Recent Revisions of GNP
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.4 ROSS national product (GNP) is the market
value of goods and services produced by labor and
property supplied by residents of a country before
the deduction of depreciation charges for capital
goods. This measure is widely accepted as the most
comprehensive measure of national economic activity.
Its use is no longer restricted to economists; nonecon-
omist professionals and laymen now rely on this meas-
ure in the planning and coordination of a variety
of activities. The availability of estimates is taken for
granted; the reliability and accuracy of these estimates
are seldom questioned.

The task of preparing and distributing estimates
of GNP rests with the Bureau of Economic Analysis
(BEA) for the U.S. Department of Commerce. Al-
though much work was done during the 1930s and
early 1940s in developing estimates of national eco-
nomic activity, it was not until 1947 that the De-
partment of Commerce started regularly publishing
national income and product statistics within the
framework of a comprehensive national economic ae-
counting system. These statistics have since been pub-
lished in the Department of Commerce’s monthly pub-
Hication, Survey of Current Business.

Since the publication of the 1947 National Income
Supplement, the Department of Commerce has pub-
lished seven comprehensive revisions of the national
income and product accounts. The main purpose of
these revisions is to make use of new source data;
however, from time to time, the department develops
new estimating procedures and makes definitional and
conceptual changes. The latest of these revisions was
published in December 1980.

This article focuses on the nature of the most recent
revisions on GNP estimates and their implications in
interpreting and analyzing economic trends,

1For a full discussion of the revision, see “The National In-
come and Product Accounts of the United States: An Intro-
duction to the Revised HEstimates for 1929-80," Survey of
Current Business {December 1880), pp. 1-26.

BASIS FOR RECENT REVISIONS

The recent revisions apply primarily to estimates
since 1968. New information from the 1972 input-
output tables, the 1977 economic censuses (mining,
manufacturing, wholesale and retail trade, construc-
tion, transportation, selected services and govern-
ments) and the 1973 and 1976 Taxpaver Compliance
Measurement Program provide the basis for the bulk
of the changes? The most important conceptual
change involves the redefinition of GNP to include
reinvested earnings of incorporated foreign affiliates
of U.S. direct investors and eliminate those of incorpo-
rated U.S, affiliates of foreign direct investors® Re-
invested earnings are the difference between an
affiliate’s after-tax earnings and dividends paid to
stockholders.

Summary of GNP Bevisions

Table 1 compares the previous and revised esti-
mates of GNP for 1979, the year in which the revision
was the largest. Each side of the table represents
an alternative but equivalent method of calculating
the value of GNP. The left-hand side of the table
shows GNP in terms of the costs incurred and the
profits earned in its production. These are charges
against GNP, which consist of factor charges, that is,
the incomes of factors of production (labor and prop-
erty), and nonfactor charges, which include indirect

#The input-output tables summarize inter-industry fows of pro-
duction, showing how much of each industry’s output is sold
to every other industry and to final buyers, and how much of
each industry’s inputs are hought from each other industey and
from: the factors of production.

The Taxpayver Compliance Measurement Program is con-
ducted by the Internal Revenue Service and is based on a
sample og individual income tax retums for the purpose of ob-
taining data on the nature and extent of compliance with the
Internal Revenue laws.

811.8. (foreign} direct investors are U.S. {foreign) residenis
who own or control 10 percent or more of the voting securities
of an incerporated foreign (U.S.) business enterprise or an
equivalent interest in an unincorporated foreign (U.S.) busi-
ness enterprise.
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business taxes and capital consumption allowances
(depreciation).

The right-hand side of table 1 gives GNP in terms
of expenditures according to four major market cate-
gories: (1} personal consumption expenditures, (2)
gross private domestic investment, (3) net exports of
goods and services, and (4} government purchases of
goods and services. These categories conform to the
operational definition of final products as those pur-
chases not resold during the accounting period.

The comparison of previous and revised estimates
reflects all statistical and definitional factors under-
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lying the revisions. These revisions represent, in total,
1.9 percent of the previous GNP estimate for 1979.
On the income side, the largest changes resulted from
revisions in corporate profits, net interest and capital
consumption allowances. On the expenditure side, the
major changes were in gross private domestic invest-
ment and net exports of goods and services.

Redefining GNP: The Conceptual Change

The major conceptual change in the recent revision
is the treatment of reinvested earnings of incorporated
foreign and U.S. affiliates of direct investors in the
estimation of GNP. Since GNP can be derived in two
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ways (see table 1), the conceptual change must show
up in both methods of GNP calculation.

Prior to the revision, the net inflow of reinvested
earnings of foreign and U.S. affiliates of direct in-
vestors was not included in the measure of corporate
profits. Since GNP, as measured by the income
method, is the sum of all income earned by labor and
property of U.S. residents, including that from foreign
ventures, the exclusion of these reinvested earnings
was inconsistent.! The magnitude of this inconsistency,
however, was small until recently. Including these
earnings in the estimate of GNP requires calculating
the difference between reinvested earnings of incorpo-
rated foreign afliliates of U.S. investors and reinvested
earnings of incorporated U.S. affiliates of foreign in-
vestors. Because these reinvested earnings are much
larger for U.8. investors than for foreign investors, the
effect of the change is to increase the measure of U.S.
GNP, especially in recent years. This effect was esti-
mated at $15.1 hillion in 1979,

On the income side, corporate profits were in-
creased, representing an increase in income originat-
ing in foreign countries but accruing to domestic
residents; this magnitude is well in excess of the in-
come originating domestically but accruing to foreign
residents. The effect of this conceptual redefinition
accounts for 33 percent of the revised increase in
GNP in 1979.

On the expenditure side of table 1, the effect of
the redefinition is reflected in net exports. Reinvested
earnings of an affiliate of a U.S. investor is an export
of the service of capital; that of an affiliate of a
foreign investor is an import of the service of foreign
capital. With exports of capital services excceding
imports, the basis is provided for an upward revision
of GNP as measured by expenditure for final product.

Other Sources of Revision:
Statistical Changes

The definitional change accounted for 33 percent
of the revision in 1979 GNP; the remaining 67 per-
cent was attributable to statistical considerations.
These statistical revisions reflected: (1) new and re-
vised data from regularly used sources that become
available every few years (called benchmark revi-

¥This conceptual change puts the national income accounts on
the same basis as the balance of payments accounts. Rein-
vested earnings were introduced into the balance of payments
accounts in 1978, See Survey of Current Business, Part 1I
{June 1978), p. 7.
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sions}, {2) new and revised data from regularly used
sources that become available annually, (3) data from
sources previously not available, (4) new estimating
techniques, and (5) new classifications. Only the
largest of these statistical changes are highlighted
here.®

Income side  As indicated in table 1, the largest
changes on the income side were for corporate profits,
net interest and capital consumption allowances. Since
$15.1 billion of the 818.7 billion revision in corporate
profits was attributable to the inclusion of reinvested
earnings, the effect of statistical revisions on corporate
profits was quite small.

The other substantially revised component of na-
tional income was net interest. The revision resulted
from a BEA study of corporate income tax returns,
which indicated that interest receipts were a smaller
proportion of business receipts of corporate credit
agencies other than banks and savings and loan asso-
ciations (for example, credit unions, credit card com-
panies, finance companies) than previously estimated.
As a result, the reduction in interest receipts received
by businesses increased the amount of net interest re-
ceived by households.

The final component of GNP from the income side
that was affected substantially by the revision was the
capital consumption allowance {depreciation). This
nonfactor charge against GNP was revised upward by
almost $11 billion in 1979 to reflect faster growth in
the gross capital stock than originally estimated (see
revision of gross private domestic investment below}.
In addition, there were a number of small changes
involving reestimates of corporate profits and pro-
prietors’ incomes.

Expenditure side  Aside from the revision of net
exports of goods and services, the only other substan-
tially revised component of final expenditure was gross
private domestic investment. The revision was quite
large, amounting to $28.6 billion in 1979,

Most of this revision stemmed from the use of data
received from new benchmark sources, primarily the
1972 input-output tables, as well as preliminary esti-
mates for the 1977 input-output tables, and the 1977
economic censuses, As a result of these new sources
and regular sources made available on an annual
basfs, revisions in estimates of producers’ durable
equipment accounted for $21.2 billion of the total
upward revision in gross private domestic investment.

5For a complete discussion of these statistical revisions, see
Survey of Current Business (December 1980),
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ANALYTICAL IMPACT OF
RECENT BREVISIONS

When economic data are revised, a question natur-
ally arises whether the previous interpretation of
past events should be changed significantly. If so,
a reassessment of the role of public policy may be
required. Since the most recent GNP revision involves
a redefinition of GNP as well, the continued use of
that measure for analytical purposes also requires
exarnination,

Interpretation of Recent Trends

Table 2 shows the previous and revised estimates
of GNP, real GNP and the implicit GNP deflator.
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Although the differences appear to be substantial for
1969 through 1979, the rates of change for these three
key variables are only negligibly affected by the revi-
sions. Since it is rates of change that provide the basis
for interpreting the direction and magnitude of move-
ment of the economy, the revisions do not appear to
have significantly affected previous interpretation of
economic events. Although small on a year-to-year
hasis, the revisions do accumulate over time. For ex-
ample, GNP in 1972 dollars advanced at a 3.5 percent
average rate from 1974 to 1979, compared with a pre-

8Tables 2 and 3 show the revisions back through 1960. All of
the major GNP series were revised back through 1929, Prior
to 1960, annual revisions were of a magnitude of 0.5 percent
or less.
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vious estimate of 3.3 percent. The rise in the GNP
deflator during this period is now estimated at a 7.2
percent average rate, compared with the previous esti-
mate of 7.4 percent.

Probably the most important revisions from the
standpoint of implications for public policy involve
investment and saving. Estimates of both were raised
sufficiently to raise the ratio of each relative to GNP
in recent years. For example, the ratio of nonresiden-
tial fixed investment to GNP in 1979, originally esti-
mated at 10.8 percent, was revised to 1.6 percent.
Previous conclusions about the severity of the nation’s
capital formation problem will require renewed study
in light of these revisions.

Analysis of Economic Relationships

GNP is defined as income earned by the labor and
property of U.S. residents. As such, it includes a
considerable and growing portion that originates in
the rest of the world, How good, then, is it as a meas-
ure of U.S. economic activity? An alternative meas-
ure of U.S. economic activity is gross domestic prod-
uct (GDP). GDP is defined as the value of production
attributable to factors of production actually located
in a given country regardless of their ownership; that
is, GDP equals GNP minus the product of U.S, resi-
dents originating in the rest of the world. Incorpo-
rating reinvested foreign earnings into estimates of
GNP thus widened the difference between GNP and
GDP,
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The nation’s primary economic goals are stated in
terms of employment, price stability and economic
growth. Since GNP is a measure of all income earned
by U.8. residents, it is a better measure of the nation’s
welfare than GDP, GDP, however, can be thought of
as a measure of the economic performance of the
U.S. economy because it focuses attention on the
origin of income and product, rather than ownership.
Consequently, the difference between GNP and GDP
provides one indication of the contribution of interna-
tional investment to the general welfare of the U.S.
residents, Moreover, certain economic analyses might
be more appropriately conducted using GDP instead
of GNP, simply because income originating abroad is
not directly relevant to some issues, For example,
studies of the productivity problem are best done
with GDP; similarly, analysis of the impact of mone-

tary and fiscal policy would seem more relevant in
terms of GDP than GNP.

Table 3 compares the rates of change for GNP and
GDP in both current and constant dollars and for
their respective implicit price deflators. As shown in
this table, the two deflator measures are identical
from 1960 to 1979. The current and constant dollar
measures occasionally deviate by more than 0.1 per-
cent after 1962, but their growth rates move consist-
ently in the same direction.

The rates of change shown in table 3 do not pro-
vide clear support for switching analytical emphasis
from GNP to GDP. However, the growing wedge be-
tween GNP and GDP suggests, at least, that GDP
should be watched along with GNP in assessing eco-
nomic developments.




