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Online Taxation
In a recent report, the Federal Trade Commission

analyzed the economic implications of the Internet.*  
A major issue is online taxation.  Currently, the Internet
allows out-of-state vendors who do not pay sales tax 
to compete with local brick-and-mortar stores that are
subject to sales taxes levied by local and state govern-
ments.  It seems natural to call for a level playing field
on equity and efficiency grounds.  However, in this
respect, it is not all that straightforward what a level
playing field means.

In the debate on online taxation, theoretical argu-
ments and empirical evidence are brought forward on
either side. The “infant industry” argument figures
prominently.  According to this reasoning, a develop-
ing industry should receive protection from competi-
tion until it is “mature” and able to compete on equal
footing; otherwise, a market failure may result with
the industry not being able to fully utilize its compar-
ative advantages.  E-commerce could be viewed as
such an industry.  Opponents of online taxation point
to network externalities that deserve to be subsidized
via tax exemption.  Generally, a good possesses net-
work externalities if it becomes more valuable to the
consumer as the number of users increases.  Thus, the
marginal consumer generates benefits for all the existing
consumers without being compensated.  If e-commerce
generates such an externality, a tax exemption on online
purchases is a way to correct for it.  Proponents of In-
ternet taxation, however, point out that “infant industry”
policies rarely produce the desired outcome. Once a
developing industry enjoys protection, it has little in-
centive to become competitive.

Empirical research in the area of e-commerce offers
some insights into the pros and cons of online taxation.
Current empirical evidence points out three key findings.
The first is that consumers who live in areas with high
sales taxes are more inclined to purchase online than
consumers in areas where sales taxes are low.  A sec-

ond finding is that governments do not lose a sizeable
portion of tax revenue through e-commerce due to the
still relatively low volume of business-to-consumer
Internet transactions.  For 1998, it is estimated that the
tax exemption amounted to $170-430 million based
on a business-to-consumer Internet sales volume of
$2.5-2.6 billion.  Even a projected loss in sales taxes
by the year 2002 of around $2.5 billion is less than
two percent of projected sales tax revenue.

The third finding concerns the burden that tax col-
lection would represent to online retailers.  Currently
46 states and almost 7,500 local governments impose
sales taxes of various forms, differing across goods and
jurisdictions.  With online taxation, Internet retailers
would have to determine which tax rate applies for every
good and destination, and would be responsible for tax
collection.  A field study conducted by the Washington
State Department of Revenue among brick-and-mortar
retailers in Washington and Oregon indicates that the
burden on online retailers for collecting and remitting
sales taxes would be significant.  This study estimated
that the cost of tax collection and processing to retailers
amounts to about 4.23% of total state and local sales
taxes.  Thus, the cost of compliance already is high,
even though brick-and-mortar retailers only deal with
one set of tax codes pertaining to their place of business.

In summary, Internet taxation remains a challenging
issue.  Given the small volume of business-to-consumer
transactions, the government is in no hurry to act.  As
the Internet grows in importance, however, the tax issue
will not remain in the background.  A uniform tax rate
for online sales would help minimize the cost of com-
pliance, but it might prove difficult for state and local
governments to coordinate on this solution.

* Alan E. Wiseman, July 2000, Economic Perspectives on the Internet, 
Federal Trade Commission.

—Judith H. Hazen
—Frank A. Schmid

Views expressed do not necessarily reflect official positions of the Federal Reserve System
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Nominal GDP
Percent change

Billions Annual Year
of $ rate ago

Real GDP
Percent change

Billions Annual Year
of 1996 $ rate ago

Final Sales
Percent change

Billions Annual Year
of 1996 $ rate ago

Change in
Private lnvenlones

Last qtr Year/Year ago

1996
1997
1998
1999

7813.2 5.6
8318.4 6.5
8790.2 5.7
9299.2 5.8

7813.170 3.6
8159.450 4.4
8515.652 4.4
8875.761 4.2

7783.176 3.6
8095.204 4.0
8435.173 4.2
8826.900 4.6

29.994
63.757
80.169
45.287

1997 1
2
3
4

1998 1
2
3
4

1999 1
2

3
4

8124.2 7.4 6.5
8279.8 7.9 6.4
8390.9 5.5 6.8
8478.6 4.2 6.2

8634.7 7.6 6.3

8722.0 4.1 5.3
8829.1 5.0 5.2
8974.9 6.8 5.9

9104.5 5.9 5.4
9191.5 3.9 5.4
9340.9 6.7 5.8
9559.7 9.7 6.5

8016.391 4.4 4.4
8131.947 5.9 4.2
8216.564 4.2 4.8
8272.897 2.8 4.3

8404.861 6.5 4.8

8465.570 2.9 4.1
8537.607 3.4 3.9
8654.492 5.6 4.6

8729.967 3.5 3.9
8783.175 2.5 3.8
8905.764 5.7 4.3
9084.060 8.3 5.0

7966.392 3.5 3.9
8043.212 3.9 3.5
8164.863 6.2 4.8
8206.269 2.0 3.9

8289.394 4.1 4.1
8402.717 5.6 4.5
8463.426 2.9 3.7
8584.999 5.9 4.6

8680.265 4.5 4.7
8764.868 4.0 4.3
8861.769 4.5 4.7
9000.543 6.4 4.8

49.283 40.919
88.306 55.429
51 .336 55.452
66.102 63.757

117.319 80.766
60.914 73.918
73.069 79.351
69.374 80.169

48.073 62.858
13.101 50.904
39.096 42.411
80.878 45.287

2000 1
2

9752.7 8.3 7.1
9942.9 8.0 8.2

Consumption
Percent change

Billions Annual Year
of 1996 $ rate ago

9191.804 4.8 5.3
9311.502 5.3 6.0

Durables Consump~on
Percent change

Billions Annual Year
of 1996 $ rate ago

9148.034 6.7 5.4
9227.266 3.5 5.3

P~vateFixed Investment
Percent change

Billions Annual Year
of 1996 $ rate ago

36.634 42.427
79.272 58.970

Nonresidential Fixed Investment
Percent change

Billions Annual Year
of 1996 $ rate ago

1996
1997
1998
1999

5237.499 3.2
5423.902 3.6
5678.654 4.7
5978.815 5.3

616.475 5.6
657.347 6.6
727.268 10.6
817.779 12.4

1212.696 9.3
1328.630 9.6
1485.274 11.8
1621.375 9.2

899.433 10.0
1009.344 12.2
1140.256 13.0
1255.285 10.1

1997 1
2

3
4

5350.681 4.5 3.4
5375.664 1.9 2.8
5462.083 6.6 4.0
5507.125 3.3 4.1

641.473 10.5 6.6
636.510 —3.1 2.6
670.509 23.1 8.5
680.890 6.3 8.8

1275.405 8.3 9.5
1311.094 11.7 8.9
1356.728 14.7 10.2
1371.305 4.4 9.7

960.756 10.9 11.5
992.659 14.0 12.1

1036.974 19.1 13.4
1046.985 3.9 11.8

1998 1
2
3
4

5572.385 4.8 4.1
5651.576 5.8 5.1
5710.969 4.3 4.6
5779.790 4.9 5.0

696.376 9.4 8.6
719.352 13.9 13.0
726.670 4.1 8.4
766.673 23.9 12.6

1427.367 17.4 11.9
1477.585 14.8 12.7
1496.394 5.2 10.3
1539.748 12.1 12.3

1095.977 20.1 14.1
1136.398 15.6 14.5
1146.336 3.5 10.5
1182.332 13.2 12.9

1999 1
2
3
4

5860.238 5.7 5.2
5940.214 5.6 5.1
6013.801 5.0 5.3
6101.005 5.9 5.6

782.677 8.6 12.4
810.480 15.0 12.7
826.150 8.0 13.7
851.802 13.0 11.1

1574.043 9.2 10.3
1607.125 8.7 8.8
1637.758 7.8 9.4
1666.560 7.2 8.2

1209.432 9.5 10.4
1237.494 9.6 8.9
1272.464 11.8 11.0
1301.758 9.5 10.1

2000 1 6213.455 7.6 6.0 898.223 23.6 14.8 1730.930 16.4 10.0 1365.267 21.0 12.9
2 6258.183 2.9 5.4 886.725 —5.0 9.4 1776,418 10.9 10.5 1412.631 14.6 14.2
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GDP Chain Price Index
Percent change
Annual Year

Index rate ago

Employment Cost Index
Percent change
Annual Year

Index rate ago

ECI: ~Nages
Percent change
Annual Year

Index rate ago

ECI: Benefits
Percent change
Annual Year

Index rate ago

1996
1997
1998
1999

100.000 1.9
101.950 2.0
103.230 1.3
104.770 1.5

129.3 2.8
133.3 3.1
138.0 3.5
142.4 3.2

126.0 3.3
130.4 3.5
135.7 4.0
140.2 3.4

137.4 1.8
140.2 2.0
143.6 2.5
147.6 2.8

1997 1
2

3
4

1998 1
2
3
4

101.360 2.9 2.0
101.820 1.8 2.1
102.120 1.2 1.9
102.490 1.5 1.8

102.750 1.0 1.4
103.040 1.1 1.2
103.420 1.5 1.3
103.690 1.0 1.2

131.6 3.1 2.9
132.7 3.4 2.9
133.7 3.0 3.0
135.1 4.3 3.4

136.2 3.3 3.5
137.3 3.3 3.5
138.8 4.4 3.8
139.7 2.6 3.4

128.5 3.5 3.3
129.7 3.8 3.3
131.0 4.1 3.6
132.4 4.3 3.9

133.7 4.0 4.0
134.9 3.6 4.0
136.5 4.8 4.2
137.5 3.0 3.9

138.9 1.2 2.0
139.7 2.3 2.0
140.4 2.0 2.0
141.6 3.5 2.2

142.2 1.7 2.4
143.2 2.8 2.5
144.1 2.5 2.6
144.9 2.2 2.3

1999 1
2

3
4

2000 1
2

104.250 2.2 1.5
104.630 1.5 1.5
104.900 1.0 1.4
105.310 1.6 1.6

106.170 3.3 1.8
106.850 2.6 2.1

Expods
Percent change

Billions Annual Year
of 1996 $ rate ago

140.3 1.7 3.0
141.8 4.3 3.3
143.1 3.7 3.1
144.5 4.0 3.4

146.6 5.9 4.5
148.2 4.4 4.5

lmpo~s
Percent change

Billions Annual Year
of 1996 $ rate ago

138.1 1.8 3.3
139.7 4.7 3.6
140.9 3.5 3.2
142.2 3.7 3.4

143.9 4.9 4.2
145.4 4.2 4.1

Nonf arm Output per Hour
Percent chanee
Annual Year

Index rate ago

145.4 1.4 2.3
146.8 3.9 2.5
148.2 3.9 2.8
149.9 4.7 3.5

153.4 9.7 5.5
155.3 5.0 5.8

Nont arm Compensatioi~Hr
Percent change
Annual Year

Index rate ago

1996
1997
1998
1999

874.163 8.2
981.458 12.3

1003.557 2.3
1032.963 2.9

963.128 8.6
1094.778 13.7
1224.579 11.9
1355.333 10.7

105.4 2.5
107.3 1.8
110.2 2.7
113.4 2.9

109.8 3.0
112.9 2.8
118.6 5.0
124.4 4.9

1997 1
2
3
4

940.346 7.5 11.1
979.229 17.6 13.9

1004.186 10.6 15.8
1002.071 —0.8 8.5

1034.322 15.3 12.3
1079.801 18.8 13.6
1123.758 17.3 14.3
1141.230 6.4 14.3

106.1 0.8 1.4
107.1 3.8 1.4
108.0 3.4 2.4
108.1 0.4 2.1

111.7 2.2 3.0
112.0 1.1 2.4
113.0 3.6 2.4
114.7 6.2 3.2

1998 1
2

3
4

1004.509 1.0 6.8
996.826 —3.0 1.8
988.775 —3.2 —1.5

1024.117 15.1 2.2

1179.803 14.2 14.1
1216.575 13.1 12.7
1232.900 5.5 9.7
1269.017 12.2 11.2

109.3 4.5 3.0
109.8 1.8 2.5
110.3 1.8 2.1
111.2 3.3 2.9

116.4 6.1 4.2
117.9 5.3 5.3
119.4 5.2 5.7
120.8 4.8 5.3

1999 1
2
3
4

1003.277 —7.9 —0.1
1017.613 5.8 2.1
1042.588 10.2 5.4
1068.376 10.3 4.3

1283.060 4.5 8.8
1332.170 16.2 9.5
1385.190 16.9 12.4
1420.903 10.7 12.0

112.0 2.9 2.5
112.1 0.4 2.1
113.6 5.5 3.0
115.8 8.0 4.1

122.1 4.4 4.9
123.6 5.0 4.8
125.2 5.3 4.9
126.5 4.2 4.7

2000 1 1084.819 6.3 8.1 1461.653 12.0 13.9 116.3 1.7 3.8 127.8 4.2 4.7
2 1119.680 13.5 10.0 1528.272 19.5 14.7 117.9 5.6 5.2 129.4 5.1 4.7
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Nonfarm Aggregate Hours
Perceotctian~

Monthly Annual
Index rate rate

Household Survey Employment
~ntchane

Annual Year
Thousands Change rate ago

Nont arm Payr~IEmployment
Percent chance

Annual Year
Thousands Change rate ago

Year
ago

1995

1996
1997

1998
1999

124908 1837 1.5

126715 1807 1.4

129565 2850 2.2

131463 1898 1.5

133492 2030 1.5

117188 3053 2.7

119597 2409 2.1

122677 3080 2.6

125845 3168 2.6

128772 2926 2.3

133.4 2.7

136.6 2.4

141.4 3.5

145.2 2.7

148.3 2.1

1998 1
2
3
4

1999 1
2
3
4

2000 1
2

130861 413 1.3 1.8

131256 394 1.2 1.5

131526 270 0.8 1.2

132208 682 2.1 1.3

133077 869 2.7 1.7

133214 137 0.4 1.5

133526 312 0.9 1.5

134153 626 1.9 1.5

135247 1095 3.3 1.6
135200 —47 —0.1 1.5

124748 793 2.6 2.7

125486 737 2.4 2.6

126180 695 2.2 2.6

126967 787 2.5 2.4

127800 833 2.6 2.4

128430 630 2.0 2.3

129073 644 2.0 2.3
129783 710 2.2 2.2

130626 843 2.6 2.2
131543 917 2.8 2.4

144.2 0.8 3.1 3,3

144.7 0.4 1.5 2.6

145.5 0.5 2.0 2.5

146.4 0.7 2.7 2.3

147.1 0.5 1.9 2.0
147.8 0.5 1.9 2.1

148.5 0.5 1.8 2.1

149.6 0.7 2.9 2.1

150.7 0.8 3.2 2.4
151.1 0.3 1.1 2.2

1998 Jul

Aug
Sep

Oct
Nov
Dec

131274 40 0.4 1.1
131381 107 1.0 1.1
131922 541 5.1 1.5

131950 28 0.3 1.4
132156 206 1.9 1.2

132517 361 3.3 1.4

125847 99 0.9 2.5
126225 378 3.7 2.7
126469 244 2.3 2.5

126677 208 2.0 2.4
126939 262 2.5 2.4

127286 347 3.3 2.4

145.2 0.2 2.5 2.5
145.6 0.3 3.4 2.7
145.6 0.0 0.0 2.2

146.2 0.4 5.1 2.4
146.3 0.1 0.8 2.2

146.8 0.3 4.2 2.4

1999 Jan
Feb
Mar

Apr

May
Jun

Jul

Aug

Sep

Oct
Nov

Dec

133225 708 6.6 1.8
133029 —196 —1.8 1.6
132976 —53 —0.5 1.6

133054 78 0.7 1.4

133190 136 1.2 1.5

133398 208 1.9 1.6

133399 1 0.0 1.6

133530 131 1.2 1.6

133650 120 1.1 1.3

127463 177 1.7 2.3
127883 420 4.0 2.5
128054 171 1.6 2.5

128282 228 2.2 2.5

128377 95 0.9 2.3

128630 253 2.4 2.3

128898 268 2.5 2.4

129057 159 1.5 2.2

129265 208 2.0 2.2

146.8 0.0 0.0 1.7
147.5 0.5 5.9 2.3
147.1 —0.3 —3.2 2.1

147.7 0.4 5.0 2.4

147.6 —0.1 —0.8 1.7

148.2 0.4 5.0 2.3

148.5 0.2 2.5 2.3

148.4 —0.1 —0.8 1.9
148.6 0.1 1.6 2.1

133940 290 2.6 1.5
134098 158 1.4 1.5

134420 322 2.9 1.4

129523 258 2.4 2.2
129788 265 2.5 2.2

130038 250 2.3 2.2

149.3 0.5 5.8 2.1
149.6 0.2 2.4 2.3

149.8 0.1 1.6 2.0

2000 Jan 135221 801 7.4 1.5 130387 349 3.3 2.3 150.6 0.5 6.6 2.6
Feb 135362 141 1.3 1.8 130482 95 0.9 2.0 150.6 0.0 0.0 2.1
Mar 135159 —203 —1.8 1.6 131009 527 5.0 2.3 151.0 0.3 3.2 2.7

Apr 135706 547 5.0 2.0 131419 410 3.8 2.4 151.7 0.5 5.7 2.7

May 134715 —991 —8.4 1.1 131590 171 1.6 2.5 150.5 —0.8 —9.1 2.0
Jun 135179 464 4.2 1.3 131620 30 0.3 2.3 151.2 0.5 5.7 2.0

Jul 134749 —430 —3.8 1.0 131512 —108 —1.0 2.0 151.3 0.1 0.8 1.9

Federal Reserve Bankof St. Louis
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Unempl~
Rate

Billions

RetailSales
Percent change

Industrial Production
Percent change Treasui’j

YieldsMonthly! Annual YearMonthly! Annual Year
of dollars quarterly rate ago Index quarterly rate ago 3—mo 10—yr

1995

1996
1997

1998
1999

5.6

5.4

4.9

4.5
4.2

2361.343 5.1

2496.503 5.7

2612.931 4.7

2745.714 5.1
2994.017 9.0

114.418 4.9

119.445 4.4

126.953 6.3

132.365 4.3

136.980 3.5

5.49 6.58
5.01 6.44

5.06 6.35

4.78 5.26

4.64 5.64

1998 1
2

3
4

1999 1
2

3
4

2000 1

2

4.7

4.4
4.5

4.4

4.3

4.3

4.2
4.1

4.1

4.0

668.657 0.9 3.8 3.4

684.020 2.3 9.5 6.1
686.919 0.4 1.7 4.2

706.118 2.8 11.7 6.6

723.050 2.4 9.9 8.1

739.876 2.3 9.6 8.2

757.015 2.3 9.6 10.2
774.076 2.3 9.3 9.6

799.014 3.2 13.5 10.5

803.087 0.5 2.1 8.5

130.897 0.6 2.4 5.7

131.856 0.7 3.0 4.8

132.811 0.7 2.9 3.8
133.895 0.8 3.3 2.9

134.569 0.5 2.0 2.8

136.109 1.1 4.7 3.2

137.721 1.2 4.8 3.7
139.521 1.3 5.3 4.2

141.724 1.6 6.5 5.3

144.248 1.8 7.3 6.0

5.05 5.59

4.98 5.60

4.82 5.20
4.26 4.67

4.41 4.98

4.45 5.54

4.65 5.88
5.04 6.14

5.52 6.48
5.71 6.18

1998 Aug
Sep

Oct
Nov
Dec

4.5

4.5

4.5
4.4

4.4

228.078 —0.1 —0.8 3.6

230.610 1.1 14.2 4.7

233.751 1.4 17.6 6.3
235.251 0.6 8.0 6.5

237.116 0.8 9.9 6.9

133.593 1.8 23.2 4.4

133.548 —0.0 —0.4 3.7

134.108 0.4 5.1 3.5

133.777 —0.2 —2.9 2.8

133.801 0.0 0.2 2.5

4.90 5.34

4.61 4.81

3.96 4.53

4.42 4.83
4.39 4.64

1999 Jan

Feb
Mar

4.3

4.4

4.2

239.154 0.9 10.8 7.7

241.580 1.0 12.9 8.5

242.316 0.3 3.7 8.2

134.052 0.2 2.3 2.4

134.509 0.3 4.2 2.9

135.147 0.5 5.8 3.1

4.34 4.72

4.44 5.00

4.44 5.23

Apr

May
Jun

Jul

Aug

Sep

4.3

4.2

4.3

4.3

4.2

4.2

244.556 0.9 11.7 8.1

247.325 1.1 14.5 8.6

247.995 0.3 3.3 7.8

250.237 0.9 11.4 9.6

253.030 1.1 14.2 10.9

253.748 0.3 3.5 10.0

135.472 0.2 2.9 2.9

136.215 0.5 6.8 2.9

136.639 0.3 3.8 3.9

137.363 0.5 6.5 4.6

137.736 0.3 3.3 3.1

138.064 0.2 2.9 3.4

4.29 5.18
4.50 5.54

4.57 5.90

4.55 5.79

4.72 5.94

4.68 5.92

Oct
Nov

Dec

4.1

4.1

4.1

254.959 0.5 5.9 9.1

257.489 1.0 12.6 9.5

261.628 1.6 21.1 10.3

139.056 0.7 9.0 3.7

139.433 0.3 3.3 4.2

140.075 0.5 5.7 4.7

4.86 6.11

5.07 6.03

5.20 6.28

2000 Jan
Feb
Mar

4.0

4.1
4.1

263.493

267.164
268.357

0.7

1.4
0.4

8.9

18.1
5.5

10.2

10.6
10.7

141.117

141.635
142.419

0.7

0.4

0.6

9.3

4.5

6.8

5.3

5.3

5.4

5.32

5.55

5.69

6.66

6.52

6.26

Apr
May

Jun

3.9
4.1

4.0

267.119
267.417

268.551

—0.5
0.1

0.4

—5.4
1.3

5.2

9.2
8.1

8.3

143.528
144.434

144.782

0.8
0.6

0.2

9.8
7.8

2.9

5.9

6.0
6.0

5.66

5.79
5.69

5.99

6.44
6.10

Jul
Aug

4.0 270.552 0.7 9.3 8.1 145.319 0.4 4.5 5.8 5.96
6.09

6.05
5.83
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1999 Jan

Feb
Mar

Apr

May
Jun

Jul

Aug

Sep

Oct
Nov
Dec

165.1 0.2 2.2 1.8 1.7

166.2 0.7 8.3 2.3 3.3

166.2 0.0 0.0 2.1 2.6

166.2 0.0 0.0 2.0 2.2

166.7 0.3 3.7 2.1 2.4

167.2 0.3 3.7 2.3 2.6

167.8 0.4 4.4 2.6 2.8

168.1 0.2 2.2 2.6 2.7
168.4 0.2 2.2 2.6 2.7

168.8 0.2 2.9 2.7 2.7

169.1 0.2 2.2 2.7 2.2

170.0 0.5 6.6 3.2 4.3

171.2 0.7 8.8 3.7 5.8

171.2 0.0 0.0 3.0 4.3
171.3 0.1 0.7 3.1 3.6

172.3 0.6 7.2 3.7 4.2

172.7 0.2 2.8 3.6 4.0

175.8 0.2 2.1 2.3 2.1

175.8 0.0 0.0 2.1 1.0
176.1 0.2 2.1 2.1 1.4

176.7 0.3 4.2 2.2 2.1

176.8 0.1 0.7 2.0 1.8

177.0 0.1 1.4 2.0 1.7

177.4 0.2 2.7 2.1 1.9

177.5 0.1 0.7 1.9 1.7

178.1 0.3 4.1 2.1 2.0

178.4 0.2 2.0 2.1 2.0

178.7 0.2 2.0 2.1 2.0

178.9 0.1 1.4 1.9 1.9

179.2 0.2 2.0 1.9 2.0

179.5 0.2 2.0 2.1 2.0

180.3 0.4 5.5 2.4 3.2

180.6 0.2 2.0 2.2 2.9
180.9 0.2 2.0 2.3 2.7

181.2 0.2 2.0 2.4 2.6

181.6 0.2 2.7 2.4 2.6

09101100

131.6 0.4 4.7 0.8

131.1 —0.4 —4.5 0.5

131.6 0.4 4.7 0.8

132.2 0.5 5.6 1.2
132.3 0.1 0.9 1.4

132.4 0.1 0.9 1.5

132.7 0.2 2.8 1.5

133.5 0.6 7.5 2.4

134.6 0.8 10.3 3.1

134.6 0.0 0.0 2.7

134.7 0.1 0.9 3.0

134.9 0.1 1.8 2.9

135.0 0.1 0.9 2.6

136.5 1.1 14.2 4.1

137.5 0.7 9.2 4.5

137.3 —0.1 —1.7 3.9

137.3 0.0 0.0 3.8
138.1 0.6 7.2 4.3

138.1 0.0 0.0 4.1

NationalEconomicTrends

Consumer Price Index
Percent change

Monthly! Annual Year Year
Index quarterly rate ago to date

Consumer Price Index
less Food and Energy

Percent chance
Monthly! Annual Year Year

Index quarterly rate ago to date

Producer Price Index
Finished Goods

Percgnt change
Monthly! Annual Year

Index quarterly rate ago

1995
1996
1997
1998
1999

152.5 2.8
157.0 2.9

160.6 2.3

163.1 1.6
166.7 2.2

161.4 3.0
165.8 2.7

169.7 2.4

173.7 2.3
177.3 2.1

127.9 1.9
131.3 2.6

131.8 0.4

130.7 —0.9

133.0 1.8

1998 1
2

3
4

1999 1

2

3
4

2000 1

2

162.1 0.2 1.0 1.5 1.0

162.8 0.4 1.7 1.6 1.3

163.5 0.4 1.7 1.6 1.5

164.2 0.4 1.7 1.5 1.5

164.9 0.4 1.7 1.7 1.7
166.2 0.8 3.3 2.1 2.5

167.2 0.6 2.5 2.3 2.5

168.4 0.7 2.9 2.6 2.6

170.1 1.0 4.0 3.2 4.0

171.6 0.9 3.6 3.2 3.8

172.2 0.7 2.7 2.3 2.7

173.2 0.6 2.5 2.2 2.6

174.2 0.5 2.2 2.4 2.5
175.1 0.5 2.1 2.4 2.4

175.9 0.5 1.9 2.2 1.9
176.8 0.5 2.1 2.1 2.0

177.7 0.5 1.9 2.0 2.0

178.7 0.6 2.3 2.1 2.1

179.7 0.6 2.3 2.1 2.3
180.9 0.7 2.8 2.3 2.5

130.6 —0.8 —3.0 —1.6

130.5 —0.0 —0.1 —0.7

130.6 0.1 0.2 —0.6

131.0 0.3 1.1 —0.5

131.4 0.4 1.4 0.7
132.3 0.7 2.7 1.4

133.6 1.0 4.0 2.3

134.7 0.8 3.4 2.9

136.3 1.2 4.8 3.7

137.6 0.9 3.7 4.0

1998 Jul
Aug
Sep

Oct
Nov
Dec

163.3 0.2 2.2 1.7 1.6

163.5 0.1 1.5 1.7 1.6

163.6 0.1 0.7 1.4 1.5

163.9 0.2 2.2 1.4 1.6

164.2 0.2 2.2 1.5 1.6

164.4 0.1 1.5 1.6 1.6

173.8 0.2 2.1 2.2 2.5

174.2 0.2 2.8 2.5 2.6

174.5 0.2 2.1 2.4 2.5

174.7 0.1 1.4 2.3 2.4

175.0 0.2 2.1 2.3 2.4

175.5 0.3 3.5 2.5 2.5

130.8 0.2 2.8 —0.2

130.4 —0.3 —3.6 —0.8
130.6 0.2 1.9 —0.9

131.0 0.3 3.7 —0.7
130.8 —0.2 —1.8 —0.6

131.1 0.2 2.8 —0.1

164.7 0.2 2.2

164.8 0.1 0.7

1.7 2.2

1.7 1.5

2000 Jan
Feb
Mar

Apr

May
Jun

Jul
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Notes
Pages 4, 5: Final sales is gross domestic product (GDP) minus change
in private inventories.  Advance, preliminary, and final GDP growth
rates are released during the first, second, and third months of the
following quarter.  Changes result from incorporation of more complete
information.  Real GDP is measured in 1996 dollars.  The Purchasing
Managers’ Index is a weighted average of diffusion indexes for new
orders, production, supplier deliveries, inventories, and employment.
The National Association of Purchasing Management (NAPM) surveys
over 300 firms in 20 manufacturing industries, weighting responses by
industry share of GDP.  Aggregate and average weekly hours are
paid hours of production and nonsupervisory employees.  The inven-
tory-sales ratio uses nominal (current-dollar) inventory and sales data.

Page 6: Beginning with the October 1999 comprehensive revision to
the National Income and Product Accounts (NIPA), a new formula is
used to calculate the contribution  of a component to the overall GDP
growth rate. The new formula produces estimates roughly equivalent to
the old formula.  For more information, see the October 1999 issue of
the Survey of Current Business, p. 16.  The sign is changed for im-
ports.

Page 7: Ten-year Treasury yields are adjusted to constant maturity.
Three-month yields are secondary market averages, but all rates used in
the yield curves are adjusted to constant maturity.  Standard and
Poor’s 500 Index with Reinvested Dividends shows the total return:
capital gains plus dividends.

Pages 8,9: Oil prices are monthly averages of daily spot prices for
West Texas intermediate crude (Wall Street Journal).  Consumer price
index is for all urban consumers.  The consumption chain price index
is the index associated with the personal consumption expenditures
component of GDP.  The Employment Cost Index (ECI)  covers pri-
vate nonfarm employers.  ECI compensation refers to a fixed sample
of jobs, while compensation per hour covers all workers in the non-
farm business sector in a given quarter.  In both cases, compensation is
wages and salaries plus benefits.

Pages 10,11: Nonfarm payroll employment is counted in a survey of
about 390,000 establishments (Current Employment Survey).  It ex-
cludes self-employed individuals and workers in private households,
but double-counts individuals with more than one job.  The household
survey (Current Population Survey) of about 50,000 households pro-
vides estimates of civilian employment, unemployment rate, labor force
participation rate, and employment-population ratio.  Population is
civilian, noninstitutional, 16 years and over.  New population controls
introduced in January 2000 affect levels and growth rates of  household
survey employment, labor force and population.  The unemployment
rate and other series were minimally affected.  90 percent confidence
intervals for the unemployment rate (± 0.2 percentage points) and
change in household survey employment (± 376,000) measure uncer-
tainty due to sample size.  The available labor supply is the sum of the
unemployed and those persons not in the labor force but who want to
work now.  The household survey was significantly changed in January
1994, so care should be exercised in making short-term comparisons
around this date, particularly with the duration data shown on page 10.

Pages 13: The Michigan consumer sentiment index shows changes in
a summary measure of consumers’ answers to five questions about their
current and expected financial situation, expectations about future
economic conditions, and attitudes about making large purchases.  The
survey is based on a representative sample of U.S. households.

Pages 14, 15: Overall gross saving includes government saving, which
is the sum of the government surplus and capital consumption (see
notes for pages 16 and 17).  Net foreign investment (NFI) is U.S.
investment abroad minus foreign investment in the U.S.  Aside from a
statistical discrepancy, NFI also equals the difference between gross
domestic investment and saving.  The comprehensive revision intro-
duced the equipment & software component of business investment.

Pages 16, 17: Government consumption and investment is current
expenditures on goods and services, including capital consumption
(depreciation) and gross investment, as reported in the NIPAs. The
unified federal budget deficit differs from NIPA basis in four main
ways:  (1) NIPA excludes transactions involving existing assets; (2)
NIPA outlays exclude government investment and include consumption
of government capital, while unified budget outlays do the reverse; (3)
NIPA accounts exclude Puerto Rico and U.S. territories;  and (4) vari-
ous timing issues are handled differently.  Outlays and receipts are
from the NIPAs, except as noted.  Since 1977, the federal fiscal year
starts on October 1.  Excluded agency debt was 0.6 percent of federal
debt at the end of fiscal 1997.  Federal debt held by the public in-
cludes holdings of the Federal Reserve System and excludes holdings
of the social security and other federal trust funds.  Federal grants in aid
to state and local governments appear in both state and local receipts
and federal outlays.

Pages 18, 19: The trade balance (shown on a balance of payments
basis) is the difference between exports and imports of goods (mer-
chandise) and services.  It is nearly identical in concept to the net ex-
ports component of GDP, but differs slightly in accounting details.
The investment income balance equals income received from U.S.-
owned assets in other countries minus income paid on foreign-owned
assets in the U.S.  The investment income balance is nearly identical in
concept to the difference between gross national product and gross
domestic product, but differs in accounting details.  The current ac-
count balance is the trade balance plus the balance on investment
income plus net unilateral transfers to the U.S. from other countries.

Pages 20, 21: Output per hour (Y/H), unit labor cost (C/Y), and
compensation per hour (C/H) are indexes which approximately obey
the following relationship:  %(Y/H) + %(C/Y) = %(C/H) with %()
meaning percent changes.  Unit labor cost is shown on page 9.  Real
compensation per hour uses the CPI to adjust for the effects of infla-
tion.  Nonfarm business accounted for about 76 percent of the value of
GDP in 1996, while nonfinancial corporations accounted for about 54
percent.  Inventory valuation adjustments (IVA) remove the effect of
changes in the value of existing inventories from corporate profits and
proprietors’ income. (This change in value does not correspond to
current production and therefore is not part of GDP).  Capital con-
sumption adjustments (CCAdj) increase profits and proprietors’
income by the difference between estimates of economic depreciation
and depreciation allowed by the tax code.  Components of national
income not shown are rental income of persons and net interest.

Sources
Bureau of Economic Analysis (BEA), U.S. Dept. of Commerce

National income and product accounts, international trade and in-
vestment data (except by country), auto and light truck sales

Census Bureau, U.S. Dept. of Commerce
Inventory-sales ratios, retail sales, capital goods orders, housing
starts, exports and imports by country

Bureau of Labor Statistics (BLS), U.S. Dept. of Labor
All employment-related data, employment cost index, consumer and
producer price indexes, unit labor cost, output per hour, compensa-
tion per hour, multifactor productivity

United States Department of Treasury
Unified budget receipts, outlays, deficit, debt

Federal Reserve Board
Index of industrial production, treasury yields, exchange rates, capac-
ity utilization, household debt

The Survey Research Center, The University of Michigan
Consumer sentiment index

The Conference Board
Help-wanted advertising index

Organization for Economic Cooperation and Development (OECD)
GDP for major trading partners (not available on FRED)
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