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Americans love to drive. According to
a 1995 survey by the Bureau of Transpor-
tation Statistics, driving by personal ve-
hicle is the most popular mode of travel.
Vehicle miles of travel increased 82%
from 1970-1990. All that driving requires
a lot of gasoline, and the nation consumed
almost 1.5 trillion gallons of fuel in 1996.

Recent History of Oil Prices

The pre-tax price of gasoline began a
very steep climb at the end of the 1970s
due to political events involving the Ira-
nian Revolution and subsequent Iran-Iraq
war, which interrupted their production
of oil. Pre-tax gas prices peaked at $1.42
in early 1981. As businesses and consum-
ers increasingly switched to better insula-
tion and alternatives to oil for heating,
crude oil prices, and subsequently gaso-
line prices, began to fall.

In an attempt to stabilize prices, the
Organization of Petroleum Exporting
Countries (OPEC) cartel, which is respon-
sible for roughly one-half of the world’s
oil production, assigned strict quotas to
member nations, deliberately restricting
the supply of oil. But constant cheating
by the various OPEC producer members
forced even Saudi Arabia to abandon its
quota in 1985, when the supply greatly
increased and prices dropped sharply. In
addition, non-OPEC nations developed
new oil yields offsetting much of the
OPEC decline.

Another spike in gas prices occurred
following Iraq’s invasion of Kuwait, in
August 1990, only two years after the end
of the Iraq-Iran War. Uncertainty over fu-
ture oil supplies again led to a surge in
prices, but this was short-lived as the Gulf
War ended quickly.

International sanctions against Iraq
have prevented this nation from selling
oil on the open market since 1990. Prior

Paying at the Pump…and Elsewhere

As a result of greatly increased proven oil reserves and recovery

methods, the world is awash in petroleum. Only unprecedented taxes on

gasoline worldwide—said to be necessary to prevent environmental

degradation and depletion of a scarce resource—have kept pump prices

at their current levels. Their economic costs, however, may be grevious.

to 1990, Iraq was a major oil producer,
contributing 9% of total OPEC produc-
tion (second only to Saudi Arabia) and
4% of total world production. (See Chart
1.) Under the so-called “oil for food” pro-
gram established in December 1996, Iraq
is allowed to sell only $5.2 billion worth
of oil every six months.

The Real Price of Gasoline

Without sanctions against the Iraqi
government, the price of oil would un-
doubtedly be lower. Even so, the pre-tax
nominal price of gasoline is low by his-
torical standards. Chart 2 shows the evo-
lution of regular unleaded gasoline prices,
averaged across the nation, as compiled
by the Bureau of Labor Statistics, monthly
from January 1976 through March 1999.
These data reflect prices before taxes. It
is important to keep in mind that although
gas prices are higher now than in some
earlier periods (but not as high as the late

70s or early 90s) the general price level as
measured by the Consumer Price Index
(CPI) has increased much more. The CPI
has roughly tripled since 1976, but the
pre-tax gas price is currently only 65%
higher than in 1976.

Indeed, the constant-dollar pre-tax
price of gasoline is lower today than in
any previous time. For example, the pre-
tax price of gasoline in March 1997 was
equivalent to only 33 cents per gallon us-
ing January 1976 purchasing power. The
actual pre-tax price in January 1976 was
just over 60 cents per gallon. In short,
there has been a 45% reduction in the real
price of gas before taxes during this time.
What you pay at the pump, of course, is a
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Table 1
Excise Tax Rates on Motor Fuel by

State, (January 1, 1999)

Cents per Gallon
Gasoline Diesel

Alabama 18 19
Alaska 8 8
Arizona 18 27
Arkansas 18.6 18.6
California 18 18
Colorado 22 20.5
Connecticut 36 18
Delaware 23 22
District of Columbia 20 20
Florida 13 25
Georgia 7.5 7.5
Hawaii 16 16
Idaho 25 25
Illinois 19 21.5
Indiana 15 16
Iowa 20 22.5
Kansas 18 20
Kentucky 16.4 13.4
Louisiana 20 20
Maine 19 20
Maryland 23.5 24.25
Massachusetts 21 21
Michigan 19 15
Minnesota 20 20
Mississippi 18.4 18.4
Missouri 17 17
Montana 27 27.75
Nebraska 24.6 24.6
Nevada 24 27
New Hampshire 18.7 18.7
New Jersey 10.5 13.5
New Mexico 18.875 19.875
New York 22.8 22.65
North Carolina 22.6 22.69
North Dakota 20 20
Ohio 22 22
Oklahoma 17 14
Oregon 24 24
Pennsylvania 25.9 30.8
Rhode Island 29 29
South Carolina 16 16
South Dakota 21 21
Tennessee 20 17
Texas 20 20
Utah 24.5 24.5
Vermont 20 17
Virginia 17.5 16
Washington 23 23
West Virginia 25.35 25.35
Wisconsin 23.8 23.8
Wyoming   9   9
Average 19.93 20.06
Source: U.S. Dept.of Transportation, F.H.A.

different matter.

Taxes, Taxes, and More Taxes

The federal excise tax on gasoline is
18.4 cents per gallon. State excise taxes
range from 7.5 (Georgia) to 36 (Connecti-
cut) cents per gallon with an average of 20
cents per gallon across the states, as shown
in Table 1. On top of this, many areas add

a further local excise tax (which averages
about 2 cents per gallon nationwide) and
most states assess a general sales tax (an
additional local sales tax may make this
even higher). In some of these states, such
as California, the state sales tax is figured
after the federal and state gasoline excise
taxes, which amounts to paying a tax on a
tax. The pump price reflects the final pur-
chase price, inclusive of all taxes.

The first federal tax on gasoline was
implemented in 1932 at a rate of 1 cent
per gallon as a way to enhance general
revenue, and was not designed specifi-
cally for road construction or maintenance.
Beginning in 1956, all federal gas tax re-
ceipts, along with taxes for rubber and
rubber tires, and sales taxes from trucks,
buses, and trailers, were to be assigned to
the newly created Highway Trust Fund.

In 1919, Colorado, New Mexico, and
Oregon were the first to impose state excise
taxes on gasoline and when the federal tax
began in 1932 all states had already imposed
some sort of tax. Over the 15 year period
from 1983-1998, state excise taxes have
steadily climbed from an average 9.75 cents
per gallon to the current 19.94 cents per gal-
lon, an increase of 104.5%. Meanwhile, the
federal excise tax on gasoline, which was
raised to 4 cents per gallon way back in
1959, was more than doubled in 1982 to 9
cents per gallon, increased another 5 cents
in 1990 and finally reached the current 18.4
cents in 1993. Thus, after not changing for
23 years, the federal excise tax had risen
360% in only 11 years. (See Chart 3.)

The amount of the excise and sales
taxes imposed on consumers often goes
unnoticed, since they are hidden in the
posted price. For most other products, the
advertised prices are pre sales tax, with
the sales taxes explicitly added on after
the final bill is calculated. Excise taxes
are usually concealed in the price of the
product but occasionally, such as in the
case of “hospitality” taxes added on to
hotel bills, they are listed on a separate
line. Consumers then get to see exactly
how much these taxes are costing them.

Currently, revenue from the federal
excise tax is exclusively dedicated to the
Highway Trust Fund, with the exception
of 0.1 cents per gallon assigned to the
Leaking Underground Storage Tank
(LUST) Fund which began in 1986 with a
special tax increase. From 1990 to 1997,
part of the revenue was siphoned off the
Highway Trust Fund into the General
Fund earmarked for Deficit Reduction.
State governments annually collect almost
$30 billion in gas tax receipts, with close
to 7% distributed for debt service on state
administered highways.

Despite the proliferation and magni-
tude of gas taxes in this country, on an

Table 2
Motor Fuel Tax Rates, (Jan. 1, 1998)*

Country Gasoline Diesel

Belgium $2.50 $1.52
France 2.67 1.67
Germany 2.38 1.51
Italy 2.55 1.87
Netherlands 2.52 1.65
United Kingdom 2.93 2.76
United States .37 .44

Source: U.S. Dept.of Transportation, F.H.A.
* United States includes weighted aver-
age of state taxes plus federal tax. Other
nations converted to U.S. currency based
on prevailing exchange rate.

international scale U.S. excise taxes on
gasoline pale compared to the industrial-
ized European nations. The United King-
dom, for example, assesses taxes at al-
most 8 times the rate of the U.S. (Table 2)

The Economic Costs of Taxation

Any policy that disrupts free markets
for energy, of which petroleum is now a
principal planetary resource,  necessarily
contributes to rising costs throughout the
world’s economies. Technological ad-
vances, especially in the petroleum indus-
try, have continued to promise markedly
reduced costs that, ceteris paribus, should
benefit advanced and developing econo-
mies alike. (That some underdeveloped
economies are said to rely on high prices
for their petroleum exports – and there-
fore support supply restraints – in no way
implies that the vast majority of third
world countries would not benefit greatly
from lower energy costs).

In any event, the intermittent sanctions
that have sometimes limited the supply of
crude oil to world markets—or even col-
lusive restraints on production—have not
reversed the market trend toward cheaper
and more abundant energy.  The short,
sharp run-ups in oil prices following
OPEC’s attempts to restrict the supply of
crude, for example, encouraged greater
exploration and discovery, and eventually
contributed to vast increases in the world’s
proven oil reserves.

Rather, it is taxation and taxation alone
that would seem to pose the most imme-

Chart 3
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According to the latest economic data,
the economy remains strong. Seven of our
twelve leaders are appraised as clearly
expanding, with three reaching highs for
the cycle. The series reaching new highs
this month include new orders for con-
sumer goods, the ratio of manufacturing
and trade sales to inventories, and M2
money supply (M2 money supply and all
other dollar-denominated series are re-
ported in constant dollars). The 3-month
moving average for sales to inventories
reached a cyclical high despite a drop in
its base data.

M1 money supply, the narrowest mea-
sure of money, decreased slightly last
month after rising continuously through-
out the first and second quarters of the
year. The series, however, remains ap-
praised as clearly expanding. The moving
averages for both contracts and orders
for plant and equipment and initial claims
for state unemployment insurance (in-
verted) fell this month. Like M1, neither
series warrants downgrading from clearly
expanding. Initial jobless claims, at
305,000, remain near their low for the
cycle. A second consecutive decrease in
the monthly base data for the index of com-
mon stock prices was sufficient to reverse
the direction of its 2-month moving aver-
age, but not enough to change the series’
cyclical appraisal from clearly expanding.

The highly volatile 3-month change in
sensitive materials prices series contin-
ues to strengthen, although it remains
negative in absolute terms. Following sev-
eral warranted upgrades throughout the
year including this month, the change in
sensitive materials prices is now appraised
as probably expanding. Two months of
sharp declines in the based data for the 3-
month change in consumer debt reversed
the direction of its moving average—of
sufficient magnitude to downgrade the
series’ status back to probably expanding
after being appraised as clearly expand-
ing just last month.

The base data for vendor performance,
the percentage of purchasing managers

BUSINESS-CYCLE CONDITIONS

Given that 100 percent of the leading and coincident indicators

with an identifiable cyclical trend are expanding, and that the lagging

indicators bare no serious signs of bottlenecks, the outlook for the

economy remains positive.

reporting slower deliveries from their sup-
pliers, increased for the second straight
month. Although the moving average for
the series is now increasing, the series is
still cyclically indeterminate. The aver-
age workweek in manufacturing, at 41.7
hours, was unchanged this month. Manu-
facturing overtime edged up by 6 minutes
to 4.7 hours. The average workweek has
fluctuated in a narrow band between 41.5
and 42 hours per week since early last
year. At present, the series has no identi-
fiable trend. New housing permits in June
totaled 1,621,000, compared to the revised
May number of 1,591,000 and last June’s
figure of 1,531,000. The series’ 3-month
moving average has weakened somewhat
since January, but its cyclical status re-
mains unclear.

Overall, 100 percent (nine out of nine)
of our primary leading indicators with
apparent cyclical trends are expanding—
up from 89 percent last month. The cycli-
cal score, a purely mathematical assess-
ment of the leaders, fell from 81 to 78, but
remains well above the statistical thresh-
old of 50 below which contraction is more
probable than expansion.

The primary roughly coincident indi-
cators confirm the current strength of the
economy. Three series reached new highs
this month: nonagricultural employment,
the index of industrial production, and
gross domestic product (GDP). All are
appraised as clearly expanding. New jobs
in June totaled 268,000, with job gains
occurring in all major industry groups
except mining and manufacturing, where
employment continued to decline. The
service industry added 151,000 jobs, well
above the average monthly gain for the
previous 12 months of 119,000. The fi-
nal estimate of first quarter GDP growth
was 4.3 percent, higher than the prelimi-
nary estimate of 4.1 percent released last
month, but below the advance estimate
of 4.5 percent announced in May. After
reaching consecutive new highs each
month this year, the base data for manu-
facturing and trade sales decreased. The

2-month moving average for the series
has reversed direction, but not of statisti-
cal magnitude or duration to warrant
downgrading the series from clearly ex-
panding.

According to the latest statistics, civil-
ian employment rose to 133,432,000,
nudging civilian employment as a percent-
age of the working-age population up from
64.2 percent to 64.3 percent. This ratio is
appraised as probably expanding. The base
data for personal income in manufactur-
ing rose this month. Manufacturing
income’s moving average is rising, but
the series has been mostly flat for the past
12 months. Although all series must even-
tually be appraised as expanding or con-
tracting, manufacturing income has no
identifiable trend.

Overall, 100 percent (five out of five)
of the primary roughly coincident indica-
tors with apparent cyclical trends are ex-
panding—unchanged for the 36th consecu-
tive month.

Five of our six primary lagging indi-
cators strengthened this month. Three se-
ries—manufacturing and trade invento-
ries, commercial and industrial loans,
and the ratio of consumer debt to per-
sonal income—reached new highs and
are appraised as clearly expanding. No
major imbalances in manufacturing are
yet apparent, despite a rise in inventories
and fall in sales. The ratio of consumer
debt to income climbed above 18 per-
cent to 18.06, matching its record high
set last March. The increase warranted
upgrading its cyclical status from inde-
terminate to clearly expanding. The av-
erage duration of unemployment (in-
verted) jumped 8.2 percent to 14.5 weeks,
owing mostly to larger numbers of those
persons unemployed for 27 weeks or
more. (Notably, the median duration of
unemployment fell by nearly a week to
6.2 weeks.) The series remains appraised
as clearly expanding.

The base data for the percent change
from a year earlier in manufacturing la-
bor cost is up for the second straight
month. Although its moving average is
approaching positive territory, an asser-
tion regarding the series’ cyclical direc-
tion is not warranted. The composite of
short-term interest rates series warranted
upgrading from clearly contracting to
probably contracting.

Overall, 80 percent (four out of five)
of the primary lagging indicators with ap-
parent cyclical trends are expanding, five
percentage points higher than June’s fig-
ure. Nonetheless, there are few indications
that bottlenecks are developing, as dis-
cussed in greater detail in last month’s
Research Reports. All indications are that
the current outlook is highly favorable.

diate threat to lower energy costs, which
promise to raise standards of living ev-
erywhere. Given the current pace of dis-
covery, there simply is no reason to be-
lieve that the world will “run out of oil”
soon, if ever. Indeed, as energy alterna-
tives become more economical and as

technological advances allow more effi-
cient—and cleaner—use of current energy
resources, the life even of today’s fossil
fuel reserves presumably could be ex-
tended indefinitely.

In the meantime, untold millions shoul-
der the burden of misguided policy. ❑
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PRICE OF GOLD

1997 1998 ——␣ 1999␣ ——
Jul. 21 Jul. 23 Jul. 14 Jul. 22

Final fixing in London $319.40 $293.30 $253.30 $253.95

Statistical Indicators of Business-Cycle Changes

␣ ␣ ␣ Change in Base Data ␣ Cyclical Status␣
Mar. Apr. May Jun. ␣ ␣ ␣ ␣ ␣ ␣ Primary Leading Indicators May Jun. Jul.

+ + - M1 money supply + + +
+ + + M2 money supply + + +
- + + Change in sensitive materials prices ? ? +?

+ - + New orders for consumer goods + + +
+ - + Contracts and orders for plant and equipment + + +
- - + + Index of new housing permits ? ? ?

+ - Ratio of manufacturing and trade sales to inventories + + +
+ - + + Vendor performance ? ? ?
+ + - - Index of common stock prices (constant purchasing power) + + +

- + + nc Average workweek in manufacturing -? -? ?
- - + Initial claims for unemployment insurance (inverted) + + +
+ - + Change in consumer debt +? + +?

␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ Percentage expanding cyclically 89 89 100

 ␣ ␣ ␣ ␣ ␣ Primary Roughly Coincident Indicators
+ + -r + Nonagricultural employment + + +
+ + + + Index of industrial production + + +
- - + Personal income in manufacturing ? ? ?

+ - Manufacturing and trade sales + + +
- - + + Civilian employment to population ratio +? +? +?
+ Gross domestic product (quarterly) + + +

␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ Percentage expanding cyclically 100 100 100

 ␣ ␣ ␣ ␣ ␣ Primary Lagging Indicators
+ + - - Average duration of unemployment (inverted) + + +
+ + Manufacturing and trade inventories + + +
+ + + Commercial and industrial loans + + +

+ - + Ratio of consumer debt to personal income +? ? +
+ + + Change in labor cost per unit of output, manufacturing ? ? ?
+ - + + Composite of short-term interest rates - - -?

nc␣ No change.␣ ␣ ␣ r␣ Revised. ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ ␣ Percentage expanding cyclically 80 75 80

Under “Change in Base Data,” plus and minus signs indicate increases and decreases from the previous
month or quarter and blank spaces indicate data not yet available. Under “Cyclical Status,” plus and
minus signs indicate expansions or contractions of each series as currently appraised; question marks
indicate doubtful status when shown with another sign and indeterminate status when standing alone.

Reading Tea Leaves

The Federal Open Market Committee
(FOMC) is a twelve-member committee
made up of the seven members of the
Board of Governors; the president of the
Federal Reserve Bank of New York; and
four presidents from the remaining eleven
Reserve Banks (who serve rotating one-
year terms). The FOMC meets eight times
per year to set Federal Reserve guidelines
regarding the purchase and sale of gov-
ernment securities in the open market as a
means of influencing the volume of bank
credit and money in the economy. FOMC
meetings are scheduled for Tuesdays, with
the first and fourth meetings of the year
scheduled to carry over to the next day.
The minutes for each FOMC meeting are
made available a few days after the next
regularly scheduled meeting.

Since early 1994, each change in the
target nominal federal funds rate—the rate
charged in the interbank market for pur-
chases of excess reserve balances—has
been announced immediately after the
meeting with a brief rationale for the ac-
tion. For example, the Fed released the
following statement after the June 30 1999
meeting:

The Federal Open Market
Committee today voted to raise its target
for the federal funds rate 25 basis points
to 5 percent. Last fall the Committee
reduced interest rates to counter a
significant seizing-up of financial
markets in the United States. Since then
much of the financial strain has eased,
foreign economies have firmed, and
economic activity in the United States
has moved forward at a brisk pace.
Accordingly, the full degree of
adjustment is judged no longer
necessary. Labor markets have
continued to tighten over recent
quarters, but strengthening productivity
growth has contained inflationary
pressures.

At its December 1998 meeting, the
Committee resolved to implement an
available, but unused policy originally
stated in early 1995 of releasing, on an
infrequent basis, an announcement imme-
diately after FOMC meetings when the
stance of monetary policy remained un-
changed. Chairman Alan Greenspan, de-
livering the semiannual Humphrey-
Hawkins report in February of this year,
outlined the FOMC’s new disclosure
policy:

The Federal Reserve will release
such a statement when it wishes to
communicate to the public a major shift
in its views about the balance of risks
or the likely direction of future policy.
Such an announcement need not be
made after every change in the tilt of

the directive. Instead, this option would
be reserved for situations in which the
consensus of the Committee clearly had
shifted significantly, though not by
enough to change the current policy,
and in which the absence of an
explanation risked misleading markets
about the prospects for monetary policy.

The FOMC took no action regarding
the federal funds rate during its February
and March meetings, and no disclosure
statements were included in the subse-
quent press releases. The minutes from
both meetings stated that “…prospective
developments are equally likely to war-
rant an increase or a decrease in the fed-
eral funds rate operating objective during
the intermeeting period.” However, such
statements were included in press releases
after the May and June meetings. The last
paragraph of the June release reads:

Owing to the uncertain resolution of

the balance of conflicting forces in the
economy going forward, the FOMC has
chosen to adopt a directive that includes
no predilection about near-term policy
action. The Committee, nonetheless,
recognizes that in the current dynamic
environment it must be especially alert
to the emergence, or potential emergence,
of inflationary forces that could
undermine economic growth.

The stance of policy, and when and
how it is communicated to the public, is
important. Rumors and speculation re-
garding the Fed’s intentions can and have
roiled markets unnecessarily. Unfortu-
nately, as long as the Fed maintains its
monopoly over money and chooses to, in
Greenspan’s own words, “release as much
information about monetary policy deci-
sion making, and as promptly, as is con-
sistent with maintaining an effective de-
liberative process,” reading tea leaves will
remain in vogue. ❑


