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BEGINNING WITH THIS ISSUE

As part of BEA’s continuing effort to focus its resources on the production and
dissemination of its core economic statistics, this issue of the Survey introduces an
expanded section of tables and charts that better highlights BEA’s national, regional, and
international accounts estimates. The section begins with “National Data,” which includes
the standard presentation of the “Selected N1pa Tables,” monthly and annual estimates,
historical tables, and principal statistics from other agencies. “International Data” presents
summary statistics on the balance of payments and the international investment position
and on U.S. direct investment abroad and foreign direct investment in the United States.
“Regional Data” presents summary estimates of State personal income and of gross state
product. The section concludes with appendixes that provide additional information about
the N1PA’s and a list of suggested readings.

We would be most interested in receiving comments and suggestions about this
presentation of the data that Bea produces. Please write to the Editor-in-Chief, Current
Business Analysis Division, BE-64, Bureau of Economic Analysis, U.S. Department of
Commerce, Washington, Dc 20230, or e-mail webmaster@bea.doc.gov.

LOOKING AHEAD

% Availability of Revised N1pa-Related Estimates. Release of the revised estimates of
reproducible tangible wealth for 1929-95 and of the revised N1PA estimates for 1929-58

has been delayed until spring 1997; see the box 0
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This article was
prepared by Larry
R. Moran, Ralph
W. Morris,
Deborah Y. Sieff,
and Ann M.
Groszkiewicz.

BUSINESS

CCORDING TO the “preliminary” estimates of

the national income and product accounts
(N1PA’S), real gross domestic product (Gpp) in-
creased 2.0 percent in the third quarter of 1996
(table 1 and chart 1); the “advance” estimate of real
GDp, reported in the November “Business Situa-
tion,” had shown a 2.2-percent increase." The small
downward revision was more than accounted for
by downward revisions to change in business in-
ventories and to net exports. (The sources of the
revisions are discussed in the “Revisions” section.)

The price index for gross domestic purchases
increased 1.8 percent, the same as reported a month
ago.

The 2.0-percent increase in real Gpp, followed a
4.7-percent increase in the second quarter. Three-
fourths of the third-quarter increase was accounted
for by inventory investment (that is, change in

1. Quarterly estimates in the N1PA’s are expressed at seasonally adjusted
annualrates, and quarterly changes are differences between these rates. Quarter-
to-quarter percent changes are annualized. Real estimates are expressed in
chained (1992) dollars. Price indexes are chain-type indexes.

Table 1.—Real Gross Domestic Product, Real Gross Domestic Purchases, and Real

Final Sales to Domestic Purchasers
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from

preceding quarter

Change from preceding
quarter 1995 1996

Level

1996 | 1995 1996
% | Il 1l

1l \% | Il 1]

Gross domestic product ...

Less: Exports of goods and services
Plus: Imports of goods and services ...

Equals: Gross domestic purchases ............

6,926.2| 43| 336 78.3| 33.6 03| 20{ 47 20

816.1| 20.1f 36| 11.2| -1.8|| 10.7] 18/ 56 -9
954.8| 35| 22.7| 21.9| 222 16| 106/ 9.9 99

7,059.7| -11.9| 51.7| 88.4| 56.7 -7/ 30| 52| 33

Less: Change in business inventories .............. 32.8| -18.4| -17.6] 10.1| 25.7[].ccovrics e cereriens [

Equals: Final sales to domestic purchasers

Personal consumption expenditures .
Nonresidential fixed investment

Residential investment

Government consumption expenditures and

gross investment
Federal .

7,025.6] 6.7 69.1| 79.7| 30.4 A4l 41 471 17

46943 12.1| 39.7| 385| 6.7 111 35/ 34 6
780.4| 4.3 2021 7.0 29.9 25| 116 38| 16.9
277.3| 41| 48| 104| -42 64| 74| 163| -59

12774/ -138| 51| 235 -8|| -43| 16| 77| -2
469.3( -16.3| 6.7| 10.5| -4.1{|-13.2| 6.0 94| -34

State and 10cal ...

Addendum: Final sales of domestic product

809.0f 29| -1.8| 129 35 150 -9 67| 17
6,892.1| 22.8| 51.0| 695 7.4 141 30 41 4

NoTe.—Chained (1992) dollar series are calculated as the product of the chain-type quantity index and the 1992 current-dollar
value of the corresponding series, divided by 100. Because the formula for the chain-type quantity indexes uses weights of more
than one period, the corresponding chained-dollar estimates usually are not additive. Chained (1992) dollar levels and residuals,
which measure the extent of nonadditivity in each table, are found in NIPA tables 1.2 and 1.6. Percent changes in major aggregates

are found in NIPA table 8.1.

SITUATION

business inventories). Final sales of domestic
product increased only 0.4 percent.

The deceleration in Gpp growth from the second
quarter to the third was attributable to personal
consumption expenditures, government spending,
residential fixed investment, and exports. Personal
consumption expenditures increased much less in

CHART 1
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CHART 2

the third quarter than in the second, and govern-
ment spending, residential fixed investment, and
exports each turned down in the third quarter. In
contrast, nonresidential fixed investment and in-
ventory investment increased more in the third
quarter than in the second, and imports increased
about the same in each quarter.

Real gross domestic purchases increased 3.3 per-
centin the third quarter after increasing 5.2 percent
in the second. Unlike Gpp, gross domestic pur-
chases includes imports and excludes exports; thus,
it represents purchases by U.S. residents regardless
of where the goods and services were produced. As
mentioned above, exports turned down in the third
quarter, and imports increased about the same in
each quarter.

The price index for gross domestic purchases
increased 1.8 percent in the third quarter after in-
creasing 2.1 percent in the second. The price index
for GpP increased 1.9 percent after increasing 2.2
percent.

Personal consumption expenditures

Real personal consumption expenditures (PCE)
increased 0.6 percent in the third quarter after in-
creasing 3.4 percent in the second (table2). All
three major components contributed to the sharp
slowdown: Durable goods turned down in the
third quarter, and nondurable goods and services
each increased less than in the second quarter.

Selected Factors
Affecting Consumer Spending

Percent change
15 | REAL DISPOSABLE PERSONAL INCOME '

10

0
-10 \ \

Percent
10 [ UNEMPLOYMENT RATE *

0
Index
110

100

CONSUMER SENTIMENT *

90
80

70

60 L . . . oy

1993 1994 1995 1996
1. Disposable personal income in chained (1992) dollars: seasonally adjusted annual rates.
2. All civilian workers , seasonally adjusted.
Data: U.S. Department of Labor, Bureau of Labor Statistics
3. Data: University of Michigan's Survey Research Center.

U.S. Department of Commerce, Bureau of Economic Analysis

Table 2.—Real Personal Consumption Expenditures
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
i v | I i v ' i i

Personal consumption expenditures 4,694.3 121 39.7 385 6.7 11 35 34 0.6
Durable goods ............. 612.5 -16 11.7 16.4 =31 -1.0 8.2 114 -2.0
Motor Vehicles and PartS ... 221.0 -5.8 36 17 -4.9 -9.8 6.6 3.0 -8.4
Of which: New autos ... 69.3 32 -23 -2.7 -5.9 174 -106| -133| -27.9
New trucks ... 49.4 15 .6 -1.8 -1.3 116 48 -12.6 -10.4
Furniture and household equipment ......... 278.8 5.8 4.2 11.9 2.8 9.4 6.6 19.4 4.1
Other ... 117.0 -6 4.0 35 -4 -2.2 15.1 132 -15
Nondurable goods . 1,442.0 -15 12.9 4.8 11 -4 37 13 3
Food .. 700.9 -6 6.2 -4.3 -4.0 -3 35 2.4 2.2
Clothing and shoes 2712 -15 5.2 6.4 2.3 -24 84 10.1 35
Gasoline and oil 114.0 12 -11 17 -3 45 -38 6.2 -1.0
Fuel oil and coal ... 10.0 7 0 -6 -1 30.1 8 =202 4.6
Other ... 346.9 -1.2 2.8 1.9 34 -14 33 2.3 4.0
Services ... 2,640.7 147 154 17.6 8.4 23 24 2.7 13
Housing 694.0 31 2.7 26 24 18 16 15 14
Household operation . 282.7 -1.9 19 48 -2.9 -2.6 2.7 7.1 -4.0
Electricity and gas . s 114.9 -3.8 2.0 25 -3.0 -12.2 7.3 8.9 -9.7

Other household operation .. 167.6 18 -1 2.3 0 44 -3 5.9 0
Transportation ....... s 185.2 3.6 25 .8 19 8.3 5.6 18 4.2
MediCal CArE ....vvvvririi 699.7 52 -1 5.0 36 31 -1 2.9 21
Other ....... 779.3 46 8.8 43 32 24 47 2.3 1.6

NoTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA tables 2.3, 8.5 (new autos), and 8.7 (new trucks).
Percent changes in major aggregates are found in NIPA table 8.1.
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In contrast to the sharp third-quarter slowdown
in PCE, several of the factors usually considered
in analyses of pce improved (chart2). The un-
employment rate declined to 5.2 percent from
5.4 percent. Real disposable personal income
increased 4.8 percent—the largest increase in 2
years—after increasing 1.3 percent in the sec-
ond quarter. The Index of Consumer Sentiment
(prepared by the University of Michigan’s Survey
Research Center) jumped to its highest level in 7
years, following a modest increase in the second
quarter.

Expenditures for durable goods decreased 2.0
percent after increasing 11.4 percent. Motor vehi-
cles and parts and “other” durable goods turned
down, and furniture and household equipment in-
creased much less than in the second quarter. The
downturn in motor vehicles and parts was more
than accounted for by car purchases; purchases
of new cars decreased more in the third quarter
than in the second, and purchases of used cars
increased less in the third quarter than in the sec-
ond. Purchases of trucks decreased less than in the
second quarter, and purchases of parts increased
more than in the second quarter. The slowdownin
furniture and household equipment was primarily
due to a downturn in furniture.

Expenditures for nondurable goods increased 0.3
percent after increasing 1.3 percent. The slowdown
was more than accounted for by clothing and shoes,
which increased less than in the second quarter,
and by gasoline and oil, which turned down. The

slowdown in clothing and shoes was primarily in
women’s and girls’ clothing. The downturn in
gasoline and oil may have reflected reduced vaca-
tion travel during the summer. Food decreased
at about the same rate in both quarters; fuel oil
and coal changed little after a small decrease; and
“other” nondurable goods increased more than in
the second quarter.

Expenditures for services increased 1.3 percent
after increasing 2.7 percent in the second quarter.
A downturn in household operations accounted
for most of the slowdown; however, slowdowns
in medical care and “other” services also con-
tributed. More than two-thirds of the downturn
in household operations was accounted for by a
downturn in electricity and gas, which reflected
reduced demand for air conditioning reflecting
cooler-than-normal summer temperatures.

Nonresidential fixed investment

Real private nonresidential fixed investment
jumped 16.9 percent in the third quarter after
increasing 3.8 percent in the second (table 3).
Both producers’ durable equipment (ppE) and
structures contributed to the jump.

Factors that affect investment spending have
been lackluster recently. Although domestic cor-
porate profits increased 7.0 percent over the past
four quarters, real final sales of domestic product
increased only 2.2 percent, and the capacity uti-
lization rate in manufacturing changed little. In
addition, long-term interest rates increased; for

Table 3.—Real Gross Private Domestic Fixed Investment
[Seasonally adjusted at annual rates]

Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
WV | I i \% | Il 1]
Gross private domestic fixed iNVESIMENT ..o 1,056.0 85 24.8 17.8 24.9 35 104 7.2 10.0
Nonresidential ... 780.4 43 20.2 7.0 29.9 25 116 38 16.9
Structures ...... 188.3 4 34 -1.7 34 1.0 77 -3.7 7.1
Nonresidential buildings, including farm 1333 11 11 -17 3.6 35 33 -5.0 114
ULIEES vvoereereeiceereeiceeieeieins 364 2 4 4 -4 2.2 44 43 -4.5
Mining exploration, shafts, and wells 12.9 -5 2.3 1 0 -17.0 1194 4.2 -7
Other 5.6 -4 -3 -6 3 -21.8 -16.2 -37.1 293
Producers’ durable equipment 594.3 40 16.9 9.2 26.8 3.0 13.1 6.7 20.3
Information processing and related equipment 251.1 13.0 11.1 8.6 17.0 285 223 16.3 324
Computers and peripheral equipment . 1394 13.7 11.6 9.1 13.1 74.3 51.8 34.7 483
[0]11-] SN 125.8 2.2 19 1.6 6.1 7.9 6.7 5.2 22.0
Industrial equipment ..... 1175 -1.2 24 2.8 -31 -4.1 8.4 9.9 -9.9
Transportation and relat 126.2 -4.9 21 -2.6 113 -154 77 -85 453
Of which: Motor vehicles ..... 109.0 -6.5 13 21 46 -22.2 51 8.4 19.0
Other 105.4 -1.3 2.1 11 2.8 -5.0 8.7 41 11.6
Residential 2773 41 48 10.4 -4.2 6.4 74 16.3 -5.9
Single-family structures 136.5 33 34 5.1 -11 10.6 11.0 16.5 -3.3
Multifamily structures 17.9 N N 18 -31 15.6 16.7 425 -46.9
Other 1234 2 .6 35 -1 .6 2.0 12.2 -4

NoTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA tables 5.5, 8.5 (new and used autos), and 8.7 (new
trucks). Percent changes in major aggregates are found in NIPA table 8.1.
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example, the yield on high-grade corporate bonds,
at 7.84 percent, was 27 basis points higher at the
end of the third quarter than a year earlier.

PDE jumped 20.3 percent after increasing 6.7
percent. The acceleration was more than ac-
counted for by an upturn in transportation and
related equipment—primarily aircraft—and an
acceleration in information processing and related
equipment. “Other” pDE increased somewhat
more in the third quarter than in the second, but
industrial equipment turned down.

Structures increased 7.7 percent after decreas-
ing 3.7 percent. Most of the upturn in structures
was accounted for by an upturn in nonresiden-
tial buildings; industrial buildings decreased much
less in the third quarter than in the second, and
commercial buildings, primarily other than office
buildings, increased much more than in the second
quarter.

Residential investment

Real residential investment decreased 5.9 percentin
the third quarter after jumping 16.3 percent in the
second (table 3). All three major components—
single-family structures, multifamily structures,
and “other” residential investment—turned down
after large second-quarter increases.

Single-family structures decreased 3.3 percent
after jumping 16.5 percent. The third-quarter de-
crease occurred despite little change in housing
starts (chart 3). Single-family construction for a
quarter largely reflects single-family housing starts

CHART 3

Housing Starts

Millions of units
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Seasonally Adjusted at Annual Rates
Data: Bureau of the Census
U.S. Department of Commerce, Bureau of Economic Analysis

in the first 2 months of that quarter and in the
last 2 months of the preceding quarter. There-
fore, construction in the third quarter reflected
starts that occurred from May through August;
for that period, starts averaged 1.19 million units,
up only 11,000 units from the February-May pe-
riod, which was reflected in the second-quarter
construction estimates. The difference between
the third-quarter movements in the N1PA estimates
and in the housing starts reflected a change in
the “value” (that is, size, location, or amenities)
of the new homes. The average sales price for a
new home was $165,667 for the third quarter, down
from $166,600 in the second.

Multifamily construction fell 46.9 percent after
jumping 42.5 percent.

“Other” residential investment decreased 0.4
percent after increasing 12.2 percent.” The down-
turn was more than accounted for by mobile
homes, which turned down, and by brokers’ com-
missions on sales of structures, which increased
less than in the second quarter; home improve-
ments decreased less in the third quarter than in
the second. The slowdown in brokers’ commis-
sions reflected a decrease in home sales of 17,000
units (seasonally adjusted annual rate); a drop in
sales of existing residences of 88,000 units more
than offset a jump in the sales of new residences of
71,000 units. The decrease in home sales may have
reflected recent movements in the commitment

2. “Other” residential investment includes improvements, new mobile
home sales, brokers’ commissions on home sales, and residential equipment.

CHART 4

Selected Interest Rates
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interest rate for 30-year fixed-rate mortgages: The
rate jumped from 7.24 percent in the first quarter
to 8.11 percent in the second and increased to 8.16
percent in the third (chart 4).

Inventory investment

Real inventory investment—that is, the change
in business inventories—increased $25.7 billion in
the third quarter after increasing $10.1 billion in
the second (table 4). The third-quarter increase
mainly reflected a step-up in nonfarm inventory
accumulation.

Nonfarm inventories increased $33.0 billion in
the third quarter after increasing $11.7 billion in
the second. The larger third-quarter increase was
attributable to faster accumulation of retail trade
inventories and to an upturn in manufacturing
inventories.

Retail trade inventories increased substantially
more in the third quarter than in the second. In-
ventories of durable goods increased more than
in the second quarter; more than one-half of the
third-quarter increase was accounted for by in-
ventories of motor vehicle dealers. Inventories
of nondurable goods increased after decreasing
for three consecutive quarters; although nearly all
types of nondurable goods increased, department
stores accounted for more than one-half of the
increase.

Manufacturing inventories increased in the third
quarter after decreasing in the second. Inven-
tories of durable goods increased substantially
more in the third quarter than in the second; the
third-quarter increase was widespread; the largest
increases were in primary metals, fabricated met-
als, transportation equipment, and instruments.
Inventories of nondurable goods increased after
decreasing; the increase was accounted for by food
and by paper products.

Wholesale trade inventories decreased after in-
creasing. The downturn was primarily accounted
for by a downturn in inventories of nondurable
goods; inventories of durable goods increased
about as much as in the second quarter.

Farm inventories decreased $0.5 billion in the
third quarter after decreasing $s5.1 billion in the
second; the third quarter marked the seventh
consecutive quarter of inventory reduction. In-
ventories of crops accounted for the third-quarter
decrease.

The ratio of real nonfarm business inventories
to real final sales of domestic business edged up to
2.26 in the third quarter from 2.24 in the second.
The inventory-sales ratio in which final sales are
limited to goods and structures increased to 4.04
from 4.01, which was the lowest level in 8 years.

Exports and imports

Real exports of goods and services decreased 0.9
percent in the third quarter after increasing 5.6
percent in the second (table 5). Real imports of
goods and services increased 9.9 percent in each
quarter.

Exports of goods edged down 0.3 percent after
increasing 6.7 percent. A downturn in exports of
nonagricultural goods more than offset an upturn
in exports of agricultural goods. The downturn in
exports of nonagricultural goods was more than
accounted for by a downturn in civilian aircraft,
engines, and parts; however, exports of nonauto-
motive consumer goods and of industrial supplies
and materials also turned down; in contrast, ex-
ports of automotive vehicles, engines, and parts
increased more in the third quarter than in the sec-
ond. Exports of services turned down, primarily
reflecting a decline in foreign travelers.

Imports of goods increased 10.8 percent after in-
creasing 11.7 percent. The slight slowdown was
more than accounted for by a sharp slowdown

Table 4.—Real Change in Business Inventories
[Billions of chained (1992) dollars; seasonally adjusted at annual rates]

Level Change from preceding quarter
1995 1996 1995 1996

vV | Il Il \% | Il 1l
Change in buSINeSS INVENLOTIES .....c.ocuueereerriieeneieieeeesseie e senenes 33.0 14.6 -3.0 7.1 328 -184| -17.6 10.1 25.7
FAIMN s -6.4 4.7 -6.5 -5.1 -5 17 -18 14 4.6
NONFAM .o 38.6 19.0 29 117 33.0 -196| -16.1 8.8 21.3
MaNUFACIUMING ..o s 16.3 11.2 12.0 -39 125 -5.1 8| -159 16.4
Wholesale trade ... 132 44 6.4 7.3 -85 -8.8 20 9 -158
REtaIl A0 .....oovveeieiccrii s 3.0 -7.1| =217 5.2 255 -10.1| -14.6 26.9 203
Of which: Motor vehicle dealers ... -6.2 41 -236 2.0 10.8 66| -24.0 25.6 8.8
ONBI oo 6.0 10.6 6.1 31 36 4.6 -45 -3.0 5

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 5.11.
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in petroleum imports. Imports of nonpetroleum
goods increased more than in the second quar-
ter; the step-up was accounted for by “other”
nonautomotive capital goods, which changed little
after decreasing, and by nonautomotive consumer
goods, which increased more than in the second
quarter. Imports of services increased more than in
the second quarter; the step-up was more than ac-
counted for by royalties and license fees, reflecting
activities associated with the 1996 Olympic games.

Government spending

Real government consumption expenditures and
gross investment edged down 0.2 percent in the
third quarter after increasing 7.7 percent in the
second (table 6). Federal Government spending
turned down, and State and local government
spending increased less than in the second quarter.

Table 5.—Real Net Exports of Goods and Services
[Seasonally adjusted at annual rates]

SURVEY OF CURRENT BUSINESS

Federal defense spending decreased 5.2 percent
after increasing 10.0 percent. Consumption ex-
penditures decreased after increasing substantially;
the decrease was in “other” services. Investment
decreased more in the third quarter than in the
second; the larger third-quarter decrease was al-
most entirely accounted for by equipment, mainly
aircraft and ships.

Federal nondefense spending increased 0.3 per-

cent after increasing 8.3 percent. The slowdown
was attributable to a downturn in consump-
tion expenditures, primarily compensation of
employees.

State and local government spending in-

creased 1.7 percent after increasing 6.7 per-
The slowdown was attributable to

cent.

compensation of employees and to investment

in structures.

Billions of chained (1992) dollars

Percent change from preceding

quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
i v | I i v ! L i
Exports of goods and services . 816.1 20.1 36 11.2 -18 10.7 18 5.6 -0.9
[ €010 600.2 20.6 2.1 9.7 -4 15.3 15 6.7 -3
Agricultural goods . 46.5 -6 11 -5.0 1.0 -4.9 93| -337 9.0
Nonagricultural goods 554.6 215 9 15.5 -16 17.7 7 11.9 -1.1
Services ... 216.9 -1 14 1.6 -14 -3 2.7 2.8 2.4
Imports of goods and services .. 954.8 35 22.7 21.9 22.2 16 10.6 9.9 9.9
(€100l SN 810.3 4.4 184 215 204 24 10.2 117 10.8
Petroleum and products 63.1 =29 -35 6.8 11 -17.21 -22.2 59.9 7.0
Nonpetroleum products 745.7 6.9 215 15.1 19.3 41 13.0 8.7 11.0
Services 145.1 -9 43 4 19 -24 13.0 13 5.4
Addendum: Net exports of go0ds and SErViCES .......ccmrnienneserineineens -138.8 16.7| =191 =107 =240 || e | e [
NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 4.4. Percent changes in major aggregates
are found in NIPA table 8.1.
Table 6.—Real Government Consumption Expenditures and Real Gross Investment by Type
[Seasonally adjusted at annual rates]
Billions of chained (1992) dollars Percent change from preceding
quarter
Level Change from preceding quarter
1995 1996
1996 1995 1996
i v | I i v ! L i
Government consumption expenditures and gross investment ................ 12774 -138 5.1 235 -0.8 -4.3 16 77 -0.2
FEUBTAl ...ooouiiii s 46931 -16.3 6.7 105 -4.1 -13.2 6.0 9.4 -34
National defense 315.1 -10.3 31 7.5 -4.3 -12.3 41 10.0 -5.2
Consumption expenditures 276.7 -3.8 -35 8.0 -2.9 -53 -5.0 12.2 -4.0
Gross investment 385 -6.5 6.5 -4 -1.4 -50.6 102.6 -4.0 -134
Nondefense 153.8 -6.1 36 31 1 -14.8 10.1 83 3
Consumption expenditures 134.6 -6.2 3.0 31 -1 -17.2 9.9 9.6 -2
Gross investment ... 19.0 3 5 0 1 6.8 12.1 -1.3 39
State AN 10CAI ... s 809.0 29 -1.8 12.9 35 15 -9 6.7 17
Consumption expenditures 652.5 1.6 -1.2 8.8 2.8 1.0 -8 5.6 17
Gross investment 156.5 13 -6 41 T 33 -15 112 1.8

NOTE.—See note to table 1 for an explanation of chained (1992) dollar series. Chained (1992)
dollar levels and residuals are found in NIPA table 3.8B. Percent changes in major aggregates

are found in NIPA table 8.1.
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Revisions

As noted earlier, the preliminary estimate of a 2.0-
percent increase in real Gpp in the third quarter
is 0.2 percentage point lower than the advance es-
timate (table 7); for 1976—95, the average revision,
without regard to sign, from the advance estimate
of real gpp to the preliminary estimate was 0.5
percentage point. The preliminary estimate of the
increase in the price index for gross domestic pur-
chases is 1.8 percent in the third quarter, the same
as the advance estimate.

The small downward revision to real Gpp was
more than accounted for by downward revisions
to change in nonfarm business inventories and to
net exports. Partly offsetting these downward revi-
sions were upward revisions to nonresidential fixed
investment, to State and local government spend-
ing, and to nondurable personal consumption
expenditures.

The downward revision to change in nonfarm
business inventories was more than accounted for
by a downward revision to merchant wholesale
inventories and reflected Census Bureau data on
inventory book values—revised for August and
newly available for September.

The downward revision to net exports was ac-
counted for by a downward revision to exports of
goods and an upward revision to imports of goods
and reflected Census Bureau data on exports and
imports of goods—revised for August and newly
available for September.

The upward revision to nonresidential fixed
investment was both in structures, primarily re-
flecting revised and newly available Census Bureau
data on the value of construction put in place,
and in producers’ durable equipment, primarily
reflecting newly available Census Bureau data on
aircraft exports.

The upward revision to State and local govern-
ment spending was to structures and primarily
reflected Census Bureau data on the value of new
construction put in place—newly available for
September.

The increase in real disposable personal income
was revised down 0.1 percentage point to 4.8 per-
cent; current-dollar personal income was revised
down slightly, and personal tax and nontax pay-
ments were revised up slightly. The personal saving
rate was revised down 0.1 percentage point to 5.3
percent.

Corporate Profits

Profits from current production decreased $1.1 bil-
lion in the third quarter after increasing $10.7
billion in the second (table 8).?

Profits from domestic operations increased $2.5
billion after increasing $15.3 billion. Profits of
financial corporations decreased after a small
increase. Profits of nonfinancial corporations
increased considerably less than in the second
quarter.  Profits from the rest of the world
decreased $3.6 billion after decreasing $4.8 billion.

3. Profits from current production are estimated as the sum of profits
before tax, the inventory valuation adjustment, and the capital consumption
adjustment; they are shown in N1pa tables 1.14, 1.16, and 6.16C as “corporate
profits with inventory valuation and capital consumption adjustments.”

Table 7.—Revisions to Real Gross Domestic Product and Prices,
Third Quarter 1996

[Seasonally adjusted at annual rates]

Percent change from | Preliminary estimate
preceding quarter minus advance
estimate
Prelimi- Billions of
estimate o?nts (1992)
P dollars
Gross domestic ProduCT ... 22 2.0 -0.2 -35
Less: Exports of goods and services . .6 -9 -15 -3.0
1.9 -3 -2.2 -3.3
Services -2.9 -2.4 5 2
Plus: Imports of goods and services .. 8.3 9.9 16 35
Goods .......... 9.1 10.8 17 31
Services 4.2 5.4 1.2 4
Equals: Gross domestic PUrchases ..........ocoernnnrnnnes 31 33 2 28
Personal consumption expenditures 4 .6 2 15
Durable goods ... -8 -2.0 -12 -1.9
Nondurable goods -3 3 .6 24
Services 11 13 2 1.0
Fixed investment 8.5 10.0 15 3.7
Nonresidential . 147 16.9 2.2 38
Structures ....... 33 1.1 44 1.9
Producers’ durable equipment 18.9 20.3 14 17
Residential -5.8 -5.9 -1 -1
Change in business inventories .. -6.8
-8.2
1.7
Government consumption expenditures and gross investment -14 -2 12 37
Federal -4.0 -3.4 .6 .6
National defense -5.1 -5.2 -1 -2
Nondefense ... -17 .3 2.0 .8
State and 10CAI ... 2 17 15 31
Addenda:
Final sales of domestic Product ..............cvevvennineriereneinnnirens 3 4 1
Gross domestic purchases price index (chain-type weights) * 18 18 0
GDP price index (chain-type WeIights) * ...........coevreermreerrnrreenns 19 19 0

1. Based on chained (1992) weights.

NoTe.—Preliminary estimates for the third quarter of 1996 incorporate the following revised or additional major source data that
were not available when the advance estimates were prepared.

Personal consumption expenditures: Revised retail sales for August and September, consumers’ share of new-car purchases for
September, and consumers’ share of new-truck purchases for September.

Nonresidential fixed investment: Construction put in place for July and August (revised) and September, manufacturers’ shipments
of machinery and equipment for August and September (revised), and exports and imports of machinery and equipment for August
(revised) and September.

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

Change in business inventories: Manufacturing and trade inventories for August (revised) and September.

Exports and imports of goods and services: Exports and imports of goods for August (revised) and September.

Government consumption expenditures and gross investment: State and local government construction put in place for July and
August (revised) and September.

Wages and salaries: Revised employment, average hourly earnings, and average weekly hours for August and September.

GDP prices: Detailed merchandise export and import price indexes for July through September (revised), values and quantities
of petroleum imports for August (revised) and September, and housing prices for the third quarter.
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Cash flow from current production, a profits-
related measure of internally generated funds
available for investment, increased $7.8 billion af-
ter increasing $9.9 billion. The ratio of cash flow
to nonresidential fixed investment, an indicator of
the share of the current level of investment that
could be financed by internally generated funds,
decreased to 81.3 percent from 83.7 percent. These
levels are near the low end of the range in which
the ratio has fluctuated during most of the 1990’s,
but they are substantially higher than the levels
typically posted in the 1980’s.

Industry profits—Industry profits decreased $2.5
billion in the third quarter after increasing $8.7
billion in the second.* The downturn reflected
a sharp deceleration in profits of nonfinancial
corporations and a downturn in profits of finan-
cial corporations. For nonfinancial corporations,
preliminary and incomplete data suggest that
third-quarter increases were small in most major

4. Industry profits are estimated as the sum of profits before tax and the in-
ventory valuation adjustment; they are shown in N1pa table 6.16¢ as “corporate
profits with inventory valuation adjustment.” Estimates of the capital consump-
tion adjustment do not exist at a detailed industry level; they are available only
for total financial and total nonfinancial industries.

Table 8.—Corporate Profits
[Seasonally adjusted at annual rates]

Level | Change from
preceding

1996 quarter

1996
Il 1l

Billions of dollars

Profits from current production ... 654.7| 107 -11
Domestic industries 579.8| 153 25
Financial ... 1413 18 -22
Nonfinancial 4385 135 47
Rest of the world ... 748| -48| -36
21 6.4 13.1

23.7 19 14

Profits before tax 628.9 24| -157
Profits tax liabi 2314 3.0 -5.0
Profits after tax 3975 -7] -10.6

655.1 9.9 7.8

631.0 87| -25
556.2| 135 11
1345 17f =21
42171 118 32

748| -48| -36

Cash flow from current production ...........cccceoveervevrerneens

Corporate profits with IVA .
Domestic industries
Financial .......
Nonfinancial ..
Rest of the world ..

Receipts (inflows) . 1183 4| 43
Payments (outflows) . 435 5.2 -7
Dollars
Unit price, costs, and profits of nonfinancial
corporations:
UNIE PFICE v 1.065| 0.003| 0
Unit labor cost .. . 707 .004 .001
Unit nonlabor cost . 247\ -001| O
Unit profits from current p 113 .002| 0

NoTe.—Levels of these and other profits series are found in NIPA tables 1.14, 1.16, 6.16C,
and 7.15.

IVA  Inventory valuation adjustment

CCAdj Capital consumption adjustment

industry groups; profits in the transportation and
utilities group appear to have decreased.

Profits from the rest of the world decreased less
than in second quarter. Preliminary and incom-
plete information suggests that the third-quarter
decrease was accounted for by a larger decrease in
receipts than in payments.’

Related measures—Profits before tax (pBT) de-
creased $15.7 billion in the third quarter after
increasing $2.4 billion in the second. Inventory
profits decreased $13.1 billion in the third quar-
ter after decreasing $6.4 billion in the second; the
larger third-quarter decrease reflected a downturn
in prices of inventoried goods; inventory profits are
represented in the N1pA’s by the inventory valuation
adjustment (with the sign reversed).

Government Sector

The combined current deficit of the Federal
Government and State and local governments in-
creased $5.5 billion, to $31.2 billion, in the third
quarter (table 9). The increase was more than ac-
counted for by a decrease in the State and local
government current surplus.

Federal

The Federal Government current deficit decreased
$6.4 billion, to $120.3 billion, in the third quarter
after decreasing $28.5 billion in the second. The
third-quarter current deficit was the smallest since
the second quarter of 1989.

Receipts—Receipts increased $6.7 billion in the
third quarter after increasing $52.5 billion in the
second. The deceleration was mostly accounted for
by a downturn in personal tax and nontax receipts.

Personal tax and nontax receipts decreased $0.1
billion after increasing $41.8 billion. The downturn
was attributable to income taxes. Payments of
estimated income taxes less refunds decreased $11.5
billion after increasing $25.9 billion; the increase
in the second quarter reflected provisions of the
Omnibus Budget Reconciliation Act of 1993 that
allowed certain retroactive taxes to be paid in three
annual installments, the last of which was due in
April 1996. Withheld income taxes increased $10.9
billion after increasing $13.2 billion, reflecting the
deceleration in wages and salaries.

Corporate profits tax accruals decreased $4.2
billion after increasing $2.6 billion, reflecting the
downturn in corporate profits before tax.

5. Profits from the rest of the world are receipts of profits from foreign

affiliates of U.S. companies less payments of profits by U.S. affiliates of foreign
companies.
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Contributions for social insurance increased $8.4
billion after increasing $9.4 billion, reflecting a
deceleration in wages and salaries.

Indirect business tax and nontax accruals in-
creased $2.5 billion after decreasing $1.2 billion.
The upturn was attributable to customs duties,
which increased $1.3 billion after decreasing $0.6
billion, and to air transport excise taxes, which in-
creased $0.9 billion after decreasing $0.9 billion.
The air transport excise taxes that had expired at
the end of December 1995 as a result of the Federal
budget impasse were reinstated in late August.

Current expenditures—Current expenditures in-
creased $0.3 billion in the third quarter after
increasing $24.0 billion in the second. The deceler-
ation was more than accounted for by downturns
in grants-in-aid to State and local governments and
in Federal consumption expenditures.

Grants-in-aid to State and local governments
decreased $4.8 billion after increasing $11.7 bil-
lion. The downturn was accounted for by grants
for medicaid, which decreased $4.5 billion after
increasing $10.6 billion.

Consumption expenditures decreased $1.9 bil-
lion after increasing $9.9 billion. The downturn
was accounted for by national defense expendi-
tures, which decreased $2.5 billion after increasing
$8.7 billion. Within defense expenditures, the
downturn was mostly accounted for by services,
which decreased $3.1 billion after increasing $5.1
billion, but durable and nondurable goods also
contributed. Within services, expenditures for re-
search and development decreased $1.7 billion after
increasing $2.2 billion.

Transfer payments (net) increased $4.7 billion
after increasing $1.7 billion. The acceleration was
more than accounted for by transfer payments to
the rest of the world, which decreased $0.3 billion
after decreasing $7.2 billion; the second-quarter de-
crease followed a large first-quarter increase that
included a $9.6 billion (annual rate) payment to
Israel. Transfer payments to personsincreased $5.1
billion after increasing $8.8 billion. Most of the
deceleration was accounted for by Federal civilian
pensions and by social security. Federal civilian
pensions decreased $0.3 billion after increasing $1.5
billion; most of the second-quarter increase was
attributable to a $1.0 billion cost-of-living adjust-
ment. Social security payments increased $0.9
billion after increasing $2.3 billion.

State and local

The State and local government current surplus
decreased $11.9 billion, to $89.1 billion, in the third
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quarter after increasing $10.0 billion in the second.
The downturn was accounted for by a deceleration
in receipts.
Receipts increased $2.0 billion after increas-
ing $22.7 billion. The deceleration was mostly
accounted for by Federal grants-in-aid, which de-
creased $4.8 billion after increasing $11.7 billion.
Indirect business tax and nontax accruals increased
$3.5 billion after increasing $5.8 billion; the decel-
eration was mostly accounted for by sales taxes.
Corporate profits tax accruals decreased $0.8 bil-
lion after increasing $o.5 billion, reflecting the
Table 9.—Government Sector Receipts and Current Expenditures
[Billions of dollars, seasonally adjusted at annual rate]
Level Change from preceding quarter
1996 1995 1996
1l Il v | Il I
Government sector
RECEIPES oo s 2,415.5 17.6 14.3 40.0 63.5 135
Current expenditures .. 2,446.7 20.6 16.2 37.7 24.9 19.1
Current surplus or deficit(-) =312 -30| -18 21| 386 -55
Social insurance funds 1155 19 9| -84 18 38
Other -146.7| -49| -27| 106| 367 -93
RECEIPLS oovvuieiieieirieee s 1,582.3 34 8.1 284 525 6.7
Personal tax and nontax receipts 681.3| -7.1 6.0 16.3| 418 -1
Corporate profits tax accruals ..... 194.8 84| -48| 121 26| -42
Indirect business tax and nontax accruals . 85.7| 5.1 291 -69| -12 25
Contributions for social insurance 620.4 72 41 6.7 9.4 8.4
Current eXpenditures ..........ccoeveereeerneeeenereniseeseeens 1,702.6 13 43 29.0 24.0 3
Consumption expenditures .. 461.6 -25 -2.2 22 9.9 -1.9
National defense 3049 -39 -13| -14 87| -25
Nondefense ... 156.7 14 -9 36 1.2 6
Transfer payments (n 762.6 9.1 6.7] 253 17 47
TO persons .............. 751.1 7.8 6.3 17.9 8.8 5.1
To the rest of the world .. 115 14 3 74| -12 -3
Grants-in-aid to State and local governments 2145| -715 -5 43 117 -4.8
Net interest paid 233.7 31 16| -34 3 29
Subsidies less current surplus of government enterprises 30.3 -9 -12 5 4 -5
Subsidies 3L7| -12| -13 0 1 3
Of which: Agricultural subsidies ... 5.7 -8 -1 3 2 1
Less: Current surplus of government enterprises . 14 -2 -2 -5 -3 8
Less: Wage accruals less disbursements ............cccccovvvee 0 0 0 0 0 0
Current surplus or deficit (=) ..o -120.3 2.0 4.0 -7 285 6.4
Social insurance funds 60.1 19 14| 17 2.2 49
Other ... . 1 2.6 69| 264 14
State and local governments
RECEIPLS ..o 1,047.7 6.7 57| 159| 227 2.0
Personal tax and nontax receipts 192.6 4.2 2.6 15 39 34
Corporate profits tax accruals ..... 36.6 19| -10 25 5 -8
Indirect business tax and nontax accruals . 529.0 7.6 39 6.9 5.8 35
Contributions for social insurance 75.0 6 6 6 8 8
Federal grants-in-aid 2145 -15 -5 43| 117 -48
Current eXPENdItUrES ........occvveererrriirriereeseienieeeeenens 9586| 117 115| 13.0| 127| 139
Consumption expenditures 719.3 6.1 5.7 9.4 8.9 9.1
Transfer payments to persons 311.0 5.3 5.1 35 3.7 44
Net interest paid ..... -44.5 7 .6 T .6 6
Less: Dividends recei 13.7 3 3 3 4 0
Subsidies less current surplus of governmel -134 0 2 -1 -2 -1
SUDSITIES ..vvvviiiviriiris s 4 0 0 0 0 0
Less: Current surplus of government enterprises . 13.8 0 -2 1 1 2
Less: Wage accruals less disbursements ...........cocoveeviens 0 0 0 0 0 0
Current sUrplus or defiCit (=) ....eveereereeneererneireeeerieens 89.1f -50( -58 29 10.0| -11.9
Social insurance funds 55.4 0 -5 -8 -4 -10
Other 337| 50| -53 36 105| -10.9

NoTe.—Dollar levels are found in NIPA tables 3.1, 3.2, and 3.3.
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downturn in corporate profits before tax. Per-
sonal tax and nontax receipts increased $3.4 billion
after increasing $3.9 billion; the deceleration was
attributable to income taxes.

Current expenditures increased $13.9 billion
after increasing $12.7 billion.  Transfer pay-
ments to persons increased $4.4 billion after

tures increased $9.1 billion after increasing $8.9
billion; an acceleration in services was nearly
offset by a deceleration in nondurable goods.
The acceleration in services was largely in com-
pensation, reflecting an acceleration in em-
ployment.  The deceleration in nondurable
goods reflected decreases in prices, primarily for

increasing $3.7 billion. Consumption expendi-  petroleum products. |4

Availability of the Remaining N1pa-Related Estimates From the
Comprehensive Revision

The release of the revised estimates of reproducible tangible wealth for 1925—95
and of the revised national income and product accounts (N1PA) estimates for
192958, which will reflect the definitional and statistical improvements intro-
duced into the N1PA estimates from 1959 forward in the comprehensive revision,
has been delayed until spring 1997. Publication of National Income and Product
Accounts of the United States, Volume 2, 1959—92 will follow shortly thereafter.
(N1PA data beginning with 1959 have been published in the SURVEY OF CURRENT
BusiNEss and are available in a variety of electronic formats; see the headnote to
the “Selected N1pA Tables” on page D-2.) National Income and Product Accounts,
Volume 1, 1929—58 will be published later in 1997.

BEA had hoped to reduce the timespan for the release of the complete results
of this comprehensive revision to 9 months, compared with 14 months for
the preceding comprehensive revision, but production problems relating to the
incorporation of the new methodology for calculating the consumption of fixed
capital and the chain-type measures of wealth have slowed work on the estimates.
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Operations of U.S. Multinational Companies:
Preliminary Results From the 1994 Benchmark

Survey

By Raymond ]. Mataloni, Jr., and Mahnaz Fahim-Nader

RELIMINARY RESULTS from BEA’s latest bench-
q)mark survey of U.S. direct investment abroad
(usp1a), covering 1994, when viewed with the
results from earlier surveys, suggest a high de-
gree of continuity in the patterns of operations
of U.S. multinational companies (MnC’s). U.S.-
MNC operations abroad remain concentrated in a
number of large and wealthy economies; the 10
largest high-income economies accounted for just
under 70 percent of total production by majority-
owned foreign affiliates (MOrA’s) of U.S. companies
in 1994. Both in these economies and in most
other economies that host operations by U.S.
MNC’s—including the rapidly growing economies

in the emerging areas of Asia, Latin America,
and Eastern Europe—production by foreign affil-
iates was predominantly for sale in local markets
rather than for export back to the United States.
Thus, as in earlier years, the location of overseas
production by U.S. MNC’s appears to have been
determined more by access to markets than by
access to low-wage labor or to natural resources.
Although foreign production and employment by
U.S. MNC’s was substantial, their operations re-
mained centered in the United States, where about
three-fourths of the worldwide employment and
production of U.S. mMNnC’s was located in 1994
(table 1).

The following key terms are used to describe U.S.
multinational companiesand their operations. For a com-
prehensive discussion of the terms and the concepts used,
see “A Guide to BEA Statistics on U.S. Multinational Com-
panies,” SURVEY OF CURRENT BUSINESS 75 (March 1995):
38-55.

U.S. direct investment abroad (uspra): The ownership
or control, directly or indirectly, by one U.S. person of 10
percent or more of the voting securities of an incorporated
foreign business enterprise or the equivalent interest in an
unincorporated foreign business enterprise.

U.S. multinational company (Mnc): The U.S. parent and
all of its foreign affiliates.

U.S. parent: A person, resident in the United States, who
owns or controls 10 percent or more of the voting securities,
or the equivalent, of a foreign business enterprise. “Per-
son” is broadly defined to include any individual, branch,
partnership, associated group, association, estate, trust,
corporation or other organization (whether or not organ-
ized under the laws of any State), or any government entity.
If incorporated, the U.S. parent is the fully consolidated
U.S. enterprise consisting of (1) the U.S. corporation whose
voting securities are not owned more than 50 percent by
another U.S. corporation and (2) proceeding down each
ownership chain from that U.S. corporation, any U.S. cor-
poration (including Foreign Sales Corporations located
within the United States) whose voting securities are more

Key Terms

than 50 percent owned by the U.S. corporation above it. A
U.S. parent comprises the domestic (U.S.) operations of a
U.S. mnc.

Foreign affiliate: A foreign business enterprise in which
thereis U.S. direct investment, that is, in which a U.S. per-
son owns or controls (directly or indirectly) 10 percent or
more of the voting securities or the equivalent. Foreign af-
filiates comprise the foreign operations of a U.S. MNC over
which the parent is presumed to have a degree of manage-
rial influence.

Majority-owned foreign affiliate (Mmora): A foreign af-
filiate in which the combined ownership of all U.S.
parents exceeds 50 percent. MOFA’s comprise the foreign
operations of U.S. mNc over which the parent(s) has un-
ambiguous managerial control.

Nonbank: An entity (MNC, parent, or affiliate) whose
primary activity does not fall within the “depository in-
stitution” classification. Only the operations of nonbanks
are covered in this article.

Gross product: The market value of goods and services
produced. The estimates of the gross product for U.S.
MNC’s presented here measure the contribution of the par-
ents to U.S. gpp and the contribution of the MOFA’s to
foreign countries’ Gpp. For a discussion of the uses of, and
the methods used to compute, the estimates of the gross
product for U.S. MNC’s, see “Gross Product of U.S. Multi-
national Companies, 1977-91,” SURVEY 74 (February 1994):
42—63.
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Some change was evident in U.S.-parent compa-
nies’ share of the U.S. economy: They accounted
for about one-fourth of U.S. gross domestic prod-
uct (GpP) in 1994, down from about one-third
in 1982 (an earlier benchmark year). The decline
largely reflected the concentration of U.S. parents
in slower growing sectors of the economy, such as
“petroleum extraction and refining” and manufac-
turing. As might be expected, the share of foreign
affiliates in their host economies was much smaller,
but it too declined. MmOFA’s, on average, accounted
for 3 percent of GpP in a group of 48 important
host economies in 1994, down from 4 percent in
1982. The decrease was most pronounced in coun-
tries where Mora production had been relatively
concentrated in the petroleum industry; in that
industry, growth in the value of production by
MOFA’s tended to be constrained by declining oil

General Notes to Tables

Detail may not add to totals because of rounding.

An asterisk “(*)” indicates either a value of between
—$500,000 and $500,000, a percentage of less than o0.05
percent, or a number of employees less than s50.

A “(D)” indicates that the data in the cell have been suppressed
to avoid the disclosure of the data of individual companies.

An “n.a” indicates that the data are not available.

The industry group “petroleum” encompasses all aspects of
the petroleum industry from extraction to refining and sales.
Thus, “manufacturing” excludes petroleum refining and other
petroleum-related manufacturing, which may be included in
manufacturing in other data sets. Similarly, “mining” in these
data excludes oil and gas extraction; “wholesale trade” ex-
cludes petroleum wholesaling; “retail trade” excludes gasoline
service stations; “transportation” excludes pipelines, tankers,
and other petroleum transportation; and “services” excludes
oil and gas field services.

The country category “International” consists of affiliates that
have operations spanning more than one country and that are
engaged in petroleum shipping, other water transportation,
or offshore oil and gas drilling.

“Eastern Europe” comprises Albania, Armenia, Azerbaijan,
Belarus, Bulgaria, the Czech Republic, Estonia, Georgia, Hun-
gary, Kazakhstan, Kyrgyzstan, Latvia, Lithuania, Moldova,
Poland, Romania, Russia, Slovakia, Tajikistan, Ukraine, and
Uzbekistan.

The European Union (12) comprises Belgium, Denmark,
France, Germany, Greece, Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, and the United Kingdom.

oPEC is the Organization of Petroleum Exporting Coun-
tries. Its members are Algeria, Gabon, Indonesia, Iran, Iraq,
Kuwait, Libya, Nigeria, Qatar, Saudi Arabia, the United Arab
Emirates, and Venezuela.
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prices and by the increasing role in the industry by
some host governments.

The 1994 survey results indicate that U.S. MNC’s
continue to play a key, though somewhat dimin-
ished, role in U.S. international trade in goods.
MNc-associated exports of goods represented
66 percent of total U.S. exports of goods in 1994,

Table 1.—Gross Product, Employment, and Capital Expendi-
tures of Nonbank U.S. MNC's, U.S. Parents, and Foreign
Affiliates, 1982-94

MNC's worldwide Affiliates

Parents | Parents | Parents
and all and Total [MOFA's| Other
affiliates| MOFA's

Gross product
Millions of dollars:

1982 ... n.a.[1,019,734| 796,017| n.a.|223,717( na.
1983 n.a. na. na. n.a.[216,683 na.
1984 n.a. na. na. n.a.[220,331 na.
1985 n.a. n.a. n.a. n.a.[220,074 n.a.
1986 na. n.a. na| nal231,644] na
1987 na. n.a. na| nal269,734| na
1988 na. n.a. na. n.a.| 297,556 na.
1989 n.a|1,364,878/1,044,884| n.a.[319,994| na.
1990 n.a. na. na. n.a.|356,033 na.
1991 n.a. n.a. n.a. n.a.|355,963 n.a.
1992 na. n.a. na| nal361524] na
1993 na. n.a. na| nal359179| na
19941 . n.a.[1,720,502|1,325,945|  n.a.|394,557| n.a.

Percent change at
annual rates:

1982-94 na. 45 43 na. 48 na.
1982-89 .. n.a. 43 4.0 n.a. 5.2 na.
1989-94 n.a. 47 49 n.a. 43 na.
Number of employees

Thousands:
1982 ... . [25,344.8| 23,727.0| 18,704.6|6,640.2| 5,022.4(1,617.8
1983 24,782.6| 23,253.1| 18,399.5|6,383.1| 4,853.6(1,529.5
1984 24,548.4| 22,972.6| 18,130.9/6,417.5| 4,841.7(1,575.8
1985 24,531.9| 22,923.0| 18,112.6|6,419.3| 4,810.4(1,608.9
1986 24,082.0| 22,543.1| 17,831.8|6,250.2| 4,711.3{1,538.9
1987 24,255.4| 22,650.0| 17,985.8|6,269.6| 4,664.2(1,605.4
1988 2414111 22,498.1| 17,737.6|6,403.5| 4,760.5(1,643.0
1989 25,387.5| 23,879.4| 18,765.4|6,622.1| 5,114.0{1,508.1
1990 25,263.6| 23,785.7| 18,429.7|6,833.9| 5,356.0{1,477.9
1991 24,837.1| 23,345.4| 17,958.9|6,878.2| 5,386.5(1,491.7
1992 24,189.7| 22,812.0| 17,529.6|6,660.1| 5,282.4(1,377.7
1993 ... 24,221.5| 22,760.2| 17,536.9|6,684.6| 5,223.3(1,461.3
19941 . [25,905.1| 24,520.0| 18,947.4|6,957.7| 5,572.6{1,385.1

Percent change at
annual rates:

1982-94 2 3 il a4 9| -13
1982-89 .. * 1 o™ |
1989-94 4 5 2l 10| 17| -7

Capital expenditures

Millions of dollars:
248,262| 233,078| 188,266|59,996| 44,812| 15,184

na.| 197,534| 160,656 na.| 36,878 n.a.
na.| 203,791| 168,692 na.| 35,099 na.
na.| 221,509| 185,027 na.| 36,482 na.
na| 203,809 169,131| n.a.| 34,678 na.
na| 199,171| 162,139| n.a.| 37,032 na
na| 223,814 177,203| n.a.| 46611 na
273,905/ 255,933| 198,923 74,982| 57,010| 17,972
na.| 274,614| 213,079 na.| 61,535 na.
na.| 269,221| 206,290 na.| 62,931 na.
na.| 272,049 208,834 na.| 63,215 na.
na| 271,661 207,437| na. 64,224 na
324,308| 301,044| 229,147|95,161| 71,897 23,264

Percent change at
annual rates:

1982-94 2.3 2.2 17 3.9 4.0 3.6
1982-89 .. 14 13 8 32 35 24
1989-94 34 33 29 49 47 53

1. Break-in-series. See the section “benchmark revisions” in the appendix for details.
MNC  Multinational company
MOFA  Majority-owned foreign affiliate
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down from 77 percent in 1982." MNc-associated
imports of goods represented 38 percent of to-
tal U.S. imports of goods in 1994, down from 50
percent in 1982.”

Despite the importance of MncC’s in U.S. inter-
national trade, local sales, not export sales, were
the primary means through which U.S. MNC’s ser-
viced both their domestic and foreign customers.
The U.S. market was served primarily by U.S. par-
ents, and foreign markets were served primarily
by mora’s. Sales by U.S. parents accounted for
96 percent of sales by U.S. MNC’s to unaffiliated U.S.
customers in 1994, while sales by Mora’s accounted
for 72 percent of sales by MNC’s to unaffiliated
foreign customers.’

The benchmark survey—Benchmark surveys are
the foundation of BEA’s data collection system
for uspia. They are now conducted every 5 years
and are both more comprehensive in coverage
and more detailed in terms of the items collected
than the quarterly and annual sample surveys of
uspIA that are also conducted by Bea. Bench-
mark surveys collect data both on the transactions
and positions between U.S. parent companies and
their foreign affiliates, which enter the U.S. inter-
national transactions accounts and international
investment position, and on the overall opera-
tions of parents and affiliates. Over the years, the
data that are collected—particularly the operations
data—have changed or expanded in response to
changing needs and circumstances.”

The processing of the 1994 benchmark survey is
still under way, but enough data have now been
tabulated to allow BEA to update its regular annual
series of estimates on the operations of nonbank
U.S. Mnc’s.” These estimates, which are provided
in this article, are preliminary; revised estimates,
together with estimates on the operations of bank
MNC’s and on the transactions and positions be-
tween parents and affiliates, will be available next

1. MNc-associated exports of goods consist of exports shipped by U.S.
parents to their foreign affiliates, exports shipped by U.S. parents to foreigners
other than their foreign affiliates, and exports shipped to foreign affiliates by
U.S. persons other than their U.S. parents.

2. MNc-associated imports of goods consist of imports shipped to U.S.
parents by their foreign affiliates, imports shipped to U.S. parents by foreigners
other than their foreign affiliates, and imports shipped by foreign affiliates to
U.S. persons other than their U.S. parents.

3. Unaffiliated customers are those that are not members of the same MmNc.

4. Earlier benchmark surveys covered 1929,1936,1940,1943,1950,1957 1966,
1977 1982, and 1989. The 1943 survey was conducted by the Treasury Depart-
ment. The 1950 survey was the first to collect operating data. For a discussion
of the evolution of BEA’s data collection system in response to changing cir-
cumstances, see Betty L. Barker, “Investment Statistics for a Global Economy,”
in Accuracy, Timeliness, and Relevance of Economic Statistics, edited by Zoltan
Kenessey (Voorburg, The Netherlands: Editions Voorburg, forthcoming in
1997).

5. The 1993 annual survey results appeared in “U.S. Multinational Com-
panies: Operations in 1993,” SURVEY OF CURRENT BUSINEss 75 (June 1995):
31-51.

fall, when the final results of the benchmark survey
are published.’

Organization of the article—The remainder of this
article comprises three parts and an appendix.
The first part discusses the 1993—94 changes in
employment by U.S. parents and their foreign af-
filiates. The second part provides a profile of U.S.
MNC’s, including the distribution of affiliates by
the percentage of U.S. parents’ ownership and the
distribution of the worldwide production of goods
and services by U.S. MnC’s by area, by industry, and
by size of business enterprise. The third part high-
lights selected aspects of U.S.-MNcC operations for
which data are collected in more detail in bench-
mark survey years. The appendix discusses the
coverage and methodology of the benchmark sur-
vey, the changes in the presentation of the results,
and the use of the benchmark survey data to help
refine and evaluate other BEA estimates of USDIA.

Changes in the Employment of MNC’s in 1994

The change in employment of U.S. MNC’s in 1994
can be estimated as the net changes in employment
that result from changes in existing operations,
the acquisition and establishment of affiliates, the
sale and liquidation of affiliates, and benchmark
revisions (table 2).” Because the benchmark revi-
sions accounted for a large part of the year-to-year
change, it was necessary to remove the effects of
these revisions from the 1994 benchmark survey
results before the results could be compared with
the 1993 annual survey estimates.” Based on

6. For additional information on the benchmark survey and its linkages to
other BEA data on UsDIA, see the appendix “The Benchmark Survey.”

7. Employment usually provides a more accurate indication of real eco-
nomic activity than do assets or sales because changes in employment are not
directly affected by valuation changes (such as those caused by inflation and
by exchange-rate fluctuations). However, employment does not account for
differences in productivity over time or across industries. Gross product—a
measure that can capture differences in productivity—is not used in this section
of the article (or in other discussions of the operations of all affiliates), because
it is unavailable for affiliates that are not majority owned.

8. For a description of the sources of the benchmark revisions, see the
appendix.

December 1996

Data Availability

This article presents a summary of the preliminary re-
sults from the 1994 benchmark survey. More detailed
results willbe published in U.S. Direct Investment Abroad:
1994 Benchmark Survey, Preliminary Results; its availabil-
ity will be announced in the Survey. The final results of
the 1994 benchmark survey will be published next year.
The contents of both publications will be available on
diskettes that will be sold by BEA.

13



14 e December 1996

SURVEY OF CURRENT BUSINESS

Table 2.—Sources of Change in Selected Data Items for Nonbank U.S. Parents and Their Nonbank Foreign Affiliates, 1993-94

Millions of dollars Number of
Line employees
Total
assets Sales | (thousands)
Parents
L[ 1993 TRVEI oot 6,053,306 | 3,480,778| 17,536.9
2 TOAI CRANGE .ottt 573,656 476,296 1,410.5
3 BENCAMAIK TEVISIONS L ...ttt ettt s b s ettt s et s st ettt e s s st s sttt neeea 454,429 447 877 1,408.9
4 Actual changes in parent operations in 1994 ... 119,227 28,419 16
5 New parents 2 .........oc.oeeeernererens 65,487 38,301 179.8
6 Changes in existing operations .. 76,831 18,381 434
7 Sales or liquidations 3 -23,091 -28,263 -221.6
8 | 1994 level .. 6,626,962 | 3,957,074 18,947.4
Affiliates
9 | 1993 1BV .ottt 2,047,307 | 1,570,563 6,684.6
10 TOAI CRANGE ..t s8Rt 312,657 184,289 2731
11 BENCAMAIK TEVISIONS L ...ttt ettt sttt sttt ettt s et es s st bbbt e s s s s st sttt ssneneas 96,091 62,657 387.1
12 Actual changes in affiliate operations in 1994 .. 216,566 121,632 -114.0
13 New affiliates ... 64,334 21,320 182.9
Of which:
14 Acquisitions 35,308 12,537 122.7
15 Establishments 29,026 8,783 60.2
16 Changes in existing operations . 176,255 108,578 -114.6
17 Sales or liquidations -24,023 -8,266 -182.3
18 | 1994 TVEI ..ottt 2,359,964 | 1,754,852 6,957.7
Percent
Addenda:
Benchmark revisions as a percentage of 1994 level:
19 Parents .. 7 11 7
20 Affiliates . 4 4 6
Benchmark revisions as a percentage of 1993-94 change:
21 Parents 79 94 100
22 Affiliates ... 31 34 n.m.

1. Includes some actual changes in parent and affiliate operations that could not be allocated
because of incomplete information. For a description of the sources of benchmark revisions, see
appendix.

2. This line represents parents that established or acquired their first foreign affiliate in 1994.

3. This line represents parents that sold or liquidated their last foreign affiliate in 1994.

Note.—Lines 6 and 16 include changes resulting from parents or affiliates acquiring, establish-
ing, selling, or liquidating parts of their consolidated operations. BEA permits survey respondents
to fully consolidate their parent operations and to consolidate affiliate operations that are in the
same country and industry or that are integral parts of a single business operation.

n.m. Not meaningful.

Table 3.—Acquisitions and Establishments of Nonbank Foreign Affiliates by Major Area and Industry of Affiliate, 1994

Number of acquisitions and Millions of dollars
establishments Number of
Total employees
Acquisi- | Establish- Sales | (thousands)
Total tions ments assets
All areas, all INAUSEIIES ...o..vuivieieiccee st naes 917 354 563 64,334 21,320 182.9
By major area

Canada .... 65 28 37 6,656 5,104 28.3
Europe . 430 200 230| 36,654 10,674 725
Latin America and Other Western Hemisphere 169 52 117 10,366 2,408 29.3
Africa .......... 25 13 12 635 542 9.2
Middle East . 8 1 7 306 30 4
Asia and Pacific . 218 60 158 9,684 2,543 431

International 2 0 2 34 18 0

Addendum:
EUTOPEAN UNION (12) ..ouvivieriiseiieiseissi s 333 160 173| 33,816 9,431 57.2
By major industry

Petroleum 55 15 40 2,421 480 3.0
Manufacturing ... 305 149 156 11,826 8,451 95.8
Food and kindred products 36 16 20 1,845 1,854 19.3
Chemicals and allied products .. 45 14 31 1,866 1,011 6.2
Primary and fabricated metals .. 23 15 8 643 466 44
Industrial machinery and equipment 48 23 25 2,566 1,830 11.7
Electronic and other electric equipment 44 28 16 765 567 24.6
Transportation equipment . 17 7 10 642 742 6.5
Other manufacturing .. 92 46 46 3,499 1,981 23.1
Wholesale trade ............. 191 76 115 3,758 4,265 13.3
Finance (except depository institutions), insurance, and real estate 171 31 140| 29,683 1,052 4.2
SeIVICES .vvvreerirnns 118 50 68 5113 1,582 237
Other industries 77 33 44| 11,532 5,491 42.8

Note.—The data in this table cover only newly acquired or established foreign affiliates. They
exclude data for consolidated units of existing foreign affiliates that were acquired or established
during the year.



SURVEY OF CURRENT BUSINESS

consistent 1993 and 1994 estimates, U.S.-parent
employment was virtually unchanged in 1993-94,
as it was, on average, during 1989—94; foreign-
affiliate employment decreased 2 percent, com-
pared with a 1-percent average annual rate of
growth during 1989—94.

Acquisitions and establishments

In 1994, 917 affiliates were established or acquired
by U.S. mnC’s; these affiliates had combined em-
ployment of 182,900 (table 3).” As in recent years,
Europe was the most popular location for new
affiliates. New European affiliates accounted for
47 percent of all new affiliates and for 40 percent
of their employment. The size, affluence, and in-
tegration of the European market are probably the
main attractions for U.S. direct investment in the
area.

“Asia and Pacific” and “Latin America and Other
Western Hemisphere” were the next most popular
areas for new investments. The popularity of these
areas may primarily reflect the attraction of emerg-
ing markets and the new investment opportunities
created by the economic liberalizations—such
as the privatization of State-owned monopolies
and reduced local-content requirements—in some
host countries. Some MNC’s may have relocated
production for the U.S. market from the United
States to low-wage countries in these areas in an
effort to reduce labor costs, but it is unlikely that
this occurrence was widespread: The share of sales
to local customers by MOFA’s as a percentage of to-
tal sales by MorA’s in these regions was above the
average for all countries.

Manufacturing continued to be the most popu-
lar industry for new investments in 1994. Affiliates
in manufacturing accounted for 33 percent of the
number, and for 52 percent of the employment, of
all new affiliates.

A Profile of MNc Operations

This section provides a profile of U.S. MNC’s in
1994: Itincludes the distribution of foreign affiliate
employment by area and by industry, the U.S. par-
ents’ percentage ownership of affiliates, U.S. par-
ents’ shares of private-U.S.-business gross product
by industry, the moFa shares of host-country gross

9. Because of the lower reporting threshold of the benchmark survey, the
total number, assets, sales, and employment of newly acquired or established
affiliates in 1994 are not comparable with the estimates of the same items for such
affiliates in 1993 and other nonbenchmark years (see the appendix). Excluding
the affiliates that would have been exempt from reporting on the annual surveys,
there were 450 newly acquired or established affiliates in 1994, and they had
combined assets of $61,625 million, sales of $19,336 million, and employment of
151,700.

product by area and of worldwide MNC opera-
tions by industry, and the extent to which gross
product is concentrated among the largest parents
and Mora’s. Changes in some of these characteris-
tics since the 1982 and 1989 benchmark surveys are
also examined.

The broadest perspective on the foreign
operations of U.S. MNC’s is provided by the data for
all foreign affiliates, which cover all foreign busi-
ness enterprises owned 10 percent or more by a
U.S. company. At this level of ownership, a U.S.
company is presumed to have a lasting interest in,
and a degree of influence over the management of,
the affiliates.

Affiliate employment by area and industry

Nonbank foreign affiliates employed 7.0 million
workers in 1994 (table 4). By area, affiliates in Eu-
rope, with 2.8 million employees, accounted for
the largest percentage of total affiliate employment.
Over two-thirds of European-affiliate employment
was in the three largest European economies—the
United Kingdom, France, and Germany. Affil-
iate employment in Eastern Europe, at 122,000,
remained small relative to the European-affiliate
total, but it was up from only 600 in 1989 (the
last benchmark survey year). Affiliates in Asia
and Pacific, with 1.5 million employees, accounted
for the next largest percentage of total affiliate

Table 4.—Assets, Sales, and Employment of Nonbank For-
eign Affiliates by Major Area and Industry of Affiliate,
1994

Millions of dollars | Number
of em
ployees

a-ggt;ls Sales (thou-
sands)

All areas, all industries ... 2,359,964 | 1,754,852 | 6,957.7
By major area
Canada .... ... | 218,783| 210,892 886.7
Europe ... |1,288,830| 897,439 2,844.3
Latin America and Other Western Hemisphere 271,881| 182,453| 1,492.2
Africa 19,830 17,450 115.0
Middle East . 28,602 18,000 83.7
Asia and Pacific 517,250 421,230 15111
International ..... 14,788 7,389 24.7
Addendum:
European Union (12) ... 1,132,191 792,029 2,540.3
By major industry
Petroleum 252,462 | 293,661 228.1
Manufacturing .. 681,082 | 845,487| 4,116.2
Food and kindred products . 92,563 | 104,910 559.6
Chemicals and allied products 146,983 | 151,358 578.5
Primary and fabricated metals .... 31,600 29,769 189.7
Industrial machinery and equipment ... 98,935| 128,553 488.6
Electronic and other electric equipment . 53,079 73,379 605.5
Transportation equipment 118,889 | 207,917 738.7
Other manufacturing 139,031 149,601 955.5
Wholesale trade ... | 184,956| 314,186 556.5
Finance (except depository institutions), insur-
ance, and real estate .. .| 979,910 91,303 172.8
Services 100,164 | 82,041 746.7
Other industries ... 161,391 128,173 1,137.4

December 1996
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employment; Japan, Australia, and Thailand to-
gether accounted for 44 percent of affiliate em-
ployment in the area. Affiliates in Latin America
and Other Western Hemisphere employed 1.5 mil-
lion workers; affiliates in the two largest economies
in the area—Brazil and Mexico—accounted for
70 percent of the area total. Affiliates in Canada
employed 887,000 workers.

By industry, affiliates in manufacturing, with
4.1 million employees, accounted for the largest
percentage of total affiliate employment. Within
manufacturing, employment was fairly evenly
spread among food, chemicals, electrical equip-
ment, industrial machinery and equipment, and
transportation equipment; employment in pri-
mary and fabricated metal manufacturing was
relatively low. “Other industries,” with 1.1 million
employees, was the next largest major industry;
within this category, retail trade and communi-
cation accounted for more than half of the total.
“Services” affiliates employed 0.7 million workers,
two-thirds of whom were employed by affiliates
in business services (such as security, building
maintenance, and personnel supply services).

U.S. parents’ ownership of foreign affiliates

Consistent with the “internalization” theory of the
origin of MNcC’s, which suggests that MnC’s tend
to have certain firm-specific advantages that must
be protected by a high degree of control over op-
erations, U.S. direct investors own 100 percent of
most of their foreign affiliates.”” In 1994, 80 percent
of all foreign affiliates were wholly owned, and 89
percent of all affiliates were MOFA’s (table 5)."

U.S. direct investors held 49 to 50 percent of
the shares in 6 percent of all affiliates. This level
of ownership may allow U.S. direct investors to
achieve economies of scale or to widen their market
access with little or no need for capital from inter-
nal sources (through mergers, for example); it may
also reflect host-government requirements that
local owners must have the controlling interest.

10. These firm-specific advantages, such as superior production or mar-
keting techniques, allow MNC’s to overcome the various barriers to investing
abroad, such as foreign languages and unfamiliar business environments. How-
ever, these advantages may only be successfully realized internationally through
affiliates in which the U.S. parent has clear and effective control; otherwise, the
parent’s control over its proprietary intangible assets, such as product designs
or quality control, may be compromised.

For an elaboration of this theory and for other theories of the origin of
MNC’s, see J. David Richardson, “Multinational Companies: Descriptions and
Dimensions,” in Understanding International Economics, Theory and Practice
(Boston: Little, Brown, and Company, 1980).

1. A U.S. parent may have a direct ownership share in a given foreign
affiliate, an indirect ownership share through another of its foreign affiliates, or
a combination of direct and indirect ownership shares. The total U.S.-parent
ownership share shown in table 5 is the sum of the direct and indirect ownership
shares.

U.S. direct investors held less than 49 percent
of the shares in 6 percent of all affiliates. This
level of ownership may allow U.S. direct investors
to share knowledge or to facilitate trade with a
foreign business without the need to control the
management of that business; it may also reflect
host-government restrictions or other structural
barriers.

morFA’s—Taken together, the operations of U.S.
parents and their MOEA’s represent the worldwide
operations of the U.S. MNnc that are unambiguously
controlled by the U.S. parent.”” Gross product is
the preferred summary measure of U.S.-mNc oper-
ations, and it is only available for both U.S. parents
and morA’s (but not for other affiliates).”® Because
of this data constraint, and to distinguish unam-
biguous control within the MNc, the remainder of
this profile of MNC operations is limited to an ex-
amination of gross product for U.S. parents, for
MOFA’s, and for parents and MOFA’s combined.

12. A U.S. parent represents the consolidation of the majority-owned
domestic operations of a U.S. MNC; see the box “Key Terms.”

A small percentage of MOFA’s are majority owned by a group of U.S. parents
in which none of the parents has a majority stake. The group usually influences
or controls the management of the affiliate in a manner comparable to that of
a single parent with the same total ownership interest. Most of these jointly
owned MOFA’s are in the petroleum industry, where parents sometimes pool
their resources in order to raise capital or to mitigate risk.

13. Some of the data that are needed to compute gross product for less-than-
majority-owned affiliates are not collected in the benchmark survey in order
to reduce the reporting burden on survey respondents. It is generally much
more difficult for survey respondents (that is, U.S. parent companies) to obtain
information on minority-owned affiliates because of their lack of control over
the affiliates’ operations and their inability to require the majority owners to
provide the information.

Table 5.—Selected Data for Nonbank Foreign Affiliates by
U.S. Parents’ Ownership Share, 1994

Millions of dollars | Number of
Nurgfber employees

™ Total (thou-

affiliates assets Sales sands)
All affiliates ... 21,300 | 2,354,964 | 1,754,852 6,957.7

Ownership percentage:

10.0 to 20.0 percent ... 309| 74,136| 45970 256.3
20.1 to 50.0 percent ... 2,055| 273,992| 270,527 1,091.0
50.1 to 80.0 percent ... 1,220| 1335585| 117,521 631.3
80.1 to 99.9 percent 716| 85740 90,780 355.4
100 percent 17,000 | 1,792,511 | 1,230,053 4,623.7

Addenda:

49.0 to 50.0 percent ... 1,175| 136,932| 133,845 534.1

50.1 to 100 percent ... 18,936 | 2,011,836 | 1,438,354 5,610.4
Percentage of total
All affiliates ... 100 100 100 100
Ownership percentage:
10.0 to 20.0 percent ... 1 3 3 4
20.1 to 50.0 percent ... 10 12 15 16
50.1 to 80.0 percent ... 6 6 7 9
80.1 to 99.9 percent 3 4 5 5
100 percent ..... 80 76 70 66
Addenda:
49.0 to 50.0 percent ... 6 6 8 8
50.1 to 100 percent .... 89 85 82 81
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MNC gross product by industry

U.S. MnC’s produced $1.7 trillion of goods and
services, as measured by gross product, in 1994
(table 6). By industry of parent, manufacturing
accounted for 54 percent of the combined produc-
tion of U.S. parents and MoFA’s; “other industries”
(primarily communication and retail trade), for 21
percent; and petroleum, for 11 percent.'*

U.S.-parent share of private-U.S.-business GpP—
The gross product of U.S. parents accounted for
26 percent, or $1.3 trillion, of the Gpp of all private
U.S. businesses in 1994, about the same share as
in 1989 but well below the 33-percent share in 1982
(table 7). The decline since 1982 mainly reflected
the concentration of U.S. parents in slower grow-
ing segments of the economy, such as “petroleum
extraction and refining” and manufacturing.

By industry, the shares accounted for by
U.S.-parent gross product varied widely.”

14. When a moFa is classified by the industry of its U.S. parent, its gross
product is assigned to the primary industry of the parent, which may differ
from the primary industry of the mora. Placing each U.S. parent and all of its
MOFA’s in the same industry allows comparisons of the domestic and foreign
operations of U.S. MNC’s at the industry level.

15. At the all-industries level, the estimates of U.S.-parent gross product
are generally consistent with the estimates of all-private-U.S.-business Gpp in
the national income and product accounts. For individual industries, how-
ever, inconsistencies may result from differences in the basis for the industrial
distribution of the estimates and in the components of gross product included.
(The latest estimates of U.S. Gpp by industry appeared in “Improved Estimates
of Gross Product by Industry, 1959—94,” SURVEY 76 (August 1996): 133—155.)

The Gpp of all private U.S. businesses is distributed among industries on the
basis of the principal product or service of each establishment (factory, mine,
store, or office), whereas U.S.-parent gross product is distributed on an enter-
prise, or company, basis in which each U.S. parent is classified in the principal
industry of all its establishments combined. Because the establishments of a
large company may be classified in different industries, the distribution of data
by industry of establishment can differ significantly from that by industry of
enterprise, particularly if the data are highly disaggregated.

The comparability of U.S.-parent gross product and all-U.S. Gpp by in-
dustry is also limited because U.S.-parent gross product includes, and all-U.S.
Gpp by industry excludes, subsidies received. (However, subsidies received by
U.S. parents are believed to be small.) In addition, U.S.-parent gross product
excludes, and all-U.S. gop by industry includes, business transfer payments. In
this article, U.S.-parent gross product as a share of the Gpp of all private U.S.
businesses is computed only at the highly aggregated level shown in table 7.

Parents in petroleum extraction and refining ac-
counted for 97 percent of total U.S. Gpp in that in-
dustry. The parents’ share of private-U.S.-business
GDP in manufacturing was 59 percent; in services,
8 percent; and in all other industries combined,
17 percent. The very high share of parents in
petroleum extraction and refining reflects the
domination of the industry by a small number of
very large producers with highly integrated global
operations. The high share of parents in man-
ufacturing partly reflects their possession of the
firm-specific advantages that enable them to serve
foreign markets via direct investment.

The low share of parents in services reflects a
variety of factors. U.S. direct investment in some
service industries is inhibited by institutional fac-
tors in some host countries; for example, U.S.
direct investment in health care services may be
constrained, or even precluded, in countries where
the government plays a prominent role in the
delivery of health care. Service industries that are
characterized by small-scale production may lack
the firm-specific advantages that often provide the
basis for direct investment in other industries.

Table 6.—Gross Product of Nonbank Multinational
Companies by Major Industry, 1994

[Billions of dollars]

MNC's

UsS. ,
Vﬁgg' parents MOFA's
Al INAUSEIIES oo 1,7205(1,325.9| 394.6

187.8| 101.0 86.9
937.3| 690.5| 2468
379 309 71
759| 581 178
1185| 1025 15.9
363.1| 3430 20.1

Petroleum
Manufacturing
Wholesale trade
FIRE ..
Services .

Other industries .

MNC  Multinational company
MOFA  Majority-owned foreign affiliate

Table 7.—Gross Product of Nonbank U.S. Parents and GDP of All Nonbank U.S. Private Businesses, by Major Industry, 1982,
1989, and 1994

December 1996

Millions of dollars Percent

1982 1989 1994 U.S.-parent share of
all private U.S.-busi-

Gross | GDP of all| Gross |GDPofall| Gross | GDP of all ness GDP

product of | private | product of | private | product of | private
u.s. U.S. busi- us. U.S. busi- us. U.S. busi-

parents | nesses® | parents | nesses® | parents | nesses?® 1982 | 1989 | 1994
Al INAUSENES oo 796,017 | 2,422,100| 1,044,884| 4,102,900| 1,325,945| 5,199,300 33 25 26
Petroleum extraction and refining .. 116,157 | 145,500 85,777 99,100 89,481 92,500 80 87 97
Manufacturing 2 421,050 629,900| 586,568| 984,600 690,466 | 1,167,400 67 60 59
Services ... 25,997 471,800 57,090 965,500 102,520 | 1,342,700 6 6 8
All other ind 232,813 | 1,174,900 315,449 | 2,053,700 443,478 | 2,596,700 20 15 17

1. For improved comparability with U.S.-parent gross product, GDP of all private U.S. busi-
nesses was adjusted to remove from the total categories not applicable to nonbank U.S. parents—
specifically, GDP of depository institutions; imputed rental income of owner-occupied farm and
nonfarm housing; and rental income of persons. Primarily for conceptual reasons, but partly be-
cause the limitations of the data did not allow a more precise allocation, all of these adjustments
were allocated to the “all other industries” line.

2. Excludes petroleum and coal product manufacturing, which is included in “petroleum extrac-
tion and refining.”

NOTE.—The “petroleum extraction and refining” category in this table differs from the “petro-
leum” category in other tables in this article in that it excludes wholesale trade, tanker operations,
pipelines, storage for hire, and gasoline service stations. The “manufacturing” and “services” cat-
egories in this table correspond to categories of the same name in the other tables in this article.

GDP  Gross domestic product

17



18 o December 1996

SURVEY OF CURRENT BUSINESS

MNC gross product by area

This section examines the distribution of Mora
gross product by country, the Mora share of total
GDP of their host countries, and the mora share
of gross product (and other selected data) of the
worldwide MNC’s.

MOFA gross product by country—Most of the pro-
duction of goods and services by MoOFrA’s, as
measured by gross product, occurred in the largest
high-income foreign countries in 1994 (table 8).
MOFA’s in the 10 largest high-income foreign
economies accounted for just under 70 percent of
total MOFA production.16 In addition, 70 percent
of the sales by MoFA’s in these countries were lo-
cal, as were a majority of the sales by MorA’s in
most other countries that host operations by U.S.
MNC’s. These findings suggest that access to mar-
kets has been the dominant motivation for U.S.
direct investment abroad.

MOFA share of host-country GpP—In 1994, the
gross product of MoFA’s accounted for 6 percent
or more of the gpp in five of the host countries
shown in table 9: Ireland (11.9 percent), Canada
(8.6 percent), Singapore (8.2 percent), Honduras
(7.0 percent), and Costa Rica (6.1 percent); the
MOFA share of GpP in the United Kingdom was just

16. The World Bank ranks world economies by size on the basis of Gpp
and classifies them as low- or high-income on the basis of per capita gross
national product. In 1994, the 10 largest high-income foreign economies were
Japan, Germany, France, Italy, the United Kingdom, Canada, Spain, Australia,
the Netherlands, and Switzerland. These rankings are based on data from the
World Bank, World Development Report, 1996 (Oxford University Press, 1996).

Table 8.—Gross Product of Majority-Owned Nonbank
Foreign Affiliates by Area and by Selected Countries, 1994

[Billions of dollars]

All COUNTTIES oottt 394.6
CANATA ..t 47.2
EUMOPE .o 229.2

Of which:
France 320
German 50.6
ltaly ... 185
Netherlands 14.3
Spain ...... 7.9
Switzerland 7.2
United Kingdom . 60.4
Latin America and Other Western HemiSphere ..o 415
Of which:
Brazil 16.9
Mexico ... 9.9
AFFICR oot s 55
MiIdIE EASE ..o s 2.8
ASIA AN PACITIC ...vvovvreeieceieiiiee e 67.1
Of which:
Australia . 147
Japan 21.2
INEEMNALIONAL ..o 13

under 6 percent (5.9 percent).” By comparison,
for U.S. affiliates of foreign companies, no single
foreign country accounted for more than 1 percent
of U.S. GpP in 1994; all U.S. affiliates combined
accounted for only 6 percent.'®

Four of the countries with relatively high mora
shares of host-country Gbp—the United Kingdom,
Canada, Singapore, and Ireland—each possess
some or all of the following attractions to U.S. di-
rect investment: (1) A common language with that
of the United States, (2) marketing and legal sys-
tems that are similar to those in the United States,
(3) geographic proximity to the United States, (4)
political stability, and (5) relatively low corporate
tax rates. The comparatively high Mora shares
of gpp in Costa Rica and Honduras partly reflect
the important role that U.S.-owned agricultural
production plays in those countries’ small and
relatively undiversified economies.

The mora share of host-country Gpp was less
than 1 percent in seven of the countries shown in
table 9: South Africa, Turkey, Japan, the Republic
of Korea, Saudi Arabia, China, and India. The low
shares in most of these countries probably reflect
past or present, and formal or informal, barriers to
investment. The low share in South Africa partly
reflects the negative U.S. reaction to the former sys-
tem of apartheid, which led many U.S. companies
to disinvest in that country.

The unweighted average of the moFra shares of
host-country Gpp (for the countries shown in
table 9) decreased from 3.9 percent in 1982 to
3.2 percent in 1989 and 2.9 percent in 1994. The
decrease over the 12-year period, however, was not
widespread and probably resulted more from fac-
tors specific to the petroleum industry than from
a general decrease in the contribution of MorA’s to
hos