 08| 0.19/-0.03| 0.31| 0.10

1. The estimates of GDP under the contribution columns are also percent changes.
Norte. 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) by Type of Product

[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)
2008 | 2007 2008 2007 2008
1l v | 1 I % | I Il
Gross domestic product’ .............. 100.0| -0.2| 09| 28| -0.5| -0.2| 09| 28| -0.5
Final sales of domestic product 100.3| 08| 09| 44| -1.4| 0.79| 0.89| 4.32|-1.40
Change in private inventories.... =03 [ e e | -0.96|-0.02|-1.50 | 0.89
GOOTS ...oovvriverrinirissis i 30.1| 00| 09| 49| -35| 0.01| 0.29| 1.49|-1.09
Services 605| 13| 27| 17| 16| 079 1.62| 1.02| 0.94
Structures 94| -9.3|-10.1| 33| -3.7|-0.97 |-1.03 | 0.32 |-0.36
Addenda:
Motor vehicle output ..........cc...cceveeee. 2.3|-25.7|-14.2|-33.8| 9.2|-0.86|-0.41(-1.01| 0.20
GDP excluding motor vehicle output 977 07| 13| 40| -0.7| 0.69| 1.28| 3.84|-0.72
Final sales of computers................... 06| 23.7| 82| 284| 4.0/ 0.14| 0.05| 0.17| 0.03
GDP excluding final sales of
computers 99.4| -0.3| 08| 27| -05(-0.31| 0.82| 2.66 |-0.54

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

Consumer spending turned down sharply in the third
quarter, decreasing 3.7 percent after increasing 1.2
percent. The decrease, the largest since the second
quarter of 1980, reduced the third-quarter percent
change in real GDP by 2.69 percentage points. It re-
flected a downturn in nondurable goods, a larger de-
crease in durable goods, and a slowdown in services.

Nonresidential fixed investment turned down, reflect-
ing a notable deceleration in structures and a larger
decrease in equipment and software.

Residential investment decreased more than in the
second quarter, subtracting 0.66 percentage point
from the percent change in real GDP after subtracting
0.52 percentage point.

Inventory investment turned up, adding 0.89 percent-
age point to the percent change in real GDP after sub-
tracting 1.50 percentage points.

Exports slowed markedly, mainly reflecting a decelera-
tion in exports of goods. Industrial supplies and mate-
rials slowed, and “other” goods exports turned down.
Exports of services slowed.

Imports decreased much less than in the second quar-
ter, primarily reflecting a much smaller third-quarter
decrease in petroleum and petroleum products. Im-
ports of services turned up.

Government spending accelerated, mainly reflecting a
sharp acceleration in federal spending for national de-
fense. State and local government spending slowed.

Real final sales of domestic product, real GDP less in-
ventory investment, decreased 1.4 percent, the largest
decrease since the first quarter of 1991. In the second
quarter, final sales increased 4.4 percent.

Motor vehicle output turned up, increasing 9.2 per-
cent after decreasing 33.8 percent. It added 0.20 per-
centage point to the percent change in real GDP after
subtracting 1.01 percentage points.

Final sales of computers slowed, increasing 4.0 percent
after increasing 28.4 percent.
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Consumer Spending

Table 3. Real Personal Consumption Expenditures (PCE)

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real PCE
PCE (percent) (percentage points)
(percent)
2008 | 2007 2008 2007 2008
Il v | I I \% | I I
1o 1000, 1.0 09| 12| -3.7| 1.0 09| 12| -37
Durable goods.............cccccocuu.. 10.0, 04| -43| -2.8/-152| 0.04|-0.47|-0.30 | -1.65
Motor vehicles and parts......... 3.7| -0.8/-10.7|-19.7| -26.4| -0.04 | -0.49| -0.90 | -1.14
Furniture and household
equipment 40| 39| 18| 140| -89 0.16| 0.07| 0.55|-0.38
Other? 23| -36| -23| 24| -5.6/-0.09|-0.05| 0.06-0.13
300 03| -04 39| -69| 0.08 -0.11| 1.13|-2.10
139 28| 13| 41| -7.7| 0.38| 0.18| 0.56|-1.10
Clothing and shoes ... 3.7 -32| 3.0| 109|-135|-0.12| 0.11| 0.39|-0.53
Gasoline, fuel oil, and other
energy goods. 46| -1.7| -6.0| -6.4|-10.0|-0.07|-0.26 | -0.28 | -0.46
Other®..... 77, -15| -1.8| 62| -0.1/-0.12|-0.14| 0.46|-0.01
Services ... 60.1| 14| 24 07| 00| 0.84| 1.44| 040  0.01
Housing..... 150/ 12| 05| 17| 07| 0.17| 0.07| 025 0.11
Household operation . 55| 25| 18| -43| -6.4| 0.13| 0.10/-0.24|-0.36
Electricity and gas . 23| 05| 74|-11.0/-16.4| 0.01| 0.16(-0.27 | -0.41
Other household operation 32| 39| -21| 1.0| 18| 0.12|-0.07| 0.03| 0.06
Transportation ... 37| -0.8| 17| -3.0| -1.9/-0.03| 0.06|-0.11|-0.07
Medical care.. 176| 4.0/ 49| 28| 26| 069 0.84| 049 045
Recreation. 41| -04| -47| 13| -1.5/-0.01/-0.20| 0.05|-0.06
Other*... 142| -0.8| 41| -0.3| -05/-0.11| 0.57|-0.05|-0.07

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

2. Includes jewelry and watches, ophthalmic products and orthopedic equipment, books and maps,
bicycles and motorcycles, guns and sporting equipment, photographic equipment, boats, and pleasure

aircraft.

3. Includes tobacco, toilet articles, drug preparations and sundries, stationery and writing supplies,
toys, film, flowers, cleaning preparations and paper products, semidurable house furnishings, and maga-

zines and newspapers.

4. Includes personal care, personal business, education and research, religious and welfare activities,

and net foreign travel.

Norte. Percent changes are from NIPA table 2.3.1, and contributions, from NIPA table 2.3.2; shares are

calculated from NIPA table 2.3.5.

Spending for durable goods decreased 15.2 percent in
the third quarter after decreasing 2.8 percent in the
second quarter. Consumer spending for furniture and
household equipment turned down and was the larg-
est contributor to the third-quarter decrease. Spend-
ing for motor vehicles and parts decreased more than
in the second quarter, and spending for “other” dura-
ble goods turned down.

Spending for nondurable goods turned down, de-
creasing 6.9 percent after increasing 3.9 percent. A
downturn in spending for food was the largest con-
tributor. Spending for clothing and shoes and for
“other” nondurable goods also turned down.

Spending for services slowed, reflecting a slowdown in
spending for housing. Spending for electricity and gas
decreased more than in the second quarter, and
spending for recreation services turned down.

Chart 2. Real Personal Consumption Expenditures

Percent change from the preceding quarter
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Private Fixed Investment

Table 4. Real Private Fixed Investment (PFI)

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real PFI
PFI (percent) (percentage points)
(percent)
2008 | 2007 2008 2007 2008
I v | Il I v | Il 1l
Private fixed investment'...| 100.0| -6.2| -5.6| -1.7| -5.6| -6.2| -5.6| -1.7| -5.6
Nonresidential... 76.8| 34| 24| 25| -1.5| 240 1.77| 1.84|-1.10
Structures .. . 276 85| 86| 185 6.6 1.94 2.04| 436 1.73
Commercial and health care 87| 88| -36| 02| -9.3| 0.72|-0.32| 0.02|-0.85
Manufacturing............cooceceveeee 24| 495| 13.0(136.1| 6.7| 067| 0.22| 1.79| 0.15
Power and communication ... 37| 162 232| 05| -4.4| 047| 0.70| 0.02|-0.16
Mining exploration, shafts,
and wells 74| -84| 155| 31.6| 43.7|-049| 0.84| 1.72| 2.52
Other structures 2 53| 132| 12.8| 17.3| 1.3| 0.58| 0.59| 0.81| 0.07
Equipment and software ........ 492| 1.0/ -0.6| -5.0| -57| 0.46 -0.27|-2.52|-2.83
Information processing
equipment and software .... 26.7| 105 72| 80| -0.6| 244| 1.77| 2.01(-0.17
Computers and penpheral
equipment . 44| 19.3| 16.1| 13.0|-18.3| 0.78| 0.68| 0.56|-0.91
119 99| 99, 21| 17| 1.02| 1.07| 0.24| 0.19
10.3| 7.3| 02| 13.0| 55| 0.63| 0.02| 1.20| 0.54
Industrial equipment.............. 8.8/-143| 08| -3.6| -8.7|-1.31| 0.07|-0.32|-0.80
Transportation equipment...... 5.1|-15.2| -14.0| -46.6 | -45.3|-1.16| -1.04 | -3.95 | -3.27
Other equipment .........ccc..... 86| 6.3|-125| -32| 18.6| 049|-1.07|-0.26| 1.41
Residential..... 23.3|-27.0(-25.1 | -13.3 | -17.6 | -8.59 | -7.40 | -3.53 | -4.47
Structures .. 22.8|-27.3 | -25.4 | -13.7|-17.6 | -8.58 | -7.38 | -3.57 | -4.38
Permanent site..... 10.8|-39.8|-40.8 | -23.2 | -26.5 | -7.56 | -6.94 | -3.19 | -3.36
Single family 8.6|-42.8|-46.2 |-30.7 |-32.7 | -7.16 | -6.92 | -3.66 | -3.48
Multifamily.... 22|-17.7| 11| 247| 5.6|-041|-0.02| 047| 0.12
Other structures © 12.0| -82| -36| -3.1| -8.4|-1.02|-0.44 |-0.38|-1.03
Equipment 04| -25| -49| 8.0(-18.2|-0.01|-0.02| 0.03|-0.09

/

1. The estimates of fixed investment under the contribution columns are also percent changes
2. Consists primarily of religious, educational, vocational, lodging, railroads, farm, and amusement and
recreational structures, net purchases of used structures, and brokers’ commissions on the sale of struc-

tures.

3. Excludes software “embedded,” or bundled, in computers and other equipment.

4. Includes communication equipment, nonmedical instruments, medical equipment and instruments,

photocopy and related equipment, and office and accounting equipment.
5. Consists primarily of furniture and fixtures, agricultural machinery, construction machinery, mining
and oilfield machinery, service industry machinery, and electrical equipment not elsewhere classified.
6 Consists primarily of manufactured homes, improvements, dormitories, net purchases of used struc-
tures, and brokers’ commissions on the sale of residential structures.
Norte. Percent changes are from NIPA table 5.3.1, contributions are from NIPA table 5.3.2, and shares
are calculated from NIPA table 5.3.5.

Nonresidential fixed investment turned down, de-
creasing 1.5 percent in the third quarter after increas-
ing 2.5 percent in the second quarter. Investment in
structures slowed, and investment in equipment and
software decreased more than in the second quarter.

The slowdown in structures was led by a large deceler-
ation in manufacturing structures. Commercial and
health care structures turned down, and “other” struc-
tures slowed. Investment in mining exploration,
shafts, and wells picked up.

The larger decrease in equipment and software was led
by a downturn in information processing equipment
and software, mainly reflecting a downturn in com-
puters and peripheral equipment and a deceleration in
“other” information processing equipment. In con-
trast, investment in “other” equipment turned up, es-
pecially agricultural machinery.

Residential investment decreased more than in the
second quarter, mainly reflecting a larger decrease in
<« » . .

other” structures, especially improvements and bro-
kers’ commissions.

Chart 3. Real Private Fixed Investment

Percent change from the preceding quarter
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Inventory Investment

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

Change from
Level preceding quarter
2007 2008 2007 2008
1l [\ | I Il v | Il Il
Change in private inventories’ 16.0| -8.1|-10.2|-50.6 -29.1 -24.1| -2.1|-40.4| 21.5
-25| 105| 60| 24| -03| 13.0| 45| -36| -2.7
Mining, utilities, and constructio 14| 03
Manufacturing 29| 13.7|-26.0(-25.8| 51| 10.8/-39.7| 0.2
Durable-goods industries .. -22| 138| 3.0|-144| -46| 16.0|-10.8|-174| 9.8
Nondurable-goods industries -02| -9.1| 97|-11.3|-19.0| -8.9| 18.8|-21.0| -7.7
Wholesale trade 143| -15| 51| 1.0/ 6.6|-158| -36| 6.1| 56
Durable-goods industries 35| 56| 23| 202 52| 21| -3.3] 179
Nondurable-goods industries -42| -84| -08| -9.2|-18.3| -42| 76| -84
Retail trade...........ccoveenerninen 9.6|-20.2|-185|-16.0| 4.8/-29.8| 17| 25| 20.8
Motor vehicle and parts dealers 10.7|-26.6 [-10.3|-13.0| 6.5|-37.3| 16.3| —-2.7| 19.5
Food and beverage stores..... 17| 08| 03| 06| 07| -09| -05| 03| 0.1
General merchandise stores. -24| -1.0| 28| 01| 09| 14| -1.8| 29| -1.0
Other retail stores 04| 39| -65| -5.1| -0.7| 35|-104| 14| 44
Other industries 15/ 21| 03| -34| -10| 06| -1.8| -37| 24
Residual 2 -11| 32| 23| 00[-131] 43| -0.9| -2.3|-13.1
Addenda: Ratios of private
inventories to final sales of
domestic business:®
Private inventories to final sales....... 2.39| 2.38| 2.37| 2.32| 2.34
Nonfarm inventories to final sales ....| 2.21| 2.20| 2.19| 2.14| 2.15
Nonfarm inventories to final sales of
goods and structures.................... 3.56| 3.55| 3.56| 3.45| 3.49 ..o | v [rovnine fevvii

1. The levels are from NIPA table 5.6.6B.

2. The residual is the difference between the first line and the sum of the most detailed lines. It reflects
that chained-dollar estimates are usually not additive, because they are based on quantity indexes that

use weights of more than one period.
3. The ratios are from NIPA table 5.7.6B.

Real inventory investment increased $21.5 billion in
the third quarter after decreasing $40.4 billion in the
second quarter. Businesses continued to draw down
inventories but by a smaller amount.

Inventory investment in manufacturing industries in-
creased $0.2 billion in the third quarter after decreas-
ing $39.7 billion in the second quarter. A smaller
drawdown in inventories in durable-goods industries
was offset by a larger drawdown in inventories in non-
durable-goods industries.

Inventory investment in wholesale trade industries in-
creased $5.6 billion in the third quarter, compared
with $6.1 billion in the second quarter. An accumula-
tion of inventories in durable-goods industries was
partially offset by a liquidation of inventories in non-
durable-goods industries.

Retail trade inventory investment increased $20.8 bil-
lion in the third quarter after increasing $2.5 billion in
the second quarter, reflecting an accumulation of in-
ventories by motor vehicle and parts dealers following
a drawdown in the second quarter.

Chart 4. Real Private Inventory Investment

Inventory Investment
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Exports and Imports

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

Share of
current- _—
dollar Change from Contribution to
: . percent change in
expodrts preceding pte riod real exports and imports
an ercen: .
imports ( ) (percentage points)
(percent)
2008 | 2007 2008 2007 2008
1l \% | I Il v | Il 1l
Exports of goods and
services ' ..........eennns 1000, 44| 51| 123| 34| 44| 51| 123, 34
Exports of goods?................. 69.8| 51| 45| 163 3.9 3.53| 3.13|11.11| 270
Foods, feeds, and beverages 6.0(-12.0| 143| 87| -9.7|-0.69| 0.77| 0.52|-0.62
Industrial supplies and
Matenals........evveermeveererirenes 212 74| 112| 29.0| 10.0f 1.33| 2.02| 5.34| 2.00
Capital goods, except
aUtOMOtIVe ........ovrvevciiiraens 247| 10.0| -36| 11.2| 42| 259(-0.95| 2.85| 1.04
Automotive vehicles, engines,
and Pars ..o 6.7| -2.8|-11.5| 43| 258|-0.21|-0.84| 029| 1.52
Consumer goods, except
AUtOMOtIVE.......ooeuueviiiraens 86| 03| 149| 153| 12.8| 0.02| 1.21| 1.29| 1.04
25| 189 37.1| 28.8|-55.7| 0.48| 0.92| 0.82|-2.28
Exports of services 2.. 302 27| 64| 3.8 24| 086 1.97| 1.19| 0.73
Imports of goods and
SErvices' .........coouunenen. 100.0| -2.3| -0.8| -7.3| -3.2|-2.30(-0.80 | -7.30 —3.20\
Imports of goods 2................... 84.1| -26| -20| -7.1| -4.4|-2.17|-1.65|-5.97|-3.75
Foods, feeds, and beverages 34| -17| 52| 47| -1.3|-0.27|-0.18| 0.16|-0.04
Industrial supplies and
materials, except petroleum
and products .............c.ccc.... 12.6(-203|-17.3| -0.4| 8.3|-2.76|-2.25|-0.03| 0.99
Petroleum and products.......... 19.7| 16.5| 17.6|-38.1| -55| 2.28| 2.74|-8.59|-1.09
Capital goods, except
AUtOMOtIVe ......vveuuverciiiraens 17.3| 16| 11| 89| -54| 029| 0.21| 152|-0.96
Automotive vehicles, engines,
and Pars ..o 87|-11.0| -7.9|-12.7|-25.2| -1.26 | -0.85 | -1.31 | -2.61
Consumer goods, except
automotive 188| 64| -65| 82| 41| 122|-1.30| 149| 0.76
36/-343| -0.1| 232|-19.7|-1.66| 0.00| 0.78|-0.79
Imports of services ?............... 159 -09| 55| -8.0 3.2|-0.14| 0.86|-1.29| 0.50
Addenda:
Exports of agricultural goods 3 6.6(-18.6| 11.8] 10.5| =5.8| .cccves [cvvvree [erveriens frvviis
Exports of nonagricultural
GOOAS .oovrvvermreerrereeniei 632 77| 38| 17.0] 5.0 o [reririee e o
Imports of nonpetroleum
GOOAS oo 64.4| 63| 64| 40| —A1| i [iies e v

1. The estimates under the contribution columns are also percent changes.
2. Exports and imports of certain goods, primarily military equipment purchased and sold by the

federal government, are included in services.

Real exports slowed, increasing 3.4 percent in the
third quarter after increasing 12.3 percent in the sec-
ond quarter. The slowdown mainly reflected a sharp
deceleration in exports of goods. Exports of services
also slowed.

Exports of goods decelerated sharply. The largest con-
tributors to the deceleration were a deceleration in in-
dustrial supplies and materials and a downturn in
“other” exports of goods. Exports of nonautomotive
capital goods slowed, and food exports turned down.
In contrast, automotive vehicles, engines, and parts
accelerated.

Exports of services slowed somewhat, mainly reflect-
ing a deceleration in “other” private services. In con-
trast, transfers under U.S. agency sales contracts
decreased less than in the second quarter.

Real imports decreased 3.2 percent after decreasing 7.3
percent. The smaller third-quarter decrease reflected a
much smaller decrease in imports of goods and an up-
turn in imports of services.

Imports of goods decreased less than in the second
quarter, primarily reflecting a much smaller decrease
in imports of petroleum and products. An upturn in
nonpetroleum industrial supplies and materials also
contributed. In contrast, nonautomotive capital goods
and “other” imports turned down, and automotive
vehicles, engines, and parts decreased more than in
the second quarter.

Imports of services turned up, mainly reflecting an ac-
celeration in royalties and license fees that was prima-
rily due to payments for the broadcast rights for the
Summer Olympics.

3. Includes parts of foods, feeds, and beverages, of nondurable industrial supplies and materials, and

of nondurable nonautomotive consumer goods.

Norte. Percent changes are from NIPA table 4.2.1, contributions are from NIPA table 4.2.2, and shares

are calculated from NIPA table 4.2.5.

Chart 5. Real Exports and Imports of Goods
and Services

Percent change from the preceding quarter
25

W Exports

|I I [ | ‘ JI \I I ‘- JI | ll ‘I | \I

-10 ‘ | | | ‘ | | | ‘ | | | ‘ | |
2004 2005

Imports

20
15

10

a1

U.S. Bureau of Economic Analysis




December 2008 SURVEY OF CURRENT BUSINESS 7

Government Spending

Table 7. Real Government Consumption Expenditures

and Gross Investment (CEGI)
[Seasonally adjusted at annual rates]

Share of Real government spending picked up, increasing 5.4
current- Change from Contribution to percent : : : :
dollar preceding period change in real CEGI percent in the third quarter after increasing 3.9 per-
CEGI (percent) (percentage points) cent in the second quarter.
(percent)
2008 | 2007 2 2007 2 .
08 |20 008 0 008 Federal government spending accelerated and was the
v vl largest contributor to the pickup in government
o A AT spending. The acceleration primarily reflected a sharp
ditures and gross investment ! 1000, 08| 19| 39| 54 08| 19| 39| 54 acceleration in spending for national defense.

829| 05| 32| 21| 57|040| 260 1.76| 4.71
17| 23| -38| 134| 37| 041|-0.67| 2.18| 064 ) )
37.3| 05| 58| 66| 13.6/-0.18| 2.09| 2.38| 4.85 State and local government spending slowed, increas-

258 09| 7.3| 7.3| 18.0|-0.22| 1.76| 1.81| 4.33 ing 0.8 percent after increasing 2.5 percent. The decel-
224|141 74 84| 17.8-081) 158) 075) 363 eration primarily reflected a downturn in gross

Consumption expenditures
Gross investment...
Federal.....

National defense .
Consumption expenditures

Gross investment..........c.....coov..e 34| 30| 6.0| 387|228| 0.09| 0.18| 1.06| 0.70 X
NONEFENSe......o.coovrvercrerris 115 04| 29| 50| 45| 0.04| 0.33| 0.57| 0.52 nvestment.
Consumption expenditures 10.0| -0.8| 29| 40| 54|-0.08| 0.29| 0.40| 0.54

Gross investment............ccoeeve. 15| 81| 28| 11.8| -1.6| 0.12| 0.04| 0.17|-0.02

627 1.6| -03| 25| 08| 0.99-0.16| 1.56| 0.50
505/ 16| 14| 12| 1.1]080| 0.73| 0.61| 0.55
122| 15| 68| 7.8| -0.4| 0.19|-0.89| 0.95-0.04

State and local

Consumption expenditures
Gross investment ......

1. The estimates under the contribution columns are also percent changes.
Norte. Percent changes are from NIPA table 3.9.1, contributions from NIPA table 3.9.2, and shares are
calculated from NIPA table 3.9.5.

Chart 6. Real Government Consumption Expenditures
and Gross Investment

Government Spending Percent change from the preceding quarter
“Government consumption expenditures and gross invest- 6 [Based on seasonally adjusted annual rates
ment,” or “government spending,” consists of two compo-
nents: (1) consumption expenditures by federal government
and by state and local governments and (2) gross investment

by government and government-owned enterprises.
Government consumption expenditures consists of the ol ] i |
goods and services that are produced by general government
(less any sales to other sectors and investment goods pro- I I I I
, \_LI,\ [ ,J,IJ ] ,\l\ i

duced by government itself). Governments generally pro- 0
vide services to the general public without charge. The value
of government production—that is, government’s gross out-
put—is measured as spending for labor and for intermediate -2
goods and services and a charge for consumption of fixed
capital. IR NNRN RT N SR MR MR

Gross investment consists of new and used structures 2 oo 2008 2006 2007 2008
(such as highways and dams) and of equipment and soft-
ware purchased or produced by government and govern-
ment-owned enterprises.

Government consumption expenditures and gross invest-
ment excludes current transactions of government-owned
enterprises, current transfer payments, interest payments,
subsidies, and transactions in financial assets and nonpro-
duced assets, such as land.

Contributions to the increase in government spending in 2008:111

National defense spehding

Nondefense spending

State and local government spending
0 2 4 6
Percentage points at an annual rate
U.S. Bureau of Economic Analysis

1. Consumption of fixed capital represents a partial measure of the ser-
vices provided by government-owned fixed capital.
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Prices

Table 8. Prices for Gross Domestic Purchases
[Percent change at annual rates; based on seasonally adjusted index numbers (2000=100)]

Contribution to percent
oo | g g
P 9 pt domestic purchases prices
(percent) (percentage points)
2007 2008 2007 2008
v | Il 1l % | Il I
Gross domestic purchases'................... 40| 35| 42| 47| 40| 35 42| 47
Personal consumption expenditures. 43| 3.6 43| 52| 2.88| 2.43| 2.87| 3.49
Durable goods........... -1.6| -0.1| -1.6| -0.6|-0.11|-0.01|-0.11|-0.04
Nondurable goods. 84| 67| 65| 103 1.60| 1.30| 1.29| 2.03
Services ... 35| 28| 42| 37| 1.39| 1.13| 1.69| 1.50
Gross private domestic investmen 13| -05| 04| 26| 0.20(-0.07| 0.05| 0.35
Fixed investment ... 12| -02| 08| 29| 0.18/-0.03| 0.11| 0.40
Nonresidential 17| 06| 23| 43| 0.18| 0.06| 0.23| 0.45
Structures...... 45| 27| 33| 75| 0.15| 0.09| 0.12| 0.27
Equipment and software 04| -04| 17| 26| 0.03/-0.03| 0.12| 0.18
Residential .................... 00| -2.6| -35| -1.5| 0.00|-0.10|-0.12-0.05
Change in private inVeNtories............cccccvees [reoverues | vrvvene [evvvmeies | cvvviens 0.02|-0.03|-0.06 |-0.05
Government consumption expenditures
and gross investment .| 51| 62| 70| 45 094 1.15 1.32| 0.88
Federal.......c...coouvuene. .| 23| 56| 51| 27| 0.15| 0.38| 0.36| 0.20
National defense 31| 51| 63| 3.1 0.14| 024| 029 0.15
Nondefense.... 05| 6.8 28| 20| 0.01| 0.15| 0.06| 0.04
State and local 68| 6.6 81| 56| 0.79| 0.77| 0.96| 0.68
Addenda:
Gross domestic purchases:
43| 47| 61| 85| 0.41| 044| 057| 0.80
Energy goods and services 35.1| 242| 355| 252| 1.58| 1.21| 1.79| 1.35
Excluding food and energy 24| 22| 22| 30| 203| 1.85| 1.88| 2,57
Personal consumption expenditures (|
49| 64| 85| | s [ | e
Energy goods and services... 19.0| 27.4) 316 | v [ [ v
Excluding food and energy.... 23| 22| 26| | e | [ e
Market-based PCE............ 37| 43| 57 . .
Excluding food and energy . 21 18| 26| | v | [ e
Gross domestic Product..............occuereeverreernnes . 26| 11| 42| | i | [

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

Note. Most percent changes are from NIPA table 1.6.7; percent changes for PCE for food and energy
goods and services and for PCE excluding food and energy are calculated from index numbers in NIPA

table 2.3.4. Contributions are from NIPA table 1.6.8.

Note on Prices

BEA’s gross domestic purchases price index is the most com-
prehensive index of prices paid by U.S. residents for all
goods and services, regardless of whether those goods and
services were produced domestically or imported. It is
derived from prices of consumer spending, private invest-
ment, and government spending.

The GDP price index measures the prices of goods and
services produced in the United States, including the prices
of goods and services produced for export.

The difference between the gross domestic purchases
price index and the GDP price index reflects the differences
between the imports prices (included in the gross domestic
purchases index) and the exports prices (included in the
GDP price index). For other measures that are affected by
import and export prices, see the dollar depreciation FAQ
Answer ID 498 on BEA’s Web site.

The price index for gross domestic purchases in-
creased 4.7 percent in the third quarter after increas-
ing 4.2 percent in the second quarter. Food prices
accelerated, and energy prices decelerated. Excluding
food and energy, gross domestic purchases prices in-
creased 3.0 percent after increasing 2.2 percent.

Consumer prices picked up, mainly reflecting an ac-
celeration in the prices of nondurable goods. Prices
paid for gasoline, fuel oil, and “other” energy goods
accelerated, prices paid for clothing and shoes turned
up, and food prices picked up.

Prices of nonresidential fixed investment accelerated,
reflecting pickups in prices paid for both structures
and equipment and software.

Prices paid for residential fixed investment decreased
less than in the second quarter.

Consumer prices excluding food and energy, a mea-
sure of the “core” rate of inflation, picked up, increas-
ing 2.6 percent after increasing 2.2 percent.

The GDP price index increased 4.2 percent in the third
quarter, 0.5 percentage point less than the increase in
the gross domestic purchases price index. The diver-
gence reflected a larger increase in import prices than
in export prices. (For more information about GDP
prices and gross domestic purchases prices, see FAQ
499 on BEA’s Web site.)

Chart 7. Gross Domestic Purchases Prices

Percent change from the preceding quarter
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Nore. Percent change at annual rate from preceding quarter; based on seasonally adjusted
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Revisions

Table 9. Advance and Preliminary Estimates for the Third Quarter of 2008

[Seasonally adjusted at annual rates]

Change from Contribution to percent
preceding quarter change in real GDP
(percent) (percentage points)
Prelim- Prelim-
3 .| inary 3 .| inary
vance | mary | ™SS | vance | rary | s
ad- ad-
vance vance
Gross domestic product (GDP)'................. -03| -05, -02, -03 -05| -0.2
Personal consumption expenditures ... -31| -37| -0.6| -225| -2.69| -0.44
Durable goods -141| -1562| -11] -1.10| -1.19| -0.09
Nondurable goods.... -64| -69| -05| -1.41|-151| -0.10
Services 0.6 00| -06| 026/ 0.00f -0.26
Gross private domestic investment .. -1.9 0.4 23| -0.27| 0.06 0.33
Fixed investment ...... -56| -5.6 0.0| -0.83| -0.82 0.01
Nonresidential .. -10| -15| -05| -0.11|-0.16| -0.05
Structures.... 7.9 6.6 -1.3 0.30| 025, -0.05
Equipment an -55| -67| -02| -0.40|-041| -0.01
Residential.............cccoeenee.. -19.1| -17.6 15| -0.72| -0.66| 0.06
Change in private inventories o e | e 0.56| 0.89| 0.33
Net exports of goods and services i L | e 1.13| 1.07| -0.06
Exports...... . 5.9 34| -25, 078 046| -0.32
75 39| -36| 068 036 -0.32
Services... 2.3 24 0.1 0.09| 0.10| 0.01
Imports .| -19| 32| -13| 035 061 0.26
-28| -44| -16| 045 070| 0.25
Services... 35 32| -03| -0.10| -0.09| 0.01
Government consumption expenditures and
gross investment 5.8 54, -04, 115 1.06| -0.09
Federal .........cc.c.... 138| 136 -02| 097 096 -0.01
National defense... 181 18.0| -0.1 0.86| 0.85| -0.01
Nondefense....... 4.8 45| -03 0.11| 0.10| -0.01
State and local 14 08| -06| 018 0.10| -0.08
Addenda:
Final sales of domestic product -08| -14, -06

48 47| -0.1
42 42 0.0

Gross domestic purchases price index .
GDP price index

-0.59

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

Real GDP decreased 0.5 percentage point in the third-
quarter preliminary estimate, 0.2 percentage point
more of a decrease than in the advance estimate. The
average revision (without regard to sign) between the
“advance” estimate and the “preliminary” estimate is
0.5 percentage point. The downward revision to the
percent change in real GDP primarily reflected down-
ward revisions to consumer spending and to exports
that were partly offset by an upward revision to inven-
tory investment and a downward revision to imports.

The downward revision to consumer spending was
widespread across services, nondurable goods, and
durable goods.

The upward revision to inventory investment was

| more than accounted for by an upward revision to re-

tail trade inventories.

The downward revision to exports was more than ac-
counted for by goods exports and was widespread.
The largest contributor to the revision was industrial
supplies and materials (especially petroleum and pe-
troleum products).

The downward revision to imports was mostly to
goods and was widespread. The largest contributor to
the revision was automotive vehicles, engines, and
parts.

Source Data for the Preliminary Estimates

Personal consumption expenditures: Retail sales for August
and September (revised). Motor vehicle registrations for
September (new). Retail natural gas sales for August (new).
Electricity sales for July—September (new).

Nonresidential fixed investment: Construction spending
(value put in place) for July and August (revised) and Sep-
tember (new). Manufacturers’ shipments of machinery and
equipment for August and September (revised). Exports and
imports for August (revised) and September (new).

Residential investment: Construction spending (value put
in place) for July and August (revised) and September
(new).

Change in private inventories: Manufacturers’ inventories
for July and August (revised) and September (new) and
trade inventories for August (revised) and September (new).

Exports and imports of goods and services: International
transactions for July and August (revised) and September
(new).

Government consumption expenditures and gross invest-
ment: State and local construction spending (value put in
place) for July and August (revised) and September (new).

Personal Income for the Second Quarter of 2008
With the release of the preliminary estimates of GDP, BEA
also releases revised estimates of various income-related
measures for the previous quarter. This revision reflects the
incorporation of newly available second-quarter tabulations
from the Quarterly Census of Employment and Wages from
the Bureau of Labor Statistics.

Wage and salary disbursements increased $13.3 billion in
the second quarter, a downward revision of $37.3 billion.
Personal current taxes decreased $188.9 billion, a downward
revision of $8.0 billion. Contributions for government social
insurance, which are subtracted in calculating personal
income, increased $3.2 billion, an downward revision of
$1.6 billion. As a result of these revisions,

e Personal income increased $191.7 billion, a downward
revision of $36.7 billion.

o Disposable personal income increased $380.5 billion, a
downward revision of $28.8 billion.

o Personal saving increased $247.3 billion, a downward revi-
sion of $28.7 billion.

o The personal saving rate was 2.5 percent, a downward revi-
sion of 0.2 percentage point.
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Corporate Profits

Table 10. Corporate Profits Profits from current production decreased $14.6 bil-
[Seasonally adjusted] lion, or 0.9 percent at a quarterly rate, in the third
Billions of dollars (annual rate) Percentd changeftrom quarter after decreasing $60.2 billion in the second

receaing quarter .
Level prgcr;%’l‘r?g ;Loa[?ter p(quane%;,]rate) quarter. Third-quarter profits were reduced by about
2008 | 2007 2008 2007 2008 $4§ billion because of .Hurrlcane Ike: benefit payments
by insurance companies reduced profits by about $22
v yw v billion, and uninsured losses reduced profits by about

Current production measures: $24 billion.

Corporate profits ..|1518.7| -57.2| -17.6| -60.2| -146| -3.4| -1.1| -3.8| -0.9
Donjesticl industries.. . 11,146.1|-122.2 54| -353| -13.7| 93| 04| 3.0 -12 Domestic proﬁts of financial corporations decreased

Financial.. 81501 ~69.01 37.3| -81.0) ~616/5.7| 10.1| =76/ -163—| ¢¢1 6 billion, or 16.3 percent, after decreasing $31.0
Nonfinancial .... 831.1| -53.1| 32.1| —42| 479| -6.1| -39| 05| 6.1 billion
Rest of the World ............... 3726| 64.9| 228| -250| 09| 182| 54| -6.3| 02 ’
Receipts from the rest of the . . . .
i 547.8| 247| 37| 89| -179| 47| 07| 16| -32 Domestic profits of nonfinancial corporations in-
Less: Payments to the rest i i
of the WOrld........... 175.1| -402| 265| 339| -17.1|-234| 20.1| 21.4| -89 creased $ 47.9 billion, or 6.1 percent, after decreasing

Less: Taxes on corporate income | 396.9| —17.6| -30.6| 39| -0.9] 39| -7.0| 10| 24 $4.2 billion.

Equals: Profits after tax.............. 1,121.8| -39.7| 13.0| -641| -47| -33| 11| 54| -04 .
Net dividends................... 8414| 188| 161| 139| 50| 24| 20| 17| -06 Profits from the rest of the world decreased $0.9 bil-
Undistributed profits from lion, or 0.2 percent, after decreasing $25.0 billion. Re-

current production ........... 280.4| -58.5| -3.1| -78.1 04/-139| -09|-21.8| 0.1 ceipts decreased $17.9 billion, and payments

Net Cash fIOW ......ceceevevserere 1,320.0| -445| 10| -605| 435| 32| 08| -45| 34 d d$17.1 billi ’ ’

Industry profits: ccrease : 1lon.

Profits with IVA 16069| -45.9|-178.7| -455| 109| -25| -9.8| 28| 07 .
Domestic industries............ | 1,234.3|~110.8|~155.8| -206| 11.8| —7.3|-11.1| -1.7| 1.0 After-tax profits decreased $4.7 billion, or 0.4 percent,
Financial...... 3227| 679 20.4| -206| -605|-147| 52| -7.2|-1538 . a0
Nonfinancial. 911.6| 428|-1763| 91| 723| -41|-175| 11| 86 after decreasing $64.1 billion.
Rest of the world .. 3726| 64.9) 228| -250| -09| 182| -54| -6.3| 0.2 o

Addenda: Undistributed corporate profits (a measure of net sav-

Profits before tax (without IVA 3 _ Vi n-
and COAG) v 16993| -2.8|-1434| -0.9| -50.7| -0.1| 7.6 -0.1| 29 ing that equals after-tax profits less dividends) in

Profits after tax (without IVA and creased $0.4 billion after decreasing $78.1 billion.
CCAd)) 1,3024| 148|-1129| -48| -40.8

-924| -43.1| -35.3| -446| 616 .
-88.2| ~114| 1612| 147| 255 | ooor | oo | oo | Net cash flow from current production, a profits-re-
lated measure of internally generated funds available
Nore. Levels of these and other profits series are IVA " Inventory valuation adjustment . . 11s

shown in NIPA tables 1.12, 1.14, 1.15, and 6.16D. CCAd] Capital consumption adjustment for investment, increased $43.5 billion, or 3.4 percent,

after decreasing $60.5 billion.

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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