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BUSINESS SITUATIO N

Ralph W. Morris EAL gross domestic product (GDP) increased
Egggg;egft:‘ﬁi:'m 5.6 percent in the second quarter of 2000, CHART 1

according to the “final” estimates of the national

ﬁ;ﬁ'ﬁ!ﬁf&‘i@?gﬁ income and product accounts (NIPA's), after Selected Product Measures:
the section on increasing 4.8 percent in the first quarter (table 1 Change from Preceding Quarter
corporate profits. and chart 1).1 The general picture of the economy Fergal

that is indicated by the final estimates is little 10 " REAL GROSS DOMESTIC PRODUCT

changed from that shown by the “preliminary”

estimates. 5 I I I I| I
- | o||IIII||

1. Quarterly estimates in the NIPAs are expressed at seasonally adjusted
annual rates. Quarter-to-quarter dollar changes are the differences between the 10
published estimates. Quarter-to-quarter percent changes are annualized and are REAL GROSS NATIONAL PRODUCT
calculated from unrounded data unless otherwise specified. .
Real estimates are calculated using a chain-type Fisher formula with annual lon a Command-Basis

weights for all years and quarterly weights for all quarters; real estimates are 5
expressed both as index numbers (1996=100) and as chained (1996) dollars.
Price indexes (1996=100) are also calculated using a chain-type Fisher formula.

1997 1998 1999 2000

Table 1.—Real Gross Domestic Product, Real Gross Domestic Purchases, and Real
Final Sales to Domestic Purchasers Note.—Percent change at annual rate from preceding quarter;
based on seasonally adjusted estimates.
[Seasonally adjusted at annual rates]

" ) U.S. Department of C ,B fE ic Analysi
Billions of chained (1996) dollars Percent change from SIS SIS, CRLE O I S

preceding quarter

Level Change from preceding

quarter 1999 2000 Table 2.—Contributions to Percent Change in Real Gross
2000 1999 2000 Domestic Product
I n v | I I v L [Seasonally adjusted at annual rates]
Gross domestic Product .....ewvrscvescccens 9,318.9| 122.6| 178.3| 107.7| 127.1|| 57| 83| 48| 56 1999 2000
Less: Exports of goods and services ... 1,121.8| 25.0| 25.8| 16.4| 37.0|| 10.2| 10.3| 6.3 14.3 il % | I
Plus: Imports of goods and services .... 1,525.2| 53.0f 35.7| 40.8| 635|| 16.9| 10.7| 12.0{ 18.6
Percent change at annual rate:
Equals: Gross domestic purchases .............. 9,694.3| 147.1| 187.4| 129.5| 150.7 6.6 84| 56| 65 Gross domestic product ..........ceeveeeneenne 5.7 8.3 4.8 5.6

78.6| 26.0| 41.8|-44.3| 42.0
72.3| 29.4] 29.5|-40.0| 39.3
6.2| -39 129 -43| 26

Less: Change in private inventories .
Nonfarm ..
Farm

Percentage points at annual rates:
Personal consumption expenditures ..
Durable goods ........
Nondurable goods

Equals: Final sales to domestic purchasers | 9,610.5| 121.3| 147.6| 169.5| 110.6 55 6.6| 75 47 Services ... .
) ) Gross private 2.50 3.04 92| 3.66
Personal consumption expenditures ..... ... | 6,260.6| 73.6] 87.2| 1125 47.1 50| 59| 76| 31 Fixeg investment ... 1.33 1.26 2.68 1.93
Durable goods .. 886.7| 15.7| 25.6| 46.4|-115 8.0 13.0[ 236 -5.0 Nonresidential 147 122| 254 187
Nondurable goods 18611 21.1] 320 26.7| 16.3|| 49| 74| 60 3.6 Structures ...... ~19 29 63 14
SEIVICES ....ovvvvrnies 3526.7| 37.7| 31.9| 44.2| 395|| 45/ 38 52 46 Equipment and software 1.66 94| 191 173
Private fixed investment . 1,777.6| 30.7| 28.8| 64.3| 46.7 78| 7.2 16.4| 112 Residential oo _13 03 14 06
Nonresidential ..... 1,4125| 35.0| 29.3| 63.5| 47.2|| 11.8/ 95| 210 14.6 Change in private inventories 117 178 -1768| 173
Structures ....... 2770 -4.1| 6.0 13.4| 30|| -6.2| 9.7 223| 44 Net exports of goods and services ~1.08 _37 _94| -1.00
Equipment and software 11466| 416| 235| 503| 462|| 180 95| 208 179 Exports 15l 1oel o7l T1as
Residential .| 3726 -29 5 29 12(| -31 5| 32| 13 Goods .. 113 04 46| 137
Government consumptlon expenditures and Services —.08 15 21 11
gross investment . .| 1583.7| 17.9| 31.7| -4.4| 18.6 48| 85| -11| 48 Imports . 213| -145| -161| -248
Federal ............ 558.8| 89| 17.1f-21.0| 21.7 6.9 13.2|-142| 17.2 Goods .. ~199| -128| -1.28| -2.26
National defense 355.1| 10.1| 10.5(-19.4| 136|| 123| 12.6/-19.8| 16.9 Serwces _13 17 -33 _22
Nondefense ... 203.6| -11| 6.6 -17| 82(| -2.2| 14.4| -33| 178 Government consumptlon expenditures and
State and local ... 1,0246| 89| 148 16.2| -2.8 37/ 61| 66| -11 gross investment . 84 150 18 85
) ) Federal ............... 41 79| =93 .97
Addendum: Final sales of domestic product | 9,235.3| 96.9| 138.7| 147.5| 87.3 45| 6.4 67/ 39 National defens 46 48 _86 ‘60
Nondefense .... -.05 30| -07 37
Note.—Chained (1996) dollar series are calculated as the product of the chain-type quantity index and the 1996 current-dollar _
value of the corresponding series, divided by 100. Because the formula for the chain-type quantity indexes uses weights of more State and local ... 43 7 75 12
than one period, the corresponding chained-dollar estimates usually are not additive. Chained (1996) dollar levels and residuals, ] e ] ]
which measure the extent of nonadditivity in each table, are shown in NIPA tables 1.2, 1.4, and 1.6. Percent changes are calculated Note—More detailed contributions to percent change in real gross domestic product are
from unrounded data. Percent changes in major aggregates are shown in NIPA table S.1. (See “Selected NIPA Tables,” which shown in NIPA table 8.2. Contributions to percent change in major components of real gross

begin on page D-2 in this issue.) domestic product are shown in tables 8.3 through 8.6.
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The largest contributors to the second-quarter
increase in real GDP were consumer spending for
services, business investment in equipment and
software, private inventory investment, and
exports of goods (table 2).2 The increase in real
GDP was moderated by an increase in imports
(which are subtracted in the calculation of GDP).

The acceleration in real GDP growth in the sec-
ond quarter reflected upturns in private inventory
investment and in Federal Government spending
and a step-up in exports of goods. These changes

2. In the NIPAs, consumer spending is shown as personal consumption
expenditures; business investment in equipment and software and in structures
is shown as private nonresidential fixed investment; private inventory invest-
ment is shown as change in private inventories; and government spending is
shown as government consumption expenditures and gross investment.

Table 3.—Revisions to Change in Real Gross Domestic Product and Prices,
Second Quarter 2000

[Seasonally adjusted at annual rates]

Percent change from Final estimate
preceding quarter minus preliminary
estimate

Billions

Preliminary Final Percent- of
estimate | estimate age chained
points (1996)
dollars
Gross domeStic ProdUC ........cvcvevinreiinernrie s 5.3 5.6 0.3 74
Less: Exports of go0ds and SEIVICES .........ccvwerermiereernerereeeneens 135 14.3 .8 21
Goods ......... 18.9 19.0 1 2
Services ... 1.0 35 25 18
Plus: Imports of goods and services 195 18.6 -9 -3.1
Goods ... 20.1 20.0 -1 -1
Services 16.3 10.6 -5.7 -2.7
2.8
-7
-1
-6
Equals: Final sales to domestic purchasers ... 4.6 47 1 34
Personal consumption expenditures ........ . 2.9 31 2 24

Durable goods .......... . -5.0 -5.0 0 0
Nondurable goods 34 3.6 2 .6
Services 44 4.6 2 18
Fixed investment 10.9 11.2 3 12
Nonresidential . 14.6 14.6 0 -1
Structures ........ 4.8 44 -4 -2
Equipment and software 17.8 17.9 1 2
Residential 0 13 13 12
Government consumption expenditures and gross investment ... 49 4.8 -1 -2
Federal 16.9 17.2 3 4
National defense .. 16.3 16.9 6 5

Nondefense ..... 179 17.8 -1 0
State and local ... -9 -11 -2 -6

Addenda:

Final sales of domestic Product ... 35 39 A4 8.0
Gross domestic purchases price index 23 21 =2 |
GDP price index 2.6 24 =2 | e

NoTe.—The final estimates for the second quarter of 2000 incorporate the following revised or additional major source data that
were not available when the preliminary estimates were prepared.

Personal consumption expenditures: Revised retail sales for June and newly available brokerge services data for the second quar-
ter.

Nonresidential fixed investment: Revised construction put-in-place for May and June and revised manufacturers’ shipments of ma-
chinery and equipment for June.

Residential fixed investment: Revised construction put-in-place for May and June, revised sales of new homes for April through
June, and revised sales of existing homes for June.

Change in private inventories: Revised manufacturing and trade inventories for June.

Exports and imports of goods and services: Revised data on exports and imports of goods for June and revised international
transactions data on exports and imports of services for the first and second quarters.

Government consumption expenditures and gross investment: Revised State and local construction put-in-place for May and June.

Wages and salaries: Revised employment, average hourly earings, and average weekly hours for May and June and newly
available unemployment insurance tabulations for the first quarter.

GDP prices: Revised export and import prices for April through June, revised unit-value index for petroleum imports for June,
and revised prices of single-family homes under construction for the quarter.

were partly offset by decelerations in consumer
spending for goods and in nonresidential fixed
investment and an acceleration in imports of
goods.

The final estimate of the change in real GDP is
0.3 percentage point more than the 5.3-percent
increase indicated by the preliminary estimate
reported in the September “Business Situation”
(table 3). For 1978-99, the average revision (with-
out regard to sign) from the preliminary estimate
to the final estimate was 0.3 percentage point. The
upward revision to second-quarter real GDP pri-
marily reflected a downward revision to imports of
services and an upward revision to exports of ser-
vices. These revisions reflected the incorporation
of revised data from BEA’s international transac-
tions accounts.

Real gross domestic purchases increased 6.5
percent, 0.2 percentage point more than the pre-
liminary estimate; in the first quarter, this measure
increased 5.6 percent.® Real final sales of domestic
product increased 3.9 percent, 0.4 percentage
point more than the preliminary estimate; in the
first quarter, this measure increased 6.7 percent.

The price index for gross domestic purchases
increased 2.1 percent, 0.2 percentage point less
than the preliminary estimate; in the first quarter,
the index increased 3.8 percent. The downward
revision to second-quarter prices primarily
reflected revisions to the prices of personal con-
sumption expenditures (PCE) for services—spe-
cifically, revisions to the implicit prices of
brokerage and investment counseling that resulted
from the incorporation of newly available data
from the Securities and Exchange Commission.
The GDP price index increased 2.4 percent in the
second quarter, also 0.2 percentage point less than
the preliminary estimate; in the first quarter, the
index increased 3.3 percent.

Real disposable personal income (DPI)
increased 3.7 percent in the second quarter, 0.4
percentage point more than the preliminary esti-
mate; in the first quarter, real DPI increased 1.9
percent. The upward revision to real DPI reflected
an upward revision to current-dollar DPI and the
downward revision to PCE prices. Current-dollar
DPI increased 5.9 percent, 0.2 percentage point
more than the preliminary estimate; the upward
revision reflected upward revisions to wages and
salaries and to personal interest income. For wages
and salaries, the extrapolation adjustment for

3. Gross domestic purchases—a measure of purchases by U.S. residents
regardless of where the purchased goods and services were produced—is calcu-
lated as the sum of personal consumption expenditures, gross private domestic
investment, and government consumption expenditures and gross investment.

4. Final sales of domestic product is calculated as GDP less change in private
inventories.
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undercoverage of earnings was revised up on the
basis of newly available Bureau of Labor Statistics
(BLS) tabulations of unemployment insurance
(UI) data for the first quarter®> The upward revi-
sion to personal interest income was primarily due
to the incorporation of revised and newly available
data from the Federal Reserve Board flow-of-funds
and from the Federal Deposit Insurance Corpora-
tion.

The personal saving rate—personal saving as a
percentage of current-dollar DPI—was 0.3 per-
cent, 0.1 percentage point higher than the prelimi-
nary estimate; in the first quarter, the rate was 0.2
percent.

Gross national product (GNP).—In the second
quarter, real GNP—goods and services produced
by labor and property supplied by U.S. residents—
increased 5.6 percent, the same increase as that in
real GDP (table 4).% Income receipts from the rest
of the world increased slightly less than income
payments to the rest of the world; about half of the
increase in receipts was accounted for by corporate
profits, and most of the increase in payments was
accounted for by interest income.

Real GNP on a command basis, which measures
the purchasing power of goods and services pro-

5. BLS tabulations of wages and salaries of employees covered by State Ul
are the key source data for BEA's annual estimates of wages and salaries; the Ul
system collects data on wages and salaries and bonuses and other nonregular
payments for virtually all workers. BEAs current quarterly and monthly esti-
mates are derived using an extrapolation that is based on data from the BLS
monthly establishment survey, which includes the average hourly earnings of
only production and nonsupervisory workers and which excludes bonuses and
other nonregular payments. In order to more accurately estimate the wages and
salaries of all workers, BEA adjusts the extrapolation to reflect the generally
higher growth rate of the more comprehensive, but less timely, Ul data.

6. GNP equals GDP plus income receipts from the rest of the world less
income payments to the rest of the world.

duced by the U.S. economy, increased more than
real GNP—b5.9 percent, compared with 5.6 per-
cent—reflecting an improvement in the terms of
trade; the terms of trade deteriorated in each of the
preceding four quarters.

The national saving rate—gross saving as a per-
centage of GNP—uwas 18.6 percent in the second
quarter after ranging from 18.2 percent to 18.4
percent in the preceding four quarters.

Corporate Profits

According to revised estimates, profits from cur-
rent production increased $27.3 billion (or 2.9
percent at a quarterly rate) in the second quarter
after increasing $43.1 billion (4.8 percent) in the
first (table 5).8

Profits of domestic nonfinancial corporations
increased $27.3 billion (4.3 percent), reflecting
increases in unit profits and in real product. The
increase in unit profits, which accounted for about

7. In the estimates of command-basis GNP, the current-dollar value of the
sum of exports of goods and services and income receipts is deflated by the
implicit price deflator (IPD) for the sum of imports of goods and services and
income payments.

The terms of trade is a measure of the relationship between the prices that
are received by U.S. producers for exports of goods and services and the prices
that are paid by U.S. purchasers for imports of goods and services. It is mea-
sured by the following ratio, with the decimal point shifted two places to the
right: In the numerator, the IPD for the sum of exports of goods and services
and of income receipts; in the denominator, the IPD for the sum of imports of
goods and services and of income payments.

Changes in the terms of trade reflect the interaction of several factors,
including movements in exchange rates, changes in the composition of the
traded goods and services, and changes in producers’ profit margins. For exam-
ple, if the U.S. dollar depreciates against a foreign currency, a foreign manufac-
turer may choose to absorb this cost by reducing the profit margin on the
product it sells to the United States, or it may choose to raise the price of the
product and risk a loss in market share.

8. Profits from current production is estimated as the sum of profits before
tax, the inventory valuation adjustment, and the capital consumption adjust-
ment; it is shown in NIPA tables 1.9, 1.14, 1.16, and 6.16C (see “Selected NIPA
Tables,” which begins on page D-2 of this issue) as corporate profits with inven-
tory valuation and capital consumption adjustments.

Percent changes in profits are shown at quarterly, not annual, rates.

Table 4—Relation of Real Gross Domestic Product, Real Gross National Product, and Real Command-Basis Gross National
Product
[Seasonally adjusted at annual rates]

Billions of chained (1996) dollars Percent change from preceding

quarter
Level Change from preceding quarter
1999 2000
2000 1999 2000
I v | i 1] \% | Il
Gross domestic product .........cocverniens 9,318.9 122.6 178.3 107.7 127.1 57 8.3 4.8 5.6

Plus: Income receipts from the rest of the world ..
Less: Income payments to the rest of the World ...

353.2 16.5 14.3 15.8 21.2 252 20.3 21.6 28.1
357.9 20.2 13.0 10.8 22.1 30.6 17.7 14.0 29.1

Equals: Gross national ProduCt ... 9,313.7 118.7 179.6 1127 126.0 55 8.3 5.1 5.6

Less: Exports of goods and services and income receipts from the rest of the

WO s s 14775 42.0 40.6 33.0 58.9 136 12,6 9.9 17.7

Plus: Command-basis exports of goods and services and income receipts from

the rest 0f the WO L ... 1,508.9 31.0 33.6 245 65.5 9.5 10.1 7.1 194

Equals: Command-basis gross national product ... 9,345.1 107.6 172.6 104.2 132.6 5.0 8.0 4.7 5.9

Addendum: Terms Of trad 2 ..o sssnes

102.1 -9 -6 -7 A4 -34 -23 2.7 16

1. Exports of goods and services and income receipts deflated by the implicit price deflator
for imports of goods and services and income payments.
2. Ratio of the implicit price deflator for exports of goods and services and income receipts

to the corresponding implicit price deflator for imports divided by 100.

NOTE.—See note to table 1 for an explanation of chained (1996) dollar series. Levels of these
series are shown in NIPA tables 1.10 and 1.11.
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two-thirds of the increase in profits of nonfinan-
cial corporations, resulted from a bigger increase
in unit prices than in unit costs. Profits of domes-
tic financial corporations decreased $5.5 billion
(3.2 percent). Profits from the rest of the world
increased $5.4 billion (4.2 percent), as receipts of
earnings from foreign affiliates of U.S. corpora-
tions increased more than payments by U.S. affili-
ates of foreign corporations.®

The revised estimate of profits from current
production is $0.4 billion lower than the prelimi-
nary estimate. Profits of domestic nonfinancial
corporations were revised down $2.5 billion, and
profits of domestic financial corporations were
revised down $0.8 billion; these revisions were
largely offset by an upward revision of $2.7 billion
to profits from the rest of the world.

Cash flow from current production, a profits-
related measure of internally generated funds
available for investment, increased $35.3 billion
after increasing $37.7 billion.1° The ratio of cash

9. Profits from the rest of the world is calculated as (1) receipts by U.S. resi-
dents of earnings from their foreign affiliates plus dividends received by U.S.
residents from unaffiliated foreign corporations minus (2) payments by U.S.
affiliates of earnings to their foreign parents plus dividends paid by U.S. corpo-
rations to unaffiliated foreign residents. These estimates include capital con-
sumption adjustments (but not inventory valuation adjustments) and are
derived from BEA international transactions accounts.

flow to nonresidential fixed investment—an indi-
cator of the share of the current level of investment
that could be financed by internally generated
funds—decreased slightly, from 74.5 percent to
74.3 percent. Over the last 10 quarters, the ratio
has fluctuated between 74.1 percent and 78.1 per-
cent.

Domestic industry profits and related measures.—
Domestic industry profits increased $27.7 billion
after increasing $35.8 billion.!! Profits of domestic
nonfinancial corporations increased $31.6 billion
after increasing $31.1 billion. Profits of manufac-
turing and of retail trade increased less than in the
first quarter. In contrast, profits of wholesale trade
and of the transportation and public utilities
group increased more than in the first quarter, and
profits of “other” nonfinancial corporations
increased after a small decrease. Profits of domes-

10. Cash flow from current production is undistributed profits with inven-
tory valuation and capital consumption adjustments plus the consumption of
fixed capital.

11. Domestic industry profits are estimated as the sum of corporate profits
before tax and the inventory valuation adjustment; they are shown in

). Estimates of the capital consumption
adjustment do not exist at a detailed industry level; they are available only for
total financial and total nonfinancial industries.

Table 5.—Corporate Profits
[Seasonally adjusted]

Billions of dollars (annual rate) Percent change (quarterly rate)
Level Change from preceding quarter 1999 2000
2000 1999 2000
I % | I
Il 1] v | Il
Profits from current production .........ccccoeevenereerneenninens 963.6 5.2 51.2 431 27.3 0.6 6.1 48 29

Domestic industries ......... 829.3 -7 42.6 34.7 21.9 -1 58 45 2.7
Financial ........ 169.1 6.2 19.7 4.0 -55 43 13.1 2.3 -3.2
Nonfinancial .. 660.1 -6.9 229 30.8 273 -1.2 39 5.1 43

Rest of the world ... 134.3 5.9 8.6 8.4 5.4 5.6 7.6 7.0 42
Receipts (inflows) .. 206.8 12.0 53 131 12.0 7.3 3.0 7.2 6.2
Payments (outflows) 725 6.0 =33 48 6.5 10.3 -5.2 7.8 10.0

IVA e -13.6 -10.8 5 -5.8 104 | i | i | e

CCAdj ....... 347 15 -1.1 -1.0 B9 | s [ e [,

Profits before tax ... 942.5 145 51.7 50.0 21.8 1.8 6.3 5.7 2.4
Profits tax liability 292.0 34 16.6 155 5.7 13 6.6 5.7 2.0
Profits after tax 650.4 111 351 345 16.0 2.0 6.2 5.7 25

Cash flow from current production ..........ccceveeerreeneerernenns 1,009.5 12.3 34.8 37.7 35.3 1.4 39 4.0 3.6
Domestic industry profits:

Corporate profits of domestic industries with IVA ........... 7945 2.2 436 35.8 271.7 -3 6.3 4.9 36
Financial ........... 188.1 6.7 20.1 46 -3.8 42 12.0 25 -2.0
Nonfinancial ... 606.5 -9.0 23.6 311 316 -17 45 5.7 55

Manufacturing ..... 201.8 -5.0 -6.8 20.7 8.1 =27 -3.8 12.0 4.2
Transportation and public utilities . 103.9 8.9 12.8 5 2.0 111 14.4 5 20
Wholesale trade ...... 69.7 =37 49 20 85 -6.2 9.0 33 14.0
Retail trade ... 92.4 -9.4 6.5 8.3 22 -11.2 8.7 10.1 2.4
Other 138.7 2 6.2 -4 10.8 2 5.0 -3 8.4
Dollars
Unit price, costs, and profits of nonfinancial corporations:

Unit price .........co. 1.022 -0.002 0.001 0.005 0.006 | coovvvrerene | e | e |

Unit labor cost ... 653 0 -.003 0 .001

Unit nonlabor cost ................ 245 .002 .002 .001 .002

Unit profits from current production 125 -.004 .002 .004 004 | i | e | e |

NoTe.—Levels of these and other profits series are in NIPA tables 1.14, 1.16, 6.16C, and 7.15.
IVA Inventory valuation adjustment
CCAdj Capital consumption adjustment
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tic financial corporations decreased $3.8 billion
after increasing $4.6 billion.

Profits before tax (PBT) increased $21.8 billion
after increasing $50.0 billion. The difference
between the second-quarter increase in profits
from current production and the increase in PBT
reflected an increase in the inventory valuation
adjustment that was partly offset by a decrease in
the capital consumption adjustment.1?

Rates of return

New estimates of the rate of return and related se-
ries for domestic nonfinancial corporations in
1999 and revised estimates for 1997 and 1998 re-
flect the revised estimates of fixed assets that were
published in the September Survey oF CURRENT

Table 6.—Rate of Return and Income Share, Domestic
Nonfinancial Corporations, 1990-99

[Percent]
Rate of return Share of domestic income
Domestic property income Domestic property income
Year Profits Profits
from from
Net Net
Total current ; Total current :
produc- interest produc- interest
tion tion
(1) @) ®) () () (6)
7.8 4.9 29 16.8 10.5 6.3
72 4.6 26 15.9 10.2 5.8
7.0 5.0 20 15.2 10.8 44
74 5.6 18 15.8 12.0 39
8.3 6.6 18 174 13.7 37
8.6 6.8 18 17.9 14.2 37
9.1 75 16 18.8 15.5 33
9.5 7.8 17 19.2 15.8 34
9.2 75 17 184 15.0 35
9.2 75 18 183 14.7 35
Average:
1990-99 8.3 6.4 20 174 13.2 4.2
" revised

Source: Table 7.

NoTe.—Columns 1-3 are percentages of the net stock of produced assets (averages of end-
of-year values for adjacent years) valued at current cost. Columns 4-6 are percentages of do-
mestic income. Estimates for earlier years are available in “Note on Rates of Return For Domes-
tic Nonfinancial Corporations: Revised Estimates for 1960-98," SURVEY 80 (June 2000): 15-17.

Business (tables 6 and 7).13 The rate of return was
revised down 0.1 percentage point for 1997 and
0.2 percentage point for 1998; the revised rates re-
main the highest in more than 25 years. [/

12. As prices change, companies that value inventory withdrawals at origi-
nal acquisition (historical) costs may realize inventory profits or losses. Inven-
tory profits—a capital-gains-like element in profits—result from an increase in
inventory prices, and inventory losses—a capital-loss-like element in profits—
result from a decrease in inventory prices. In the NIPAS, inventory profits or
losses are removed from business incomes by the inventory valuation adjust-
ment (IVA); a negative IVA removes inventory profits, and a positive 1VA
removes inventory losses.

The capital consumption adjustment converts depreciation valued at his-
torical cost and based on service lives and depreciation patterns specified in the
tax code to depreciation valued at current cost and based on empirical evidence
on the prices of used equipment and structures in resale markets. For more
information on depreciation in the NIPA's, see ShelbyW. Herman, *

" Survey ofF CURRENT
Business 80 (April 2000): 17-30.
13. Shelby W. Herman,
” Survey 80 (September 2000): 19-30. Rate-of-return estimates for
1960-98 were presented in
, Survey 80 (June 2000):
15-17.

Table 7.—Property Income of Domestic Nonfinancial
Corporations and Related Series, 1990-99

[Billions of dollars]

Domestic property income
. Domestic Produced
Year Profits from f A
Total current intg‘rsetst income assets
production
1) @) ®) ) ()
1990 . 4146 2585 156.0 2,467.3 5,440.1
1991 . 395.7 252.8 143.0 2,482.6 5,515.5
1992 . 392.2 278.9 113.3 2,586.5 5,687.4
1993 . 4312 3253 105.9 2,721.9 5,961.7
1994 . 510.4 402.5 107.9 2,940.6 6,308.3
1995 . 558.3 442.5 115.8 3,111.0 6,652.2
1996 . 617.8 509.1 108.7 3,284.9 6,956.5
1997" 675.6 555.6 120.0 3,510.7 7,325.8
1998" 689.8 560.4 129.4 3,744.9 7,662.3
19997 ... 729.8 588.5 141.3 3,996.8 8,125.4

" revised

1. Produced assets consist of structures, equipment and software, and inventories; they are
valued at current cost at end of year. The estimates for structures and equipment and software
are available on the BEA Web site; go to <bea.doc.gov/bea/dn2.htm> and click on “Data files
for the 15 tables in the above article.” The estimates for domestic nonfinancial corporations are
in files ;|7kcu.txt” and “9kcu.txt”. Inventories are from legal-form and industry detail underlying
NIPA table 5.12.

NoTe.—Property income is profits from current production plus net interest. Profits from cur-
rent production is corporate profits with inventory valuation adjustment and capital consumption
adjustment. Profits after tax is also shown with inventory valuation adjustment and capital con-
sumption adjustment.
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