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Expected Stock Market
Returns and Business
Investment

Most financial economists would agree that expected
stock returns vary somewhat across time. Of course, this
variation in expected returns explains only a small fraction
of the variation in actual returns. Consequently, attempting
to time the market remains a risky endeavor and many
risk-averse investors favor buy-and-hold investing. Business
investment projects, on the other hand, are unavoidably
“lumpy” by nature and firms have strong incentives to
wait for the most profitable periods to invest in irreversible,
large-scale projects. Do we see any evidence that business
investment keys off expected stock market returns, and, if
so, what is the current outlook for business investment? 

Recently, Lettau and Ludvigson (2001) showed that
the deviation of consumption from aggregate wealth, which
they label as the consumption-wealth ratio, is a useful
indicator of expected stock returns, especially long-lasting
shifts in expected returns.1 Their measure of aggregate
wealth includes both financial assets and the present value
of labor income. The predictive ability of the consumption-
wealth ratio is consistent with the economic theory that
views consumption as a forward-looking variable. If
investors foresee higher stock returns in the future, they
will boost their consumption now to smooth consumption.
Therefore, a high (low) level of the consumption-wealth
ratio indicates high (low) expected stock returns in the
future.

Like consumption decisions, business investment is
also forward-looking with respect to expected returns to
capital. If expected returns shift upward, new capital put
in place now is expected to garner those high returns. It
follows that movements in the consumption-wealth ratio
should presage movements in business investment because
the consumption-wealth ratio contains information about
expected stock returns. Lettau and Ludvigson (2002) show
that this relationship is present in the post-World War II
data.2 The accompanying chart demonstrates their main
results. The thin dashed line is the consumption-wealth

ratio and the thick solid line is the average growth rate of
fixed, private nonresidential investment in the three subse-
quent years. In general, a high level of the consumption-
wealth ratio is associated with high rates of future invest-
ment and the coefficient of correlation between these two
variables is about 0.40. The business cycle, highlighted
with recession bars in the chart, appears to be a significant
source of variation in expected stock market returns. 

The correlation between the consumption-wealth ratio
and business investment appears particularly strong in
the last decade. Relatively high levels of the consumption-
wealth ratio in the early 1990s preceded dramatic increases
in both stock market prices and business investment in the
subsequent years. Later in the 1990s, however, consump-
tion did not rise at the same pace that financial wealth
increased and the consumption-wealth ratio fell to an
unusually low level. With this signal of low expected
returns, investment and stock prices began to retreat in
early 2000 and the economy eventually went into recession
in the first quarter of 2001. At present, the consumption-
wealth ratio is substantially above its recent trough, but it
is still not at a level that suggests that business investment
will be a strong driver of a new economic expansion.

—Hui Guo

1Lettau, Martin and Ludvigson, Sydney. “Consumption, Aggregate Wealth, and
Expected Stock Returns.” Journal of Finance, June 2001, 56(3), pp. 815-49.
2Lettau, Martin and Ludvigson, Sydney. “Time-Varying Risk-Premia and the
Cost of Capital: An Alternative Implication of the q Theory of Investment.”
Journal of Monetary Economics, January 2002, 49(1), pp. 31-66.
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Consumption-Wealth Ratio and Forward 3-Year
Moving Average of Investment Growth Rate

NOTE: The last observation of investment (thick solid line) is 1999:Q1, which is
the average growth rate over the period from 1999:Q2 to 2002:Q1. The last
observation of the consumption-wealth ratio (thin dashed line) is 2001:Q4.
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Final Sales  3.93  2.29  2.41  3.93  0.73 -0.52  3.81  2.74

Change in Inventory  1.76 -0.95 -0.50 -2.61 -0.42 -0.81 -2.16  3.39

Consumption  2.50  2.88  2.14  2.05  1.72  0.67  4.14  2.37

Fixed Investment  1.49  0.44  0.09  0.33 -1.74 -0.97 -1.96 -0.10

    Nonresidential  1.52  0.91  0.13 -0.02 -1.99 -1.08 -1.75 -0.71

    Residential -0.03 -0.47 -0.05  0.35  0.25  0.10 -0.21  0.61

Government  0.78 -0.32  0.58  0.92  0.87  0.05  1.76  1.22

    Federal  0.90 -0.66  0.27  0.19  0.11  0.21  0.66  0.69

    State and Local -0.12  0.34  0.31  0.73  0.76 -0.16  1.10  0.53

Net Exports -0.84 -0.70 -0.39  0.63 -0.12 -0.27 -0.14 -0.75

    Exports  1.42  1.13 -0.46 -0.13 -1.37 -2.13 -1.14  0.28

    Imports -2.26 -1.84  0.07  0.76  1.25  1.86  1.00 -1.03

Residual -0.47  0.22 -0.08  0.39  0.38  0.28  0.54 -0.15

Real GDP Growth  5.69  1.34  1.91  1.32  0.31 -1.33  1.65  6.13

Contribution of Components to Real GDP Growth
Percentage points at compounded annual rates
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1991  716.0  723.8   -7.8 1072.3 1287.6 -215.3 1055.0 1324.4 -269.4

1992  772.2  777.2   -5.0 1121.3 1418.9 -297.6 1091.3 1381.7 -290.4

1993  823.2  821.7    1.5 1197.3 1471.5 -274.2 1154.4 1409.5 -255.1

1994  873.8  865.2    8.6 1293.7 1506.0 -212.3 1258.6 1461.9 -203.3

1995  917.9  902.5   15.4 1383.7 1575.7 -192.0 1351.8 1515.8 -164.0

1996  960.4  939.0   21.4 1499.1 1635.9 -136.8 1453.1 1560.6 -107.5

1997 1011.3  980.3   31.0 1625.5 1678.8  -53.3 1579.3 1601.3  -22.0

1998 1074.4 1033.7   40.7 1749.7 1705.9   43.8 1721.8 1652.6   69.2

1999 1143.8 1101.7   42.1 1872.8 1753.6  119.2 1827.5 1701.9  125.5

2000 1222.6 1189.8   32.8 2046.8 1828.3  218.5 2025.2 1788.8  236.4

2001 1293.3 1275.8   17.5 2028.2 1909.2  119.0 1991.0 1863.9  127.1

1999Q2 1126.5 1090.2   36.3 1849.5 1733.0  116.5  564.4  421.3  143.1

1999Q3 1151.4 1113.1   38.3 1886.9 1754.9  132.0  448.7  418.6   30.1

1999Q4 1178.8 1133.9   44.9 1936.5 1793.4  143.1  443.6  463.9  -20.3

2000Q1 1194.4 1161.2   33.2 2003.0 1790.2  212.8  433.7  448.7  -15.0

2000Q2 1215.5 1180.8   34.7 2042.5 1833.4  209.1  656.0  444.3  211.8

2000Q3 1234.3 1199.5   34.8 2064.3 1834.4  229.9  491.7  431.3   60.4

2000Q4 1246.4 1217.8   28.6 2077.5 1855.0  222.5  462.0  464.3   -2.3

2001Q1 1273.4 1251.1   22.3 2087.4 1882.1  205.3  459.8  482.2  -22.5

2001Q2 1294.3 1273.0   21.3 2091.5 1904.7  186.8  660.3  466.5  193.7

2001Q3 1286.6 1284.7    1.9 1907.1 1920.7  -13.6  409.0  450.9  -41.9

2001Q4 1319.1 1294.3   24.8 2026.7 1929.3   97.4  466.3  503.4  -37.1

2002Q1 1318.2 1308.4    9.8 1925.7 1994.0  -68.3  412.6  509.2  -96.6
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1999 5656.3 1989.1 3667.2  489.0 3175.4 1281.4

2000 5674.2 2235.7 3438.5  511.4 2936.2 1224.9

2001 5807.5 2468.8 3338.7  534.1 2779.7 1170.1

1999 March 5651.6 1857.1 3794.6  465.7 3327.5 1272.3

June 5638.8 1953.6 3685.2  484.9 3199.2 1258.8

September 5656.3 1989.1 3667.2  489.0 3175.4 1281.4

December 5776.1 2060.6 3715.5  478.0 3233.9 1268.7

2000 March 5773.4 2085.4 3688.0  501.7 3182.8 1273.9

June 5685.9 2190.2 3495.7  505.0 2987.4 1249.1

September 5674.2 2235.7 3438.5  511.4 2936.2 1224.9

December 5662.2 2248.7 3413.5  511.7 2880.4 1201.3

2001 March 5773.7 2339.4 3434.4  523.9 2892.9 1196.8

June 5726.8 2452.6 3274.2  535.1 2722.6 1167.4

September 5807.5 2468.8 3338.7  534.1 2779.7 1170.1

December 5943.4 2549.7 3393.8  551.7 2819.5 1218.1

2002 March 6006.0 2562.4 3443.7  575.4 2849.5 1214.1
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1998.  8781.5     .    5.6 8508.933     .    4.3 8431.826     .    4.2     .   76.727

1999.  9268.6     .    5.5 8856.541     .    4.1 8792.031     .    4.3     .   62.106

2000.  9872.9     .    6.5 9223.994     .    4.1 9167.025     .    4.3     .   50.587

2001. 10208.1     .    3.4 9333.808     .    1.2 9376.509     .    2.3     .  -61.650

1999 1  9093.1    4.9    5.4 8733.483    3.1    4.0 8651.156    3.0    4.4   83.378   69.285

. 2  9161.4    3.0    5.3 8771.221    1.7    3.9 8735.136    3.9    4.0   32.737   66.976

. 3  9297.4    6.1    5.5 8871.464    4.7    4.0 8825.577    4.2    4.4   39.558   58.918

. 4  9522.5   10.0    6.0 9049.917    8.3    4.4 8956.256    6.1    4.3   92.749   62.106

2000 1  9668.7    6.3    6.3 9102.499    2.3    4.2 9061.640    4.8    4.7   28.917   48.490

. 2  9857.6    8.0    7.6 9229.385    5.7    5.2 9148.501    3.9    4.7   78.942   60.042

. 3  9937.5    3.3    6.9 9260.091    1.3    4.4 9201.271    2.3    4.3   51.725   63.083

. 4 10027.9    3.7    5.3 9303.923    1.9    2.8 9256.687    2.4    3.4   42.765   50.587

2001 1 10141.7    4.6    4.9 9334.472    1.3    2.5 9347.828    4.0    3.2  -27.113   36.580

. 2 10202.6    2.4    3.5 9341.739    0.3    1.2 9364.795    0.7    2.4  -38.287    7.273

. 3 10224.9    0.9    2.9 9310.408   -1.3    0.5 9352.498   -0.5    1.6  -61.923  -21.140

. 4 10263.3    1.5    2.3 9348.614    1.7    0.5 9440.915    3.8    2.0 -119.277  -61.650

2002 1 10449.8    7.5    3.0 9488.626    6.1    1.7 9501.623    2.6    1.6  -27.746  -61.808

1998. 5683.734     .    4.8  726.658     .   10.5 1479.986     .   11.4 1135.921     .   12.5

1999. 5968.444     .    5.0  817.834     .   12.5 1595.386     .    7.8 1228.634     .    8.2

2000. 6257.816     .    4.8  895.529     .    9.5 1716.207     .    7.6 1350.670     .    9.9

2001. 6450.255     .    3.1  955.598     .    6.7 1682.555     .   -2.0 1307.973     .   -3.2

1999 1 5853.953    4.9    5.0  780.519    7.1   12.7 1558.242    7.1    8.9 1192.630    6.0    8.5

. 2 5936.129    5.7    4.9  809.499   15.7   12.5 1582.823    6.5    7.6 1214.882    7.7    7.3

. 3 6000.026    4.4    5.0  827.161    9.0   13.8 1610.836    7.3    8.4 1244.626   10.2    9.5

. 4 6083.617    5.7    5.2  854.151   13.7   11.3 1629.669    4.8    6.4 1262.408    5.8    7.4

2000 1 6171.712    5.9    5.4  892.126   19.0   14.3 1683.440   13.9    8.0 1309.449   15.8    9.8

. 2 6226.286    3.6    4.9  886.460   -2.5    9.5 1719.215    8.8    8.6 1347.656   12.2   10.9

. 3 6292.122    4.3    4.9  904.104    8.2    9.3 1730.056    2.5    7.4 1371.096    7.1   10.2

. 4 6341.092    3.1    4.2  899.419   -2.1    5.3 1732.106    0.5    6.3 1374.460    1.0    8.9

2001 1 6388.492    3.0    3.5  922.425   10.6    3.4 1740.340    1.9    3.4 1373.911   -0.2    4.9

. 2 6428.402    2.5    3.2  938.115    7.0    5.8 1696.380   -9.7   -1.3 1320.925  -14.6   -2.0

. 3 6443.852    1.0    2.4  940.192    0.9    4.0 1671.592   -5.7   -3.4 1292.018   -8.5   -5.8

. 4 6540.275    6.1    3.1 1021.659   39.4   13.6 1621.908  -11.4   -6.4 1245.040  -13.8   -9.4

2002 1 6593.540    3.3    3.2  996.822   -9.4    8.1 1618.840   -0.8   -7.0 1225.325   -6.2  -10.8

Nominal GDP
  Percent change  

Billions
of $

Annual
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1998.  103.200     .    1.2  138.0     .    3.5  135.6     .    4.0  143.6     .    2.4

1999.  104.660     .    1.4  142.4     .    3.2  140.3     .    3.4  147.6     .    2.8

2000.  107.040     .    2.3  149.0     .    4.6  146.0     .    4.1  156.0     .    5.7

2001.  109.370     .    2.2  155.0     .    4.1  151.4     .    3.7  163.7     .    4.9

1999 1  104.100    1.7    1.3  140.2    1.1    3.0  138.1    1.8    3.3  145.2    0.0    2.2

. 2  104.450    1.4    1.4  141.8    4.6    3.3  139.7    4.7    3.6  146.7    4.2    2.5

. 3  104.810    1.4    1.4  143.1    3.7    3.2  140.9    3.5    3.2  148.2    4.2    2.8

. 4  105.280    1.8    1.6  144.6    4.3    3.4  142.3    4.0    3.5  150.2    5.5    3.4

2000 1  106.250    3.7    2.1  146.6    5.6    4.6  143.9    4.6    4.2  153.1    7.9    5.4

. 2  106.810    2.1    2.3  148.3    4.7    4.6  145.4    4.2    4.1  155.1    5.3    5.7

. 3  107.310    1.9    2.4  149.8    4.1    4.7  146.7    3.6    4.1  157.0    5.0    5.9

. 4  107.780    1.8    2.4  151.1    3.5    4.5  147.9    3.3    3.9  158.8    4.7    5.7

2001 1  108.650    3.3    2.3  152.8    4.6    4.2  149.4    4.1    3.8  160.8    5.1    5.0

. 2  109.220    2.1    2.3  154.3    4.0    4.0  150.9    4.1    3.8  162.5    4.3    4.8

. 3  109.830    2.3    2.3  155.7    3.7    3.9  152.0    2.9    3.6  164.7    5.5    4.9

. 4  109.800   -0.1    1.9  157.3    4.2    4.1  153.4    3.7    3.7  166.8    5.2    5.0

2002 1  110.140    1.2    1.4  158.7    3.6    3.9  154.8    3.7    3.6  168.6    4.4    4.9

1998. 1002.420     .    2.1 1223.500     .   11.8 110.3     .    2.6  119.2     .    5.4

1999. 1034.852     .    3.2 1351.721     .   10.5 112.9     .    2.4  124.4     .    4.4

2000. 1133.204     .    9.5 1532.260     .   13.4 116.6     .    3.3  132.5     .    6.5

2001. 1081.691     .   -4.5 1490.433     .   -2.7 118.8     .    1.9  140.1     .    5.7

1999 1 1007.560   -6.8    0.4 1290.592    8.4    9.0 112.2    2.5    2.4  122.2    3.7    4.5

. 2 1018.015    4.2    2.5 1331.390   13.3    9.5 111.8   -1.4    1.8  123.5    4.3    4.1

. 3 1041.766    9.7    5.5 1375.106   13.8   11.9 112.7    3.3    2.2  125.1    5.3    4.2

. 4 1072.056   12.1    4.5 1409.808   10.5   11.5 114.8    7.7    3.0  126.6    4.9    4.5

2000 1 1095.457    9.0    8.7 1466.565   17.1   13.6 114.8    0.0    2.3  128.7    6.8    5.3

. 2 1130.581   13.5   11.1 1523.380   16.4   14.4 116.7    6.8    4.4  131.2    8.0    6.2

. 3 1159.306   10.6   11.3 1570.554   13.0   14.2 117.2    1.7    4.0  133.6    7.5    6.8

. 4 1147.470   -4.0    7.0 1568.541   -0.5   11.3 117.8    2.1    2.6  136.5    9.0    7.8

2001 1 1144.061   -1.2    4.4 1548.585   -5.0    5.6 117.8    0.0    2.6  138.1    4.8    7.3

. 2 1108.299  -11.9   -2.0 1515.039   -8.4   -0.5 118.4    2.1    1.5  139.7    4.7    6.5

. 3 1052.230  -18.8   -9.2 1463.194  -13.0   -6.8 118.7    1.0    1.3  141.0    3.8    5.5

. 4 1022.176  -10.9  -10.9 1434.916   -7.5   -8.5 120.3    5.5    2.1  141.8    2.3    3.9

2002 1 1029.318    2.8  -10.0 1463.791    8.3   -5.5 122.8    8.6    4.2  142.8    2.9    3.4
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1997. 129572   2852     .    2.3  122671   3082     .    2.6  141.4     .     .    3.5

1998. 131472   1900     .    1.5  125851   3180     .    2.6  145.2     .     .    2.7

1999. 133503   2031     .    1.5  128904   3053     .    2.4  148.4     .     .    2.2

2000. 135219   1716     .    1.3  131719   2814     .    2.2  151.3     .     .    2.0

2001. 135043   -176     .   -0.1  131925    207     .    0.2  150.2     .     .   -0.8

2000 1 134995    703    2.1    1.6  130995    882    2.7    2.5  150.9    0.6    2.5    2.7

. 2 135246    251    0.7    1.5  131819    824    2.5    2.6  151.3    0.3    1.1    2.3

. 3 134987   -259   -0.8    1.1  131876     57    0.2    2.1  151.5    0.1    0.4    1.9

. 4 135649    662    2.0    1.0  132185    309    0.9    1.6  151.6    0.1    0.4    1.1

2001 1 135804    155    0.5    0.6  132433    249    0.8    1.1  151.5   -0.1   -0.3    0.4

. 2 135221   -583   -1.7   -0.0  132193   -240   -0.7    0.3  150.9   -0.4   -1.7   -0.3

. 3 134839   -381   -1.1   -0.1  131943   -250   -0.8    0.1  150.0   -0.6   -2.4   -1.0

. 4 134308   -532   -1.6   -1.0  131130   -813   -2.4   -0.8  148.4   -1.0   -4.1   -2.1

2002 1 133894   -414   -1.2   -1.4  130759   -371   -1.1   -1.3  148.2   -0.1   -0.5   -2.2

2000 May 134954   -595   -5.1    1.2  131887    242    2.2    2.6  151.0   -0.4   -4.6    2.1

. Jun 135235    281    2.5    1.4  131925     38    0.3    2.5  151.4    0.3    3.2    2.2

. Jul 134777   -458   -4.0    1.0  131827    -98   -0.9    2.2  151.4    0.0    0.0    1.9

. Aug 135016    239    2.1    1.0  131777    -50   -0.5    2.0  151.3   -0.1   -0.8    1.7

. Sep 135167    151    1.4    1.1  132023    246    2.3    2.0  151.7    0.3    3.2    2.0

. Oct 135485    318    2.9    1.1  132018     -5   -0.0    1.7  151.9    0.1    1.6    1.5

. Nov 135573     88    0.8    0.9  132217    199    1.8    1.6  151.9    0.0    0.0    1.3

. Dec 135888    315    2.8    1.0  132319    102    0.9    1.5  151.1   -0.5   -6.1    0.5

2001 Jan 135870    -18   -0.2    0.7  132382     63    0.6    1.3  152.0    0.6    7.4    0.9

. Feb 135734   -136   -1.2    0.5  132457     75    0.7    1.2  151.3   -0.5   -5.4    0.3

. Mar 135808     74    0.7    0.6  132461      4    0.0    0.8  151.3    0.0    0.0    0.1

. Apr 135424   -384   -3.3   -0.1  132243   -218   -2.0    0.5  151.0   -0.2   -2.4   -0.4

. May 135235   -189   -1.7    0.2  132229    -14   -0.1    0.3  151.0    0.0    0.0    0.0

. Jun 135003   -232   -2.0   -0.2  132108   -121   -1.1    0.1  150.6   -0.3   -3.1   -0.5

. Jul 135106    103    0.9    0.2  132045    -63   -0.6    0.2  150.4   -0.1   -1.6   -0.7

. Aug 134408   -698   -6.0   -0.5  131966    -79   -0.7    0.1  149.9   -0.3   -3.9   -0.9

. Sep 135004    596    5.5   -0.1  131819   -147   -1.3   -0.2  149.6   -0.2   -2.4   -1.4

. Oct 134615   -389   -3.4   -0.6  131414   -405   -3.6   -0.5  148.7   -0.6   -7.0   -2.1

. Nov 134253   -362   -3.2   -1.0  131087   -327   -2.9   -0.9  148.2   -0.3   -4.0   -2.4

. Dec 134055   -198   -1.8   -1.3  130890   -197   -1.8   -1.1  148.3    0.1    0.8   -1.9

2002 Jan 133468   -587   -5.1   -1.8  130871    -19   -0.2   -1.1  148.1   -0.1   -1.6   -2.6

. Feb 134319    851    7.9   -1.0  130706   -165   -1.5   -1.3  148.3    0.1    1.6   -2.0

. Mar 133894   -425   -3.7   -1.4  130701     -5   -0.0   -1.3  148.2   -0.1   -0.8   -2.0

. Apr 133976     82    0.7   -1.1  130707      6    0.1   -1.2  148.3    0.1    0.8   -1.8

. May 134417    441    4.0   -0.6  130748     41    0.4   -1.1  148.2   -0.1   -0.8   -1.9

Household Survey Employment
  Percent change  
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rate
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        Percent change         
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1997.    4.9 2769.532     .     .    5.0 127.944     .     .    6.9  5.06  6.35

1998.    4.5 2907.356     .     .    5.0 134.504     .     .    5.1  4.78  5.26

1999.    4.2 3151.004     .     .    8.4 139.447     .     .    3.7  4.64  5.64

2000.    4.0 3360.754     .     .    6.7 145.732     .     .    4.5  5.82  6.03

2001.    4.8 3487.693     .     .    3.8 140.392     .     .   -3.7  3.39  5.02

2000 1    4.0  835.780    2.8   11.7    9.5 144.033    1.4    5.8    4.9  5.52  6.48

. 2    4.0  834.314   -0.2   -0.7    7.1 146.480    1.7    7.0    5.8  5.71  6.18

. 3    4.1  843.734    1.1    4.6    6.1 146.686    0.1    0.6    4.8  6.02  5.89

. 4    4.0  846.926    0.4    1.5    4.2 145.730   -0.7   -2.6    2.6  6.02  5.57

2001 1    4.2  859.776    1.5    6.2    2.9 143.457   -1.6   -6.1   -0.4  4.82  5.05

. 2    4.5  868.481    1.0    4.1    4.1 141.309   -1.5   -5.9   -3.5  3.66  5.27

. 3    4.8  866.398   -0.2   -1.0    2.7 139.606   -1.2   -4.7   -4.8  3.17  4.98

. 4    5.6  893.038    3.1   12.9    5.4 137.197   -1.7   -6.7   -5.9  1.91  4.77

2002 1    5.6  887.519   -0.6   -2.4    3.2 138.138    0.7    2.8   -3.7  1.72  5.08

. 2     .     .     .     .     .    .     .     .     .  1.72  5.10

2000 Jun    4.0  278.919    0.5    6.2    6.8 147.188    0.4    4.8    6.1  5.69  6.10

. Jul    4.1  280.178    0.5    5.6    6.4 146.532   -0.4   -5.2    5.0  5.96  6.05

. Aug    4.1  279.891   -0.1   -1.2    5.4 146.700    0.1    1.4    4.6  6.09  5.83

. Sep    4.0  283.665    1.3   17.4    6.4 146.826    0.1    1.0    4.7  6.00  5.80

. Oct    3.9  282.524   -0.4   -4.7    5.7 146.266   -0.4   -4.5    3.5  6.11  5.74

. Nov    4.0  281.316   -0.4   -5.0    4.0 145.789   -0.3   -3.8    2.7  6.17  5.72

. Dec    4.0  283.086    0.6    7.8    2.8 145.135   -0.4   -5.3    1.6  5.77  5.24

2001 Jan    4.2  286.878    1.3   17.3    4.4 143.934   -0.8   -9.5    0.5  5.15  5.16

. Feb    4.2  287.182    0.1    1.3    2.9 143.509   -0.3   -3.5   -0.4  4.88  5.10

. Mar    4.3  285.716   -0.5   -6.0    1.4 142.928   -0.4   -4.8   -1.3  4.42  4.89

. Apr    4.5  288.366    0.9   11.7    3.8 142.007   -0.6   -7.5   -2.5  3.87  5.14

. May    4.4  290.536    0.8    9.4    4.7 141.595   -0.3   -3.4   -3.4  3.62  5.39

. Jun    4.6  289.579   -0.3   -3.9    3.8 140.326   -0.9  -10.2   -4.7  3.49  5.28

. Jul    4.6  290.319    0.3    3.1    3.6 140.402    0.1    0.7   -4.2  3.51  5.24

. Aug    4.9  291.073    0.3    3.2    4.0 139.954   -0.3   -3.8   -4.6  3.36  4.97

. Sep    5.0  285.006   -2.1  -22.3    0.5 138.461   -1.1  -12.1   -5.7  2.64  4.73

. Oct    5.4  302.770    6.2  106.6    7.2 137.670   -0.6   -6.6   -5.9  2.16  4.57

. Nov    5.6  295.036   -2.6  -26.7    4.9 137.240   -0.3   -3.7   -5.9  1.87  4.65

. Dec    5.8  295.232    0.1    0.8    4.3 136.682   -0.4   -4.8   -5.8  1.69  5.09

2002 Jan    5.6  294.852   -0.1   -1.5    2.8 137.557    0.6    8.0   -4.4  1.65  5.04

. Feb    5.5  296.468    0.5    6.8    3.2 138.125    0.4    5.1   -3.8  1.73  4.91

. Mar    5.7  296.199   -0.1   -1.1    3.7 138.733    0.4    5.4   -2.9  1.79  5.28

. Apr    6.0  299.674    1.2   15.0    3.9 139.097    0.3    3.2   -2.0  1.72  5.21

. May    5.8  297.029   -0.9  -10.1    2.2 139.334    0.2    2.1   -1.6  1.73  5.16

. Jun     .     .     .     .     .    .     .     .     .  1.70  4.93

Unempl.
Rate
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1997. 160.5     .     .    2.3     . 169.5     .     .    2.4     . 131.8     .     .    0.4

1998. 163.0     .     .    1.5     . 173.4     .     .    2.3     . 130.7     .     .   -0.9

1999. 166.6     .     .    2.2     . 177.0     .     .    2.1     . 133.0     .     .    1.8

2000. 172.2     .     .    3.4     . 181.3     .     .    2.4     . 138.0     .     .    3.7

2001. 177.1     .     .    2.8     . 186.1     .     .    2.7     . 140.7     .     .    2.0

2000 1 170.1    1.0    3.9    3.2    3.9 179.5    0.6    2.4    2.2    2.4 136.4    1.1    4.4    3.7

. 2 171.5    0.8    3.3    3.3    3.6 180.7    0.6    2.6    2.4    2.5 137.4    0.7    3.0    3.9

. 3 173.0    0.9    3.5    3.5    3.6 181.9    0.6    2.6    2.6    2.5 138.3    0.7    2.7    3.6

. 4 174.2    0.7    3.0    3.4    3.4 183.0    0.6    2.5    2.5    2.5 139.9    1.2    4.7    3.7

2001 1 175.9    1.0    3.9    3.4    3.9 184.4    0.7    3.0    2.7    3.0 141.8    1.4    5.5    4.0

. 2 177.3    0.8    3.1    3.4    3.5 185.5    0.6    2.4    2.6    2.7 142.1    0.2    0.8    3.4

. 3 177.6    0.2    0.8    2.7    2.6 186.7    0.7    2.7    2.7    2.7 140.6   -1.1   -4.2    1.6

. 4 177.5   -0.1   -0.3    1.9    1.9 187.9    0.7    2.7    2.7    2.7 138.4   -1.5   -5.9   -1.0

2002 1 178.1    0.3    1.4    1.2    1.4 189.0    0.6    2.3    2.5    2.3 138.5    0.0    0.1   -2.4

2000 May 171.2    0.1    1.4    3.1    3.3 180.7    0.2    2.0    2.4    2.6 137.1    0.1    1.8    3.6

. Jun 172.2    0.6    7.2    3.7    3.9 181.0    0.2    2.0    2.5    2.5 138.1    0.7    9.1    4.4

. Jul 172.6    0.2    2.8    3.6    3.8 181.4    0.2    2.7    2.5    2.5 138.1    0.0    0.0    4.1

. Aug 172.7    0.1    0.7    3.4    3.4 181.9    0.3    3.4    2.7    2.6 137.9   -0.1   -1.7    3.3

. Sep 173.6    0.5    6.4    3.5    3.7 182.3    0.2    2.7    2.5    2.6 138.9    0.7    9.1    3.3

. Oct 173.9    0.2    2.1    3.5    3.6 182.6    0.2    2.0    2.5    2.6 139.6    0.5    6.2    3.7

. Nov 174.2    0.2    2.1    3.4    3.4 183.1    0.3    3.3    2.6    2.6 139.9    0.2    2.6    3.8

. Dec 174.6    0.2    2.8    3.4    3.4 183.3    0.1    1.3    2.5    2.5 140.2    0.2    2.6    3.6

2001 Jan 175.6    0.6    7.1    3.7    7.1 183.9    0.3    4.0    2.6    4.0 141.7    1.1   13.6    4.9

. Feb 176.0    0.2    2.8    3.5    4.9 184.4    0.3    3.3    2.8    3.7 142.0    0.2    2.6    4.0

. Mar 176.1    0.1    0.7    3.0    3.5 184.8    0.2    2.6    2.7    3.3 141.7   -0.2   -2.5    3.1

. Apr 176.6    0.3    3.5    3.3    3.5 185.1    0.2    2.0    2.6    3.0 142.1    0.3    3.4    3.8

. May 177.4    0.5    5.6    3.6    3.9 185.4    0.2    2.0    2.6    2.8 142.4    0.2    2.6    3.9

. Jun 177.8    0.2    2.7    3.3    3.7 185.9    0.3    3.3    2.7    2.9 141.7   -0.5   -5.7    2.6

. Jul 177.3   -0.3   -3.3    2.7    2.7 186.3    0.2    2.6    2.7    2.8 140.0   -1.2  -13.5    1.4

. Aug 177.4    0.1    0.7    2.7    2.4 186.7    0.2    2.6    2.6    2.8 140.6    0.4    5.3    2.0

. Sep 178.1    0.4    4.8    2.6    2.7 187.1    0.2    2.6    2.6    2.8 141.1    0.4    4.4    1.6

. Oct 177.6   -0.3   -3.3    2.1    2.1 187.4    0.2    1.9    2.6    2.7 139.2   -1.3  -15.0   -0.3

. Nov 177.5   -0.1   -0.7    1.9    1.8 188.1    0.4    4.6    2.7    2.9 138.3   -0.6   -7.5   -1.1

. Dec 177.3   -0.1   -1.3    1.5    1.5 188.3    0.1    1.3    2.7    2.7 137.8   -0.4   -4.3   -1.7

2002 Jan 177.6    0.2    2.0    1.1    2.0 188.6    0.2    1.9    2.6    1.9 137.8    0.0    0.0   -2.8

. Feb 178.0    0.2    2.7    1.1    2.4 189.1    0.3    3.2    2.5    2.6 138.1    0.2    2.6   -2.7

. Mar 178.6    0.3    4.1    1.4    3.0 189.3    0.1    1.3    2.4    2.1 139.5    1.0   12.9   -1.6

. Apr 179.5    0.5    6.2    1.6    3.8 189.8    0.3    3.2    2.5    2.4 139.2   -0.2   -2.6   -2.0

. May 179.5    0.0    0.0    1.2    3.0 190.1    0.2    1.9    2.5    2.3 138.6   -0.4   -5.1   -2.7

Consumer Price Index
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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 ISM (formerly
Purchasing Managers’) index is a weighted average of diffusion in-
dexes for new orders, production, supplier deliveries, inventories, and
employment. Aggregate and average weekly hours are paid hours of
production and nonsupervisory employees. The inventory-sales ratio
uses nominal (current-dollar) inventory and sales data.

Page 6: For information on how to calculate the contribution of a
component to the overall GDP growth rate, 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. All rates used in the
yield curves are adjusted to constant maturity. The 30-year constant
maturity series was discontinued by the Treasury Department as of Feb.
18, 2002. Standard & Poor’s 500 Index with Reinvested Dividends
shows the total return: capital gains plus dividends.

Pages 8, 9: Oil (West Texas intermediate) and Natural Gas (Henry
Hub) spot and futures prices are listed in the Wall Street Journal. Spot
prices are monthly averages of daily prices; futures prices are usually
taken from the last trading day of the month. Consumer price index is
for all urban consumers. The consumption chain price index is the
index associated with the personal consumption expenditures compo-
nent of GDP. The Employment Cost Index (ECI) covers private non-
farm employers. ECI compensation refers to a fixed sample of jobs,
while compensation per hour covers all workers in the nonfarm busi-
ness 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. The 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. Because the household survey was changed in January
1994, data prior to this date are not strictly comparable.

Page 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 pp. 16-17). 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 introduced 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 surplus/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) various 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 includes 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 account bal-
ance 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.

NOTE: Measures of retail sales (pp. 12-13), manufacturers’ orders,
shipments and inventories (p. 15), and the total business inventory-to-
sales ratio (p. 5) are based on the North American Industry Classifica-
tion System (NAICS). Before January 1992, data are on the old Stan-
dard Industrial Classification (SIC) system. For more information, see
http://www.census.gov/epcd/www/naics.html.

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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