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Economic Activity

Percentage points
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a. Chain-weighted data in billions of 2000 dollars.
b. Components of real GDP need not add to the total because the total and all components are deflated using independent chain-weighted price indexes.

c. Data are seasonally adjusted.
d. Data are annualized.
e. Blue Chip panel of economists.

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis; U.S. Department of Labor, Bureau of Labor Statistics; Board of Governors of the
Federal Reserve System; National Bureau of Economic Research; and Blue Chip Economic Indicators, March 10, 2004.

The U.S. Commerce Department’s
final estimate of the real GDP growth
rate in 2004:1VQ is 3.8%, unchanged
from the preliminary estimate. Exports
and personal consumption expendi-
tures had minor upward revisions, but
these were offset by a downward revi-
sion to private inventory investment.
In 2004:111Q, GDP grew at a 4.0% rate.
In terms of contribution to real
GDP growth, only three components
showed large changes from 2004:111Q.
Personal consumption’s contribution
decreased 0.7 percentage point (pp)

in 2004:IVQ, and imports’ negative
contribution increased 1.0 pp. On the
positive side, private inventories con-
tributed an additional 1.4 pp. Other
components’ contributions remained
relatively unchanged.

GDP growth averaged 3.9% last
year, only 0.1 pp higher than in
2004:IVQ. Growth was stronger than
the 3.2% average of the last 30 years; it
is expected to remain above this aver-
age throughout 2005. Blue Chip fore-
casters predict that GDP in 2005 will
peak in the second quarter at 3.7% and
finish the year slightly lower at 3.4%.

While real GDP growth has re-
mained relatively stable, both capac-
ity utilization and industrial produc-
tion spurted in 2004:IVQ before
slowing in January—February 2005 to
rates similar to those of 2004:111Q.
On an annualized basis, capacity
utilization increased significantly to
a 3.1% rate in 2004:1VQ; industrial
production grew at 4.4%, its highest
rate since 2004:1Q. Like GDP, hours
of employment remained fairly flat
throughout all periods. Total non-
farm employment grew slightly in

(continued on next page)
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Economic Activity (cont.)
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2004:IVQ and has maintained that
growth rate thus far in 2005.

Labor’s share of income is often
taken as an indicator of pricing pres-
sures in the U.S. economy. The
premise is that when labor’s share is
low, capital’'s share must be high
which, in turn, implies that the mar-
gin of price over cost is large. Conse-
quently, when labor’s share is low,
slack is available for firms to absorb
increased input prices rather than
pass them along to their customers.
The Bureau of Labor Statistics’ labor

. Data are from the U.S. Department of Labor, Bureau of Labor Statistics.
. Data are from the U.S. Department of Commerce, Bureau of Economic Analysis. They represent seasonally adjusted shares of gross value added.
. Labor’s share is computed as compensation of employees divided by gross value added for the sector.
. Capital’s share is computed as the sum of corporate profits, net interest income, rental income, and depreciation divided by gross value added.
. The “other” share is computed as indirect taxes less subsidies plus proprietors’ income (where applicable) divided by gross value added.
OURCES: U.S. Department of Labor, Bureau of Labor Statistics; and U.S. Department of Commerce, Bureau of Economic Analysis.

share series suggests that labor’s cur-
rent share is indeed low.

Further analysis gives a different
picture. Labor’s share has been falling
and is relatively low in the non-
financial corporate and total corpo-
rate sectors as well as economywide.
Capital’s share, however, shows a
mixed pattern: It has been rising in
the nonfinancial corporate and total
corporate business sectors over the
past few years but the economywide
measure of its share has been rela-
tively flat, suggesting that a third fac-
tor, an “other” share, must be at work.

This share for the economy as a
whole includes proprietors’ income
and indirect taxes less subsidies; it
has been fairly flat for the nonfinan-
cial corporate and total corporate
business sectors. In the economy as
a whole, however, the other share
declined throughout the early 1980s
and subsequently rose and fell in a
pattern similar to that of proprietors’
income. More recently, the marked
increase in the other share can be
attributed to the remainder, princi-
pally to net indirect taxes.
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