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Taxing Electronic
Commerce:
Boon or Boondoggle?

The recent economic slowdown—combined with
pervasive state tax cuts in the 1990s—has hit state budgets
hard. State tax collections, particularly income taxes on
capital gains, were down by nearly 8 percent in FY 2002
and are expected to continue falling during FY 2003.
States’ budget deficits for FY 2002 totaled $37 billion.
Even with over $17 billion in states’ rainy day funds,
estimates for FY 2003 forecast a collective budget deficit
of nearly $50 billion.1

Many state policymakers believe that taxing electronic
commerce—retail purchases conducted via the Internet—
offers a partial remedy for their current fiscal crises.
The U.S. General Accounting Office has estimated that
the potential annual sales tax revenue to states from
online taxation is $13 billion. In 1992, however, the
U.S. Supreme Court ruled that—under current law—
merchants cannot be required to collect sales taxes unless
they have a physical presence in the state where the cus-
tomer is located. At the same time, the Court also ruled
that Congress has the authority to amend the law and
permit states to require that remote sellers collect and
remit sales taxes.

Recently, policymakers from 30 states agreed to a
proposal to simplify their sales tax laws and to encourage
voluntary collection of online sales taxes. Named the
Streamlined Sales Tax Project, this proposal would take
effect when ten states representing 20 percent of the U.S.
population have amended their laws to begin the program.
Participating states would then ask Congress to vote in
favor of a mandatory nationwide online sales tax collec-
tion program. The proposal would require states to adopt
uniform definitions for various taxable goods and imple-
ment a statewide tax rate for each good. Online sellers
would be required to purchase software that computes

the appropriate tax rate for the buyer’s location. Sellers
would then remit the collected sales tax to the correspond-
ing state’s treasury. Although states claim they would gain
much-needed revenues and that online taxation would
achieve more equitable tax treatment across Internet and
local retailers, online retailers argue that costs from
compliance and tax collection for over 7,000 different tax
jurisdictions in the United States would be enormous.

Despite the possible costs, is taxing electronic com-
merce a permanent solution to states’ budget problems?
History suggests not, as states have continually sought
new sources of revenue. Many states adopted sales taxes
in the 1950s and 1960s and many have increased rates
nearly 200 percent since that time. States receive hundreds
of millions of dollars annually from lotteries and casino
gambling taxes. States are now dipping into their tobacco
settlement revenues to fund programs not remotely related
to health care and smoker education. Finally, all but nine
states have adopted rainy day funds, although many
states have balances less than 5 percent of general fund
revenue. None of these revenue sources has prevented
the current budget problems.

During economic booms, such as the 1990s, state
lawmakers cut tax rates while tax coffers are flush and
make additional expenditure commitments that they have
difficulty keeping when the economy slows. As economic
conditions improve, states will again see rising revenues.
If the past is a guide, these revenues will be committed
to ongoing spending programs or tax rates will be cut.
The single step of taxing electronic commerce is no
panacea to the procyclical spend/cut pattern of state
governments. Regardless of whether states end up taxing
electronic commerce, state lawmakers could moderate
spending growth and tax cutting during favorable econ-
omic conditions and contribute more surplus revenues
to rainy day funds.

—Thomas A. Garrett

1National Conference of State Legislatures, State Budget and Tax Actions
2002, and House Research Organization, Texas House of Representatives,
Interim News, 25 March 2002.

Views expressed do not necessarily reflect official positions of the Federal Reserve System.
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Final Sales  1.23  2.67 -0.45 -0.20  4.13  2.44 -0.06  3.45

Change in Inventory -0.14 -3.27 -1.14 -0.09 -1.39  2.60  1.31  0.58

Consumption  1.37  1.53  0.92  0.97  4.05  2.22  1.22  2.93

Fixed Investment -0.41 -0.38 -1.95 -0.72 -1.49 -0.07 -0.15 -0.03

    Nonresidential -0.41 -0.71 -1.93 -0.73 -1.33 -0.66 -0.27 -0.08

    Residential  0.00  0.34 -0.02  0.02 -0.16  0.60  0.12  0.05

Government  0.51  0.99  1.00 -0.21  1.85  1.04  0.27  0.56

    Federal  0.12  0.54  0.36  0.07  0.80  0.47  0.47  0.29

    State and Local  0.39  0.45  0.64 -0.28  1.05  0.56 -0.21  0.27

Net Exports -0.23  0.53 -0.42 -0.24 -0.28 -0.75 -1.40 -0.01

    Exports -0.46 -0.69 -1.42 -1.94 -0.99  0.33  1.29  0.45

    Imports  0.23  1.22  1.00  1.70  0.70 -1.08 -2.69 -0.47

Residual  0.06  0.45  0.50  0.07  0.42 -0.05  0.27  0.06

Real GDP Growth  1.09 -0.60 -1.59 -0.29  2.74  5.04  1.25  4.03
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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 1144.1 1105.8   38.3 1867.2 1755.3  111.9 1827.5 1701.9  125.5

2000 1214.2 1196.2   18.0 2033.9 1827.1  206.8 2025.2 1788.8  236.4

2001 1261.3 1292.6  -31.3 2008.4 1936.4   72.0 1991.0 1863.9  127.1

1999Q4 1179.1 1139.5   39.6 1922.4 1793.6  128.8  443.6  463.9  -20.3

2000Q1 1195.9 1163.2   32.7 2009.6 1786.4  223.2  433.7  448.7  -15.0

2000Q2 1204.7 1184.5   20.2 2022.9 1825.7  197.2  656.0  444.3  211.8

2000Q3 1225.4 1206.2   19.2 2049.1 1835.9  213.2  491.7  431.3   60.4

2000Q4 1230.8 1231.0   -0.2 2054.1 1860.3  193.8  462.0  464.3   -2.3

2001Q1 1247.3 1263.8  -16.5 2072.9 1899.1  173.8  459.8  482.2  -22.5

2001Q2 1261.1 1293.4  -32.3 2072.3 1927.8  144.5  660.3  466.5  193.7

2001Q3 1253.6 1299.8  -46.2 1896.0 1947.7  -51.7  409.0  450.7  -41.7

2001Q4 1283.2 1313.3  -30.1 1992.3 1971.0   21.3  466.3  501.7  -35.4

2002Q1 1273.3 1329.1  -55.8 1884.7 2030.5 -145.8  412.6  509.2  -96.6

2002Q2 1302.5 1347.6  -45.1 1883.7 2079.3 -195.6  522.6  506.9   15.6

2002Q3 1312.6 1365.0  -52.4 1874.0 2074.6 -200.6  451.8  493.2  -41.4
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2000 5674.2 2235.7 3438.5  511.4 2936.2 1057.9

2001 5807.5 2468.8 3338.7  534.1 2779.7 1005.5

2002 6228.2 2675.7 3552.6  604.2 2924.8 1133.7

2000 March 5773.4 2085.4 3688.0  501.7 3182.8 1106.9

June 5685.9 2190.2 3495.7  505.0 2987.4 1082.0

September 5674.2 2235.7 3438.5  511.4 2936.2 1057.9

December 5662.2 2248.7 3527.4  511.7 2880.4 1034.2

2001 March 5773.7 2339.4 3434.4  523.9 2892.9 1029.9

June 5726.8 2452.6 3274.2  535.1 2722.6 1000.5

September 5807.5 2468.8 3338.7  534.1 2779.7 1005.5

December 5943.4 2549.7 3393.8  551.7 2819.5 1053.1

2002 March 6006.0 2562.4 3443.7  575.4 2849.2 1055.7

June 6126.5 2662.9 3463.5  590.7 2849.8 1071.3

September 6228.2 2675.7 3552.6  604.2 2924.8 1133.7
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1998.  8781.5     .    5.6 8508.933     .    4.3 8431.826     .    4.2     .   76.727

1999.  9274.3     .    5.6 8858.963     .    4.1 8793.899     .    4.3     .   62.755

2000.  9824.6     .    5.9 9191.413     .    3.8 9121.104     .    3.7     .   64.976

2001. 10082.2     .    2.6 9214.540     .    0.3 9258.399     .    1.5     .  -61.357

1999 1  9092.7    4.9    5.4 8733.171    3.0    4.0 8654.269    3.1    4.4   80.016   68.445

. 2  9171.7    3.5    5.5 8775.518    2.0    3.9 8740.974    4.1    4.1   31.181   65.746

. 3  9316.5    6.5    5.7 8886.934    5.2    4.2 8833.593    4.3    4.5   47.626   59.706

. 4  9516.4    8.9    5.9 9040.072    7.1    4.3 8946.605    5.2    4.2   92.198   62.755

2000 1  9649.5    5.7    6.1 9097.421    2.6    4.2 9042.883    4.4    4.5   45.335   54.085

. 2  9820.7    7.3    7.1 9205.711    4.8    4.9 9111.141    3.1    4.2   91.496   69.164

. 3  9874.8    2.2    6.0 9218.681    0.6    3.7 9150.447    1.7    3.6   63.136   73.041

. 4  9953.6    3.2    4.6 9243.840    1.1    2.3 9179.789    1.3    2.6   59.938   64.976

2001 1 10028.1    3.0    3.9 9229.932   -0.6    1.5 9243.767    2.8    2.2  -26.918   46.913

. 2 10049.8    0.9    2.3 9193.054   -1.6   -0.1 9234.349   -0.4    1.4  -58.297    9.465

. 3 10097.8    1.9    2.3 9186.413   -0.3   -0.4 9230.535   -0.2    0.9  -61.772  -21.762

. 4 10152.9    2.2    2.0 9248.762    2.7    0.1 9324.945    4.2    1.6  -98.441  -61.357

2002 1 10313.1    6.5    2.8 9363.225    5.0    1.4 9379.350    2.4    1.5  -28.937  -61.862

. 2 10376.9    2.5    3.3 9392.446    1.3    2.2 9377.871   -0.1    1.6    4.931  -46.055

. 3 10506.2    5.1    4.0 9485.579    4.0    3.3 9457.181    3.4    2.5   18.836  -25.903

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

1999. 5964.464     .    4.9  812.539     .   11.8 1595.205     .    7.8 1228.392     .    8.1

2000. 6223.930     .    4.4  878.945     .    8.2 1691.893     .    6.1 1324.199     .    7.8

2001. 6377.231     .    2.5  931.888     .    6.0 1627.414     .   -3.8 1255.132     .   -5.2

1999 1 5851.439    4.7    4.9  777.640    5.5   12.3 1560.473    7.7    9.0 1197.451    7.7    8.9

. 2 5932.777    5.7    4.8  804.185   14.4   11.7 1587.565    7.1    7.9 1220.423    7.9    7.8

. 3 6000.079    4.6    5.0  824.116   10.3   13.3 1610.569    5.9    8.4 1243.250    7.7    9.4

. 4 6073.613    5.0    5.0  844.213   10.1   10.0 1622.199    2.9    5.9 1252.433    3.0    6.6

2000 1 6151.862    5.3    5.1  879.506   17.8   13.1 1673.617   13.3    7.3 1297.108   15.0    8.3

. 2 6198.213    3.0    4.5  871.338   -3.7    8.4 1700.940    6.7    7.1 1329.083   10.2    8.9

. 3 6256.821    3.8    4.3  888.464    8.1    7.8 1701.667    0.2    5.7 1340.677    3.5    7.8

. 4 6288.822    2.1    3.5  876.479   -5.3    3.8 1691.347   -2.4    4.3 1329.929   -3.2    6.2

2001 1 6326.008    2.4    2.8  900.596   11.5    2.4 1682.070   -2.2    0.5 1311.445   -5.4    1.1

. 2 6348.006    1.4    2.4  912.358    5.3    4.7 1633.538  -11.1   -4.0 1260.978  -14.5   -5.1

. 3 6370.946    1.5    1.8  922.616    4.6    3.8 1615.663   -4.3   -5.1 1241.712   -6.0   -7.4

. 4 6463.964    6.0    2.8  991.988   33.6   13.2 1578.384   -8.9   -6.7 1206.409  -10.9   -9.3

2002 1 6513.825    3.1    3.0  975.898   -6.3    8.4 1576.408   -0.5   -6.3 1188.412   -5.8   -9.4

. 2 6542.422    1.8    3.1  980.664    2.0    7.5 1572.624   -1.0   -3.7 1181.099   -2.4   -6.3

. 3 6609.881    4.2    3.8 1032.423   22.8   11.9 1571.593   -0.3   -2.7 1178.662   -0.8   -5.1
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1998.  103.200     .    1.2  138.0     .    3.5  135.6     .    4.0  143.6     .    2.4

1999.  104.690     .    1.4  142.4     .    3.2  140.3     .    3.4  147.6     .    2.8

2000.  106.890     .    2.1  149.0     .    4.6  146.0     .    4.1  156.0     .    5.7

2001.  109.420     .    2.4  155.0     .    4.1  151.4     .    3.7  163.7     .    4.9

1999 1  104.120    1.8    1.3  140.2    1.1    3.0  138.1    1.8    3.3  145.2    0.0    2.2

. 2  104.520    1.5    1.5  141.8    4.6    3.3  139.7    4.7    3.6  146.7    4.2    2.5

. 3  104.840    1.2    1.4  143.1    3.7    3.2  140.9    3.5    3.2  148.2    4.2    2.8

. 4  105.280    1.7    1.6  144.6    4.3    3.4  142.3    4.0    3.5  150.2    5.5    3.4

2000 1  106.080    3.1    1.9  146.6    5.6    4.6  143.9    4.6    4.2  153.1    7.9    5.4

. 2  106.690    2.3    2.1  148.3    4.7    4.6  145.4    4.2    4.1  155.1    5.3    5.7

. 3  107.130    1.7    2.2  149.8    4.1    4.7  146.7    3.6    4.1  157.0    5.0    5.9

. 4  107.680    2.1    2.3  151.1    3.5    4.5  147.9    3.3    3.9  158.8    4.7    5.7

2001 1  108.660    3.7    2.4  152.8    4.6    4.2  149.4    4.1    3.8  160.8    5.1    5.0

. 2  109.320    2.5    2.5  154.3    4.0    4.0  150.9    4.1    3.8  162.5    4.3    4.8

. 3  109.920    2.2    2.6  155.7    3.7    3.9  152.0    2.9    3.6  164.7    5.5    4.9

. 4  109.780   -0.5    2.0  157.3    4.2    4.1  153.4    3.7    3.7  166.8    5.2    5.0

2002 1  110.140    1.3    1.4  158.7    3.6    3.9  154.8    3.7    3.6  168.6    4.4    4.9

. 2  110.480    1.2    1.1  160.4    4.4    4.0  156.3    3.9    3.6  170.9    5.6    5.2

. 3  110.760    1.0    0.8  161.4    2.5    3.7  156.9    1.5    3.2  172.6    4.0    4.8

1998. 1002.420     .    2.1 1223.500     .   11.8 110.3     .    2.6  119.1     .    5.3

1999. 1036.329     .    3.4 1356.816     .   10.9 112.9     .    2.4  124.3     .    4.4

2000. 1137.199     .    9.7 1535.958     .   13.2 116.2     .    2.9  133.0     .    7.0

2001. 1076.121     .   -5.4 1492.010     .   -2.9 117.5     .    1.1  136.6     .    2.7

1999 1 1007.490   -6.9    0.4 1290.659    8.4    9.0 112.1    2.5    2.3  123.2    7.1    5.4

. 2 1018.076    4.3    2.5 1337.698   15.4   10.0 111.9   -0.7    1.9  123.4    0.7    4.0

. 3 1044.100   10.6    5.7 1383.736   14.5   12.6 112.9    3.6    2.4  124.5    3.6    3.8

. 4 1075.631   12.6    4.9 1415.153    9.4   11.9 114.7    6.5    3.0  126.3    5.9    4.3

2000 1 1095.781    7.7    8.8 1464.619   14.7   13.5 114.7    0.0    2.3  130.8   15.0    6.2

. 2 1133.877   14.6   11.4 1528.465   18.6   14.3 116.4    6.1    4.0  131.5    2.2    6.6

. 3 1165.469   11.6   11.6 1578.615   13.8   14.1 116.6    0.7    3.3  134.3    8.8    7.9

. 4 1153.668   -4.0    7.3 1572.152   -1.6   11.1 117.1    1.7    2.1  135.3    3.0    7.1

2001 1 1135.809   -6.0    3.7 1540.311   -7.9    5.2 116.7   -1.4    1.7  136.3    3.0    4.2

. 2 1098.832  -12.4   -3.1 1513.594   -6.8   -1.0 116.6   -0.3    0.2  136.3    0.0    3.7

. 3 1048.017  -17.3  -10.1 1466.988  -11.8   -7.1 117.2    2.1    0.5  136.7    1.2    1.8

. 4 1021.827   -9.6  -11.4 1447.158   -5.3   -8.0 119.3    7.4    1.9  137.2    1.5    1.4

2002 1 1030.560    3.5   -9.3 1477.140    8.5   -4.1 121.8    8.6    4.4  138.2    2.9    1.4

. 2 1065.526   14.3   -3.0 1552.919   22.2    2.6 122.3    1.7    4.9  139.5    3.8    2.3

. 3 1077.659    4.6    2.8 1565.680    3.3    6.7 123.8    5.0    5.6  141.2    5.0    3.3
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Employment Cost Index
  Percent change  

Index
Annual

rate
Year
ago

ECI: Wages
  Percent change  

Index
Annual

rate
Year
ago

ECI: Benefits
  Percent change  

Index
Annual

rate
Year
ago

Exports
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Billions
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Year
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Imports
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Billions
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Year
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Nonfarm
Output per Hour
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Annual

rate
Year
ago

Nonfarm
Compensation per Hour

  Percent change  

Index
Annual

rate
Year
ago
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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     .     .    1.9

2001. 135043   -176     .   -0.1  131925    207     .    0.2  150.0     .     .   -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    0.2    1.0    2.3

. 3 134987   -259   -0.8    1.1  131876     57    0.2    2.1  151.4    0.1    0.3    1.8

. 4 135649    662    2.0    1.0  132185    309    0.9    1.6  151.5    0.1    0.3    1.0

2001 1 135804    155    0.5    0.6  132433    249    0.8    1.1  151.3   -0.1   -0.4    0.3

. 2 135221   -583   -1.7   -0.0  132193   -240   -0.7    0.3  150.7   -0.4   -1.6   -0.4

. 3 134839   -381   -1.1   -0.1  131943   -250   -0.8    0.1  149.8   -0.6   -2.5   -1.1

. 4 134308   -532   -1.6   -1.0  131130   -813   -2.4   -0.8  148.2   -1.0   -4.0   -2.2

2002 1 133894   -414   -1.2   -1.4  130759   -371   -1.1   -1.3  148.0   -0.1   -0.5   -2.2

. 2 134149    255    0.8   -0.8  130706    -53   -0.2   -1.1  148.1    0.1    0.3   -1.7

. 3 134568    419    1.3   -0.2  130844    138    0.4   -0.8  147.9   -0.2   -0.7   -1.3

2000 Nov 135573     88    0.8    0.9  132217    199    1.8    1.6  151.8    0.0    0.0    1.2

. Dec 135888    315    2.8    1.0  132319    102    0.9    1.5  150.9   -0.6   -6.9    0.4

2001 Jan 135870    -18   -0.2    0.7  132382     63    0.6    1.3  151.8    0.6    7.4    0.7

. Feb 135734   -136   -1.2    0.5  132457     75    0.7    1.2  151.1   -0.5   -5.4    0.1

. Mar 135808     74    0.7    0.6  132461      4    0.0    0.8  151.1    0.0    0.0   -0.1

. Apr 135424   -384   -3.3   -0.1  132243   -218   -2.0    0.5  150.9   -0.1   -1.6   -0.5

. May 135235   -189   -1.7    0.2  132229    -14   -0.1    0.3  150.8   -0.1   -0.8   -0.1

. Jun 135003   -232   -2.0   -0.2  132108   -121   -1.1    0.1  150.5   -0.2   -2.4   -0.5

. Jul 135106    103    0.9    0.2  132045    -63   -0.6    0.2  150.2   -0.2   -2.4   -0.8

. Aug 134408   -698   -6.0   -0.5  131966    -79   -0.7    0.1  149.7   -0.3   -3.9   -1.1

. Sep 135004    596    5.5   -0.1  131819   -147   -1.3   -0.2  149.4   -0.2   -2.4   -1.4

. Oct 134615   -389   -3.4   -0.6  131414   -405   -3.6   -0.5  148.5   -0.6   -7.0   -2.2

. Nov 134253   -362   -3.2   -1.0  131087   -327   -2.9   -0.9  148.1   -0.3   -3.2   -2.4

. Dec 134055   -198   -1.8   -1.3  130890   -197   -1.8   -1.1  148.1    0.0    0.0   -1.9

2002 Jan 133468   -587   -5.1   -1.8  130871    -19   -0.2   -1.1  148.0   -0.1   -0.8   -2.5

. Feb 134319    851    7.9   -1.0  130706   -165   -1.5   -1.3  148.1    0.1    0.8   -2.0

. Mar 133894   -425   -3.7   -1.4  130701     -5   -0.0   -1.3  148.0   -0.1   -0.8   -2.1

. Apr 133976     82    0.7   -1.1  130680    -21   -0.2   -1.2  148.0    0.0    0.0   -1.9

. May 134417    441    4.0   -0.6  130702     22    0.2   -1.2  148.0    0.0    0.0   -1.9

. Jun 134053   -364   -3.2   -0.7  130736     34    0.3   -1.0  148.4    0.3    3.3   -1.4

. Jul 134045     -8   -0.1   -0.8  130790     54    0.5   -1.0  147.4   -0.7   -7.8   -1.9

. Aug 134474    429    3.9    0.0  130913    123    1.1   -0.8  147.9    0.3    4.1   -1.2

. Sep 135185    711    6.5    0.1  130829    -84   -0.8   -0.8  148.3    0.3    3.3   -0.7

. Oct 134914   -271   -2.4    0.2  130915     86    0.8   -0.4  148.1   -0.1   -1.6   -0.3

. Nov 134225   -689   -6.0   -0.0  130875    -40   -0.4   -0.2  148.1    0.0    0.0    0.0

Household Survey Employment
  Percent change  

Thousands Change
Annual

rate
Year
ago

Nonfarm Payroll Employment
  Percent change  
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rate
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Nonfarm Aggregate Hours
        Percent change         

Index
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rate
Annual

rate
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1998.    4.5 2907.356     .     .    5.0 105.622     .     .    5.6  4.78  5.26

1999.    4.2 3151.004     .     .    8.4 110.131     .     .    4.3  4.64  5.64

2000.    4.0 3360.754     .     .    6.7 115.252     .     .    4.7  5.82  6.03

2001.    4.8 3491.155     .     .    3.9 111.229     .     .   -3.5  3.39  5.02

2002.     .     .     .     .     .    .     .     .     .  1.60  4.61

2000 1    4.0  835.780    2.8   11.7    9.5 113.864    1.3    5.4    5.2  5.52  6.48

. 2    4.0  834.314   -0.2   -0.7    7.1 115.828    1.7    7.1    6.0  5.71  6.18

. 3    4.1  843.734    1.1    4.6    6.1 115.888    0.1    0.2    4.8  6.02  5.89

. 4    4.0  846.926    0.4    1.5    4.2 115.427   -0.4   -1.6    2.7  6.02  5.57

2001 1    4.2  859.776    1.5    6.2    2.9 113.631   -1.6   -6.1   -0.2  4.82  5.05

. 2    4.5  868.614    1.0    4.2    4.1 111.847   -1.6   -6.1   -3.4  3.66  5.27

. 3    4.8  867.084   -0.2   -0.7    2.8 110.542   -1.2   -4.6   -4.6  3.17  4.98

. 4    5.6  895.681    3.3   13.9    5.8 108.895   -1.5   -5.8   -5.7  1.91  4.77

2002 1    5.6  887.519   -0.9   -3.6    3.2 109.268    0.3    1.4   -3.8  1.72  5.08

. 2    5.9  896.843    1.1    4.3    3.2 110.459    1.1    4.4   -1.2  1.72  5.10

. 3    5.7  911.015    1.6    6.5    5.1 111.396    0.8    3.4    0.8  1.64  4.26

. 4     .     .     .     .     .    .     .     .     .  1.33  4.01

2000 Dec    4.0  283.086    0.6    7.8    2.8 115.144   -0.3   -3.7    1.8  5.77  5.24

2001 Jan    4.2  286.878    1.3   17.3    4.4 114.196   -0.8   -9.4    0.9  5.15  5.16

. Feb    4.2  287.182    0.1    1.3    2.9 113.622   -0.5   -5.9   -0.3  4.88  5.10

. Mar    4.3  285.716   -0.5   -6.0    1.4 113.075   -0.5   -5.6   -1.2  4.42  4.89

. Apr    4.5  288.366    0.9   11.7    3.8 112.550   -0.5   -5.4   -2.4  3.87  5.14

. May    4.4  290.567    0.8    9.6    4.7 111.847   -0.6   -7.2   -3.6  3.62  5.39

. Jun    4.6  289.681   -0.3   -3.6    3.9 111.145   -0.6   -7.3   -4.4  3.49  5.28

. Jul    4.6  289.971    0.1    1.2    3.5 110.996   -0.1   -1.6   -4.3  3.51  5.24

. Aug    4.9  290.791    0.3    3.4    3.9 110.696   -0.3   -3.2   -4.3  3.36  4.97

. Sep    5.0  286.322   -1.5  -17.0    0.9 109.933   -0.7   -8.0   -5.3  2.64  4.73

. Oct    5.4  304.043    6.2  105.6    7.6 109.512   -0.4   -4.5   -5.3  2.16  4.57

. Nov    5.6  296.406   -2.5  -26.3    5.4 108.845   -0.6   -7.1   -5.8  1.87  4.65

. Dec    5.8  295.232   -0.4   -4.7    4.3 108.327   -0.5   -5.6   -5.9  1.69  5.09

2002 Jan    5.6  294.852   -0.1   -1.5    2.8 108.967    0.6    7.3   -4.6  1.65  5.04

. Feb    5.5  296.468    0.5    6.8    3.2 109.197    0.2    2.6   -3.9  1.73  4.91

. Mar    5.7  296.199   -0.1   -1.1    3.7 109.641    0.4    5.0   -3.0  1.79  5.28

. Apr    6.0  299.642    1.2   14.9    3.9 110.113    0.4    5.3   -2.2  1.72  5.21

. May    5.8  296.567   -1.0  -11.6    2.1 110.447    0.3    3.7   -1.3  1.73  5.16

. Jun    5.9  300.634    1.4   17.8    3.8 110.818    0.3    4.1   -0.3  1.70  4.93

. Jul    5.9  304.218    1.2   15.3    4.9 111.577    0.7    8.5    0.5  1.68  4.65

. Aug    5.7  305.616    0.5    5.7    5.1 111.305   -0.2   -2.9    0.6  1.62  4.26

. Sep    5.6  301.181   -1.5  -16.1    5.2 111.305    0.0    0.0    1.2  1.63  3.87

. Oct    5.7  301.421    0.1    1.0   -0.9 110.655   -0.6   -6.8    1.0  1.58  3.94

. Nov    6.0  302.529    0.4    4.5    2.1 110.796    0.1    1.5    1.8  1.23  4.05

. Dec     .     .     .     .     .    .     .     .     .  1.19  4.03

Unempl.
Rate

Retail and Food Services Sales
          Percent change      

Billions
of dollars

Monthly/
quarterly

Annual
rate

Year
ago

Industrial Production
          Percent change      

Index
Monthly/
quarterly

Annual
rate

Year
ago

Treasury
Yields

3-mo
Percent
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Percent
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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    2.3 138.4   -0.0   -0.1   -2.4

. 2 179.6    0.8    3.4    1.3    2.4 190.0    0.5    2.2    2.5    2.2 138.8    0.3    1.1   -2.3

. 3 180.4    0.5    1.9    1.6    2.2 191.0    0.5    2.0    2.3    2.2 138.5   -0.2   -0.8   -1.5

2000 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    2.1 139.3    0.9   10.9   -1.7

. Apr 179.5    0.5    6.2    1.6    3.8 189.8    0.3    3.2    2.5    2.4 139.1   -0.1   -1.7   -2.1

. May 179.5    0.0    0.0    1.2    3.0 190.1    0.2    1.9    2.5    2.3 138.5   -0.4   -5.1   -2.7

. Jun 179.7    0.1    1.3    1.1    2.7 190.2    0.1    0.6    2.3    2.0 138.7    0.1    1.7   -2.1

. Jul 179.9    0.1    1.3    1.5    2.5 190.5    0.2    1.9    2.3    2.0 138.4   -0.2   -2.6   -1.1

. Aug 180.5    0.3    4.1    1.7    2.7 191.1    0.3    3.8    2.4    2.2 138.5    0.1    0.9   -1.5

. Sep 180.8    0.2    2.0    1.5    2.6 191.3    0.1    1.3    2.2    2.1 138.6    0.1    0.9   -1.8

. Oct 181.3    0.3    3.4    2.1    2.7 191.6    0.2    1.9    2.2    2.1 140.1    1.1   13.8    0.6

. Nov 181.5    0.1    1.3    2.3    2.6 191.9    0.2    1.9    2.0    2.1 139.5   -0.4   -5.0    0.9

Consumer Price Index
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tories; 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 (merchandise) and services.
It is nearly identical in concept to the net exports 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
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 compen-
sation 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 inflation. 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 consumption
adjustments (CCAdj) increase profits and proprietors’ income by the differ-
ence 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 industrial production and capacity utilization (pp. 4-5,
20), 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 Classification System (NAICS). For more informa-
tion, 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 investment
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, compensation
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, capacity
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)

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 indexes 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 imports.

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 and
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 component of GDP. The Employment Cost Index
(ECI) covers private 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 excludes 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 provides 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 uncertainty 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 representa-
tive 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 compre-
hensive revision introduced the equipment & software component of business
investment.

Pages 16, 17: Government consumption and investment is current expendi-
tures 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. terri-
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