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The expansion of the nation's output has both cyelical and secular components. The secular
component arises from increases in the supply of resources or gains in efficiency in the use of
existing resources. Onc indicator of the growth rate of potential output is that of real GNP over
periods with similar utilization rates of the nation's resources. In the second and third quarters of
1980, unemployment was about the same as in the third quarter of this vear and, over this perind, real
GNP grew at a 3 percent rate. Recent estimates show that potential output grew at about o 3
percent rate over the period. This growth has been associated with a 1.5 percent rate of growth of
the civilian labor force and a 1.5 percent rate of growth in potential output per labor force member,

Recent discussions of the growth rate of output achievable over the remainder of this decade
have [locused on a range of 3 to 5.5 percent. Such growth rates typically include both economie
growth and the GNP growth associated with a reduction in the cyelical component of the
unemplovment rate. Ilence, implicit in  such estimates are views of what constitutes
high-employment or the natural rate of unemployvment. If the underlving pace of economic growth
remains at 3 percent, and the unemplovment rate is reduced to 7, 6 or 1.5 percent, five years hence,
the average growth rate of output over the period would be 3.2, 3.7 or 1.4 percent, respectively. The
excess over the economic growth rate is based on estimates of the relationship of output growth to
reductions in the unemplovment rate from research at this Bank and elsewhere.

More ranid expansion would require that the growth rate of potential output outstrip the
expected 1.5 percent growth rate of the civilian labor force by more than it has recently. During the
decade of the 1950s and 1960s, this difference was consistently higher than 1.5 pereent, ranging. for
five-vear periods, from a low of about 1.6 percent to a high of 2.5 percent from early 1961 to early
1966, Thus, the upper 5.5 percent projection is roughly consistent with the expectation that this past
peak performance will be repeated implying that potential output would grow at a 4 percent rate, and
that the unemployment rate will drop to about 1.5 percent. The lower extreme, 3 percent, appears
rooted in the expectation of an unchanged natural growth rate and that the natural rate of
unemployment has been achieved recently.

While a 2.5 percent growth rate difference may appear slight, the difference in the level of
GNP in late 1989 under each assumption is almost $550 billion at current prices, nearly 15 percent of
current GNP. At current prices and a ratio of federal taxes to GNP of 20 percent, about the recent
level, projected revenues would differ by about $110 billion.

—John A, Tatom
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PRODUCTIVITY, COMPENSATION, AND LABOR COSTS
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GROSS PRIVATE DOMESTIC INVESTMENT IN CURRENT DOLLARS
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GOVERNMENT PURCHASES OF GOODS AND SERVICES IN CURRENT DOLLARS
- COMPOUNDED ANNUAL RATES OF CHANGE
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DISPOSABLE PERSONAL INCOME IN CURRENT DOLLARS
- COMPOUNDED ANNUAL RATES OF CHANGE
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HISTORICAL SOURCES OF

NATIONAL INCOME AND PRODUCT ACCOUNTS DATA

The NIPA estimates for 1929-76 are in The National Income

and Product Accounts of the United States, 1929-76:

Statistical

Tables {Stock number 003-0T0-00T0T-T, price 310.00). Estimates for
T977-79 and corrections for earlier years are in the July 1982
SURVEY; estimates for 1980 and corrections for earlier years are in
the July 1983 SURVEY; estimates for 1981-83 are in the July 1984

SURVEY.

of the monthly Survey of Current Business.

Estimates for the periods since, appear in subsequent issues

These publications are

available from the Superintendent of Documents, U.S. Government

Printing Office, Washington, D.C.

20402.

For further information, write to the National Income and
Wealth Division (BE-54) Bureau of Economic Analysis, U.S. Department
of Commerce, Washington, D.C. 20230.
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INVENTORIES COMPARED WITH MONTHLY SALES*
MANUFACTURING AND TRADE
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M RATI0OS BASED ON SEASONALLY ADJUSTED DATA. SOURCE: U.S.DEPARTMENT OF COMMERCE
SHADED AREAS REPRESENT PERIODS OF BUSINESS RECESSIONS.
LATEST DATA PLOTTED: OCTOBER PRELIMINARY
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