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Subject to Revision
The overall state of the economy is often judged by

economic statistics such as inflation, unemployment, and,
of course, gross domestic product (GDP). Many of these
economic statistics undergo substantial revisions. This is
especially true for GDP, which is revised twice in the first
three months after its initial release. In the month after
each quarter, the Bureau of Economic Analysis releases
an advance estimate of GDP. In the two subsequent
months, the BEA updates this estimate with preliminary
and then final estimates. The initial estimates garner quite
a bit of attention in the financial world, but how well do
they reflect the true state of the economy? How well do
they predict final GDP?

The advance estimate of GDP is calculated with incom-
plete data from the quarter including business inventories,
housing, retail sales, and automobile sales. The prelimi-
nary estimate is released a month later and incorporates
more data from the last month of the quarter. Even final
GDP is subject to annual revisions, which have resulted
in changes to prior GDP growth rates by more than 1.5
percentage points.1

Economists Karen Dynan and Douglas Elmendorf
report that, from 1968 to 2001, the average revision of
GDP growth from the advance to the final estimate was
0.67 percentage points. During the same period, revisions
around peaks and troughs of the business cycle varied
greatly. Near business cycle peaks, revisions were—on
average—similar in magnitude to those during the rest
of the business cycle. Near troughs, however, estimates
were revised quite a bit more. When it comes to detecting
the end of a recession, therefore, current GDP estimates
may not be the best indicator. 

The magnitude of the revisions to GDP makes it
unclear whether or not the most recent recession will
conform to the rule of thumb that a recession includes at
least two consecutive quarters of negative GDP growth.

Advance and preliminary GDP estimates for the third
quarter of 2001 were –0.4 percent and –1.1 percent,
respectively. Final GDP growth was revised down to –1.3
percent. Fourth quarter numbers were revised upward by
1.5 percentage points from the advance (0.2 percent) to
the final estimate (1.7 percent). These revisions make it
increasingly likely that the third quarter of 2001 was the
only quarter in the recession with negative growth. 

Revisions aside, from 1978 to 1991, 88 percent of
the time the advance estimate correctly established the
direction of quarterly change in real GDP growth.2 Since
total revisions do not tend to change the direction of the
estimates, the initial numbers may be helpful when deter-
mining the direction in which GDP is heading, if not by
how much. However, advance and preliminary estimates
of GDP around business cycle turning points may be less
accurate measures of output. One may take heart, though,
that revisions to GDP appear to have gotten smaller (see
accompanying figure) during two extended expansions.

—Abbigail J. Chiodo and Michael T. Owyang

1Dynan, Karen E. and Elmendorf, Douglas W. “Do Provisional Estimates of
Output Miss Economic Turning Points?” Working Paper 2001-51, Federal
Reserve Board of Governors, November 2001.
2Young, Allan H. “Reliability and Accuracy of the Quarterly Estimates of
GDP.” Survey of Current Business, October 1993, pp. 29-43.
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Conventions used in this publication:
1. Shaded areas indicate recessions, as determined by the National Bureau of Economic Research.

2. Percent change refers to simple percent changes. Percent change from year ago refers to the percent change from the same 
month or quarter during the previous year. Compounded annual rate of change shows what the growth rate would be over an entire 
year if the same simple percent change continued for four quarters or twelve months. The compounded annual rate of change of x
between the previous quarter t –1 and the current quarter t is:

For monthly data replace 4 with 12.

3. All data with significant seasonal patterns are adjusted accordingly, unless labeled NSA.
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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 (for-
merly 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 Divi-
dends 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
nonfarm employers.  ECI compensation refers to a fixed sample of
jobs, while compensation per hour covers all workers in the nonfarm
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.  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.

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 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 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.

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)


	Cover Page
	Table of Contents
	Economy at a Glance
	Output and Growth
	Interest Rates
	Inflation & Prices
	Labor Markets
	Consumer Spending
	Investment Spending
	Government Revenues, Spending & Debt
	International Trade
	Productivity & Profits
	Quick Reference Tables
	Notes & Sources

