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MONITORING INFLATION

FRIDAY, AUGUST 22, 1980

CONGRESS OF THE UNITED STATES,
JOINT EcoNo3Mc COMITErsE,

Waahington, D.C.
The committee met, pursuant to notice, at 10:15 a.m., in room 6226,

Dirksen Senate Office Building, Hon. Lloyd Bentsen (chairman of
the committee) presiding.

Present: Senators Bentsen, Proxmire, and Sarbanes; and Repre-
sentatives Reuss, Mitchell, and Heckler.

Also present: John M. Albertine, executive director; Charles H.
Bradford, minority counsel; William R. Buechner, professional staff
member; and Mark R. Policinski, minority professional staff member.

OPENING STATEMENT OF SENATOR BENTSEN, CHAIRMAN

Senator BENTSEN. This hearing will come to order.
Mr. Kahn, for the first time in a year and a half you have had a

chance to come before us with some good news, and you're so happy
I understand you're almost ready to shave your mustache and declare
a victory, from what you told me.

Today's news on inflation is really most encouraging. For the first
time in over 13 years, the Consumer Price Index for July showed no
increase. Not since March of 1967 have we had a monthly report from
the Bureau of Labor Statistics that showed zero inflation. Today's
figures are an indication that some of these measures taken by the
President during the past year are finally having some effect on in-
flation, but as I'm sure you will warn this committee and the public,
our problems aren't over and we are not out of the woods.

Much of the improvement in the inflation rate during July was
the result of declining mortgage interest rates. During the first half
of this year, rising mortgage rates gave the CPI an upward bias and
now the opposite is happening. When you take out the mortgage fac-
tor, the inflation rate is well above the reported figure. With food
prices rising again, productivity falling, and unit labor costs going up,
the underlying rate of inflation is still too high. So we can't let down
our guard on inflation just because we have 1 month's good news.

A complicating factor in our attempt to control inflation is reces-
sion. Our economy is now operating at 76.1 percent of capacity and
there are 8.2 million people out of work. For the sake of these people
and millions of others who stand to lose their jobs if conditions deteri-
orate, we can't let the economy simply meander along. I think that's
one of the reasons why we have to have a tax cut properly structured.

(1)
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What came out of the Finance Committee yesterday, in spite of what
one of the stories that I noticed in the paper said, was well within the
projections of that committee. We stated in the beginning that we
would have a tax cut that would be $25 to $30 billion for the fiscal
year and for the calendar year not in excess of $40 billion, and we
stayed within those limitations.

But our problem now is to make further progress in this fight
against inflation without consigning the economy to an endless reces-
sion, and those are the policies we want to discuss with you this
morning.

Without objection, the press releases entitled "The Consumer Price
Index-July 1980." "Consumer Prices: Energy-July 1980," and
"Real Earnings in July 1980" will be inserted in the hearing record at
this point.

[The press releases referred to follow:]
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United States -,J n w S-Department
of Labor

Bureau of Labor Statistics Washington, D.C. 20212

Patrick Jackman (202) 272-5160 USL-80-521
272-5064 TRANSMISSION OF MATERIAL IN THIS RELEASE

Kathryn Hoyle (202) 523-1208 IS EMBARGOED UNTIL 9:00 A.M. (EDT)

523-1913 Friday, August 22, 1980

THE ONSUMER PRICE INDEX-JJULY 1980

The Consumer Price Index for All Urban Consumers (CPI-U) rose 0.1 percent before

seasonal adjustment in July to 247.8 (1967=100), the Bureau of Labor Statistics of the U.S.

Department of Labor announced today. The Consumer Price Index for Urban Wage Earners and

Clerical Workers (CPI-W) also increased 0.1 percent before seasonal adjustment in July to

248.0 (1967=100). The CPI-U was 13.2 percent higher and the CPI-W was 13.0 percent higher

than in July 1979.

CPI for All Urhen Consururs (CPI-U)-Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for All Urban Consumers was unchanged fran

June to July.. This corpares with increases of 0.9 percent or more in each of the preceding 18

months and marked the first time since March 1967 that the CPI did not register an increase.

The index for housing declined 0.7 percent, as a result of a 5.7 percent decline in mortgage

interest rates. This decrease offset the acceleration in food and beverage prices, as well as

the oxparatively moderate increases in nmst other Oajor categories of consumer spending.

Table A. Percent Changes i CPI for All Urban Consumers (CPI-U
Seasonally adjusted Unadjusted

Expenditure Changes from preceding month annual rate 12-mos.

category 1980 3-eos. ended ended

Jan. Feb. Mar . Apr. May June July July '80 July '80

All items 1.4 1.4 1.4 .9 .9 1.0 0 7.6 13.2

Food and beverages .1 0 1.0 .5 .3 .5 . .9 7.5 7.6

Housing 1.4 1.4 1.6 1.3 1.5 . 1.8 -.7 11.1 16.1

Apparel and upkeep .9 .6 2.0 .3 -.2 0 .4 .9 7.2

Transportation 3.1 2.8 1.7 .6 .3 -.2 .4 1.6 15.9

Medical care. 1.3 1.5 .9 .7 .5 .5 .7 7.4 11.1

Entertainment 1.0 1.2 1.3 .8 .6 .6 .8 8.6 9.3

Other goods and services 1.1 1.0 .5 .6 .8 .8 .5 8.6 9.4

(Data for CI-U are shown tables 1 through 3.)
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The decline in the housing coponent in July followed a 15-eonth period of increases of

1.0 percent or more and was the first decrease since March 1973. Home financing costs

declined 5.6 percent, reflecting the 5.7 percent decrease in mortgage interest rates and an

increase of 0.5 percent in house prices. The index for rent rose 0.5 percent in July,

following increases of 1.0 percent or more in each of the previous 2 months. Prices for

'household fuels continued to increase but not as much as in the 2 previous months. Charges

for natural gas and electricity rose 1.4 and 1.0 percent, respectively, while fuel oil prices

continued the moderate trend evident since April. The index for household furnishings and

operations rose 0.6 percent in July, the sawe as in May and June.

Prices for grocery store foods rose 1.2 percent in July, after increasing only 1.5

percent during the first 6 months of the year. Prices for beef, pork, and poultry rose

sharply, following 3 months of declines. The indexes for fruits and vegetables and dairy

products also registered substantial increases in July. Prices for sugar and sweets continued

the sharp upward trend which began in January. Prices of the other two components of the food

and beverage index-restaurant meals and alcoholic beverages-rose 0.5 percent in July, less

than in recent months.

The transportation component rose 0.4 percent in July, following a decline of 0.2

percent in June. New and used car prices rose 0.9 and 0.7 percent, respectively, and were

primarily responsible for the July increase. Gasoline prices declined, following seasonal

adjustment, for the third consecutive month, but not as much as in May or June. Prices for

tires and other petroleum products-mator oil and ool'ant-rose substantialy in July. Autanw-

mobile finance charges, which had advanced sharply earlier this year, declined 2.6 percent in

July, following a drop of 0.8 percent in June. The index for public transportation oroe 3.4

percent, reflecting a large increase in intracity mass transit fares.
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The nedical care index rose 0.7 percent in July, following increases of 0.5 percent in

both May and June. Charges for hospital and other medical services rose 1.5 percent.

Physicians' fees rose 0.6 percent in July, the same as in June. The index for medical care

commodities rose 0.8 percent,.about the sane as the monthly increase during the first 6 months

of 1980.

The index for apparel and upkeep rose 0.4 percent in July. Seasonal sales were

prevalent, but most clothing items registered smell increases, following seasonal adjustrent.

Charges for apparel services rose 0.3 percent in July, following a 0.6 percent increase in

June and substantially larger increases earlier this year. The index for entertainment rose

0.8 percent and the index for other goods and services increased 0.5 percent in July,

following increases in June of 0.6 and 0.8 percent, respectively.

CPI for Urban Wage Earners and Clerical Workers (CPI-W)-Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers

was unchanged from June to July. This compares with increases of 0.9 percent. or more in each

of the preceding 18 months. The housing index declined 0.7 percent as mortgage interest rates

declined 5.6 percent. This decrease offset both the advance in the food and beverage index

and the comparatively moderate increases in most other categories of consumer spending.

The decline in the housing component in July followed a 17-month period of increases of

1.0 percent or more and was the first decrease since March 1973. Haoe financing costs

declined 5.6 percent, reflecting the 5.6 percent decrease in mortgage interest rates and an

increase of 0.5 percent in house prices. The index for rent rose 0.5 percent in July,

following increases of 1.0 percent or more in each of the previous 2 months. Prices for

household fuels continued to increase but not as much as in the 2 previous months. Charges

for natural gas and electricity rose 1.0 and 1.2 percent, respectively, while fuel oil prices

continued the moderate upward trend evident since April.
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Prices for grocery store foods rose 1.1 percent in July, after increasing only 1.6 per-

cent during the first 6 months of the year. Prices for beef, pork, and poultry rose sharply,

following 3 months of declines. The indexes for fruits and vegetables and dairy products also

registered substantial increases in July. Prices for sugar and sweets continued the sharp

upward trend which began in January. Prices of the other two components of the food and

beverage index-restaurant neals and alcoholic beverages-rose 0.5 and 0.6 percent,

respectively, in July.

The transportation conponent rose 0.4 percent in July, following a'decline of 0.3

percent in June. New and used car prices rose 0.8 and 0.7 percent, respectively, and were

primarily responsible for the July increase. Gasoline prices declined for the fourth

consecutive tmnth, following seasonal adjustment, but not as Much as in May ar June. Prices

for tires and other petroleun products--tMr oil and coolant-rose substantially in July.

Autamrbile finance charges, whicSf had advanced sharply earlier this year, declined 2.9 percent

in July, following a drop of 0.2 percent in June. lbe index for public transportation rose

4.6 percent, reflecting a large increase in intracity mass transit fares.

The medical care index rose 0.8 percent in July, ccepared with an increase of 0.4 per-

cent in June. QCarges for hospital and other medical services rose 1.8 percent as rany

hospitals changed their price structure in July.

The index for apparel and upkeep rose 0.5 percent in July. Seasonal sales were

prevalent but most clothing items registered small increases, following seasonal adjustment.

Charges for apparel services rose 0.3 percent in July,. about the same as in June and

substantially less than increases earlier this year. The index for entertainment rose 0.4

percent and the index for other goods and services increased 0.5 percent in July, following

increases in June of 0.7 and 0.8 percent, respectively.
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Tbble B. Percent Changes CPI for U=nWaeEarners and Clerical Warkers (CPI-W
.11, adjusted Unadjusted

unhpand
Expenditure Qhangee from preceding month annual rate 12-mos.
category 1980 3-mos . ended ended

Jan. Feb. Mar. Apr. y June July July '80 July '80

All items 1.4 1.4 1.4 1.0 .9 .9 0 7.4 13.0
Food and beverages .2 0 .9 .7 .5 .5 .9 7.8 7.9
Haosing 1.5 1.4 1.6 1.4 1.5 1.9 -.7 11.3 16.1
Apparel and upkeep .8 .9 1.7 .3 .1 -.3 .5 1.1 6.6
Transportation 3.1 2.8 1.7 .6 .2 -.3 .4 1.3 15.7
Medical care 1.3 1.5 .9 .8 .6 .4 .8 7.5 11.4
Entertainvent .8 1.2 1.6 .8 .5 .7 .4 6.9 8.4
Other good& and services 1.4 .9 .4 .5 .8 .8 .5 8.5 9.1

(Data for CPI-W are shown tables 4 through S.)
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Technical Notes

Brief Explanation of the CPI

The Consumer Price Index (CPI) Is a measure of the
average change in prices over time in a fixed market bauket
of goods and services. Effective with the January 1978
index, the Bureau of Labor Statistics began publishing
CPI's for two population groups: (1) A new CPI for All
Urban Consumers (CPI-U) which covers approximately
80 percent of the total noninstitutional civilian population;
and (2) a revised CPI for Urban Wage Earners and Clerical
Workers (CPI-W) which represents sbout half the popula-
tion covered by the CPI-U. The CPI-U includes, in addition
to wage earners and clerical workers, groups which histori-
cally have been excluded from CPI coverage, such as
professional, managerial, and technical workers, the self-
employed, short-term workers, the unemployed, and
retirees and others not in the labor force.

The CPI is based on prices of food, clothing, shelter, and
fuels, transportation fares, charges for doctor' and dentists'
services, drugs, and the other goods and services that people
buy for day-to-day living. Prices are collected in 85 urban
areas across the country from about 18,000 tenants, 18,000
housing units for property taxes, and about 24,000 esta-
blishments-grocery and department stores, hospitals,
filling stations, and other types of stores and service eats.
blishmenta. Atl taxes directly associated with the purchase
and use of items are included in the index. Prices of food,
fuels, and a few other Items are obtained every month in
all 85 locations. Prices of most other commodities end
services are collected every month in the five largest
geographic areas and every other month in other areas.
Prices of most goods and services are obtained by personal

visits of the Bureau's trained representatives. Mail question.
nairer are used to obtain public utility retes, some fuel
prices, and certain other items.

In calculating the index, price changes for the various
Items in each location are averaged together with weights
which represent their importance in the spending of the
appropriate population group. Local data are then corn-
bined to obtain a U.S. city average; Separate indxef are
also published by Ize of city, by region of the country,
for cross-classifications of regions and population-size
classes, and for 28 local areas. Ares indexes do not mea-
sure differences in the level of prices among cities; they
only ma ssue the average change in prices for each area
since the base period.

The index measures price changes from a designated re-
ference date-1967-which equals llOD. An increm of
122 percent, for example, is shown as 222D. This change
can also be expressed in dollars as follows: The price of a
base period "market basket" of goods and services in the
CPI has drien from $10 in 1967 to $2220.

For further details ee the following: The Connwses
ie Index: Concepr and Content Over the Year, Report

517, revised edition (Bureau of Labor Statisticr, May
1978); The Repition of the Consumer Pk Index, by
W. John Layng, reprinted from the Stafilcal Reporter,
February 1978, No. 78-5 (US. Dept. of Commerce),
Revision bs the Medical Care Service Component of the
Consnmer Pace Index, by Daniel H. Ginsburg, Monthly
Labor Review, August 1978; and CPlTlases, Report 593,
(Bureau of Labor Statistics, February 1980).

A Note About Calculating Index Changes

Movements of the indexes from one month to another
are usually expressed as percent changes rather than 1.d- PS
clsnges in index points because index point changes are
affected by the level of the index in relation to its base LCpM Inde

period while percent changes are not. The example in the Eq..1 Itnd.. p.im d-n
accompanying box illustrates the computation of index
point and percent changes.

Percent changes for 3-month and 6-month periods are Id. Mwfl5 dlfl
expressed as annual rates and are computed according to DMdd by the pW.1.
the standard formula for compound growth rates. These R5uq meIspII d by on

data indicate what the percent change would be if the Equ1. pee O.W
current rate were maintained for a 12-month period.
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A Note on Seasonally Adjusted and Unadjusted Data

Becaute priec data are used for different purposes by
different groups, the Bureiu of LAbor Statisttcs publishes
seasonafly adusted as well u unadjusted changes each
month.

Fot analyzing general price trends In the economy,
seasonally adjusted changes are usually preferred since they
eliminate the effect of duans that normally octar at the
saese time and in about the seine magnitude every year-
such as price movements resulting from changing climatic
conditions, production cycles, model changeovers, holl-
days, and sales.

The unadjusted data are of pr-inusy interest to con-
sumers concerned about the prices they actually pay. Un-
adjusted data also ae used extensively for escalation pur-
poses. Many collective bargaining contract agreements and
pension plans, for example, tie compensation changes to

the Consumer Price Index unadjusted for seasonal variation.
Seasonal factora used in computing the seasonally ad-

justed Indexes are derived by the X-ll Variant of the
Census Method 11 Seasonal Adjustment Program. The up-
dated seasonal data at the end of 1977 replaced data from
1967 through 1977. Subsequent annual updates have te-
placed 5 years of seasonal data, e+g, data from 1975
through 1979 were replaced at the end of 1979. The
seasonal movement of all Items and 35 other aggregations
is derived by combining the sesional movement of 45
selected components. Each year the seasonal status of
every series is reevaluated based upon certain statistical
criteria, If any of the 45 selected components changes
Its seasonal status, seasonal date from 1967 forward for
the all Itemr and for any of the 35 other aggregations,
that have that series as a component, ame replaced.
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24 Hour CPI Mailgram Service.

Consumer Price Index data now are available bj maID. (CPI-U) and for the Urban Wage laserr and Clerical
gram within 24 hours of the CPI release. The new service Workers (CPI-W) Indexes as shown on the CPf-U uample
is being offered by the Bureau of Labor Statistics through page below. TfThe unadjusted data Include the current
the National Technical Information Service of the U.S. month's brdax and the- percent changes from 12 months
Department of Commerce. ago and ont month ago. The seasonally adjusted data ue

The CPI MAILGRAM aervice provides unadjusted and the percent changes from one month ago.
seasonally ajusted data both for the AU Urban Consumers
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CHART 1: CPI-W: All Items, food and beverages, 1969-80
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CHART 2: CPI-W: Housing, apparel and upkeep, 1969-80
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CHART 3: CPI-W: Transportation and medical care, 1969-80
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CHART 4: CPI-W: Entertainment,
1969-80
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Table C. IDIIiDIIIII!IIS <XIIPIlII!IIIS .- in affic:f.al. CPI~ aDd 
in ezper1EIItal......aes: ~ """- ..... r 12 _ba 

ExperilEntal ueasures 
Official of Inmeownership 
Consumer 

Price Flow-of-services lII!8.8ures Outlays oeasures 
Index 

for All X-I 
12 months ended Urban Rental X-2 X-3 X-4 X-5 

Con- equiva- User coat User cost Outleys Outleyo 
oumers lence using using using usilll 

(CPI-U) using current average current average 
CPI interest interest interest interest 
rent coot coot coot coot 

December: 
1968 ••••••••••••• 7.6 2.8 11.0 8.0 11.0 6.0 
1969 ............. 10.2 3.8 7.1 3.5 13.2 8.3 
1970 ............. 10.2 4.5 4.2 1.7 12.6 10.1 
1971 .............. 2.7 3.8 -12.1 -8.9 0.3 7.7 
1972 .............. 4.1 3.5 2.4 3.2 4.8 6.2 
1973 ............. 7.7 4.9 23.0 18.9 10.8 4.4 
1974 ............. 13.3 5.4 16.9 12.9 14.9 9.1 
1975 ............. 7.9 5.2 2.8 3.4 7.1 9.0 
1976 ............. 3.8 5.5 -1.1 1.9 2.7 7.6 
1977 ............. 9.2 6.5 2.5 0.4 10.4 9.0 
1978 ......... ; .... 12.4 7.3 5.7 -1.1 12.0 5.3 

August 1979 ........ 16.0 7.5 20.1 13.2 15.9 7.0 
September 1979 ..... 16.1 7.6 18.3 11.5 16.4 7.5 
October 1979 ....... 16.8 8.4 22.2 15.5 17 .2 7.8 
November 1979 ...... 18.3 8.1 24.5 16.3 19.0 7.9 
December 1979 ...... 19.8 7.9 28.2 20.5 22.6 11.2 
Januory 1980 ....... 21.1 8.1 30.7 22.0 24.4 11.5 
February 1980 ...... 20.6 8.5 31.2 23.3 24.5 12.1 
March 1980 ......... 21.7 8.9 38.0 29.7 26.5 12.7 
April 1980 ......... 22.2 8.7 42.3 33.1 27.7 12.9 
May 1980 ........... 22.8 8.7 42.8 33.9 28.3 13.3 
June 1980 ........... 23.8 9.4 47.7 36.5 30.6 13.5 
July 1980 ........... 19.9 9.2 36.0 27.5 24.5 13.9 

Reletive importance 
December 1977 22.8 14.5 11.4 10.0 10.0 8.7· 

Table D. Offic:f.al. ALL-lTI!IIS CPI~ aDd EXl'EIIlII!NrAL Il!A9lRES U8iqj 
altemaUve _mbip ~s: Pen:em: __ over 12 IIOntba 

Experimental n:easures u8i~ alternative 
Official toneCMllershlp canponents 
Consuuer 
Price FIOltol'""Of-serv"ices l]E:asures Outlays ueasures 
Index 

for All X-I 
12 montba ended Urban Rental X-2 X-3 X-4 X-5 

Con- equiva- User cost User coot Outleys Outloys 
SWIers lenee uslIB uslrg uatrg uSitS 
(CPI-U) uslqj current average current average 

CPI interest interest interest Interes~ 

rent coot coot coot coot 

December: 
1968 ........... 4.7 3.9 4.9 4.6 4.7 4.2 
1969 ........... 6.1 5.2 5.6 5.2 6.0 5.7 
1970 ........... 5.5 4.5 4.5 4.2 5.2 4.9 
1971 ........... 3.4 3.5 1.6 2.2 3.2 3.8 
1972 ........... 3.4 3.3 3.2 3.3 3.4 3.5 
1973 ........... 8.8 8.5 10.4 10.0 9.2 8.7 
1974 ........... 12.2 11.1 12.6 12.1 12.3 11.8 
1975 ........... 7.0 6.6 6.4 6.4 6.8 6.9 
1976 ........... 4.8 5.1 4.3 4.7 4.8 5.2 
1977 ........... 6.8 6.3 5;9 5.7 6.6 6.5 
1978 ........... 9.0 7.9 7.8 7.1 8.5 7.8 

August 1979 ...... 11.8 10.1 11.5 10.7 11.0 10.2 
September 1979 ... 12.1 10.4 11.7 10.9 11.5 10.6 
October 1979 ..... 12.2 10.5 12.2 11.3 11.5 10.6 
November 1979 .... 12.6 10.5 12.5 11.4 11.8 10.6 
December 1979 ..... 13.3 10.8 13.2 12.1 12.5 11.3 
January 1980 ..... 13.9 11.2 13.9 12.7 13.1 11.7 
February 1980 .... 14.1 11.6 14.3 13.1 13.4 12.1 
March 1980 ....... 14.7 12.0 15.5 14.1 13.9 12.5 
April 1980 ....... 14.7 11.7 15.7 14.2 13.8 12.3 
May 1980 ......... 14.4 11.4 15.4 13.9 13.5 11.9 
June 1980 ........ 14.3 11.1 15.6 13.7 13.4 '11.5 
July 1980 ........ 13.2 10.8 14.0 12.6 12.5 11.3 

~ 
I--' 
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Explanations of Homeownership Measures

Offici CPI-U includes five components (1) The weights
for property taxes, property isurance, and home main-
tenance and repairs represent expenditures of all home.
owers in the base period. The weights for house prices and
contracted mortgage interest cost represent only those
homeowner, who actually purchased a home in the base
period. Included are the total price paid for the home and
the total amount of Interest expected to be paid over half
the stated Ufe of the mortgage. (2) Current monthly prices
are used for each of these components.

Experimental Measure X-1: (1) The weight for this
rental equivalence measure Is the estimate of the rental
value of all owner-occupied homes in the base period com.
piled from a specific question asked on the 1972-73 Con.
tumer Expenditure Survey. This covers the entire stock of
owned homes. (2) Prices used are the current rents col-
lected for the residential rent component of the CPI The
CPI rent component is designed to represent changes In
residential rents for all types of housing units, not just
changes in rents for units that sre typically owner occupied.
The CPI rent component is, therefore, not appropriate for
this measure.

Experbnental Measure X-2: (1) The weight for this user
cost method includes expenditures for mortgage interest,
property taxes, property insurance, malntenance and re-
pairs, the estimated base-period cost of homeowners' equity
In their houses, and the offset to shelter costs resulting
from the estimated appreciation of house values in the base
period. This measure covers the entire stock of owned
houses. To derive the weights for mortgage interest costs
and equity costs, the total value of the housing stock in the
base period was apportioned into its debt and equity
components. The debt component equals the amount owed,
and the equity component is the amount owned, I.e., pay-
ments on principal plus appreciation from the time of pur-
chase to the base period. Each component was sub-
sequently multiplied by the average mortgage interest rate

in the base period to determine its cost. (2) Prices used are
current ones except for the appreciation ttenm which uses
a 5-year moving average of the changes in appreciation
rates.

Expertnenual Measrre X-3: (1) The weights are the same
as in Experimental Measure X-2, except that mortgage in-
terest costs are calculated as the total interest amount
paid out by homeowners in the base period. As in X-l and
in X-2, this measure coven the entire homeowner popula-
ton. (2) The prices for all components except mortgage
interest costs and appreciation are current monthly ptices.
As in X-2, appreciation is represented by a 5-year moving
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs In a 15-year
weighted moving average, which reflects the base period
age distribution of mortgage loans.

Experisental Meaure X4: (I) The weights for this out-
lays approach include expenditures actually made In the
base period for property taxes, property Insurance, and
maintenance and repairs. The weight for the mortgage in-
terest term is calculated in the same manner as in X-2. How-
ever, no appreciation or equity terms are included. Not all
homeowners are represented in this measure because those
who made no mortgage debt payment in the base period
are excluded. (2) The prices used for each of these Items
are current ones.

Experinental Measure X-5: (1) The weights for this
outlays approach include, as in X-4, expenditures actually
made In the base period for property taxes, property in-
surance, and maintenance and repairs. The weight for the
mortgage interest cost term Is the .ame as for the X.3. No
appreciation or equity elements are used. As in X-4, not
all homeowners ae represented in this measure because
those who made no mortgage debt payment in the base
period are excluded. (2) Current prices are used in X-5 ex-
cept for mortgage interest which uses the 1 5-year weighted
moving average also used in the X3.



23

United States

Department
Bureau of Labor Statistics Washington, D.C. 20212
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Friday August 22, 1980

CONSUMER PRICES: ENERGY -. July 1980

The Bureau of Labor Statistica of the U.S. Department of Labor released today the

average retail prices for gasoline, fuel oil, natural gas, and electricity for July 1980.

These average prices are compiled from data collected by BLS in conjunction with the

Consumer Price Index.

Gasoline and Fuel Oil

The U.S. average price for all types of gasoline rose to $1.247. July prices of leaded

regular gasoline averaged $1.216; unleaded regular, $1.271; and leaded premium, $1.307. In

the 28 cities for which gasoline prices are published (table 3), prices of all types of

gasoline averaged highest in Honolulu, San Francisco, and Chicago and lowest in Dallas,

Kansas City, Milwaukee, and St. Louis.

The U.S. average price per gallon of fuel oil rose to $1.022 in July. In the 15 cities

for which fuel oil prices are published (table 1), the price per gallon averaged highest in

Seattle, Anchorage, and Washington, D.C., and lowest in Baltimore and Northeast Pennsylvania

(Scranton).

Electricity and Natural Gas

The U.S. average price for 500 NWH of electricity was $31.51, up 58 cents from June.

The July price for 40 therms of natural gas was $17.18, 19 cents higher than June. The U.S.

price for 100 therms was $40.42, $1.56 higher than June.
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Te-le 1. s-rego pitces foe utility (piped) gas. lactricity, eno ful oil, U.S. city .V-r-9- and solac.eo areas

Utility (pipadi gas Electricity

Area, regin and pipultion 0100 Per *0 thore.s prr 100 theses per 500 oar
u u .o

'..I io a2

per gaiitn

U.S. city eaeg e ................j 16/. 989

Citcago, ..-ttothresiern Icd 16.06i

Oetrol Klh.......................... 17.6
'P" bcg8ec.Anhl. C"r . I.

tAntooi..0edch.0Al.k ...A. C...........- 97.70
5.5., s~n-Norshosaron 5.3 . 1.5 7

Solato, Masst.................... 20.106
Cincinstil. ........ . 16.830
Docoer_-Solder C.o .................. 16.978
elsel .l, 1.z3.:08
Si.iwaukor 5... . .............. 17.913

ootnoast Pen.Syl .. 19
Porsiano, Sren -ash .oi...................2.7yi
St. Louis, So.il .... 1
StnOlego C.1r. .................... 12.615
Sessstlo-tr-rss. h . ............ 2 6.71
asingtoc, S.C.- ............... .85

lituansa ,a .. . ...i...:............ 17.110
Suffalo, N.Y .lO..................ny.............. 18.99y
Cleolelnd, Ucco .l5.0d........ . .... 12.62
isiiea-Port aorth,11.................... 12.011
sncolulo, deosil 2/ .ccclS661
noustion, Tx.1....................I.900
canoes City H._K tr.................... 12.62S
tilneapoiia-St. Paul, Mi.- ......- 1.935
Pittsiuogh ....... ................ 10.732
San ra.cis In Calif ........ 16 900

Segloc _/

5auth Ccr.u...
cuush.16~~~~~~~~.16

Orut 1/.isly. .f-.. 31

yegioc/sopulation aIdr class
co classlirsialon _/

scrthosst/O ....................................... 22.183
rth Cnral......................... 16.

Soots/A .................... 16.75S
KeSIA ................................ 22.906

t -rth aat/s i...... 2i2.7l
ort Centrl/ ........... i.57

South/S ............ I
actsa t/ 8 ........... i.797
sOysheass/C .................... 20.067
North Crnteel/C ................ I S.82
SOUth/C ........................ i.67
aast/C .................... 10.639
torthaast/S .................... 26.827
s.rte Cocenal/i.IS.02
55uth/0 ................... I..... ....... 1 687

WetO................................. IS22

July Jun- July I'll Iuly
180 1980 1960 1980 Int0

517.1i $38.858 0 O.ISiS S0.831 $31.513

1.170 35.579 35.861 37.197 37.i0
17.650 36.513 36.902 32.327 n2.di

-15-l __ .71.01 -A 3 36-cOlr- -35. S OS
26.900 57.6i9 57.222 50.2i6 52.267
2i.166 05.776 03.378 33.730 35.170

9.730 19.790 20.0S0 21.573 21.871
19.a10 tl.O00 o1.960 dol.e 3d.1
i 122.100 S6.tSl 00.681 32.673 33.979

I1.331 38.803 37.716 23.2l0 03.161
1 i16.300 d38.21 37.350 32.069 32.320
1 I 0.00.130 60.020 29.7635 299
17.930 01.152 01.1S 23.960 31.560
19.107 39.755 39.733 25.17i 05.000
25.7c0 56.977 56.977 17.935 17.607
15.605 70.0I I 30.016 27.888 07.888
1.l12 31.7i1 3n.y31 30.020 08.008

26.671 35.079 55.-79 11.502 10i65n
19.003 n1.921 42.213 31.560 32.512

i il 15 3 60 .iO 20.120 lilci
a8Jy6 i o 6 i.936 26.867 26.i06

15.i83 35.205 35.285 31.527 31.079
11.670 27.802 25.960 20.699 26.08S
eu59.260 i.OiO 1X3.040 36.t50 37.130

15.990 30.200 30.200 29.900 30.370
12.630 2o .010 2 .On 72.309 33.906
10.605 70.912 32.091 25.966 26.038
10.703 31.935 32.013 27.26i 20.100
16 .900 56.898 50.898 29.130 29.136

19SO

SI 1.017

I .119

.999

.61

.A

.A

N.A
N..

NA

NA

NA
NA

NA

Jirl

SI .022

I0.016

I1.071
I .058

1.022
1.85

.A

.A

.A8

N.A

.A

NA

NA

NA
NA

.~977

.A

22.122 07.750 07.518 37.80 319.002 1.020 1.007
16.120 33.508 33.675 30.63 31.203 1.000 .898

13.800 35.009 70.675 21.302 26.902 1.005 1.019
16.099 38.570 06.158 28.181 28.295 1.003 1.050

02.072 07.702 07.039 39.983 01.003 1.019 1.026
16.037 33.309 33.700 23.270 32.820 .899 .097
16.532 37.010 36.178 , 9.081 29.065 .998 . 1.002
15.862 30.029 06.392 29.061 29.310 1.067 1.076
22 096 8.168 08.760 09.331 29.772 .989 .990
15.676 35.206 35.30 26.736 26.392 1.001 .998
13.622 31.188 29.208 022.30 23.337 1.032 1.028
16.991 00.532 06.537 26.803 26.631 1.073 i.029
18.962 00.239 00.029 29.890 30.363 i.063 1.070
13.061 30.920 73.929 21.932 202.15 1.019 1.017
13.367 76.103 36.097 2.0270 02.369 tA 0A
10.389 78.351 38.636 20.937 00.936 i.0 1 0.053

26.705 59.971 59.968 20.707 08.007 1.037 1.006
i5.15i 33.600 73.906 26.083 26.260 .999 .997

17.022 33 .77 76 867 26.302 28.157 1.021 1.021
10.6S8 36.353 30.769 16.523 16.415 .935 .939

1/ Honoluil sot included for utillity (pipod gas.
2/ Pries s far, propcne only.
S/ Regions are defined sa the fOur Census reg-ons.

Ih pop.leios sira classes .- a S ggragatioss of sotshim h-aa uren poclatlson as dafi-nd bolos:

A-2 - 1,250,000 tO 5,000,000.
S - 38 OD to 1,250,000.
C - 73 000 to 3853,00.
S - Lass than 73,000.

Population airs 1.asi A is sh. eggegsiton of PoPulation sloe o.sss- A-l end A-2.
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Tatle 2. Average.unit prices and consooptlon ranges foe utility (p.lM. gas aon electelcoty fot U.S. Pity --erg. and selected

loss, reglon srd po.u-aclon sile

Oceesge price per trees eange of t.era Orernge price Per cso RBage or ran
or utility WWipedI gas con.uaption rot o relnrtricity con.. aption top

I'll illo, i~~Juy 1000 ll Il Ju1c 19t0June July Ju ne 10 0 Jul yu 18
19tA In80 Los nlgc u980 1000 Los nlgh

U.S. cty aerage 1 ................ .01... .. I

Cclrgo ill. - Lrtaaten I d.30 .3.0 30
O.te.tt, noon .... .... 18i nra 65-
L.a. -tn c noshela, Cab r .3rd .0005.0., 0.0. -torcleascero 5. J .107. .... . ............ .607 6 9 2
rhllaoe7lpnla Pa .-.J .. 050.................. .00 6 10

Bonton, ans ..... .532 0
Oonoer-Ooulonr, "s . .Cob ................. .010 .307 1
Olasi,_80ulter Colo F.......................... .150 .076 3
al ..o ..ee. .7 ..027 .027 10

Ortheast Penny .. .. ......... .5090
Pcrtlsno, treg -nash .. s0 .000
St. Louis, so-Ill .. 371 .3 7
sAt tiego. Callr . ................... .336 .073 0
snattle-tnerett,"s ... ..... ............. 502 .0052 02
nainogton, O.C.-a- .............. .6 . 070 9

Atlanta, Ca . .070 .137
Oufealo, s~~~~~~~n..016 :l .00 0

Cleland .......... 3. . 31 6 2
ts1s-rort wrtn; . .701 2177 3 2
Oonoluiu, Osallo 2'.............. 1.002 1
couston .. 300 .520 03
P50555 City, n0.-i r . .3026 .006 9
consonlclis-St. Paul, 010.-a .303 .336 16
PlctaouehP ...................... .302 .313 72
san Pranclsaco-o~ksula Cali. .570 .050 52

Region 3/

1 ,00 50.060 W0.060 0 0 782

701 .070 .070 168 2,000
061 .060 .068 05 0.031
IS) .075 .070 10 8,22-

1,011 .117 .121 28 0,000
207 .070 .073 105 2,502

1,600 .001 .001 120 2,102
1"0 .065 .065 107 90.00
201 .060 .071 130 0C011
208 .050 .053 00 1,211
335 .005 .056 386 6,075

52 .050 .000 101 2,073
250 .040 .055 170 2,503
110 .0 .0 .021 100 2,173
000 .033 .032 023 0,370
228 .054 .050 200 2,100
110 .070 .000 -17 *8703

003 .010 .017 210 0.200
267 .066 .067 110 7,290

410 .051 .001 037 0,305
20 .000 .0052 01 0,060

360 .061 .062 205 0,006
020 .0-9 .000 . 203 3.036

33 .060 .065 300 ".53
297 .000 .030 2.02 5 0106
307 .06! .063 65 2,102

270 .057 .050 21 I0,5
350 .077 .077 16 7,997

northeast. ..................... 20 . 1 1,011 .082 .00 9,70North Central..300 . 307 1 701 .061 .062 10 03Suth ... .......... 000 03 0,05tonI 2/..023 ~~~~ ~ ~~~~~~~~ ~~~~.460 1,600 .0 00 1 ,0West l/ ...............~.............-. . . .. . 2 .6 2 1 6 r .053 .05 1 - 95sag

tegioo/popuiatlon aloe class
oronnrclaaaiflcntion 0/

tooth Central/A . .306 .30 2 1701 o65 .066 1 9 0,01
Soctt/a..... ..... . . . ......0 .10 .000 3 n20 .036 .007 110 0,000Went/0..0 ..................... :316 .070 2 So1 .010 .061 10 9,203Northeast/ ............. 0 - . 12 .061 0 0,000North Central/ . . .337 .3.01 3 603 .001 .051 2 780Suth/A........ 06 2 776 .000 .10 0Snest/ 1/..0 0.1 .000 3 301 .0 6 .00 5 80,30.tpth06st/C1..01 .00 1 060 .060 .066 0 a 0,
llorth Central/C . .012 .17 10 007 .°'2 .0002 100 3,6r26

SocW/C.~~~~~ ~~~~ ~~~~ ~~~~.306 .361 10 630 .031 .032 38 '20,00

tnnt/C ................... 390 .000 7 7760 .003 .003 130 7,600rtheat/0 ............... .26 .21 2 .053 .005 117 0 921
north Central/C..331 ..30 2 320 .020 .036 10 3,726Suth/0 ............................. .3.6 .073 6 22 .051 .050 3 0,560et/ .. 050 .307................. . .027 07 72 70

1/ honolulu not Included for utility (ylpe.) gas.
2/ Prices .. fOr propane 0010.

.' Begions too onlneo.ss the rOut Censun region.
rho popoltl-on sIte classes sn ggregations or amos ohich hare urtban Pulation so di-dned t-elo:

A-I - Ooro than 1,000,000.
0-0 - 1,200,000 to 1 000 000.
8 - 385a000 to 1,250,000.

- 70,000 to 000,000.
0 - LnsI than 03 000.

Population n~te olaso 0 is the aggregstlon or popatlon sl1e clasi. A-i and 0-2.
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Tools 0. .asoline average pric- per gallon, U.S. 0100 average zoo selected rees
Gasoline,

Are, region nd populatIon size a11 types 1/ Leade zeguler ihlesded regular Leaed poesiva
June JUIY Jun July Jun Ju I .Jne J
1980 1000 1001 100 1 .000 1800 1 1000Area _/

U.S. city .1- .................... $1.206 01.217 51.217 31.216 $1.260 $1.271 $1.300 $1.307Chicago,, 1.1--ortneestern Id. 1.307 - 1.300 1.27 1 1.267 1.323 1.320 tlatrolt . .286 1.77 1.320 1.323 0 0AL.A.-Long B.son, Onahela, Cell 1.270 1.278 1.231 1.230 1.278 1.207 13
0.0., N.. 7-Boo tnezoternoN.J ...... ...... ...... ...1.203 1.289 1.267 1.262 1.1 1.380 1.3105 1.310
POileoslohla Pa.-t.J ............. 

...... .1.200 1.201 1.223 1.1 1261 1.250 1.250 3029 1.2079
Anonorage A .... ........ 1.207 1.289 1.237 1.262 1.205 1.200 1.017 1.037

8 ioiaoceHu 02......... 
...... ...... ...... .... . .

1.267 1.26a 1.237 1.232 l.2d3 1.280 1.301 1.002

Boston. deco. .1.221 
1.222 1.206 1.277 1.202 1.203 1.255 1.200

C Incinceti, Ohtlo-Oc.-icd. . ...... ...... ...... ...... ...... .......

1.221 1.220 1.103 1.107 1.206 1.285 1.260 1.270

eroer-louloer, Colo... . . . ................
2 11 

17 u5 
172 

1.20 1
ele, .. 1.230 130 .27 .230 122 1.21 310 00
Aortheasl Pennoci v a nit 

. . 1..... ...... ...... .... 
210 . .1.21878 1.211 1.108 1.-23275 1.23 

1.200 1.202
Portland, Oregzath . . . . .203 1.21 1.270 1.4 1.2 1.2007

5A. -ouis, MO-I. .. ... 100 1 .100 1.170 1 .166 1.206 1.230 00 
N A

San Olego, Cell? . . ...... ...... ...... ...... ...... ...... .

1.265 1.277 1.200 1 .227 1.207 1.208 1.32 1 1.322

Oeattle-Ozerett aseen. . . ..............
232 .200..7 1.200 BIO2 1.759 1.70150saShingoon, 0.1.-Md.1V.................... .260 1.200 1.231 1 262 1.281 1.313 1.003 1.021t

1.260 1.200. 1.223 1.2223 1.27 1.2726 .30 1.01Buffelo, 0.7 .1.200~~~~~~~~~~, 1.20 I.2B 1.6 f1.0 100 A ri

C lecelaco, Oh is.1.2......... ...... ....1 0 1.221 1.10 1.203 1.26 202A 1.22027 1."20A2 t1.177

allas-fort Kth Y0 . .............. 1 .19 1.177 21 .10 210 1.211 A sA

*Nonolulu, Oseali .0..................................... 
1.002 1.070 1.310 1.332 1.300 1.360 1.003 1.001

Pouston, 
................ 2103 1.100 1.171 1.213 1.218 1.200 1.203

KAnSaS Clty 40.-A.1.100 
1.182 1.168 1.161 1.220 1.210 N i N AOlonespolis-So. Paul, Olon.-e~s............. ...... .1.220 1.210 1.21C 1.107 1.260 1.200 1.0 120

PSt.sIurgI, P .
1.21 1.262 12 2 1 2 1.2 1.27

Sac Prsncisco-Oolano, Cell?. 1.3C7 1.000 1.270 1.260 1.020 1.327 1.01 3A7 i3AReglon 3/Oorttedso ....... 
...... ...... ...... ...... ...... ... 

1.268 1.205 1.200 1.281 1.285 1.200 1.002 1 .3 00

tooth CentralI.. 
.237 1.2 18 1.200 1.270 1.273 1.282 1.201

Scutt o ... t............ 
221.2 .220 1.100 1.200 1.207 1.202 1.230 1.208

seat1 
1.267..1.. 1..220.. 

...
1........ 

1.263 1.267 1. 23 L22 1 1.28 1 1.280 1.30 1.320Oeglon/popuiation size cleat
co cl~satllrc stoon 3/rtheot/0 ................. 

1.260 1.247 0 021 .287 1.301 1.03 15

0 oth .
Central/A . .......

1.2. 6 1 . 1.210 1.220 1.03 .267 1 .26

South/A4....... 
...... ...... ...... ...... ...... ... 

1.232 1 .236 1.201 1.205 1.201 1.206 1.200 1.201

zest/A ..
7 1 

..
201 I1.2 1.230 1.200 1.2 1 1.313 1.321

hOoreathesst/0.s+++ .................. 1.200 1.206 1.200 131.21.7 1.7 1.72 1207.7
SOUth/B ...'222 

1i.218 1.106 1. 1.230 1.28 1.27

zest/A ~ ~ ~ ~ ~ ~ l.2B0 1.260 1.220 1.210 1.200 1.~~~~~~~~~~~~~~~~~~~~~~20 1.010 1.32

ortheasi/C .1I.264 
1.266 1.248 0.207 1.270 1.203 N A oN

North Central/C ....... 
...... ...... ...... ...... ......... 

1.210 1.210 1.107 1.106 1.25 0 1 .200 00 40

South/C.1.210 
1.219 1.100 1 1 .26 12 1 1.27

est/C.10 
1...................2..2.217 

0.207 1. 1.201 1.320

toyth~ett/l~w ~w ....... 
...... ...... ...... ...... ..... 

1.272 1.266 1.200 1.202 1.201 1.201 A 0 01

tooth Cenlrsfl/0 ....... 
...... ...... ...... ...... ...... .. 

1.230 1.230 1.210 1.212 1.266 1.20 00 to

South/I.1.208 1.207 ~~~1.22 .1.3 1 .285 1 .283 to t32 .o

ilett/O 0- 
1.2104 7.1.210 1..1 022 7' 1.202 1.230 21.20 0.262 1.2 6

1/ Alto lcludes type e of gasoll In not thoan separatel 
0
.

7' Area is oe e nerall the Standard Y to eto opolit 5 St atist ical coa 104001, erlutl~eor o0r fae.A L.ALogLAng ceach, O stl1.11?. Is a coetntinton of teo O^AS s and 0..0 ., t..-Notocathestecno .3.an Chicago, 111.-toothaesaternd md. actheeeotecolcettondard ConsolostaeqAeds Brs.Ore defiicltion ar ~e It tt eistatllshe 
t
h Ohsic Offceo Mo-erntagen an8BdetO10Z3e73,t cocep for Oooeo-ooeer ,7 Cob.h ostlh08 not InclOl udet Doglsouunty. iefiniltuono dot coout Icluereolron sade

sloce 1473.~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~. :23 11

3' Megloos ae deflned 04 the four Census regloons.The populatlon size classes are zooregscions of areas allch coos 10050 ppopuletoo ssorno osfoe bels

Al -I - ore then 4O00C002.0-2 - 1 ,2 0 t5C 2 to *OOO OCC.0

i - 000,000 to 1,2C 00,02
C - 75,000 to 000,000.
0 - Less than 7 0,000.PPoputlat ion Aloes cAss 0h lo heggegatlon of Apopitlati Side classes A-I and 0-2.

N J ot nnot adequtae for publlcation.
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TECHNICAL NOTE

Beginning in February 1978, the Bureau of Labor Statistics (BLS) began
publishing two Consumer Price Indexes: A new CPI for All Urban Consumers
(CPI-U) and a revised CPI for Urban Wage Earners and Clerical Workers
(CPI-W). The previous report on fuel and utility prices and indexes was
compiled from the unrevised CPI-W and was discontinued effective with data
for June 1978. Due to changes in compilation methods, the price data
published in this report are not strictly comparable with those from the
unrevised CPI-W.

Prices are usually available for the U.S. city average, 28 large urban
areas and 12 areas reflecting the four Census regions cross-classified by
three population sizes. However, not all energy commodities and services are
used in every area of the country. Fuel oil, for example, is not a common

-heating fuel in some urban areas, particularly in the South and West. Where
no average prices are available, the designation NA will appear--average
price not available. NA will also appear if the data sufficiency criteria
have not been met in any given month. For example, if there are fewer than
five usable fuel oil prices for a published city or region size class, no
fuel oil prices for the area will be published.

All prices, except for electricity, are collected monthly by BLS
representatives in the urban areas priced for the CPI. Electricity prices
are collected monthly on mail questionnaires by the Department of Energy for
BLS. Prices for natural gas and electricity include fuel and purchased gas
adjustments and all applicable taxes. Fuel oil and gasoline prices include
applicable Federal, State, and local taxes.

Natural gas and electricity: Natural gas prices are reported in therms,
which are a measure of heating value. Electricity prices are given in
kilowatt hours (kwh). For both utility services, the consumption ranges
specified in table 2 are the upper and lower limits of the bill sizes priced
for the Consumer Price Index. The average prices per therm and per kilowatt
hour are calculated from bills priced within these ranges. It should be
noted that bills priced for the CPI ate not only for different consumption
amounts, but may also be calculated from different types of residential rate
schedules. The average prices per therm and per kilowatt hour are not.
therefore, generally suitable for use in place-to-place price comparisons.
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The average prices for 40 and 100 therms of natural gas and for 500
kilowatt hours of electricity (table 1) are calculated for this energy
release from a special price collection program. They are not used in the
calculation of the CPI. Since heating and air conditioning requirements vary
by geographic location, climate, and weather conditions, it cannot be
inferred that these consumption amounts represent those used by a typical
residential consumer. These bills are used merely to track price changes
over time for constant amounts of consumption, to provide data for place-to-
place price comparisons, and to provide continuity with prices of natural gas
and electricity formerly published in conjunction with the unrevised Consumer
Price Index.

Fuel oil: Only #2 fuel oil (home heating oil) is priced. Prices are
collected, in most cases, for quantities greater than one gallon. These
prices are converted to a per gallon price for this program. Fuel oil prices
reflect discounts for quantity and/or quick payment.

Gasoline: Gasoline prices are collected at the pump from a sample of full
service, mini-service, and self-serve gas stations.

Approximate British Thermal Unit (BTU) values for some energy items are as
follows, according to the source indicated:

1 therm - 100,000 BTU's (U.S. Department of Energy).
1 kwh - 3,412 BTU's (Edison Electric Institute)
1 gallon #2 fuel oil - 140,000 BTU's (U.S. Department of Energy).
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NdUnited StateseWs Department 4
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Michael Duso (202) 523-1364 USDL-80-524
Kathryn Hoyle (202) 523-1913 TRANSMISSION OF MATERIAL IN THIS

RELEASE IS EMBARGOED UNTIL 9:00 A.M.
(E.D.T.), Friday, August 22, 1980

REAL EARNINGS IN JULY 1980

Preliminary real earnings figures for July--covering full-time and part-

time workers on production or nonsupervisory jobs in the private nonfarm sector of

the American economy--were released today by the Bureau of Labor Statistics of the

U. S. Department of Labor. Real earnings--or earnings in constant dollars--for

July were calculated by adjusting earnings in current dollars for changes in the

Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

*Real gross average weekly earnings were virtually unchanged from June to

July after allowance for the usual seasonal variation. A 0.3 percent increase

in average hourly earnings was offset by a 0.3 percent decline in average weekly

hours with no change in the CPI-W. (See table A.)

Over the year, real average weekly earnings were down 6.8 percent. A 7.5

percent increase in average hourly earnings was offset by a 1.9 percent decline in

average weekly hours and a 13.0 percent increase in the CPI-W. Before adjustment

for the CPI-W and seasonal change, average weekly earnings were $233.69 in July

compared with $221.76 a year earlier. (See table 1.)

*Real spendable earnings--average weekly earnings reduced by social security

and Federal income taxes applicable to a married worker with three dependents who

earned the average amount and then deflated by the CPI-W--were virtually

unchanged f roe June, seasonally adjusted. Over the year, real spendable earnings

were down 7.4 percent. (See footnote 2, table A, for explanation of over-the-

year average tax effect.)

-The Hourly Earnings Index in dollars of constant purchasing power increased

0.2 percent from June to July. Compared with a year ago, the index was down

73-905 0 - 81 - 3
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Table A. Composition of change in real earnings (production or
nonsupervisory workers on private nonfarm payrolls)

(1) (2) (3) (4) (5) (6) (7)
Real

Month Average Average Average Consumer average Average Real
hourly weekly weekly price weekly tax spendable

earnings hours earnings index 1/ earnings effect 2/ earnings 3/

1979 Percent change from preceding month, seasonally adjusted
July . . 0. 1 .4 . -0.
August 0.8 0.3 1.1 1.0 0.1 0.1 (4)
Sept. 0.6 -0.3 0.4 1.1 -0.8 (4) -0.8
October 0.3 0.0 0.3 1.0 -0.7 (4) -0.7
Nov. 1.0 0.0 1.0 1.0 -0.1 0.1 -0.2
Dec. 0.8 0.3 1.1 1.2 -0.2 0.2 -0.3
1980

January 0.3 -0.3 (4) 1.4 -1.4 0.0 -1.4
Feb. 0.6 -0.3 0.3 1.4 -1.0 (4) -1.1
March 0.9 -0.3 0.6 1.4 -0.7 0.1 -0.8
April 0.5 -0.3 0.2 1.0 -0.8 (4) -0.8
May 0.5 -0.6 -0.1 0.9 -1.0 (4) -0.9
June p 0.9 0.0 0.9 0.9 (4) 0.1 -0.1
July p 0.3 -0.3 (4) (4) (4) 0.0 (4)

1979 Percent change from same month a year ago
July 8.1 -0.8 7.2 11.5 3.9 0.0 -3.9
August 8.2 -0.6 7.6 12.0 -3.9 (4) -4.0
Sept. 8.2 -0.3 7.9 12.4 -3.9 0.1 -4.0
October 7.5 -0.6 6.9 12.4 -4.9 -0.1 -4.8
Nov. 7.8 -0.6 7.2 12.8 -4.9 (4) -4.9
Dec. 8.0 -0.6 7.4 13.4 -5.3 (4) -5.3

1980
January 7.5 -0.6 6.9 14.0 -6.2 0.8 -7.0
Feb. 7.7 -0.8 6.8 14.2 -6.5 0.8 -7.3
March 8.1 -1.4 6.6 14.6 -7.0 0.8 -7.7
April 8.5 -0.3 8.2 14.5 -5.6 1.0 -6.5
May 8.1 -1.4 6.5 14.4 -6.9 0.8 -7.6
June p 8.2 -1.4 6.7 14.2 -6.6 0.9 -7.4
July p 7.5 -1.9 5.4 13.0 -6.8 0.7 -7.4

Note: The following relationships hold approximately:
column (1) + column (2) - column (3)
column (3) - column (4) - column (5)
column (5) - column (6) - column (7)

p - preliminary
1/ The Consumer Price Index for Urban Wage Earners and Clerical Workers

(CPI-W) is used as the deflator for constant dollar series presented in
this release.

2/ When comparing spendable earnings estimates for periods subject to the
same Federal tax laws, the percent change in average tax effect is a
measure of the progressive effect of the Federal tax system on average
earnings. This is the case for comparisons within 1979 and 1980 and of
1980 to 1979 as the only tax law change effective in 1980 was an
increase in the social security tax base which was already above the
level that would affect such comparisons. When comparing spendable
earnings estimates for periods subject to different tax laws, i.e. 1979
to 1978, the percent change in average tax effect reflects both the
progressive effect and the effect of the tax law change.

3/ Married workers with three dependents who earned the gross average
weekly earnings.

4/ Less than 0.05 percent.
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3.7 percent. (See tables 2 and 3.) The index excludes the effects of overtime in

manufacturing and of interindustry shifts, such as the shift of workers between

high-age and low-wage industries.

Explanatory Notes

Spendable earnings are calculated by taking the average
weekly pay for all production or nonsupervisory jobs, both
full-time and part-time, and then deducting social security
and Federal income taxes applicable to a single morker or
to a married worker with three Oseoerdents who made this
amount.

Real spendable earnings represents the buying power of
the spendable earnings of a worker eureing the aserase pay
and with the applicable deductions, after allowance for
prim changes from the 1967 base period, that is, adjust-
ment by the appropriate Consumer Price Index for Urban
Wage Earners and Clerical Workers. (See Michaei Buso,
"Changes in the Spendable Earnings Series for 1979,"
EmploymentndEamingst March 1979.)

The earnings series from which spendable and real
spendable earnings a. derived--gross overage weekly
earnings--is an arithmetic averase of the esmings of all
production or nonsoperviepry jobs, including pan-time
jobs. Therefore, it is lens then the average weekly earnings
of full-time waps earners- It should be noted that the series
on spendable earnings reprerente only the erage earnings
for those rank-and-file workers whose weekly pay approol-
metes the averages indicated. The actual emnings level of
married workers with three dependents tends to be higher
than the overage figures given above, since married workers
with three dependents are generally older and more ex-
perienced and thus likely to command higher hourly mase
rates and work more hours. Month-to-month and year-to-
year changes in actual spendable earnings for this worker
might also differ from the gverage estimates presented in

this release.
The Bureau of Labor Statistics has also published date

on annual after-tao earnings based on information obtained
through the Current Population Survey. These series, which
have been constructed for the 1962-1974 period, relate to
the actual earnings of heads of households of specific siae
and composition. For a discussion of thoe aerriees we Paul
M. Ryscavage, "Annual Earnings of Household Heads,"
Monthly Labor Review, August 1975.

The hourly earnings inde' is designed to measure under-

lying wage movements for production or nonsupervisory
workers In the private nonfarm economy- It is adjusted to
exclude the effects of two types of changes that are not
related to underlying wagse rate developments: Overtime in
manufacturing (the only sector for which overtime data are
available) and interindustry employment shifts, such as
shifts of workers between high-wage and low-wage
industries.

Seasonally adjosred date ar preferred by some users for
analyzing general earnings trends in the economy since they
eliminate the effect of changes that nonmally occur at the

seie time and in about the seme magnitude each year, and
therefore, reveal the underlying cyclical trends. These
changes in average earnings may be due to seasonal changes
in the proportion of workers in high-wage and low-wage in-
dustries or occupations, or to seasonal changes in the
amount of overtime work, and so on- The sensoea!ly ed-
jusned date ar presented in table 2.

Income box law changes that become effective during the
year may produce misleading pear-to-year comparisons of
changes In the tax liability from the spendable eareings
series. For example, in 1977, the calculation of spendable
eamings following the eenctment of the Tao Reduction and
Simplification Act of 1977 (effective June 1, 1977) con-
centrated the entire 1977 reduction in the subsequent
7 months. The Bureau of Labor Statistics develops and
publishes "annual averare" spendable earnings formulas
which distribute the impact of tax law changes over the
entire calendar year. These formulas should be used to
compute year-to-year comparisons in tax liability changes.

For a comprehensive discusuion of the spendable earn
ings series and hourly earnings Index, end their relation to
other wage data, see the following aricles Jack Alterman,
"Compensation per Man-Hour and Take Home Pay,"
Monthly Labor ReWew, June 1971; Thomas Gants, "Mew,
sures of Change in Real Wages and Earnings," Monthly
Labor Review, February 1972; Norman Samuels, "Develop-
ing a General Wage Inden," Monthly Labor Review, March
1971; Paul Schwab, "Two Measures of Purchasing Power
Contrasted," Monthly Labor Review, April 1971.



Tdl 1. Eanings of production or nonpauvlnsory workers on private nonapicultural pMolh by nujor industry division

Grors swonego Houtly earings Grnn m P Spendable v weekly awnings,

Indus" mile 11967 wehourly earnin rings Married w with 3 dependents Worke with nodnn

July June July July June July July June July July June July July June July
1979 1980p 1980p 1979 1

9 8
0p 1980p 1979 1

9
80p 1980p 1979 1980p 1980p 1979 1980p 1

98
0p

TOTAL PRIVATE:r
CGrrentdollars .$6.16 $6.61 $6.62 230.0 249.2 250.4 $221.76 $233.99 $233.69 $196.26 $205.56 $205.33 $179.35 $188.05 $187.84
1i7 bdolln ................. 2.81 2.67 2.67 104.8 100.6 101.0 101.08 94.43 94.23 89.45 82.95 82.79 81.75 75.89 75.74

Mining:
Currentdollar n............. 8.54 9.11 9.08 267.4 286.2 287.1 356.12 394.46 384.99 296.71 324.36 317.74 269.66 293.14 287.47
987 dalIars ................. 3.89 3.68 3.66 121.9 115.5 115.8 162.32 159.18 155.24 135.24 130.90 128.12 122.91 118.30 115.92

Construction:I
Currentdollars ........ . 9.26 9.81 9.92 222.3 234.7 237.2 350.03 371.80 372.99 292.28 308.14 309.01 265.77 279.58 280.29
987 dollans 4.22 3.96 4.00 101.3 94.7 95.7 159.54 150.04 150.40 133.22 124.35 124.60 121.13 112.82 113.02

Manudacturing:
Current dollrs 6.72 7.20 7.28 235.2 257.5 259.8 268.13 283.68 283.19 231.46 243.26 242.89 211.88 222.43 222.10
197 dellar.3.06 2.91 2.94 107.2 103.9 104.8 122.21 114.48 114.19 105.50 98.17 97.94 96.57 89.76 89.56

Transportation and public utilities:
Currsnt doll n. 8.19 8.77 8.81 248.9 268.0 269.1 327.60 347.29 350.64 275.93 290.28 292.72 251.45 264.02 266.16
197dollars . 3.73 3.54 3.55 113.5 108.2 108.5 149.32 140.15 141.39 125.77 117.14 118.03 114.61 106.55 107.32

Wholsle and retail trade:
Curren dolla .5.05 5.43 5.45 223.8 240.9 242.3 168.17 175.93 177.67 157.26 162.48 163.66 140.00 145.81 147.11
987 dolls ............. ... 2.30 2.19 2.20 102.0 97.2 97.7 76.65 71.00 71.64 71.68 65.57 65.99 63.81 58.84 59.32

Finance, insrance. and rnl estate:
Current dollas .5.28 5.75 5.72 210.4 228.2 227.2 191.14 209.88 208.21 172.57 187.01 185.71 157.03 170.69 169.47
197 dollars . 2.41 2.32 2.31 95.9 92.1 91.6 87.12 84.70 83.96 78.66 75.47 74.88 71.57 68.88 68.33

Swmsi:
Cu mtnd tolas ..5.29 5.82 5.79 226.8 247.6 246.9 176.16 190.90 191.65 162.64 172.41 172.90 145.98 156.86 157.41
197 dolln ........... 2.41 2.35 2.33 103.4 99.9 99.6 80.29 77.04 77.28 74.13 69.58 69.72 66.54 63.30 63.47

Adisned tof sntimn. (t wriutctg ll wtnd intolttdustrY venoelsynt -tts sri.n; ndnsnsuyertestv workots in ttntretiee and public utilities; trade; tinan., inturen and rvul
tintable *mrirtss on casabtod by dadustine anail ancrity and Federl inen tanr epplic blvr te estate *nd onnvion. Included in this group are *ppnointely bourljixths Of all nether, 00 eriant industry

worer wtt earned the ste. r;. _kly earnino, of .11 erodutin or nonWpirv wrker. A tehni.l MY-r"ls-.
nate vn the calcution nt uasss Of thvelardle earemnes dnninn, series ilad o muon. ppralirninar,.



Tebl 2. Ewni of productien or _nupetimy swkm on pi n a _ _

Series ~~~~~~~~~~~1979 1980
July August Sept. October Nov. Dec. January Feb. Harch April May June p July p

Gross werage hourly wninp:
Currentdollan. $6.17 $6.22 $6.26 $6.28 $6.34 $6.39 $6.41 $6.45 $6.51 $6.54 $6.57 $6.63 $6.65
1987dollars .2.82 2.82 2.80 2.78 2.78 2.77 2.74 2.72 2.71 2.69 2.68 2.68 2.69

Houril eamings inden' (1967-100):
Currentdollars .230.8 232.3 234.3 235.0 237.3 239.4 240.3 242.4 245.2 246.2 248.3 250.7 251.3
1967doll.s 

.
105.5 105.2 104.9 104.2 104.1 103.8 102.7 102.2 102.0 101.4 101.4 101.5 101.7

Gross verage weekly earnings:
Currentdollab .219.65 $222.05 $222 86 $223.57 $225.70 228.12 $228.20 $228.98 $230. 30.86 $230.61 $232.71 $232.75
19867dollars .100.43 100.52 99.76 99.10 99.03 98.88 97.52 96.53 95.82 95.08 94.16 94.18 94.15

Spendable verage weekly earnings: I
Current dollars .194.62 196.49 197.12 197.65 199.27 201.10 201.17 201.76 202.87 203.18 202.99 204.59 204.62
1967 dollars8 8.99 88.95 88.24 87.61 87.44 87.17 85.97 85.06 84.35 83.68 82.89 82.80 82.78

Se fCoonu I, rbln 1.
I olcum d sr nrind worker wish se derdanr who sened tre enr weekly e ni.

lt.rnmimnrv.

Table 3. Percentage dhange' over the year in earninp of production or nonsupervsory workers
on pivte nonagricultural prolls by major industry division

July 1979 - July 1980

Hurly am Gi s vge Spendable enersee weekly emnngs I

Industry (1987 100) wvekly eemings MarrIed worker Worker whh no
with 3 dePendents dependens

Curret 1967 Current 16i7 Current 1967 Current 1967
dollars dollars dollen dollars dollars dollare dollas dollars

TOTAL PRIVATE .8.9 -3.7 5.4 -6.8 4.6 -7.4 4.7 -7.4
Mining . 7.4 -5.0 8.1 -4.4 7.1 -5.3 6.6 -5.7
Construction. 6.7 -5.6 6.6 -5.7 5.7 -6.5 5.5 -6.7
Manulacturing .10.5 -2.3 5.6 -6.6 4.9 -7.2 4.8 -7.3
Transportation and public utilitie . 8.1 -4.4 7.0 -5.3 6.1 -6.2 5.9 -6.4
Wholesaleand rtail trade .8.3 -4.2 5.6 -6.5 4.1 -7.9 5.1 -7.0
Finance. inwurance and real etatte . 8.0 -4.4 8.9 -3.6 7.6 -4.8 7.9 -4.5
Servi.s. 8.9 -3.7 8.8 -3.7 6.3 -5.9 7.8 -4.6

NOTE: Percentage change over the year in the revised CPI-W fall itenms 1967 100) .13.0

I edenrlirrenrvdat fortrhe rtwedh. HoUdIVy nineipnd.de enbaseden svendl drd dr. Gr.. ad .
dcngne are basd en dar raxr enot enly Wdiad.

S. fOttOt 5. ut, 1.
Ca ..a Ited Ior arken who sewmd the ave wekly e.ine.
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Senator BENTSEN. I'd like to now defer to my colleague, Congress-
man Reuss for any comments he might have.,

Representative REUSS. I just want to say that, Mr. Kahn, it couldn't
have happened to a nicer guy and I'm glad it was given to you while
you're still among the active and I will have some questions later.
You swear that you didn't jiggle these figures and that they are honest
and true?

Mr. KAHN. I have been trying to jiggle them for a year and a half
without success. I did not succeed this time.

Representative REUSS. OK. I'm proud of you.
Senator BENTSEN. Chairman Kahn, we are pleased to have you and

you may proceed.

STATEMENT OF HON. ALFRED E. KAHN, CHAIRMAN, COUNCIL ON
WAGE AND PRICE STABILITY, ACCOMPANIED BY W. KIP VIS-
CUSI, DEPUTY DIRECTOR

Mr. KAHN. Thank you. I'm delighted to be here and let me introduce
our Deputy Director, W. Kip Viscusi.

Mr. Chairman, I feel today very much like the mythical draftee that
we used to talk about when I was in the Army 37 years ago. During
the entire period of his basic training. he walked around the camp
and picked up imaginary pieces of paper, examined them very care-
fully, and each time would say, "That's not it," and throw them away.
Finally, after 2 or 3 months of that he received a medical discharge
for psychological reasons and they handed him his discharge and he
looked at the paper and said, "That's it."

I have been looking at the CPI in exactly the same way. Today is
the one time to which I can respond, "That's it."

Two months ago I testified on the May CPI figure and I observed
at that time that May was very much like April, that both of them
were very much better than the first quarter of 1980, but that the inter-
esting thing I felt was that both were portents of substantially better
results in the months immediately ahead.

It is pleasant for a change to have been right and, even more, to have
been right for the right reasons. Our predictions months ago were
based on an expectation of a cooling off of energy prices; second, on
a recognition that we were getting more help from food than in a
sense we deserved or then was good for the economy. Food prices at
the farm were going down very, very sharply and almost certainly
would turn around, but as you have observed, the turnaround in mort-
gage interest would more than compensate. That factor, the turnaround
of mortgage interest, was the single most eloquent demonstration of the
effectiveness and success of the policies of additional restraint that the
President announced in March of this year.

I'll supply just a few of the pertinent figures and then go on to the
few important conclusions which you of course have anticipated.

The CPI in the first quarter of 1980 rose at an 18.1-percent annual
rate. In the second quarter of this year that 18.1 percent had dropped
to 11.6. Food had helped us more than we deserved in the second quar-
ter, but that was 5 points. Energy was on a downslide, 8.1, but mort-
gage interest costs were 55-percent annual rate. The July figure again
then is 0.0. Food, however, has now turned around quite properly.
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This is, of course, partly because of the unfortunate effect of the
weather, but it is more importantly the result of a necessary recovery
in prices at the farm. When the July figure was 0.0 annual rate, food
was 12.1 annual rate; energy is still on the bottom side of 3.7; but now
home purchase, insurance, and taxes is -25 annual rate and mortgage
interest is down something like 51 percent at an annual rate.

Now it's hard to imagine anything more satisfying than zero, of
course, but what is even more satisfying and more important to call
to your attention is the rate excluding that aberrant mortgage inter-
est figure and indeed if you wish excluding food and energy which
have been helping us, something closer to what we have been referring
to as what looks like the basic, the core, the underlying, much less
tractible rate of inflation.

In the four quarters of 1979, as I pointed out in past testimony, the
annual rates seasonally adjusted were 7.5, 7.2, 8.1, 8.6. In the first
quarter of 1980, that figure was 12.7, more frightening than the 18.1
because it was more fundamental.

The July figure, taking our mortgage interest; energy; food; and
used cars to, since their prices are very much market determined, was
7.4-percent annual rate. The last 3 months, since July could be an
aberration of this measure, the annual rate has been 7.9 percent, and
I think that's the figure to focus on, on the good side and the bad side;
7.9 percent means that we have now cooled off that expansion of the
core rate through the latter half of 1979 and the first half of 1980 and
it seems to me this is the important figure. It takes out the mortgage
interest. It takes out energy which has been helping us. It takes out
food which has been helping us and used cars which has been helping
us as well.

I must, however, as you again fully expected, have to observe that
while we are at long last out of double-digit rates of inflation, that the
extreme exacerbation of inflation that we have been so worried about
has gone, at least for the time being, inflation still is a clear and present
danger and we must frame our every economic policy in consideration
of the fact that the core rate of inflation is probably still at the 9- or
9.5-percent level. These lower numbers are, as you point out, in part,
a consequence of recession; they are almost certainly lower than the
basic cost structure in our economy; and therefore we still have to
deal with a basic rate of inflation which, while not substantially higher
than it has been for the last decade-this core rate has been over 6
percent for the last decade-now this 7.5, 7.9 percent is really not sub-
stantially different from what it was in preceding years, but neverthe-
less, it is too high. There is that constant danger of its resurgence if
the economy heats up too fast, and resurgence will show up almost
certainly first in resurgence of interest rates if we rekindle inflationary
expectations, and that of course means a killing of our hope for a
recovery of the economy as well.

I can't think of a clearer demonstration point that inflation, if it
gets extreme, inevitably means high interest rates and that inevitably
means a recession coming, and therefore, that recovery depends on
continuing to contain inflation and its unfortunate effect on interest
rates.

Two final observations of warning. One is of course that the record
of the Producer Price Index is not quite as good as that of the Con-
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sumer Price Index. It, too, has improved. It, too, seems to have moved
perhaps below the double-digit rate. We can talk about the July
rate in particular if you want to. That was, as you know, frighteningly
high. I don't think one should put excessive emphasis on that 1 month.
I can give you information on why that's so. In just the same way,
though I'm utterly delighted by the 0.0, I wouldn't begin for a moment
to pretend that is our rate of inflation.

Second, wage settlements, if anything, seem to be accelerating. Wage
settlements in the second quarter of 1980 were probably slightly higher
than in the first quarter of 1980 and that means that we are running our
basic cost structure at something like a 9-percent or even a 10-percent
rate and I'm taking out the short-run decline in productivity that may
be the effect of the cycle. Unit labor costs are going up even higher
than 10 percent because productivity is negative.

Now the acceleration of wage settlements is understandable, given
the past rate of increase in the CPI, but it builds in a core of under-
lying rate of inflation of 9 to 10 percent. It emphasizes the vital im-
portance of wage and price restraint, especially in an economy that
is in recession when unemployment is increasing, and the necessity
again of addressing ourselves-I have never given a piece of testi-
mony before you, Mr. Chairman, in which I have not observed in the
end that we have to address ourselves to the tougher long-run ques-
tions which hinge around the question of productivity.

Still, I hope you will not begrudge me a certain measure of joy
on having a 0.0 rate this morning. That concludes my statement.

[The table attached to Mr. Kahn's statement follows:]

CONSUMER PRICE INDEX

[Seasonally adjusted, percentage changesj

December 3 mo ended L-
1979 relative

importance July to October January April July June to
(percent) July 1979 1980 1980 1980 July

All items - -100.0 13.2 13.4 15.6 15.9 7. 6 0
Food 17.7 7.6 7.9 8.6 6.0 7.4 1.0

Food at home -12.2 6.8 7.2 8.2 4.5 7.4 1.2
Domestically prcduced 10.0 5.6 5.1 7.1 2.8 7.5 1. 3Imported 2 2.2 12.5 14.9 7.9 17.2 10. 3 .6
Food awayfrom home-- 5.5 9.4 9. 5 11.7 9.0 7. 5 .5Housing less f2elt -40.4 15. 3 16.7 17.8 17.4 9.7 -. 8

Home purchase 2
10.4 13. 3 17.9 15.8 7.5 12.6 .5

Mortgage interest costs --- 8. 7 36.4 36.0 54.9 54.0 6.8 -5. 6
Rent -5.3 9.2 13.1 6.1 6.5 11.4 .5

Energy less- gasoline 10.3 29.0 35.5 35.9 42.3 5.7 .3
Transportation less gasoline ---- 12.9 7.8 4.5 12.7 10.2 5.6 .8

Public transportation 2 1.1 27.1 26.7 38.4 17.0 27.2 3.4New cars--3.7 7.5 .7 8.8 12.7 8. 1 .9
Apparel nd upkee-p 5.1 7.2 8.2 78 12 4 .9 .4
Medicalcare -4.8 11.1 10.6 13.8 13.0 7.4 .7

Entertainment- 3.7 9.3 7.2 7.3 14.0 8.6 .8
Other goods and services 4.1 9.4 11.2 8.8 8.4 8.6 .5

All items less mortgage interest 89.7 11. 5 11. 3 14. 4 12.6 7.8 0
costs (MI C)------------ 91. 3 11.2 12. 0 13.3 12.2 7. 3 .6

All items less energy and MIC . 81. 0 8. 7 8. 6 9. 6 9.5 8. 2 .6
Underlying rate 3 47.9 9.7 8. 1 10. 5 12. 4 7.9 .6

Annual rates of change.
2 Not seasonally adjusted.
3The Consumer Price Index excluding the costs of home purchase, finance, taxes and insurance; and food, energy and

Sued cars.

Source: U.S. Department of Labor, Bureau of Labor Statistics, and the Council on Wage and Price Stability.
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Senator BENTSEN. Thank you very much, Mr. Kahn.
I looked at the substantial preponderance of my Democratic col-

leagues here as related to my Republican colleagues and I wonder if
that relates to the good news this morning.

Mr. KAHN. I'll leave that interpretation up to you, Mr. Chairman.
Senator BENTSEN. There's a school of thought that says that the

expected rate of inflation is a major determinant of interest rates. Now
we have seen a substantial reduction in the rate of inflation over the
last several months, but recently interest rates have begun to climb.

Do you think today's figures are going to 'help bring down interest
rates or are there other things that are more important that determine
the inflation rate.

Mr. KAHN. I think that the inflation rate is fundamental. I think
that the financial markets may well shrug off a 0.0, recognizing the
preponderant influence of declining mortgage interest rates. I think
they will have greater difficulty shrugging off this clear decline in the
residual, even after you take mortgage interest out; the fact that for
the last 3 months, with mortgage interest out, you're talking about
7.5 percent. If you take out energy and food and everything else,
you're talking about 7.9 percent. So I think this will help to hold
interest rates down. But an economy that has been burned by accelerat-
ing inflation that we had for the last 2 years is very, very nervous, and
it appears that just the evidence of a sharp increase in the rate of.
growth of the money supply was enough to turn the mortgage interest
rate around.

I must say that I'm concerned as to what the financial markets'
reaction would be to a $40 billion calendar year tax cut. I know that's
a complicated issue and, as you know, the President has not yet stated
his own program, but the emergence of the $39 billion figure, and the
apparent understanding that the chairman of the committee will
support some additional cuts on the floor, while I'm not a social psycho-
analyst, I'm worried that people may feel that we may be excessively
inclined to declare victory on the inflation side, however much the
enormous merit of a lot of the elements of the tax cut are.

Senator BENTSEN. Let us address that some. What we have seen with
the CBO figures is that, next year, you're going to have $86 billion
in increased taxes at the Federal level and another $30 billion increase
in taxes at the city and State level. So you're going to have a situation
of well over $100 billion in increased drag on the economy.

Now what the Finance Committee has done is stay within its guide-
lines and its target; the $25 to $30 billion in tax cuts on a fiscal year
basis, and $39 billion on the calendar year basis. Actually, it's just
a moderation of the increase in taxes and a substantial part of that
tax cut is to try to increase productivity in this country, which this
committee has been concerned about for some time.

One of the ways that you beat inflation is by having more efficient
production, putting more goods on the shell at a cheaper price, by
having better tools in the hands of American working people. 'Now
that is the goal of a substantial part of that tax cut and that part of
it at least this committee I would think from its previous reports would
be encouraged by. You at COWPS have been recommending that type
of thing for some time.
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Mr. KAHN. That's correct, Mr. Chairman. We have never had any
disagreement between us on the desirability of reversing that long-run productivity trend. I have always cautioned that the issue was oneof timing and particularly in light of the inescapable effect of the re-
cession on the budget, in any case, with all the automatic stabilizers,
and also we have cautioned about the dangers of trying to enact a
tax cut on a very short notice before November 3. I'm not anything
like the principal developer within the administration or exponent or
spokesman on the question of fiscal policy and the tax cut. As you
know, the President has emphasized caution. You point out that there
are parts of the tax cut, important parts, which are productivity
oriented. I think there's a fear that other things will get attached to
it in haste and I'm merely repeating what the President himself has
said. I don't have an independent judgment on that.

The President will be speaking, as you know, within the next few
days on that subject.

Senator BENTSEN. I'm going to ask that the members limit their
first round to 6 minutes since I'm now at 5 minutes and I have one more
question.

Mr. KAHN. I think it's terribly important how we proceed, too.
I'm also fully aware that some other things may be added on the floor
and it is ever so. But I also know that when it finally gets to conference
many, many of those things are then dropped to put it back within the
confines of what one would think should be done. As a member of the
Finance Committee, let me say I have never seen much difference in
the pressure on a tax bill, regardless of when it is offered, and I have
all the scars to prove it. There is always intense pressure on any kind
-of a tax cut that's brought up, be it before or after an election.

So I believe a tax bill can be structured that will help moderate theincreased drag on the economy that's brought about by $86 billion in
additional taxes.

I would like to turn to my colleague, Representative Reuss, and
I will take people in the order in which they appeared.

Representative REuss. There's a vote in the House. Do you want
to make the vote?

Representative HECKLER. Yes, I do.
Representative REuss. Why don't you go first then.
Representative HECKLER. Thank you very much.
I'd like to say, Mr. Kahn, you have good news and bad news. The

good news is the zero growth in the inflation rate as measured by
the CPI, and that is good news. The bad news is the 22-percent in-
crease in the Producer Price Index announced last week, and that is
very serious and very negative news.

What I'd like to know is, What is the delay in impact between the
announcement of a substantial increase in the Producer Price Index
and the Consumer Price Index? That was the largest monthly in.
crease in 3 years. What is the time gap between the identification of
that increase and the impact on consumer prices?

Mr. KAHN. I would like to say one thing about-forgive me, thisis not directly responsive and I will try to respond-about the 1 month.
The Producer Price Index jumps around quite widely. It was, as you
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say, 22.3 percent in July. It was at a 13-percent rate in June. It was
at a 2-percent rate in May. So that I do feel it's quite important that
we not overemphasize the single month. That's why I tried, even in
my good news testimony, to use 3-month averages.

Representative HucRTSR. But that trend is even more alarming,
from 13 to 22.

Mr. KAHN. Partly, it's because of the effect of food. Partly it's very
heavily influenced by automobiles and that is very heavily influenced
by an erroneous seasonal adjustment. It's just one of those crazy
things in which the automobile manufacturers have changed the tim-
ing of their announced price increases and the seasonal still has the
old months. So instead of seasonally adjusted, it's 2.2 percent, which
takes you way over 25. The raw figure is 1.4 percent, but the critical
thing, if you take the last 3 months, automobile prices annual aver-
age rate of increase is 9 percent at the wholesale level, which is within
our standards.

As I say, I do honestly believe it's very mistaken to just take those
3 months. I could take the preceding 3 months and have it below.

On the specific question, Kip, I don't know if you have any feel-
ing on that.

Mr. Viscusi. First, on the cars, let me just add that one problem
with the seasonal adjustment is that the procedure is based on what
the prices have been over the past 5 years.

Representative HECKLER. I'm asking what is the time gap between
the announcement of an increase and the impact on the consumer
prices.

Mr. Viscusi. It depends a lot on the component-
Representative HECKLER. Let's discuss food. That's going to be a

major consumer concern.
Mr. Viscusi. That would be fairly rapid.
Representative HECKLER. By fairly rapid, would you say next

month?
Mr. Viscusi. Within the quarter I would say.
Mr. KAHN. We have seen a number of projections made very re-

cently in food prices. The general expectation is that food prices
will be increasing in the latter part of the year at something like a
12- to 14-percent annual rate. They have, of course, been increasing
much less than that in the last 12 months. I think it's only 6 percent.
The expectation is that, therefore, that will take the annual figure
up now to 9 percent. It's kind of a middle number. And in fact, we.
are already seeing it in food. Food prices at the farm, for example.
even in the CPI-farm value of food had been going down in the first
months of this year at annual rates of 35 percent, 14 percent, 11 per-
cent, 51 percent. Then it began to turn around and farm value of food-
this is CPI-in May was up 35 percent annual rate, in June up 71
percent, and in July up 95 percent. That did not show up, however.
in food prices rising more than the CPI until this month. So there
may be as much as a 2-month lag, but that's just a guess. We expect
the food prices in the next few months to go up considerably more
rapidly than 10 percent.

llepresentative HECKLER. SO, the CPI will be rising next month
because of the food increase?
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Mr. KAHN. Well, I wish that I could predict that it will not rise
above 0.0 percent. Our best estimates-and Mr. Viscusi presides over
these estimates-are that the CPI, as I predicted a few months ago.
will remain markedly below the double-digit level for the next few
months with these offsetting values. We expect food to continue to be
up. We expect mortgage interest, energy, and the general residual to
be below the double-digit range.

Representative HECKLER. But it seems that since the mortgage inter-
est rates are rising, that too will be a factor which will indicate an
increase in the CPI?

Mr. KAHN. Yes; Mr. Viscusi is an expert on that, but that's going
to lag several months.

Mr. Viscusi. Let me say that in the mortgage interest component
there's roughly a 1-month lag from the time it goes in. What we're
seeing in terms of the July CPI is the decline during June, particu-
larly the first 5 days in May to the first 5 days in June. So, for the
comparable period, that will go into next month's CPI. It's coming at
a contracted rate of interest at negative 4 percent. So, overall, we
would expect the mortgage interest component would be negative,
maybe minus 3 percent, next month as well, and then the following
month you will see a flattening out.

Representative HECKLER. I'd like to say that I don't think you have
any need to fear that there will be opposition to the fight against in-
flation. I don't think anybody in America or Congress feels that we
have licked it. And while this month's report is more optimistic than
what we had in the past, the forthcoming increase and bulges in the
Producer Price Index increase certainly are alarming and give us
great reason to be further concerned about fighting inflation.

Mr. KAHN. I think we must continuously be concerned about it, as
you say. One of the few encouraging aspects of my job is making peo-
ple recognize it.

Senator BENTSEN. Thank you very much, Congresswoman Heckler.
Congressman Reuss.

Representative REuss. The optimist sees the doughnut, the pessi-
mist sees the hole, as somebody once said, and we on this side, of course,
are optimists by nature. We have to be.

You were propelled to greatness this morning, largely by interest
rates, and I want to keep you on that Matterhorn you have now
ascended. Everything was great in July, now Chase Manhattan has
raised the prime rate; and the lead headline in the Wall Street Jour-
iial this morning is: "Rising Interest Rates Hurt Housing Again,
Boding Ill for the Economy."

In my judgment, you said it all a moment ago when you said-and
I jotted it down-that restraint is especially necessary when the econ-
omy is in recession. Now I see no reason under the Sun why the major
banks have any excuse in this recession to raise their interest rates,
prime or anything else.

You have as much jurisdiction over interest rates as you do over
anything else-a mighty power of suasion is what it amounts to. You
were respected before today and you're going to be defied for at least



41

a few days. I encourage you to use this position of strategic strength
to call together the Nation's 20 leading banks and ask them as a patri-
otic matter not to increase their interest rates in this recessionary
period; point out that increases in interest rates may well give away
the inflationary gain; and that the best way you can think of to impel
fiscal prudence on the Congress, either in spending or tax reductions,
is by a reasonable interest rate structure; point out that the too little
money supply flurries which are used as an excuse by the banks to raise
interest rates don't, in your opinion-if that is your opinion, as I hope
it is-justify increasing rates. One was due to social security checks
floating around. Another, yesterday, is because the Fed has engaged
in one of those 5-day buy-backs of securities; it doesn't alter the money
supply at all, but money markets are using that as an excuse to raise
the rates. Point out to the major banks that if they would cut down
as the Fed asked them to do before it went limp some months ago on
loans to the Bunker Hunts for commodity speculation, loans for the
greatest rash of corporate raids and takeovers we have had in some
time, and excessive foreign lending, they would then be able to lend
at reasonable interest rates and without increasing them to produc-
tivity enhancing investment. Expanded investment is the last best
hope of getting us out of this inflation.

So is there anything to prevent you, whom I have so much con-
fidence in, from doing unto the banks what in other days you have
done unto big steel, big autos and other powerful people, and isn't
now the time?

Mr. KAHN. I'm hesitant to respond off the cuff. The reason that we
have made no such efforts to approach voluntary restraint in interest
rates over the last year and a half or more is that we have tended to
regard the prices in that market as being determined essentially by
the forces of demand and supply.

Now, as you have pointed out very powerfully, the market is an
imperfect one and there is a good deal of stickiness in the prime rate.
I think we have expressed some concern at the slowness at which the
prime rate went down in the April, May, and June period, but I am,
despite that, quite worried that an attempt on the part of the people
concerned with inflation to jawbone interest rates might really be
counterproductive.

I get letters from people almost daily saying the way to solve your
problem is just to decree reductions in interest rates, and I have taken
the position-which I think is professionally the correct one-that
the high interest rates from which we have suffered in the past are
far more intelligently looked at as the consequence of inflation rather
than something that can be remedied by administrative fiat; that they
are the consequence of the highest, almost hysterically insatiable, de-
mand for credit in which circumstances there would have been nothing
the Government could have done to hold them down except to expand
credit. We can get to the selective aspect of it you referred to and, as
you know, I'm very sympathetic to that, and any attempt to hold
interest rates down, given that inflationary expectation, would only
have pumped up the money supply. It would have been self-defeating
because it would have meant that you had even more hysteria, more
people buying houses at 16-, 17-, and 18-percent mortgages.
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I'm worried that an attempt to correct what may really be an un-
justified administered temporary increase may be more harmful than
helpful, and I would welcome your reaction to that.

Representative REuss. I will react on the next go-around. Let me
just round out my 6 minutes by saying, of course, I'm not suggesting
for 1 minute that you or anybody else should lean on the Fed to crank
up the money supply. We-Senator Proxmire and myself and others-
have been very pleased with the fact that the Fed has not exceeded
its targets. We want that to continue. But within the given quantity
of credit, there is composition, and I can't see where the Nation has
benefited when, as in February, 10 percent of new lending went to the
Bunker Hunts to speculate in silver.

So I would think putting on your microeconomic hat might enable
you to continue on that path to greatness which I see you now treading.
I'll be back.

Mr. KAHN. I'm reminded about what happened to the other czars
in the same way I'm reminded of what happened to the last czar in
1917, which happened to be the year in which I was born.

I am, of course, very sympathetic. I guess I have been released as
the member of the administration on the question of desirabality of
trying to influence the allocation of credit. I'm not sure Senator Prox-
mire was entirely happy with that, but I have felt that if we feel we
should, by Government policy, alter the utilization of our resources
between consumption and investment, for example, and are willing
to use our tax system for that purpose, then that really recognizes
that there are certain allocated decisions which are not necessarily
made in the best public interest by markets. Certainly the allocation of
credit for speculative purposes I think is of questionable value and, as
you know, the Fed did move at least modestly in the direction of trying
to discourage some of those kinds of loans that you're talking about,
and they did so with my enthusiastic support. I don't mean to have
the last word.

Senator BENTSEN. Senator Proxmire.
Senator PRoxMnE. Mr. Kahn, this is indeed good news. It's good

news, however, as you pointed out very properly, which is the result
to some extent of a peculiarity in the Consumer Price Index which you
have criticized again and again. You have said this exaggerates the
inflation, that it did exaggerate the inflation in previous months, and
now it's understating inflation rather severely.

The housing component of the Consumer Price Index constitutes,
I understand, about 45 percent of the entire category, and for that
reason this change-and it's not only the fact that the housing com-
ponent dropped, but that it dropped when it had been so high in the
preceding month. In June, there was a 1.8-percent increase in 1
month and in July it went down 0.7 of 1 percent. It was that turn-
around, that vast turnaround, that makes this surprising, if not shock-
ing, difference.

I noticed that every other component, with the exception of "others,"
which I take it is the smaller one, went up. Food went up; apparel
went up; transportation went up; medical care went up; entertain-
ment went up over the preceding month.

Mr. Viscusi told us that he would expect that the same influence
would be felt in August; is that right?.
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Mr. Viscusi. Not to the same extent, but it would still come in
negatively.

Senator PRoxxmD Still come in negatively?
Mr. Viscursi. Right.
Senator PROXMIRE. So what we get in September-the CPI-is

likely to be also to some extent perhaps, at least in my view, an under-
statement of the inflation rate.

Mr. Viscusi. Right. There's also been a dramatic change in the home
purchase price component which also is a moving average. This is a
3-month moving average. So for this to drop down to 0.5 after 3 con-
secutive months at 1 or higher means we had a major drop this
month.

Senator PROXMIRE. Did you say that would also be reflected in Sep.
tember or perhaps in September?

Mr. Viscusi. This would be part of the weighted average.
Senator PROXMIRE. So everything we get before the November elec-

tion will tend to hold down the CPI below what it would be otherwise.
It's a very happy kind of situation.

Mr. KAHN. Just one factual point, Senator. I don't think I want
to make a case that the kind of "all other" items went up more in July
than June. If you take out those volatile ones-that is, energy and
food and-

Senator PROXMIRE. I'm reading right down the line. Food went up,
apparel went up, transportation went up, medical care went up, enter-
tainment went up. They all went up except "other goods and services"
which is the catchall category which apparently are minor items. Is
that right?

Mr. KAHN. I would have to add the residual went down from 0.7
to 0.6 from June to July and I'd have to go through it to see why, but
I see declines in rent, declines in imported food. There's a variety of
declines in other goods and services, which you point out is a rather
large category.

Senator PRoxmiRE. That can certainly be the case, depending on the
weights given to each of these.

Mr. KAHN. Exactly. I'd have to say it's kind of
Senator PROXMIRE. While we have good news-at least apparent

good news on the housing front-the news already been brought out
in the food area is not good and the Producer Price Index and all the
other indications are food is likely to increase more sharply in Sep-
tember and October. Is that correct? August, September, and October?

Mr. Viscusi. We have already started to see some of the increase
in meat, poultry, fish, and eggs. That component had been working
negatively for us for 3 consecutive months and now it's a positive
force.

Senator PROXMIRE. It's increased more?
Mr. KAHN. The increases have been enormous already.
Senator PROXMIRE. But you gave fantastic statistics about how the

annual rate of increase in food prices are 90 percent in the latest month.
Mr. KAHN. I gave you the value at the farm. That's the latest month.
Senator PROXMIRE. That's passing through so that in the next 3 or 4

months it will go up. How about gasoline prices; they declined last
month. What's the outlook for gasoline prices?
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Mr. Viscusi. They are expected to remain fairly flat for the next
coming months.

Senator PROXMIRE. Let me ask you, Mr. Kahn, because you're the
chief inflation fighter, what in your best judgment, being as objective
as you can, is the Government really contributing to anti-inflation
right now, anything in the fight against inflation?

Mr. KAHN. Well, I certainly think that the monetary policies of the
last 4 months have been a major contributor to the fight against infla-
tion. Obviously they have had an unfortunate-

Senator PROXMIRE. You're response I believe in responding to what
Representative Reuss asked was you indicated you felt the market
forces which are the product of what the Fed does resulting in in-
creases in interest rates, so the monetary policy I think in the long run
is correct and I strongly support it, but I think that the price you pay
is a rise in interest rates as you begin to recover or the recession levels
off; isn't that right?

Mr. KAHN. That's right, but it's always kind of which is the more
powerful influence. I thought your question was in what ways has gov-
ernment policy contributed to the fight against inflation.

Senator PROXMIRE. That's right.
Mr. KAHIN. I'm sure you would agree with me in the last 4 months

monetary policy has made a very powerful contribution to the decline
in the underlying figures.

Senator PROXMIRE. My time is about up. It's interesting that you say
monetary policy. What would happen if we abolished COWPS? I
have been defending COWPS, but it's been under a lot of criticism.
Many people say the wage and price incomes policies that you follow
had their principal effect in the first several months or so. If we abol-
ish COWPS, in your judgment, would it make any significant differ-
ence in the inflation fight?

Mr. KAHIN. It's very hard for me to estimate the present degree of
effectiveness of COWPS. It certainly remains the case that so far as we
can tell the majority of the big companies in this country continue to
be concerned that they not be identified as violating our standards. I
can't tell you truly at the moment to what extent wage settlements are
more influenced by market developments than they are by the COWPS
standards, but I think that T, myself, would be very concerned about
an elimination of wage and price standards.

Any kind of standard to which business can hark, to which we can
allude in trying to jawbone, without substituting anything for it,
that's my point. I'm not saying that this present program is one for
the ages. On the contrary, the life of programs like this is very, very
short, but I find it unthinkable that we would not try to put some-
thing in its place, particularly when we have prices continuing to go
up. Good Lord, look at the automobile industry and what's happening
to it, and yet automobile wages are going up more than the average
with settlements above the average. Automobile prices marching up
and up in the face of declining demand. Even though I cannot say to
you that what we are doing now is having a major effect, I find it un-
thinkable that we would be denuded of any kind of instrument of
incomes policy in the years ahead.



45

Senator PROXmIR=. My time is up.
Senator BENTSEN. Congressman Mitchell.
Representative MITCHELL. Thank you, Mr. Chairman.
It's good to see you again, Mr. Kahn.
Mr. KAHN. Thank you, sir.
Representative MITCHELL. I want to share the good news of no

increase in inflation with the 8.2 million people who are unemployed.
I think we need to get the word out to them and I guess they would be
so ecstatic about this news that they would switch over from the
cheapest cuts of hamburger to filet mignon. They will stop drinking
the cheapest beer and maybe get some Chateaubriand. Let's get the
word out to them that a miracle has been accomplished. We have
stopped inflation temporarily and their lot is better. I'm being
facetious.

What can we do to stimulate the economy to help 8.2 million plus
people who are out of work, some of whom are running out of unem-
ployment benefits and other reserves that they have had? It is not pos-
sible to come up with some kind of stimulus to assist these people with-
out triggering another round of inflation?

Mr. KAHN. It is not in my nature, Congressman, to be cagey, but we
are as you know actively in the process of a discussion with the Presi-
dent to answer the question of what can we do. I'm not sure I would use
the words "to stimulate the economy."

Representative MITCHELL. Relieve their plight?
Mr. KAHN. Sure. I'm not quarreling about words. It's simply that

I think a mere repetition of the past history of stimulus of aggregate
demand just promises a repetition of this dreary cycle we have been
through. Certainly the intensity of that problem is in our minds all
the time and the President, as far as I know, next week will try to pre-
sent a plan that will relieve these severe difficulties and set us on the
road to, over a long period of time, a renewal of economic growth, a
reduction in unemployment, which won't just immediately start
shooting interest rates up and just turn housing down and turn in-
vestment down. And I feel really it's almost improper of me to try
publicly just in these few days before his speech to anticipate things
that will be in it. I apologize for that, but-

Representative MITCHELL. No need to apologize. I might apologize
for my next question. Have you had any input into his speech?

Mr. KAHN. I have had some, yes. I have had less than in the past,
for a combination of reasons, some of which are purely personal, but
also because in the nature of the event the task is now one of fiscal
policy which more intimately and necessarily involves the Secretary
of the Treasury and the Council of Economic Advisers.

Representative MITCHELL. One last question along that line. Did you
tangentially or peripherally refer to the plight of the unemployed in
your inputs into the President's speech?

Mr. KAHN. Absolutely; absolutely.
Representative MITCHELL. Interest rates-this has been referred to

by my other colleagues. My estimate is that they are going to continue
to rise unless there is the kind of intervention by you and others which
Congressman Reuss alluded to, unless there's strong intervention,

73-905 0 - 81 - 4
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strong jawboning. Absent that, what's your prediction on the increase
in interest rates? Absent intervention on the part of the President and
you and others to try to pull these interest rates down?

Mr. KAHN. I think any answer I give you would not be worth very
much. I'm not a principal person involved or even anything close to it
in monetary policy. I do, like Congressman Reuss, I think, regard the
present upward blip as in some degree an aberration. I think that the
Federal Reserve System, quite properly, will continue to try to limit
the growth of the money supply. It is conceivable there was overreac-
tion. It's not something that I can evaluate to that short-term increase
in money supply.

Representative MITCHELL. Generally Congressman Reuss and I are
in pretty good agreement on most issues. I'm not at all sure that the
sudden upsurge in interest rates is a temporary aberration.

Mr. KAHN. Well, the lesso6 I draw from it, and it's obviously not
the only lesson but the one that's pertinent from my standpoint, is
that it demonstrates to me again that that monster of inflation and
the fear of its renewal is right there just beneath the surface, and it
is in fact a strange phenomenon that you have an increase in the
money supply with an increase in interest rates as well. If you stop
and think, it seems to defeat logic. An increase in money supply would
have the effect of holding down interest rates, but the effect on peo-
ple's expectations is so powerful now that people look at that and
say, "Oh, my Lord, that's going to set off inflation. I'd better go in
and borrow more." So we have to devise a set of policies that address
themselves, of course, tthehe fiscal drag to which you referred, but
offer some promise that they are also trying to solve a long-run prob-
lem and to permit growth in the economy. These policies, however,
should not be along the lines of just saying let's hold down interest
rates and the only way I know to do that is to gin up the money
supply and increase consumption spending across the board. I think
our programs for relief have got to be much more targeted and much
more restrained than they have been in the past.

Representative MITCHELL. My 6 minutes have flown. Maybe I can
get in some more questions later.

Senator BENTSEN. Mr. Kahn, I'd like to ask you about homebuild-
ing. Homebuilding really ran into a disastrous slide and went through-
out the economy with a great deal of unemployment. Now we have
a modest recovery start. I'd like to talk to you about the young couple
that wants to buy their first home. All of a sudden they saw interest
rates going down and it began to be within their reach to buy that
new home. In recent weeks I have seen the California savings and
loans raise their mortgage rates from 11.5 to 13.5 percent and I have
seen the VA and FHA raise their maximum interest rates from 11.5
to 12 percent. What does that mean to that young couple trying to
buy a home and what do you think that means to homebuilding now?

Mr. KAHN. Well, surely, if mortgage interest rates either continue
to rise or remain at 13 to 14 percent, when there was some promise
not long ago of their being 11 or 12 percent, we very much fear
that it will abort what seems to have been a modest but nevertheless
real recovery in home construction with the rather sharp increase
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in housing starts-seasonally adjusted-in June and a more modest
one in July. That young couple has suffered in recent years from a
lot of things, but among others, the fact is that they have been com-
peting for funds and for homes just as they would suffer if they were
competing for jewelry or for gold. They have been competing with
a speculative demand fired and fueled by an expectation of inflation.

I don't know any way of helping those people except by doing what
we can to dampen those fires. Obviously the 13- to 14-percent mortgage
rate right now will undo some. of the good we have seen.

Senator BENTSEN. It certainly will and it will slow down housing
starts and put that home more out of reach for those young couples.

I'd like to talk about energy and what's happening there. Now we
have seen speculators in oil, oil brokers betting on the outcome and
making fortunes out of it. All of a sudden -we have seen the spot price
of oil drop. We are seeing tankers stand offshore because they find
the tanks onshore full and no place to deliver oil. We have seen some
price moderation.

What do you think we are facing for the rest of the year insofar as
energy prices?

Mr. KAHN. I have to rely on what the Department of Energy is pre-
dicting; it has been reasonably accurate over the last 6 to 9 months.
They expect energy prices to be relatively stable in the next couple of
months and then move up modestly as we move into the fall and winter
months with the continued increase in the gradual deregulation of the
price of oil but not operating within a very wide range.

Senator BENTSEN. What is the status of our current supplies of oil
that's available in tanks for heating oil and the rest of demand?

Mr. KArN. My understanding is that we still have very, very high
inventories. In fact, it was the accumulation of those very high inven-
tories over the last year, often again speculative and powered by the
fear of shortage when in fact oil production increased, that imparted
such enormous upward thrusts to oil prices from which we have suf-
fered so badly. The supply situation is very good unless there is some
major interruption in the Middle East. That is the basis for the ex-
pectation and we have a very moderate behavior in the months ahead.

Senator BENISEN. Knowing my colleagues want another round, I
will cut mine short. Congresswoman Heckler may proceed.

Representative HECKLER. Thank you, Mr. Chairman.
Mr. Kahn, I'd like to go back to the young couple that Senator

Bentsen mentioned. Really, the young couple in America hasn't been
able to afford a home for quite some time as the average home price
in Massachusetts is $72,000 and at a recent hearing in Boston we
learned that it took three or four incomes-a husband and wife both
working and one or two moonlighting to acquire the downpayment for
a new home. So that the dream of homeownership for a young family
is becoming the impossible dream. It would seem that while our inter-
est rates have been reduced and now would seem to be edging upward
again that there's not been a substantial increase in housing purchases
for many reasons-the whole weak economy, the fear of recession, the
question of unemployment-very few people who are marginal buyers
are going to go into the housing market. And yet the housing compo-
nent of the OPI is at 45 percent.
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Now with very few people able to buy a new home each month,
is this the correct weight to be given to the housing component?
And second, -what are we going to do about a true increase in the
development of housing and making housing affordable for young
people in America?

Mr. KAHN. The first question relates to the way in which the CPI
is constructed and the fact that it imparts some upward bias because
the CPI is the price of a market basket of goods in portions that
were bought several years ago, therefore, of course, there will be a
tendency for the current distribution of purchases to be somewhat

--less. The measurements of that that have been made in the past tend
to say that we are talking about maybe one-tenth of a point per year
over 10 or 15 years. It's not a huge influence. I don't have any doubt
that over the last year there's been some exaggeration of the increase
in the cost of living for that reason-the slightly mistaken compo-
sition of the CPI.

By the way, also, that distortation in the mortgage interest rates
now, even though homes are larger, is so important that it has out-
weighed the effect of this question of the adequacy of the competition
of the market basket.

The more difficult question is your second one. What can we do
for the young couple that has suffered a loss of their dream of home-
ownership.

There's no way that I know of combating inflation without some
restraint. That restraint is in some degree unfairly distributed, but
there is no restraint more unfairly distributed than what happens
as a result of inflation. Inflation is erratic and cruel. You should
see the letters I have gotten over the last year from people who are
trying to live on fixed incomes, retirement.

One aspect of the chronic source of inflation we have is that this
year's dream of material possessions has always been higher than
last year's. What is regarded as an acceptable home today is so differ-
ent from what was regarded as an acceptable home 25 years ago that
they are almost two different commodities. Its average size is up 70
to 75 percent. Its average lot size is up 85 percent. I have used this
figure before and I apologize, but in 1950, less than 4 percent of the
houses had two or more bathrooms. Now it's over 70 percent. But
yet here's an economy that has suffered a decline in the rate of
increase in productivity and then over the last year and a half an
absolute actual decline. It has suffered a decline in the energy pro-
ductivity and has been subjected to exploitation by foreign suppliers.
Such an economy is simply not able to satisfy everybody's dream of
last year plus 3 percent, which is kind of an historic fact.

I don't mean to sound hardhearted or nonunderstanding, but there's
bound to be some suffering, and all I can ask myself is to the extent I
influence Government policy, is it disproportionately borne by people
that can't afford to buy? I have to worry about people who are really
poor and living on small fixed incomes and under those circumstances
I'm not sure that Government policy at this time ought to try to help
young couples, regardless of income, to compete in the market for a
good that everybody seems to think is a good hedge against inflation.
As I say, we have to be selective. I can easily solve that problem and
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say that the Government could subsidize everybody that wants to buy
a house. The variable mortgage rates will help to some extent, intro-
ducing changes in the pattern, but I'm not sure that's the proper thing
for me to worry about as being our most serious inflation problem.

Representative HEcKTit. Unfortunately, my time has expired.
Mr. KAHN. I'm sorry if I used up your time.
Representative REuss. Mr. Kahn, let me return to my urging you

that you perform an interest rate "Alamo" and draw a line in the dust
with your toe and say let interest rates stay, as long as the recession
lasts, at no higher than the July level. I think that would be useful
because the leaching out of inflation in July gives you a fulcrum from
which to do bold things and I frankly can't see the slightest difference
between the sale of money and the sale of anything else, and if
COWPS deserves to exist, which I believe it does, because fiscal and
monetary policy alone are not enough and we need a microeconomic
anti-inflationary policy, I should think COWPS' concern would apply
to the price of money equally well. Nor do I think that you would be
justified in leaving it to the Federal Open Market Commitee. They,
after all, are 5/12ths banker elected and you can't expect them to dis-
play the zeal that an independent agency would be likely to display.

I think you made-although maybe I do you an injustice-a point in
resisting my urging to greatness before. I think you made a point
that there's a great rash of demand for bank loans. In fact-and I
have here the monetary report of the Federal Reserve. Bank of St.
Louis-whereas bank lending on a month-to-month basis last Febru-
ary and March did increase in those Bunker Hunt days at the rate of
21 percent a month, lately it's been going down, and the latest figures
show that bank loans are off 14 percent over the last couple of months.

So if you take into account the fact that July was a good bench-
mark month showing what could be done, if you take into account the
fact that bank lending demand is not hyperthyroid, if you take into
account the fact that the composition of bank lending is what's really
important, tell me straight out why don't you make your views known
to the banking community and ask them as a patriotic matter to resist
inflationary loans of which they have made plenty in the last year,
and instead concentrate on inflation-fighting, productivity-increasing
lending? That's the basis of your pitch to everybody else-labor and
business. What is there about bankers that makes them sacrosanct?

Mr. KAHN. Well, insofar as the specific answer to your question is
concerned, I don't think I have anything to add to what I said before.
There is something different about my suggesting to automobile com-
panies that at a time when the demand for their cars is 25 or 30 per-
cent below a year ago that they ought not to exert such market power
as they have and increase their prices-and you can hardly argue that
the increase in prices had anything to do with supply and demand.
But there is at least a different situation in money markets and a much
greater danger of publicly seeming to try to change the price. It's
comparable to my saying-suppose I try to jawbone farmers. I know
this is a less perfect market-beef-but I remember the time when
beef prices were increasing sharply and I said it's been very painful
but we must not try to do anything there. On the other hand, it's be-
cause of that perception and danger of what the psychological effect
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would be that any interventions I might make, at least at this stage,
ought to be purely private and exploratory and I take your suggestions
very seriously.

Representative REuss. Jawboning farmers, of course, I would agree
is irrelevant; but coming out as you have, I believe, for a close look
at the old Brannon plan which tried to support farmer income rather
than farmer prices seemed to be something you could well do there.

Mr. KAHN. Yes.
Representative REuss. And again, I think jawboning of bankers-

please be reasonable-wouldn't get you very far. I'm not advocating
that. What I'm advocating is a close look at the composition of their
portfolios. After all, the Fed did that last October 6. It's unfortunately
gone limp and I tried to give you some of the reasons why that is
what's likely to ha ppen when the Fed takes on the banking system,
but you donit have their impediments.

Let me raise one other related matter. One hears from members of
the Fed occasionally that they may think it's necessary to raise interest
rates and to tighten money over and beyond what they think is neces-
sary for domestic inflation fighting, in order to protect the interna-
tional dollar.

Now protection of the international dollar results in our having to
pay lower prices on imports, raw materials and manufactured goods,
not themselves denominated in dollars, and has something to do with
inflation of course, but have you ever made a cost-benefit study, of
where the greatest good lies? Is the inflation helped by raising interest
rates through tightening of the money supply to the point where men
and women are thrown out of jobs, and to the point where the cost
factor of higher interest rates ruins the housing market, ruins capital
investment? Is that outweighed by the slight price advantage we
get in a firmer U.S. dollar? I would think that you could do a useful
job by running that one down and then informing our friends at the
Fed of your conclusions, because as it is now they are enabled to get
by with this shibboleth about "We must protect the dollar," and I'm
wondering if they really are on the right track.

Mr. KAHN. It's a question of such cosmic import that I don't pre-
tend I can give you an adequate answer. I suspect, however, that the
answer will vary from circumstance to circumstance. The times at
which I have-beeh in some degree involved in tightening of monetary
policy with an eye to; among other things, the foreign exchange value
of the dollar-two major incidents which I have been involved with
were back in November 1978 when you may remember there was a
rather dramatic announcement, and then in March 1980. In the first
case, the flight from the dollar, and, in both cases, the acceleration of
inflationary fears, were so trreat that defending the foreign exchange
value of the dollar was clearly a necessary complement, in my opinion,
of fighting inflation; and therefore, I believe in both cases we made
proper-"we" is really presumptuous but I was involved to some
degree-the proper balance estimate.

So I think probably there's no way of making one statement about
the cost versus the benefits that applies at all times. My first book was
on the balance of payments of Great Britain, and the best thing that
ever happened to the British economy was the devaluation-giving



5,1

up that fight to cling to gold-and the devaluation that took place at
a time back in September and October of 1931. I believe the devalua-
tion of the American dollar in the 1930's was helpful.

On the other hand, I think the devaluation that took place in the
early 1970's really was a mistake. I say that with benefit of hindsight
because it was in a time when we had a very, very chronic inflation
problem and you couldn't distinguish between defending the dollar
internally from defending it externally. We. may be in a somewhat
different situation right now.

Representative REuss. I think that's a very useful answer, because
you have said "each tub on its own bottom," and in season and out of
season you don't always have to defend the dollar, so to speak, by
raising interest rates.

Senator PROXMIRE. Mr. Kahn, you're Chairman of the Council on
Wage and Price Stability, COWPS?

Mr. KAHN. The Council, yes.
Senator PROXMIRE. Well, as you know, that agency's life expires on

September 30. This is August 22. It's passed the Senate and it has
not passed the House, as I understand it. It passed our body and we
reported it out. It would seem to me that the credibility of your
agency of COWPS is absolutely essential. In other words, if the
workers in this country and the businessmen in this country don't
feel that COWPS has clout and force and effect it can't be efective.
It's the belief that is so important.

Can you give me two or three specific cases since the Mobil Oil
situation where COWPS has taken an action to hold prices down and
it's worked?

Mr. KAHN. My inability to rattle off the 10 or more that have taken
place since Mobil Oil is a consequence of the fact that I have been
busy with a grandchild and other personal endeavors of that kind.
We would be glad to supply you with this.

Senator PROXMIRE. I just want to know the most conspicuous ex-
amples of that because I think we should know that and be able to
point to your successes.

Mr. Viscusi. In the petroleum area, for example, Citco, Cities Serv-
ice, and Kern County Petroleum. The total of corrective actions in
petroleum companies from-

Senator PROXMIRE. What was the effect there? What was the dif-
ference between what would have happened without COWPS and
what happened with it?

Mr. Viscusi. Both of them combined were $15 million.
Senator PROXMIRE. Roughly what?
Mr. Viscusi. $15 million.
Senator PROXMIRE. Can you tell us what the price difference was as

far, as the consumer is concerned in paying for gasoline? Can you.
translate that?

Mr. KAHN. In the case of Mobil, what it came to-and this is com-
parable in terms of size of the companies-it came to something like
3 cents a gallon for 90 days. I mean, you understand we're dealing
at the margin.

Senator PROXMIRE. I understand and I'm trying to elicit more. Can
you give me another example?
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Mr. KAHN. We had a couple in the hotel field. -I want to be care-
ful-Holiday Inns was one. I'm sorry; I can't tell the other.

Senator PROxmIRE. For the record, give me what you can.
[The following information was subsequently supplied for the

record:]

EXECU'TIVE OFFICE OF THE PRESIDENT,
COUNCIL. ON WAGE AND PRICE STABILITY,

Washington,,D.C., September 3, 1980.
Hon. WmTiam PROXmIRE,
U.S. Senate, Washington, D.C.

DEAR SENATOR PROXMIRE: During my appearance before the Joint Economic
Committee a week ago Friday you asked me to submit material for the record
documenting some of the recent successes of our wage/price program.

You asked, in particular, for a list of instances since the Mobil Oil case in
which COWPS had elicited significant corrective actions from companies. At that
time we mentioned the recent actions by Holiday Inns, Cities Service, and Kern
County Refinery (the latter two of which brought to $72 million the amount of
corrective action we have secured from petroleum refiners).

Here are a few other such successes since the Mobil settlement:
Ford Motor Company, agreed to keep its management pay below the low

end of the second year pay range to compensate for its noncomplying col-
lective bargaining agreement with the UAW.

Phillips Petroleum and Kerr-McGee Petroleum Companies agreed to keep
their price increases well below their second year allowables to return to
the market excess revenues from the first program year.

Other companies that agreed to restrain their pricing to stay in compli-
ance in this period: Quaker Oats Company; Alumax, Inc.; Diamond Inter-
national Corporation; Grocers Supply Company; Diamond Shamrock; U.S.
Steel. (non-steel operations) ; Spartan Stores; AMFAC, Inc. (Liberty House
of California) ; S. C..Johnson .Company (Elsa Williams Company) ; Amer-
ican Hoist and Derrick; ConAgra Corporation: Southdown, Inc. (Southwest-
ern Portland Cement Corporation); The Federal Company (Holly Farms,
Inc.); and Phelps Dodge Corporation (Phelps Dodge Mercantile). The dol-
lar sum of these restitutions comes to $65 million.

I must point out that we have no way of calculating what portion of these
"restitutions" is or will prove to be merely nominal, in the sense that these com-
panies might in any event be unable to raise their prices by the'full amount
that the standards permit. On the other hand, I must also observe that the pro-
gram's greatest successes have come not from these agreements by individual
companies to take corrective actions for previous violations of the standards, but
from the widespread compliance with the standards by business and labor. I
enclose a paper in which we evaluate the overall effects of the program in some
detail. Among its central conclusions are that inflation in the sectors of the
economy covered by our standards -has been. about what would have been ex-
pected with a reasonable degree of compliance, and that the level and pattern
of wage increases appear to. reflect a substantial degree of restraint. Our simu-
lation studies suggest that inflation would have been one-half to three-quarters
of a percentage point higher without the standards than it was with them. (To
put this last figure in perspective, at least one econometric study has suggested
that, it would have cost thirty to forty-five billion dollars to secure a comparable
degree of restraint through fiscal policy.)

If you would like any additional information, please let me know.
With warm regards,

Sincerely,
ALFRED E. KAHN, Chairman.

Enclosure.
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Exkcutive- Office of the President -
- Council on Wage and Price Stability

N\II I C;U \ \ /A \I11 ( a'600 Seventeenth St. N.W.
Washington, D.C. 20506

L>\JL<J\J\ A/ u2Telephone 202-456-6757

EMBARGOED UMIIL 12:00 NOON FOR FURTHER INFORMATION
Tuesday, July 8, 1980 (202) 456-6757

In a paper released today, the Council on Wage and Price
Stability asked for public comments on the future design of the
voluntary standards program. The paper, which offers a detailed
discussion of the issues confronting the Council as it approaches the
third program year (slated to begin October 1), also includes an
analysis of the first 18 months of the voluntary pay and price
standards.

Although the inflation rate during the first year and half of
the program (12-1/2 percent during the first S quarters and 18
percent during the sixth) far exceeded the rate that was expected
with widespread compliance with the basic price standard (6-1/2
percent), most of the difference is attributable to the necessary
passthrough of soaring raw material costs. The standards were
never intended to prevent inflation caused by rising raw material
prices. Nevertheless, the program 'had induced considerable
restraint' in the areas it was designed to cover, the Council stated.

The underlying inflation rate -- a proxy for price increases in
the covered sectors of the economy -- was about 7-1/2 percent through
the first fie quarters of the program. In the sixth program quarter,
the energy price explosion temporarily spilled over into the covered
sectors. The Council estimates-that the underlying rate would have
been I to 1-1/2 percentage points greater during the first year
and a half without the program.

Wage inflation through the first year (8 1/2 percent) was also
about one percentage point higher than expected with universal comp-
liance. Most of the difference is attributable to the underevaluation
of cost-of-living adjustment clauses under the standards.

Despite the soaring cost of living, wage inflation was no
greater in the first program year than it was the year before (though it
did accelerate in the fifth- or sixth quarter). The Council
estimates that the annual rate of wage inflation for the first year
and a half would have been almost 2 percentage points greater without
the program.

Pay data supplied by companies that regularly report to
the Council showed that 85 percent of all workers were in compliance
with the 7 percent pay standard during the first year of the program.
The average chargeable pay increase for all workers was 6.1 percent
annually, according to these data.

AIP-207
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The average chargeable increase for union workers was 6.8 percent
annually over the life of the contract, and nonunion workers (manage-
ment and nonmanagement) received chargeable increases that averaged
5.8 percent. The Council said that half of the union workers
received pay increases that exceeded the standard, but these workers
were concentrated in the rubber and auto industries. In both instances,
the companies pledged additional'restraint to offset the inflationary
effect of the excessive pay increases.

Actual pay increases granted by the reporting companies (before
adjustments for exemptions and exclusions) averaged 7.1 percent,
the data show. Union workers received average pay increases of
8.9 percent annually over the term of the contract and nonunion workers
received unadjusted increases of 6.6 percent. Underevaluation of
COLA clauses accounted for the largest part of the disparity between
chargeable and actual pay increases, the Council said.

Company-reported price data indicate that the average first-
year price increase of companies not eligible for alternative (gross-
margin) standards was 10.6 percent. Most of the difference
between this increase and the 6.6 percent average allowable increase
for this group of companies is attributable to large price increases
(19.8 percent) for companies that filed under the profit limitation,
because surging raw material prices made compliance with the basic price
limitation impossible. (Price data for companies on the Council's gross
margin standards are not available, but comparisons between the 10.6
percent figure and various economy-wide price indexes indicate that
the price increases of this group were slightly higher than the
increases of companies not eligible for the gross margin standards.)

By comparison, compliance units that filed under the basic price
standard reported average price increases of 5.6 percent during the
first program year. Compliance units accounting for 96 percent
of the revenues of this group reported price increases below their
allowable limits, the Council said. The bulk of the increases were
a quarter of a point or less below the allowable; this suggests that
the price limitation was constraining for a large proportion of
the companies.

Since inflation remains a serious problem 'we expect that
the pay/price standards program will be continued,' the Council said.
However, in the paper, the Council observed that the fundamental
question before it is whether there should be a third program year.
The Council asked for public comments on this point.
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The Council solicited comments on the merits of switching
the program from a price limitation to a cost passthrough basis,
adjustments in the base period, the level of the price standard, alter-
ations in the profit limitation and the modified price standards,
and the question of a three-year cumulative standard vs. a one-year
standard. It noted, however, that 'the less radical and extensive
the changes, the more we can capitalize on the experience gained
by companies and by the Council in applying the standards over the past
two years.'

The Council said that it might allow companies to self-administer
uncontrollable cost exceptions in order to reduce the administrative
burdens on companies and on itself. The Council also asked for
comments on possible prenotification of selected price increases during
the third program year. It said it had decided not to seek prenotifi-
cation during the current program year because it is so late in the year.

Public comments must be filed by August 1, 1980. Comments
should be typed and submitted to Patrick Macfarland, Assistant
General Counsel, Council on Wage and Price Stability, 600 17th Street,
N.W.., Washington, D.C., 20506.
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I. INTRODUCTION

The purpose of this document is to solicit public comment on one of the central

components of the broad anti-inflation program that the President announced in October

1978-the voluntary pay and price standards. During the first year of the orogram, the

standards restrained the rise in prices and employment costs in the industrial sector of

the economy. But accelerating inflation created problems for designing the second-year

program, and we observed at that time that some of the provisions of the standards

created distortions or inequities. To initiate the process of evaluation and review and to

enc)urage public participation, we published an Issue Paoer on August 7, 1979, requesting

comments on the first-year standards. The paper included an economic review of the

first program year as well as a discussion of conceptual and practical issues on which we

particularly wanted the public to focus.

The response to the Issue--Paper was helpful in developing the second-year

standards-not only in revealing how the public perceived the program but also in getting

the public's views on some of the options for resolving the technical issues. After

considering the responses to the Issue Paper, the Council on September 28, 1979,

published interim final second-year price standards. With minor changes, these standards

became final on November 1, 1979.

As a result of comments that this program, unlike previous ones, had not included

a clearly defined role for representatives of labor, management, and the public, the

President created the Council's Pav Advisory Committee. The Committee, composed of

18 members-six representatives each from labor, business, and the general public-was

given a variety of tasks, with its principal assignment being to recommend modifications

of the pay standard, including the basic pay limitation, the inflation assumotio. '
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evaluating cost-of-living-adjustment clauses, and the adjustment for employee units not

covered by such clauses. The Council's Price Advisory Committee was also created to

include six representatives of the general public and it was asked to comment on the

revised price standard developed for the second program year.

As we approach the end of the second program year, we confront the question,

once again, of whether the pay and price standards should be extended for a third year,

and, if so, with what changes, major or minor. Historically, programs like this tend to

diminish in effectiveness over time and may develop distortions and inefficiencies.

Against these considerations, we must weigh the manifest need for continued pay and

price restraint, and the doubt that restrained monetary and fiscal policy alone can limit

inflation except at excessive costs.

Because the comments we received last year were helpful and because many

interested parties have asked for one, we have published another Issue Paper. Like last

year's, it includes an evaluation of the standards program to date, drawing on both

published aggregate data and aggregated company-specific data supplied to the Council

(although the latter are available so far only for the first program year). This evaluation

(presented in Section L) constitutes a regulatory review of the standards program.

Section m attempts to identify both fundamental issues-including the most fundamental

one of whether the standards should be continued in something like their present form-

and technical issues on which we wish to have the public's comments.

2
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The situation with the pay standard differs from that with the price standards.

The Council adopted the present pay standard only recently after lengthy consideration

by and consultation with the Pay Advisory Committee. We have therefore decided that

it would be premature to publish a discussion of pay-standard issues at this time,

although comment on this subject is not precluded.

3

73-905 0 - 81 - 5
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IL EVALUATION OF THE PROGRAM

Our evaluation begins with a review of wage and price developments both before

and during the program (Subsection A). This cursory review provides evidence about the

program's effectiveness-based upon both what actually happened during the program and

estimates, of what would have happened in the absence of the program. Subsections B

and C use aggregated company data supplied to the Council to assess the extent to which

companies were constrained by the standards and to quantify the amount of

noncompliance with the standards and the various sources of slippage (i.e., variation from

the basic pay and price limitations attributable to exemptions, exceptions, and

exclusions).

A. Analysis of Aggregate Wage and Price Data

1. Price Performance

When the anti-inflation program was announced in October 1978, the annual rate

of inflation-as measured bv the Consumer Price Index (CPD-was running about 9

percent (see Table 1). During the first quarter of the program, the inflation rate changed

very little, but in early 1979 it escalated sharply to about 13 percent. Then, after

remaining in the 13-to-14-percent range throughout 1979, it rose sharply again in early

1980 reaching an annual rate of 18 percent, before falling in April and May to an annual

rate of 11 percent.

These accelerations are commonly cited as evidence that the pay/price-standards

program was ineffective. That summary conclusion is not well founded. The standards

program necessarily excludes many prices from its coverage; it makes no sense to aooly
4 l



.l,81,I e I

S~e Ielel 4 nielionenIs of l1wi- 4 1.srs'sr P'rlede Iul,'lx
(t4 assimumlnv 1IIs j1 led * Amimmuw pereelmI-0 rleals u1f ' elige ll

Ilim. 1!17!
Ie In I yve

hi8po4r I tamet:

(4301.0)

(8.7)
4 17. 7 )

'w44 Itesmim

%twt j 4ad ue . 41 (i

4|l I...". l ;s fill'' aul
- - li.. e mv I nlij ies

All Ilaame; lels F~amwl, Mli,
moI loorgy tIdV .Il 1#ill IC

41tu.k.r lvi8l4'. lltt :t/

4 'aC lcatlier
1978 1/

94.0
B.1

22.0
11.8

Cue lesphlir
4197.4 I/

13.3
5SIP ..1
34.7
10.2

IFirst l'Pirwri Yea8r &citi'on&l Pr r kuY r
_(liuimij over l'revlus>s tQtseerlcr,___....

714:111 78zIV 79:1 7'':11 7!?:11 744:IV A44:1 reiiy /

R.!l 8.9 I3.tt 12.8 131.8 a 3.7 18.1 ,,.2
111.!1 18.9' 37.5 81.H ,i7.9 24i.7 9443.5 14.41
4.0t 25.1 34.5 27.7 'A9.l4 52.8 53.8 47.3
4i.7 11.0 10.1 ti.1 41.s5 12.1 3.8 5.?

(-l.-I) 8.4 1t.2 7.7 7.2 111.2 R.44 !1.:1 9. 5 tl.R B.#

44w3a1., 7.3

4 I7.911 G.S5

4.411

7.8

7 .0

A. i4

44.4 8.7 8. .4

7.7 7.5 7 .?

104 .41

8.4

44.!l 11.4 !1#.

8.1i 42.7 90.7

I/ 144 488 I., 04.ea'6li's' clt,11,4 n'al ena 'iboamaaliv teal jusledl.

.'/ I4 l .le 88f 0I 4,1. ia- mi-n M1a-l - II tMavv; lasaw f i mmes ire 848.1 yel tIv4 i 1a1l.1 e.

:I/ Ie,. 4i.masilaar I's I!e! Iomlc'" eX..'le-adiom IW eo4!SIs of roislx, eller'gy. * iaiedI .-carsl mid*84 Imsasi parmlusse8, *is w.m-e. i msimmrtetei*n laaxes.

4i 442: 4vtaS i%-,1 1 lies IlAi.'l alad *I rem,. fr I U1.S. Ihlmkrinmul ad 1,il..ar Ireasetem of lwal.br Stal l. i .



64

standards that call for price restraint in markets where sellers have little or no

discretion in setting prices-i.e., in highly competitive markets, where attempts to hold

prices below market-clearing levels would quickly generate damaging shortages. We

therefore excluded from the program prices set in organized exchange markets. We also

excluded raw-material prices, generally, because most are determined in highly

competitive world markets, and attempts to restrict these prices artificially could

quickly reduce domestic supplies. Also excluded are prices set by sales contracts in

effect before the program, prices of new or custom products (since it is impossible to

compute price changes for these commodities), and interest rates (since these are

competitively determined and are heavily influenced by policy decisions of the Federal

Reserve Board). Despite these exclusions, about 60 percent of the economy is covered by

the price standards, as compared to about 45 percent under the Nixon Administration's

mandatory controls.

The surge in the inflation rate in 1979 and early 198fl was the result primarily of a

sharp acceleration in prices not covered by the standards. The world-wide economic

expansion that continued throughout t979 sent raw-material prices skyrocketing. These

soaring raw-material prices rippled through the American economy, forcing many

companies off the basic price limitation and onto the gross-margin and profit-margin

limitations, which allow uncontrollable cost increases to be passed through.

6
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The most dramatic raw-material price surge was the 1ID-percent increase in

crude-oil prices during 1979 and early 1980. This. jump contributed to the 80-percent

increase in the U.S. energy-commodity prices during that period. In fact, the energy-

commodity component of the CPI, accounting for only 7 percent of the weight, was

directly responsible for one-fifth of the overall'increase in consumer prices in 1979, and

nearly one-third of the price surge in the first quarter of 1980.

There were, moreover, substantial indirect effects, not only because energy is an

important input into the production process, but- also because. rising consumer prices

elicit higher wage demands, and so inflate labor costs. It has been estimated that the

total effect of energy-price increases is roughly double the direct effect, although much

of the indirect effect is lagged. We independently estimate that at least 2 percentage

points of the inflation rate in early 1980-on top of the 5.2 points of direct impact-is

attributable to the lagged effect of soaring energy prices in 1979.

Of course, not all of this increase in energy prices can be attributed to the

doubling of crude-oil prices during this period; a large part is attributable to the

substantially expanded margins of both petroleum refiners and gasoline and home-

heating-oil retailers and distributors. Earlier this year, the Council published a detailed

analysis of these expanded margins (Petroleum Prices and the Price Standards,

February 25, 1980).

7
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Another important contributor to the recent surge in the CPI was the steep climb

in interest rates. This contributes directly to the measured rate of inflation through the

homeownership component of the CPL Mortgage interest costs increased 35 percent

during 1979, and at an annual rate of 54 percent in early 1980. Thus, the mortgage-

interest component of the CPT, whose weight is only 8-1/2 percent of the total, was

responsible for one fourth of the total inflation in 1979 and the first quarter of 1980.

Taken together, energy-commodity prices and mortgage-interest costs, which

accounted for less than one-sixth of the weight of the CPI, were responsible for nearlv

half of the inflation in 1979 and for over half of the inflation in the first quarter of

1980. Even more dramatic, they accounted for three-fourths of the acceleration in

inflation from 1978 to 1979 and from 1979 to the first quarter of 1980.

No reasonable anti-inflation program could have prevented the surge in inflation

caused by the escalation of crude-oil prices and interest rates. No petroleum importing

country has insulated itself from the world-wide explosion of crude-oil prices. The U.S.

economy has, indeed, been the hardest hit, because it is the most energy-intensive

country in the world other than Canada (see section V of the Council's Inflation Update:

released June l2, 1980). Similarly, any attempt by the Federal Reserve Board to prevent

the surge in interest rates by accommodating the large demand for credit would have

exacerbated the inflation by expanding the money supply even more rapidly and adding to

aggregate demand. The degree to which interest rates can be lowered by expanding the

money supply is limited since high interest rates are as much a result as a cause of high

inflation rates. (The inflation rate affects interest rates by influencing price

expectations and hence the expected real rates of return from any given level of interest

rates.)
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For these reasons, both crude-oil prices and interest rates have been excluded

from the program, and the very large part of inflation for which they have been

responsible cannot be attributed to noncompliance with the standards. On the other

hand, this experience demonstrates the limitations of wage and price standards as an

instrument for combatting inflation: they are essentially powerless to prevent inflation

caused by either excess aggregate demand or surging raw-material prices.

The proper measure to be used in assessing the program's effectiveness is the

behavior of prices in the sector of the economy that it covers. No precise index is

available. As a proxy, we have used the CPT-based underlying inflation rate (the CPI less

the food, energy, homeownership, and used-car components). This and other underlying-

rate concepts, which are intended to measure fundamental inflationary pressures in the

industrial and service core of the economy (in contrast with the effects of exogenous

shocks such as the crude-oil price increase) are discussed in the Council's latest Inflation

Update (June 12, 1980).

The CPI-based measure of the underlying rate of inflation was 8-1/2 percent when

the program was announced in October, 1978. It accelerated very little until the third

quarter of 1979, when it moved up to 8 percent. Another gradual increase, to about

8-1/2 percent, in the fourth quarter of 1979 was succeeded by an abrupt ascent to about

12-1/2 percent in the first quarter of 1980. The rise in the underlying inflation rete

reflected in this measure was genuine; on the other hand, the 12-1/9 oercent figure

exaggerates it, since it reflects, in large part, the temporary surge of energy costs

through other sectors of the economy; a surge that would be expected to abate, with a

lag, once the surge of energy prices themselves abated.

l9
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Like the changes in the entire CPI, accelerations or decelerations of even the

underlying inflation rate do not in themselves provide clear evidence of the effectiveness

or ineffectiveness of the program. The ideal test, of course, is a comparison of the

actual inflation rate with the rate that would have prevailed in the absence of the

program; we will report some results of such comparisons in the final segment of this

section. Another approach is to compare the price increases that actually took place

with what the standards would have allowed; this we will do here.

The underlying inflation rate during the 1976-77 base period-as measured by the

CPI residual-was about 6-1/4 percent. Because the first-year price standard called for

price increases 1/2 percentage point below those in the base period, one would expect,

with universal compliance and no sliopage (i.e., in the absence of larger price increases

attributable to exceptions and exclusions from the general standard), an underlying rate

of inflation during the first year of 5-3/4 percent. The actual rate was 7-1/2 percent,

suggesting slippage and/or noncompliance of about 1-3/4 percentage points. As will be

seen in the next section, most of the slippage is attributable to the passing through of the

surge in raw-material prices throughout 1979 under the exceptions and alternative

standards available to those with uncontrollable cost increases.

In the second year, the price standard was loosened by I Decentage Doint. Hence-

again with universal compliance and no slippage-one would exoect the underlying rate of

inflation to have been about 6-3/4 percent. The actual annual rate during the first

quarter of the second program year was 8-1/2 percent, indicating slippage of about 1-1/4

percentage points-the same as in the first program year. The aDparent slipoage

increased substantially in the first quarter of 1980, but appears to have declined since

then.

*10[
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To conclude, inflation rates in the sectors covered by the standards appear not to

have been inexplicably larger than would be expected with universal compliance and no

slippage. Because there was substantial slippage. attributable to the surge in raw-

material prices, the aggregate price data do not support the contention that the

standards were ineffective.

2. Wage Performance

The pattern of changes of wages and other measures of labor compensation

suggest that the pay standard has had a definite restraining influence. Wage inflation

during the first year of the program was slightly below the rate in the preceding year,

despite the sharp acceleration that took place in the cost of living and concomitant

decline in real wages (see Table 2). Union wages went up by 8-1/2 percent, and nonunion

wages by 7-1/2 percent. The average increase in total private labor compensation (wages

plus private fringe benefits) was about 1/2 percentage point higher than in wages alone,

because fringe benefits increased by t2 percent.

The 8-1/2 percent increase in total private labor compensation during the first

year of the program was about 1-1/2 percentage points above the 7-percent pay

standard. It thus appears that the amount of slippage -on the pay side was slightly smaller

than on the price side-a result that is not surprising in view of the substantial increase

in raw-material prices during that year.

Wage inflation appears to have accelerated somewhat in late 1979 and early

1980. The rate of increase of the hourly earnings index moved up to 9-1/2 percent in the

second half of 1979 and to lo percent in the first quarter of 1980.
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'TabhIe 2
Selected Measures of rinployee Compensatlon

1Privale Nonfarm Sector) */
(Seasonally adjusted, annual percentage rates of change)

Fiscal Fiscal
First Prograin Ye

alxanga
ar Seeoud Program Year
over Previous guarter

to
79:11 79:111 791 IV 80:1 May197H 1979 78:111 78:IV 79:I

Average Iourly Earnings
Iburly Earnings Index

Iliploynit CObst Index
, tiIon

N) Nonunioen

'I'otsa IIbur IV (bnpensat Ion
Private Iburly Qsipensatlon
hWges & Salaries Per Hour
Pr inge enefl Is Per Hour
ihployer Contributions to

Social Insurance Per hlur

ilenl hoiurly narnings Index
Iteal Spentaile earnings AlWeekly)

8.6 8.3 8.0
8.4 8.2 8.0

10.0 8.4 6.1 8.8 H.6 9.1 3.1
8.4 7.9 7.0 9.6 9.2 10.0 6.6

8.0
7.9
8.0

7.7
8.4
7.3

8.2
8.7
7.8

0.1
8.2
4.5

8.2
7.4
8.7

10.3
8.8
8.8
8.9

7.8
8.7
7.8

8.7
9.1
7.8

10.0 10.0
10.8 9.5
9.5 10.4 0

8.0 8.9
8.4 8.0
8.2 8.3

10.1 12.0

11.7 12.2

8.7 8.7
9.0 8.8
8.3 8.8

12.3 9.1

7.9 8.6 9.0 10.3
8.2 8.9 9.1 10.2
7.4 8.1 8.7 9.7

15.2 15.2 12.6 13.7

5.0 7.4 33.5 5.2 5.2 6.6 13.3

0.1 -3.6 -0.3 -0.4 -5.3 -5.7 -3.4 -4.1 -7.1 -4.6
-3.2 -3.9 -2.4 -0.4 -1.3 -9.5 -4.4 -5.6 -11.8 -11.4

'/ Fiscal year flgigres (or the tliployment (bst indlex and all hourly and real-earnings series are Seplonber-to-Septatber changes and
quarterly figures nexnasure three-month changes. Iburly conpensat on, productlvity, and emit lator costs are for all aiployees In
tIe nonfarm business sector, fiscal year figures miesure third quarler to third quarter changes.

I11*3-S: OVPS calculaitons based on dala fran U.S. Deparitncut of labor, Itareau of labor Statisti si and U.S. Ibpartment of
(Climnrce, Ilureau of Iteonanilc Analysis.
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An interim pay standard was in effect during the last quarter of 1979 and the first

quarter of 1980 while the Administration awaited the recommendations of the Pay

Advisory Committee. During this period, the Council implemented an automatic 1-

percentage-point catch-up adjustment for workers in employee units that were in

compliance during the first program year and did not have cost-of-living-adjustment

clauses, which raised the standard to 8 percent for the great majority of workers. The 9-

to-10 percent increases that actually occurred in this period thus reflect a difference of

about I to 2 percentage points, which is comparable to the difference in the first

program year.

3. Wage Distributions

The behavior of average wage increases provides some indication of wage

restraint under the program. The intent of the standards, however, is not to restrain all

wage increases, but rather to discourage increases in excess of the stipulated ceiling

after allowances for exceptions and exclusions, without elevating increases that

otherwise would have been below it. We can roughly assess our success in achieving

these goals by examining the way in which individual wage increases were distributed.

Figure 1 shows distributions in the first program year (1978:lV to 1979:1) and the

base period (1977:IV to 1978:M). (For simplicity, we refer to the former of these periods

as 1979 and the latter as 1978). The data are nominal wage increases for all workers.

| 13
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Figure 1
Distribution of Employees by Increases in Average Hourly Earnings, 1978 1/
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It is clear from these distributions that the bulk of the increases was redistributed

from the 8-1/2-to-10-percent to the 7-to-9-percent range between 1978 and 1979.

Moreover, there is no evidence of an upward shift of the concentration of workers at the

lower end of the distribution-i e., no evidence of a tendency for the ceiling to become

also a floor. As a result, the average (mean) pay increase was lowered from 8-1/2

percent to 8 percent. The downward shift in the distribution between 1978 and 1979

would be even more pronounced if we were to show real rather than nominal wages,

because the rate of increase in the CPI rose from 8.3 percent to t2.1 percent in this

same interval.

To summarize, despite the substantial inflationary pressures on wages during the

first program year, there was a downward shift in the upper range of wage increases and

no upward shift in the lower part of the range. The fact that a substantial number of

workers received increasesjust above 7 percent is largely the consequence of the various

exceptions and exclusions incorporated into the standard to avoid inequities and market

distortions. We examine these adjustments in detail in Section tB, which also contains

an analysis of wage distributions drawn from the data supplied by individual companies.

4. Simulation Results

The previous sections provide impressionistic evidence that the standards program

was reasonably effective in preventing the spillover of the energy-price surge into the

industrial wage/price structure. The relatively modest escalation in wage inflation and

in the underlying inflation rate (compared to the much greater escalation of the overall

inflation rate) supports the view that the standards had some effect in restraining wage

and price increases. I
1 15I
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In order to assess rigorously the effectiveness of a program whose puroose is to

alter the course of events, it is necessary to estimate (as best one can) what would have

happened in its absence. Obviously it is not possible to perform an experiment over the

life of the program that would compare what would have happened both with and without

it. It is possible, however, to construct models that predict the behavior over time of the

relevant variables and to use such models to simulate what would have happened to these

variables in the absence of the program (and of any other structural changes that may

have occurred in the wage/price process that could have caused the results to dfiffer from

what would have been predicted from historical experience). A comparison of the

simulated results with what actually hapoened allows one to assess the effect of the

program, assuming that the advent of the standards was the principal structural change

in that process.

Because of numerous statistical problems, constructing wage/price models that

generate reliable simulations over the program period is difficult. Some preliminary

work on this problem has been done by the Council of Economic Advisors (see the

Economic Report of the President, January 1980) and by the Council (see our Interim

Report on the Effectiveness of the Pay and Price Standards, May , 180).

Using a variety of models developed by others as well as its staff, the CEA

estimates that the annual rate of growth of wages during the first program year would

have been I to 1-1/2 percentage points greater were it not for the standards. Our

simulation exercises suggest that the annual rate of growth of average hourly earnings

was 1.8 to 2.0 percentage points less than it would have been without the program. Ke

also estimate that the CPI-based underlying rate of inflation (the CPI less the costs of

16
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food, energy, used cars, and home purchase, finance, taxes, and insurance) would have

been 1.1 to 1.5 percentage points higher; hence, the overall inflation rate-assuming that

the program had no effect on the costs of food, energy, used cars, and home purchase,

finance, taxes, and insurance-would have been one-half to three-quarters of a

percentage point higher.

These simulation results suggest that the program had a greater restraining effect

on wages than on prices. There are two major reasons for this difference. First, the

price standards could not and should not have constrained the Drices of primary energy

goods, houses, interest rates, and food at the farm; hence, the effect of the orice

standard on the covered sector is diluted when it is evaluated on the basis of its effect on

the entire Consumer Price Index. Second, even within the covered sector, there was

more slippage on the price than the wage side, primarily because of the unavoidable

passthroughs of energy and other raw-material costs.

It would, therefore, be incorrect to conclude from these simple comparisons that

the standards bore discriminately unfairly on wages. In fact, labor's share of total

income was not compressed relative to the profit share. Since the program was

announced, the profit share has decreased from 10.0 percent to 8.6 percent, while labor's

share has increased from 75.4 percent to 76.4 percent. Almost half of the increase in

labor's share, however, is attributable to rising social insurance taxes; the share of wages

and salaries plus private fringe benefits increased by only 0.5 percentage points-from

65.9 percent in 1978:111 to 66.4 percent in 1980:1 (see Table 3). More important,

simulation studies carried out by the Council in its Inflation Update (June 12, 1980)

suggest that the observed changes in income shares during the program period are

17
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explained largely by business cycle variables-i.e., that the program had no (statistically

significant) effect on income shares. This is not surprising, as the program was designed

to be neutral with respect to income shares.

B. Analvsis of Comoanv-Soecific Pav Data

As part of its monitoring effort, the Council collected data on pay-rate increases

granted during the first program year by compliance units with 10,000 or more

employees. These data shed additional light on the effects of the program on wages.

The pay standard requires companies to partition workers into three categories:

those employees subject to a collective-bargaining agreement, all management

employees, and all other (nonmanagement nonunion) employees. Hence, separate

statistics are available for these three groups. In all, the pav reports cover 7-1/2 million

workers-close to a third of them in management units, about a fifth in collective-

bargaining units, and the rest in the all-other category. The reports do not cover workers

excluded under the low-wage exemption (those with straight-time hourlv wages of $4.00

or less on October 1, 1.978) or collective-bargaining units whose contracts were not

renegotiated during the first program year. By subtracting these excluded groups from

the total work force, we estimate that the number of workers covered by the pay

standard in the first year was 48 million; thus, the pay-reporting forms encompass about

15-1/2 percent of the covered work force.

!19
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The average increase in wages plus fringe benefits (before adjustments for

exclusions and exceptions) for workers in the reporting universe was 7.6 percent in the

first year of the program-11.0 percent for union workers and 8.6 percent for both the

management and nonmanagement nonunion grouDs combined. (See Table 4.) The

discrepancy between this 7.6 percent and the 8.6-percent increase in private hourly

compensation, in fiscal-year 1979 for the entire economy (see subsection A) is

attributable to several factors.

First,-the applicable periods for the data reported in Table 4 do not conform

precisely to the Council's first'program year (essentially fiscal-year 1979). For example,

the first year of a collective-bargaining agreement signed late in the first program year

would extend well into the second program year.

Second, many of the collective-bargaining contracts contain cost-of-living

adjustment (COLA) clauses, and the cost of these, as reported to us, are based on

companv assumptions about the prospective inflation rate. Other data supplied by these

companies indicate that they assumed, on average, an inflation rate of about 9.4 percent-

-substantially below the 13.5 percent that the CPI actually increased, on average, during

the first year of collective-bargaining agreements signed during the first year of the

program (estimated roughly as the average of the CPI 'increases over the nine annual

periods, September 1978 to September 1979, October 1978 to October 1979, and so on up

through May 1979 to May 1980). With an assumption of an average recovery rate of 60

percent (i.e., that a one-percentage-point increase in the CPI results in an average

COLA-payment of 0.6 percentage point), this average under-forecast of the CPI increase

resulted in a 2-1/2 percentage-point underestimation of COLA payments. Because

201
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Pay Date for Iteporting Whits I/

tNanber ot Workers
l'ercent of lbrkers
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-.)

Al l 2/
Wbrkeri

7,430,162
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approximately 3 percent of the workforce signed collective-bargaining agreements with

such clauses during the first program year, this undervaluation accounts for about f..

percentage point of the one point difference between the reported increase and the

national aggregate increase.

Another factor explaining this disparity is the exclusion from the reporting sample

of the increases under collective-bargaining agreements signed before the announcement

of the program. We estimate that these averaged 8.1 percent and that the affected

workers account for about 14-t/2 percent of the total workforce. Thus, the exelusion of

these workers from the reporting universe accounts for another 0.1 percentage point of

the 1.0 point disparity.

Finally, the low-wage exemption accounts for a substantial share of the

disparity. Approximately 35 percent of the workforce was excluded under this

exemption. We estimate that, on average, these excluded workers received 9-1/2-

percent increases during the first program year (the increase in the minimum wage was

9.4 percent, and workers slightly above the minimum wage received comparable

increases in order to avoid wage compression). After appropriate weighting of these

percentage increases by the low level of wages involved, we estimate that the low-wage

exemption accounts for about 0.4 percentage point of the one-point difference.

The three quantified factors-underestimation of the costs of COLA clauses,

exemption of increases under pre-existing contracts, and the low-wage exemption-

account for about six-tenths of the 1.0-percentage-point disparity between the increase

in the national aggregate wage level and the increase shown by our reporting universe.

The small remainder can be attributed to statistical error and the possible differences

between the wage increases of reporting and nonreporting compliance units (for example,

22
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most of the workers covered hy construction and teamsters settlements-which tvyically

provided for very large increases-are in compliance units with less than 10,000 workers).

As noted above, the average reported first-year increase under collective-

bargaining agreements was 11.0 percent. The average annual increase over the lives of

the contracts was 8.9 percent. The first-year pay standard restricted the increase in

each year of a multi-year contract to no more than 8 percent and the average annual

increase to no more than 7 percent. The fact that the reported increases are above the

respective limitations does not necessarily mean that these increases were not in

compliance with the pay standard. For the purpose of evaluating compliance, the pay

standard provided for several departures from actual costs. The most important of these

adjustments is attributable to the CPI assumption used in evaluating COLAs. The 6-

percent inflation-rate assumption stipulated by the standards turned out to be below the

actual inflation rate and below the assumptions made throughout the year by employers.

In addition, the standard provided a number of exceptions and exclusions, in order to

assure that it does not generate unnecessary inequities or inefficiencies.

Adjustments such as these lowered the average pay-rate increases of all three

categories of employees, as measured under the standard; but the adjustment was

especially dramatic in the case of collective-bargaining units. The average downward

adjustment for union workers was 3.1 percentage points for the first year and 9..

percentage points for the annual average over the lives of the contracts. In contrast, the

average adjustment for both management and nonmanagement nonunion units was 0.8

percentage point. Thus, the average chargeable first-year increase for union workers

was 7.9 Dercent (slightly below the 8-percent limit), and the average annual chargeable

increase over the lives of contracts signed during the first year was 6.8 percent (slightly

below the 7-percent limit). The average chargeable increase for both management and
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nonmanagement nonunion workers was 5.8 percent (substantially below the pav

standard). The average downward adjustment to the average increase of 7.6 percent for

all workers in the first year was 1.3 percentage points, which results in an average

chargeable pay-rate increase of 6.3 percent.

The adjustments for each group are summarized in Table 5. (The components are

described in detail in Appendix A.) This table shows that half of the discrepancy between

reported actual and chargeable pay-rate increases is attributable to discrepancies

between the COLA assumption stioulated by the standards and the evaluations made by

the employers. As would be expected, this COLA adjustment was most significant in the

case of union employee units, accounting for 1.5 of the 2.1 percentage points of

adjustments for these workers; it was also important for the nonmanagement, nonunion

units, accounting for more than a third of their total adjustment. The two "maintenance

of benefit" adjustments for health insurance and pensions also contributed substantially

to the disparities between actual and chargeable pay increases for all groups. The

exclusion of overages attributable to formal annual pay plans announced before the

beginning of the program were important for both categories of nonunion workers. The

exclusion of promotions and qualification increases for employee units using the "fixed

population" method of calculation was significant only for management units; exclusions

for incentive pay, on the other hand, were a significant factor only for the

nonmanagement, nonunion units.
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Table 5
Contributions of Varfous Carponents to

Adjustments of %Iages and Salaries I/
(First Program Year)

Ail brkers tUhion 2/ Mnagement

1.0 2.1 0.8Total Adjustment 3/

Contribution of:
COLA evaluation

Ykintenance of health
benefits

Pension plans

Formal annual pay plans

Excluded pramotions and
qualification increases

Excluded incentive pay

Except ions

0.5

0.1

0.2

0.1

0.0

0.0

0.1

1.5

O.2

0.2

NA

N5A

0.0

0.3

0.1

0.1

0.2

0:2

0.1

0.0

n.l

Others

0.8

0.3

0.1

0.1

0.1

0.0

0.1

0.1

1/ See Appendix A for descriptions of these adjustments.

2/ Annual average over the life of the contract.

I/ Components may not add to total because of rounding (effect of weighted average
rrethod is negligible, see Appendix Al.
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Each of the foregoing adjustments of actual pay increases was an integral part of

the basic standard and was therefore self-administered by the companies. The pay

standard also allowed for special exceptions for tandem relationships between different

employee units, increases necessitated by acute labor shortages, the exchange of pay

increases for phasing out of productivity-inhibiting work rules, and the correction of

inequities. The slippage in the standards accounted for by these Council-granted

exceptions was significant for all three groups, but it was much larger for the union

groups than for management and nonmanagement, nonunion.groups.

While much can be learned by examining the averages of the pay-rate increases,

there is also something to be learned from the distributions. Figures 2, 3, and 4 show the

distribution of both actual and chargeable pay-rate increases for all reporting workers,

union employee units, and nonunion employee units. (We do not show distributions for the

management and nonmanagement units separately because the two are similar.) In each

case, the estimates are weighted by the number of employees in each compliance unit.

The top charts in the three figures show that unadjusted rates of pay increase

were widely dispersed and often considerably above the 7 -percent standard. The

nonunion pay-rate increases roughly follow a normal distribution; the union increases, in

contrast, are bunched in the 8-1/2-to-9-1/2 percent range.

As our foregoing discussion of the differences between reported actual increases

and those chargeable under the standards suggests, the disparity in the rates of paY

increase for union and nonunion workers is narrowed considerably by the removal of the

portions that are not chargeable. -2-
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Figure 2
Distribution of Workers by Unadjusted Pay Increases 1/
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Figure 3
Distribution of Union Workers by Unadjusted Pay Increases 1/
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Figure 4

Distribution of Nonunion Workers by Unadjusted Pay Increases 1/
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With these adjustments, almost a third of the nonunion workers are in the 6-1/2-

to-7-percent range, sixty-five percent are in the 5-1/2-to-7-percent range, and only

about 5 percent had increases of more than 7 percent. On the other hand, half of the

union pay increases are slightly above the 7-percent standard-in the 7-to-7-1/2-percent

range. About 34 percent are slightly below the standard-in the 6-1/2-to-7-percent

range. The distribution of wage increases for union workers was heavily influenced by a

number of major settlements that were slightly above the 7-percent standard. The most

notable cases were rubber and autos, where the collective-bargaining agreements were

found out of compliance but the companies involved were not listed as noncompliers

because of their commitments to take corrective action (most frequently by exercising

additional price restraint).

C. Analysis of Companv-Specific Price Data

In the first program year, we asked all firms with sales of $250 million or more in

the last complete fiscal year before October 2, 1978, to file price, gross-margin, or

profit-margin data with the Council. Approximately 1,300 companies were of this size;

in their reports they disaggregated their operations into 2,101 compliance units. In

addition, we asked 235 smaller companies in selected industries to file price-monitoring

forms (PM-ls).

Of the reporting compliance units, 801 filed under the basic price deceleration

standard, 546 under the various gross-margin standards available to selected industries,

815 under the profit-margin limitation, and 9 under the professional-fee standard; 165

were exempted from the price standards because 7S percent or more of their revenues

came from the sale of excluded products (see Table 6).
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The following analysis is based on samples of these PM-I forms; not all of the

forms have been entered in our computer file, in part because we did not require

computer-compatible forms until the second quarter of the second program year.

During the first program year, 871 compliance units reported price data to the

Council. (This number is greater than the 80t that filed under the price deceleration

standard because it includes some compliance units that received exceptions, permitting

them to file under the alternative profit-margin limitation, on the grounds of

uncontrollable costs or inability to compute.) The revenue-weighted average price

increase during the base period for a sample of 83 percent of these firms was 6.35

percent. This translates to a 5.8-percent average allowable price increase after account

is taken of the required price deceleration of 0.5 percentage point and the maximum (9.5

percent) and minimum (1.5 percent) allowable program-year increases. This is virtually

identical to the 5.75-percent average allowable increase that we estimated on the basis

of aggregate data for the entire economy when the standard was first promulgated.

The fact that the actual average price increase of 9.36 percent for this group

during the first program year far exceeded the 5.8-percent limit does not necessarily

signify widespread noncompliance because many of these firms received exceptions to

the price deceleration standard. Because this sample underrepresents compliance units

that received profit-margin exceptions (since fewer of them filed Drice data) it cannot be

used to estimate the slippage attributable to the availability of this exception.

When we remove from the sample the compliance units that received profit-

margin exceptions, we find that the revenue-weighted average price increase of the

remaining units during the first program year was 4.44 percent, as compared to an

average allowable increase of 5.92 percent for this group (see Table 7). Compliance units

accounting for 87 percent of the revenues in this sample reported price increases below

32 L-



TaIbe 7

Qupliance Wilts Filing Uinder the Price-Deceleratlon Standard

Fraction of Average Allowble
Revenue (Cbpliance Price Increase
Share I/ halts V 2/ e lmr -mT-

Average Actual
Pr Ice Increase

( ecent )

(bCtrlbutlon to
Total Pr lee

Difference Increase

( - (e e points)
(4) - (3)

lreported conpilance with
price standard

Not Ices of Probable
NoDnCo0p1lance (sent or
In process)

thder Analysis

total

.8715

.0821

.0465

1.0000

.8217

.0503

.1280

1.0000

5.77

7.43

8.07

5.92

4.59

22.18

13.33

6.44

-1.18

14.75

7.26

0.52

4.00

1.82

0.62

6.44

I/ Total revenues (thousands) = $227,351,071.

2/ Total coopliance unilts = 656.
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their allowables. Moreover, the compliers were highly concentrated near those

aflowables: 50 percent of them were no more than a half percentage point below their

ceilings. This suggests that the standard was constraining for a large proportion of the

companies (see Figure 5).

Eighteen percent of the compliance units, accounting for 13 percent of the

revenues, reported price increases above their allowables. Not all of them are out of

compliance; many will ultimately be found to have properly self-administered exceptions,

or to have been eligible for alternative standards, or to have misinteroretated the

standards or made calculation errors.

Thirty-three notices of probable noncompliance have been sent, or are in process

of being sent, to companies in this sample. Analyses of the other 84 cases of overage are

continuing, usually in discussions with the company. Some of these discussions have

resulted in the companies taking corrective action to come back into compliance. (There

have been over 20 publicly announced corrective actions totaling over $130 million.)

The 6.44-percent price increase by compliance units in the sample that were not

granted profit-limitation exceptions is, of course, considerably below the 12.5-oercent

increase in the CPI during the first program year. The 6.1-ooint difference between

these two figures is explained by three factors: (1) the rapid increases in some

components of the CPI that are not covered by the standards (most notably mortgage

interest costs); (2) the passthrough of some large raw-material cost increases (most

notably crude-oil costs) under the profit-margin limitation and the various gross-margin

standards available to particular industries; and (3) some noncompliance.

l 34,



Figure 5

Distribution of Revenues by Difference Between
Actual and Allowable Price Increases

(All Compliance Units Filing Under the Price Deceleration Standard)
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We have already discussed the first of these, in contrasting the behavior of prices

covered and the prices not covered by the standards. However, since the sample includes

some compliance units that were eligible for alternative standards or that self-

administered exceptions, the 6.44-percent price increase is not indicative of actual price

increases by firms on the price deceleration standard. Thus, to estimate the slippage and

noncompliance attributable to the profit-margin exception, we must restrict the sample

of compliance units filing price data further to exclude all firms, that were eligible for an

alternative standard: this cuts the sample to 317. Compliance units in this sample that

filed under the price deceleration standard had a revenue-weighted program-year price

increase of 5.57 percent; their allowable increase was 6.61 percent. The concentration

of the price increases of this group just below the allowable is even more pronounced

than in the larger sample (see Figure 6), probably because this smaller sample excludes

many companies that have self-administered exceptions or that have converted to an

alternative (gross margin) standard.

Compliance units in this sample that were granted profit-margin exceptions on

average exceeded by 13.23 percentage points the price increases they would have been

allowed had they remained on the basic price deceleration standard. (We cannot

estimate the portions of this excess attributable respectively to noncompliance and to

the fact that the profit-margin exception simply permits larger price increases.)

Slippage and noncompliance thus contributed 4.6q percentage points to the total price

increase for this group (obtained by multiplying 13.2l by the revenue share of companies

under the profit-margin limitation).
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These calculations are summarized in Table 8. Compliance units under the price

deceleration standard increased prices on average by 5.6 percent, whereas companies

with profit-margin exceptions (to the price deceleration standard) increased theirs by

19.8 percent. Weighting these two figures by revenue shares, we obtain a total price

increase of 10.6 percent. This increase, calculated from company specific data, is

remarkably consistent with increases in comparable economy-wide price indexes during

the first program year, which ranged from 9-1/2 percent to tt percent. The Gross

National Product deflator rose 9.6 percent; the fixed-weighted Personal Consumption

Expenditure Deflator increased 10.0 percent; the CPI less mortgage interest costs-which

are not covered by the standard and are not passed through under the profit-margin

limitation-rose 10.5 percent; and the Producer Price Index for finished goods increased

11.2 percent. This suggests that price increases of companies eligible for the various

gross-margin standards-which are not included in our sample but are, of course, included

in the comparable aggregate indexes-were roughly equivalent to those not eligible for

these alternatives.

Because the average allowable price increase for compliance units not eligible for

the alternative standards was 6.6 percent-about one percentage point above the 5-3/4

percent estimated average allowable for the entire economy-it would appear that

compliance units eligible for the alternatives had below-average base-period price

increases. This implies, in turn, that the noncompliance and slippage among companies

eligible for the various gross margin tests (i.e., the difference between their actual orice

increases and what they would have been allowed under the price deceleration standard)

was greater than the slippage among companies that were not eligible for an alternative
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Table 8

The Price Standard and Profit-Nhrmin Slippage

Contribution to
Price Change Total Price Increase 1/

Price-deceleration standard
Allowable 6.61 4.28
Underage -1.44 -. 93
Excess 0.40 .26

Actual 5.57 3.51

Profit-margin limitation
Allowable 6.58 2.32
Slippage and Noncomipliance 13.23 4.66
Actual 1. 6.98

Total 10.59

1/ The contributions were calculated by miltiplying the first colimn by the
relative revenue shares of compliance units under the price deceleration
standard and the profit-nargin limitation (.6476 and .3524, respectively).

standard. There is no way to test this conclusion, because price data are not reported by

compliance units under these alternative standards. We do know, however, that the

combination of slippage and noncompliance in petroleum refining and marketing was

much larger than 4-1/2 percent-the estimated profit-marmin slippage for compliance

units not eligible for alternative standards-primarily because of the passthrovigh of a

56-percent increase in the cost of crude oil (see the Council's Petroleum Prices and the

Price Standards, February 25, 1980). Similarly, the slippage in the food processing and

distribution sector appears to have been about 5-1/2 percentage points: aggregate data

show a base-period increase of about 4-1/2 percent and a program-year increase of 10

percent.
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D. Conclusion

In this section, we have examined the efficacy of the standards program in

restraining wage and price inflation. All of these analyses confirm our impression, based

on day-to-day dealings with companies, that it has induced considerable restraint.

Although the inflation rate accelerated markedly during the program period, most of this

acceleration can be attributed directly to the passthrough of a surge in raw-material

costs. We never expected the standards program to prevent such a passthrough, nor did

we intend it to do so: any attempt to limit raw-materials costs or their passthrough

would have produced serious distortions and shortages.

Our statistical analysis suggests that, had the standards not been in place during

the year and a half ending in March 1980, the annual rate of increase of labor

compensation would have been almost 2 percentage points higher, the underlying rate of

inflation I to 1-1/2 percentage points higher, and the overall inflation rate almost 1/2 to

3/4 percentage point higher.

The social benefits of the program depend, of course, on the gains from reducing

inflation. Such gains cannot be measured directly. If, however, we are willing to take as

given the social commitment to lower the inflation rate, then we can measure the

benefits of the program by referring to the social costs of reducing the inflation rate by

alternative methods-namely, additional fiscal and monetary restraint. A conservative

estimate, based on recent econometric evidence, is that, in order to generate a sustained

lowering of the underlying inflation rate of I percentage point by fiscal and monetary
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restraint alone, we would have to increase the unemployment rate by 1 percentage

point. This translates into a 2-percent reduction in output, or 47 billion dollars of lost

GNP. These estimates are, of course, inferential and are subject to statistical error;

nevertheless, even if they were off by several orders of magnitude, the social benefits of

the standards program would remain extremely large.

The social costs of the program are much harder to quantify; they are reflected in

the administrative burdens imposed on companies and in any loss of output caused by

induced economic inefficiencies and market distortions. (The directly measurable costs

of the program as reflected in the Council's budget are miniscule compared to the

apparent social benefits.) Perhaps because of the substantial flexibility. in the standards,

however, we have seen no convincing documentation of significant induced inefficiencies.

Of course, documentation that the pay and price standards were beneficial during

the first year and a half does not, in itself, demonstrate that they should be continued.

The critical question is whether or not these standards can continue to be a potent force

for wage and price restraint in the year ahead. The answer to this question depends in

part on economic conditions during the next year and in part upon the degree to which

strains within the standards program have made it less viable.

There is now a consensus view that the economy has moved into a recession. It

may be argued that standards are not needed during recession because market forces will

restrain pay and price increases. On the other hand, it can be argued that standards are

most needed during a slowdown or a recession in order to make the slowdown work as

much as possible toward reducing the underlying inflation rate. This argument is

esoecially forceful when the recession takes place in the aftermath of a large increase in

consumer prices, because these increases continue to Provide pressures to increase wages

41 _



100

in order to catch up for past decreases in the standard of living, despite the fact that

labor markets are weakening. Finally, it can be argued that it is necessarv to keep the

standards in place to prevent another serious surge of inflation when the economy begins

to recover in late 1980 or early 1981, particularly since the underlying rate of inflation is

expected to hover near double-digit rates through most of the recession.
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IlL MAJOR ISSUES rI THE DESIGN
OF THE THIRD-YEAR PRICE SANDARDS

A. Threshold Issues

The foregoing analysis suggests that the standards have helped to limit the rate of

inflation. Because inflation continues to be a serious problem, despite the onset of

recession, we expect that the pay/price-standards program will be continued. We

recognize factors which suggest the opposite, however. There is some basis for the view

that the effectiveness of programs like these may diminish over time and that the

distortions and inefficiencies they introduce-no matter how flexible their design and

administration-become increasingly burdensome. In addition, the recession mav tend to

make such standards less useful. While, therefore, we expect to carry the present

program into a third program year, we solicit public comment on the general question of

whether a third year of pay and price standards following the general outlines of the first

two years is a useful component of an anti-inflation program.. We ask that those who

respond in the negative give serious consideration to what alternative program, if any,

would be more desirable.

Assuming that the present program is continued, there is another threshold

question that must be resolved before deciding the form of the third-year standards:

whether it Is better to proceed, as in the past, with standards for a t2-month period, or

alternatively, whether they should be reevaluated (and modified, if aporopriate) within a

more limited period of time (e.g., quarter by quarter or every six months). While it can

be argued that more frequent modifications are preferable, especially in times when the

economy is in an unusual state of flux, the mere possibility of changes in the standards
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during the year would subject companies to greater uncertainty and render them

unwilling or unable to develop effective long-term compliance plans. And, if a major

program change were in fact made, it would impose substantial additional administrative

costs on both the companies and the Council.

In any event, retaining a 12-month concept for the third program year would not

preclude us from modifying the standards during the year if changing economic

conditions made this advisable. During the past year, for example, we initially set the

third-quarter price limitation at the same level as for the entire two years, but at the

same time announced that, if price developments earlier in the year suggested the need

for more restrictive quarterly limits, the third-quarter ceiling might be adjusted

downward. And then, in late March, after the annual rate of increase of the CPI reached

18 percent, we announced a tightening of the third-quarter limit. Similarly, we could

loosen the standards within the framework of an annual program. For example, during

this past year, we developed a modified standard for companies that use a significant

amount of gold and/or silver, and we adjusted the price limitation for airline companies

that had experienced large increases in fuel costs.

Assuming that we retain a 12-month program period, the remaining price-standard

issues are best considered in the following order: (1) the price limitation versus cost

passthrough, (2) the level of the aggregate price standard, (3) the choice of a base period,

(4) adjustments to the base period, (5) the range of allowable price increases, (6) a one-

year versus a three-year cumulative standard, (7) changes in the profit limitation, (8)

excluded products, (9) modified price standards, (10) company organization, (11) self-

administration of uncontrollable-cost exceptions, and (12) price prenotification. In

discussing these issues and expressing our preferences for particular resolutions, we are

influenced by the consideration that the less radical and extensive the changes, the more
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both the Council and the affected companies can benefit from their experience over the

past two years. At the same time, some changes are necessary, and others might even

reduce the administrative costs of the program.

B. Specific Issues

1. The Price Limitation versus Cost Passthrough

The basic price limitation is cast in terms of a company's average rate of price

change for all of its products. This approach gives companies maximum opportunity to

adjust their relative prices in response to varying demand and supply conditions, while

providing for overall restraint in their pricing. The second-year standard limited a

company's average rate of price increase over the first two program years to its average

increase over the two-year base Deriod. It has been suggested that this standard should

be replaced by one permitting passthroughs of all costs (like the current profit

limitation), rather than having profit restrictions apply only when companies are faced

with uncontrollable cost increases or are unable to make price calculations. In the past,

we have rejected this suggestion, preferring the price limitations for the following

reasons:

o Price limitations involve fewer accounting complications and are easier to

monitor than cost passthroughs.

o Price limitations do not vary with changes in costs. This provides companies

with incentives to resist cost inflation.

o Price limitations permit firms the full benefits of increased productivity.
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o So long as exceptions are provided for companies that cannot comply with the

price limitations because of uncontrollable cost increases, there is no inherent

inequity in having the price limitation as the basic standard. The Council has

approved exceptions for full cost passthrough in individual cases and has

approved passthroughs of particularly large, uncontrollable increases in the

costs of specific inputs (edg. gold and silver, and airline fuel).

These last specific adjustments demonstrate our commitment to enabling

companies to remain on the price limitation, rather than their resorting to the cost-plus-

profit limitation. It was to improve the likelihood of their being able to do so that the

Price Advisory Committee recently recommended that we revise the overall price

limitation upward for all companies to reflect the recent increase in the pay standard to

the 7-1/2-to-9-1/2 percent range. In declining to follow that recommendation, we

reasserted our preparedness to adjust price limitations for individual companies or

industries on an ad hoc basis to account for unusually severe increases in cost, whether of

labor or other inputs. We renew that pledge, and invite reasonable proposals to

accomplish this objective.

2. Establishing the Level of the Aggregate Price-Standard

For the first and second program years, the aggregate price standard was derived

from the pay standard, assuming a constant percentage markup of prices over unit labor

costs (i.e., constant labor and nonlabor income shares) and a trend productivity growth

rate of 1-3/4 percent (the average increase during the previous 10 years). If the nexus is

retained in the third year, three determinations must be made: (1) the level of the pay

standard, (2) the estimate of trend productivity, and (3) the difference in the amounts of

slippage inherent in the pay and price standards.
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The pay standard now in effect is a range of 7.5 percent to 9.5 percent. Under it,

annual pay-rate increases are expected in normal circumstances to average about the

midpoint of the range.

As a result of the recent collapse in productivity growth, the 10-year-average

measure of trend productivity growth has decreased from 1.74 percent in 1977 to 1.35

percent in 1979. Some argue for the use of a more recent time period for calculating

this variable, on the ground that the 10-year average overstates the current trend rate.

(Conceptually, the measure of trend productivity should be based on relatively

recent data, which are more relevant to current costs and pricing decisions. At the same

time, the data must extend over a period sufficiently long to encompass experience from

both the expansionary and contractionary phases of the business cycle, in order to

produce a measure that is relatively stable and insensitive to cyvlical influences.

The Council chose the 10-year period because it met these objectives. The ten

years ending in 1977 incorporate approximately two complete business cycles and

produce a relatively stable index. "his can be seen clearly in Figures 7 and 8, which

compare a ten-year trend with a six-year and a four-year trend, respectively.

Assuming an 8.5-percent pay standard and equal slippage for pay and price, the

aggregate price standard for various productivity growth trends would be as follows:

Productivity trend Aggregate orice standard

1.75 (current assumption) 6.75

1.35 (new 1OLyear trend) 7.15

1.25 (4-year trend) 7.25
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As noted in Section II, the apparent slippage on both the pay and price sides during

the first program year was about 1-1/2 to 2 percentage points. Most of the slippage in

the price standard is attributable to the passthrough of substantial raw-material cost

increases; a large portion of the pav slippage resulted from a M.4-percent increase in the

minimum wage, which affected the wage increases of the 35 percent of the workforce

excluded by the low-wage exemption. There should be less slippage in the pay standard

during the second and third program years, because the minimum wage increased by only

6.9 percent in 1980 and will go up by 8.0 percent in 1981; both increases are below the

8.5-percent midpoint of the current pay-range standard. There should be less slippage on

the price side as well, because raw-material price increases should be much more

moderate as world economic growth slows. Whether the equality of slippage in the pay

and price standards can be expected to continue is uncertain.

Once an aggregate level is established, the next step is to compare it to the

aggregate base-period price change and then translate that into company-specific price

limitations. Thus, for the first two program years, the aggregate two-year price

standard was 13 percent; because the aggregate price change during the 1976-77 base

period also was 13 percent, the two-year price limitation for each company was set equal

to its cumulative price increase over the 1976-77 period.

Similar logic would be followed to establish company-specific third-year price

limitations. The three-year aggregate standard would be calculated by compounding the

aggregate two-year standard (13 percent) with the aggregrate Drice standard for the

third year. For example, if a 7.15-percent standard were chosen for the third year, the

aggregate three-year price standard would be 21.1 percent ((Wi.13 x 1.0715f -1) x 100\.
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The difference between the aggregate three-year standard and the base-period

rate of price increase compounded over three years (20 percent) would be used as the

adjustment factor to calculate company-soecific three-year price limitations.

Continuing the above example, we subtract 20.0 percent from 21.1 percent to obtain the

adjustment factor of 1.1 percentage points. Thus, an individual firm would calculate its

allowable three-year price increase by compounding its average annual base-period price

increase over three years and adding 1.1 percentage points.

3. The Choice of a Base Peciod

The logical structure described in subsection 2 implicitly assumes that there is

some continuity over time in the differences among companies and industries in their

respective productivity and cost trends, and that their relative price changes in the

recent past adequately reflect these differences. In other words, the standard assumes

that, in general, industries that experienced relatively rapid productivity growth (hence

low rates of cost increase and low rates of price increase) in 1976-77 will continue to do

so during the program period and that their allowable price increases should be

correspondingly lower.

For the first and second program years, we selected the 1976-77 two-year period

as the reference period for calculating the price limitation. We excluded earlier years

because underlying cost trends had been distorted by the 1974-75 recession and the large

energy price increases in 1973-74. We excluded the period since 1977 to avoid penalizing

companies that had reduced their rates of price increase in cooperation with the

Administration's informal program, announced in January 1978.
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These advantages of 1974-77 as a reference period are still valid for the third

program year. Moreover, retaining the same base period for the third program year

minimizes the administrative costs of the program for both companies and the Council.

There is some sentiment, however, for moving the base period forward on the

ground that it would then more closely reflect current cost trends and product mixes.

Such a change also would expand the coverage of the program by including products

introduced and companies formed during the first two program years.

Nonetheless, incorporating 1978 in the base period would be inequitable, for it

would penalize companies that had exercised price restraint under the Administration's

anti-inflation program during that period. Incorporating 1979 would be even more unfair;

companies that had conscientiously complied with the first-year standards would have

relatively lower allowables than those that had not complied. Moreover, if the base

period were moved forward enough to encompass the explosion in energy and other raw-

material costs, it would be equally unrepresentative for a program period in which the

raw-material price increases are expected to abate. Finally, changing the base period

would impose additional costs on companies-which would have to recalculate their base-

period price changes-and on the Council-which would have to process the revised data.

4. Adjustments of the Base Period

While the base period is suitable for the vast majority of companies, we recognize

that in individual instances a company's base period may not adequately reoresent its

normal cost/revenue relationships. We anticipated such oroblems by providing undue-
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hardship and gross-inequity exceptions designed in part to provide relief in the case of

unrepresentative base periods. It has, however, taken us more time than expected to

formulate criteria for such relief, because of the difficulty of defining criteria that

would permit desirable adjustments without opening gaping loopholes.

Toward the end of the first program year, we began making adjustments for

unusual and nonrecurring events during the base period-ezg., unusually high start-up

costs, floods, fires, and strikes. More recently, we have provided relief for companies

whose base-period profits were temporarily depressed because of readily identifiable,

transitory, noncyclical developments.

Other criteria for adjusting base periods have been suggested to us but not

accepted. For example, some companies have asked that they be allowed to raise their

profit margins to an industry-wide average. This would have the effect of substantially

increasing the average- profit margin, because, of course, every company below the

average would move up to it whereas no company above the average would be forced to

come down to it. The result of such a universal acceptance of the propriety of catch-ups

would be a slippage in the standards so serious as to threaten their effectiveness.

It has also been suggested that base-period adjustments be allowed for anv

company (or compliance unit) that incurred a loss during the base period. We

acknowledge that a loss position cannot typically be representative of a viable long-term

operation. Nevertheless, the Council has not automatically made adjustments in such

cases, for several reasons. First, it is not necessarily an undue hardship for a compliance

unit that is part of a larger company to be in a loss position; many companies mav carry

nominally losing operations for considerable periods of time for valid business reasons.

Second-and more important-it is difficult, if-not impossible, to develop workable and

53



112

equitable criteria for an adjustment. Zero growth in profits might sound more reasonable

than a negative number, but those who object to a negative number would surely object

also to zero. Moreover, it is arbitrary to distinguish between companies slightly below

and those slightly above zero. The only logical outcome of that process would be

something that also has been suggested-that the Council set "reasonable" rates of return

for companies with negative-or low-base-period profits. It seems clear, however, that

we will not allow ourselves to be drawn into rate-of-return regulation for large segments

of the economy.

Although none of the base-period adjustments made by the Council to date have

involved the price limitation, we have adjusted program-year price changes to achieve

the same result, as in the above-cited cases of airline companies and companies using

substantial amounts of gold and/or silver.

We believe that adjustments of base-period data will be increasingly important in

the third program year, because the inequities caused by unrepresentative base periods

cumulate the longer companies are constrained by their base-period performance. We

therefore strongly urge public comments on possible ways of accomplishing this without

gutting the standards.

5. The Range of Allowable Price Increases

During the first program year, a company's average price increase was not held

below 1-1/2 percent, and not permitted above 9-1/2 percent, whatever its base-Deriod

rate of price change. In the second year, we narrowed that range to avoid inequitable

treatment of firms with very low base-period rates of change without unduly relaxing the
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standard; specifically, we set the price band at 3-1/2 percent to 8-1/2 percent for the

second year alone. Because the second-year standard was a cumulative two-year

limitation, the range of allowable price increases for the two years was 5 Dercent to 19

percent.

To determine the range of allowable price increases for the third year, it is

instructive to examine the relationship between alternative ranges and levels of the

aggregate price standard. Clearly, raising (lowering) either of these bounds increases

(decreases) the aggregate price standard. Table 9 shows the level of the aggregate price

standard for various values of the upper and lower bounds, assuming that the allowable

rate of increase is set equal to the base-period rate of increase (of course, subtracting a

'deceleration" factor would lower each value in the table by the amount of the

deceleration factor). The constructed values are based on a sample of 727 compliance

units.

Changing the bounds within moderate ranges has little effect on the aggregate

price standard. For example, the change in the bounds from 1-1/2 percent and 9-1/?

percent in the first year to 3-1/2 and 8-1/2 percent in the second year had no effect on

the aggregate price standard; both pairs yield an aggregate price standard of 6.27

percent (assuming no change in the deceleration factor). Note also that this figure

differs little from the aggregate price standard with no upper or lower bound (6.35

percent).
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Table 9

Relationship Between Alternative Ranges of
Allowable Price Increases and the

Aggregate Price Standard 1/

Alternative Upper Bounds
No Upper

Bound 9.5 9.0 8.5 8.0 7.8
No Lower

Bound -- 6.4 - - .1 6.1 5.9 5.8 5.5
1.5 8.5 8.3 6.2 8.1 5.9 5.7
2.0 6.5 6.3 6.2 8.1 5.9 5.7
2.5 6.5 6.3 8i.3 8.I 5.9 5.7
3.0 6.6 6.4 6.3 6.2 8.0 5.8

>= 5 3.5 6.7 6.5 8.4 8.3 5.1 5.9
flO 4.0 6.8 6.6 A.6 6.4 8.2 8.0
X 4.5 7.0 6.8 8.7 8.6 6.4 8.2

5.0 7.2 - 7.0 6.9 6.8 8.6 6.4

1/ Based on a sample of 727 compliance units with total sales of
$264 billion. The entries in the matrix are levels of the
aggregate price standard, assuming no deceleration or
acceleration from the base period.

Of course, the upper and lower bounds are not used to set the aggregate price

standard; rather, they are intended to change the distribution of allowable increases for

reasons of equity. The number of compliance units affected by changes in the range can

be determined by reference to the cumulative distribution in Table 10. For example,

raising the lower bound from 1.5 percent to 3.5 percent increased the proportion of units

affected from 14 percent to 25 percent, but lowering the upper bound from 9.5 percent

to 8.5 percent decreased the proportion of units affected from 86 perlent to 77 percent.
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Table to

Cumulative Distribution of Compliance Units
by Base-Period Rate of Price Change 1/

Base-Period
Rate of Price Char

less than 0.0
0.0 0.5
0.5 1.0
1.0 1.5
1.5 2.0
2.0 2.5
2.5 3.0
3.0 3.5
3.5 4.0
4.0 4.5
4.5 5.0
5.0 5.5
5.5 6.0
6.0 6.5
6.5 7.0
7.0 7.5
7.5 8.0
8.0 8.5
8.5 9.0
9.0 9.5
9.5 10.0

10.0 10.5
10.5 11.0
11.0 11.5
11.5 12.0
12.0 12.5
12.5 13.0
13.0 13.5
13.5 14.0
14.0 14.5
14.5 15.0
15.0 15.5
15.5 16.0
16.0 16.5

16.5 and above

1/ Based on a sample of 727
of $264 billion.

Percentage of
Comnliance Units

8.6
10 .1
12.1
14.3
17.5
19.7
22.2
25.3
27.3
30.3
35.7
41.2
45.8
52.6
58.5
64.0
70.2
77.1
81.6
86.0
86.6
87.9
88.8
89.3
89.3
90.0
90.8
91.4
92.1
92.4
92.6
92.8
92.9
93.5
100 .0

compliance units with total sales
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6. One-Year versus Cumulative Standard

There are essentially two choices for the design of the third-vear price standard:

(1) a one-year limitation on price increases, measured from the fourth quarter of the

second program year to the corresponding quarter of the third year; or (2) a cumulative

three-year limitation, measured from the calendar or fiscal quarter immediately

preceding the first program year (the base quarter) to the corresponding quarter in the

third program year. A variation of the second approach would be to have a three-year

cumulative limitation but to use the fourth quarter of a company's second program year

as its base quarter for calculating its third-year increases.

A one-year limitation, by making the third--year limitation independent of actual

and allowable increases in the first two program years, would eliminate complexities

caused by the need to link changes in prices, gross margins, or profits of compliance units

that comply with different standards in different years. It also has the advantage of

moving the base quarter closer to the program year. This would expand the coverage of

the program because it would permit the inclusion of products introduced, and companies

formed, during the first two years. In addition, because the base-quarter product mix is

used to calculate program-year price increases, using a more recent base quarter should

reduce problems created by changes in product mix since the third quarter of 1978.

However, a one-year limitation would penalize companies that did not increase prices as
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much as their allowable during the first two years, and obviously benefit those who

exhausted-or exceeded-their two-vear allowables. This would, in turn, provide

incentives for companies to use all of the allowable increases in subsequent periods-an

inflationary outcome that the Council is determined to avoid.

A cumulative three-year limitation has the advantages of familiarity and

continuity; most important, it does not penalize those who did not use all of their

allowables. Also, as noted above, it is possible to have a three-year cumulative standard

and designate the fourth quarter of the second program year as the base quarter for

calculating the third-year price increases, thus permitting coverage of new products and

companies and the use of more current product mixes. Incorporation of that property

into a cumulative (as opposed to a one-year) standard would thus combine the princioal

advantages of one-year and three-year limitations.

7. Changes in the Profit Limitation

During the first two program years, a profit limitation was available to

compliance units unable to comply with the price limitation or other price standards

because of an inability to calculate price changes or gross margins or because of

uncontrollable increases in the prices of purchased goods and services. It was essential

to have an alternative limitation available because large numbers of compliance units

were faced with mounting cost pressures during 1979 and 1980.

The profit limitation is intended to constrain increases in price approximately to

the increases in costs (thus preserving income shares). The second-year limitation

consists of two tests, both of which must be satisfied. The first, which is unchanged

from the first year, is that the profit margin for the second program year should not
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exceed the sales-weighted average profit margin for the best two of the compliance

unit's last three fiscal years completed before October 2, 1978. The second test, which

was tightened for the second program year, is that the compliance unit's second-

program-year dollar profits should not exceed its base-year profits by more than 13.5

percent plus any positive percentage growth in physical volume from the base year to the

second program year. Base-year dollar profits can be either (i) actual base-year profits

or (ii) base-year revenue times the average of the base-year Drofit margin and the best-

two-out-of-three-year average profit margin. In the first year, compliance units were

allowed to Use the full best-two-out-of-three-year profit margin in calculating base-year

dollar profits, rather than having to average it with the base-year profit margin. We

estimate that the asymmetry inherent in both of these definitions of base-year profits-

allowing companies an upward adjustment if their base-year margin is below the best two

out of three (effectively allowing "catch-up"), hut not requiring a downward adjustment

if the base-year margin is above the best two out of three-resulted in potential slippage

a little less than half a percentage point. Companies that qualified for the profit-margin

limitation were allowed to increase prices, on average, by an additional 1.3 percentge

points because of the optional adjustment of base year profits. Weighting this slippage

by the revenue share of companies under the profit-margin limitation, we obtain the

above estimate of potential overall slippage (for all companies). Of course, the actual

slippage was less than the potential because market conditions did not allow all

companies to capitalize fully on the catch-up allowance. The second-year revision cut

this potential slippage in half.
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a. Extent of "catch-up"

The extent to which the dollar-profit test permits a partial "catch-up" continues

to be a matter of concern. As noted above, it grants some compliance units more than a

passthrough of costs plus the stipulated percentage growth in profit. It may, therefore,

be desirable to modify the profit limitation further by eliminating the alternative

calculation, by simply reducing the amount of allowable "catch-up" from 50 percent to

some lesser number, or by making the adjustment mandatory (requiring downward as well

as upward adjustments).

b. Choice of the base period

During the first two program years, a compliance unit could choose any two of the

last three fiscal years before October 1978 as its base period for profit calculations. We

recognize that this period necessarily includes at least part of 1975, a recession year, and

could include part of 1978, during which an informal anti-inflation program was in

effect. Nevertheless, the two-out-of-three option eliminates the adverse effect of any

unusual profit margin that might have occurred during one year of this period.
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As with the base.period for price calculations, the base period for the profit

limitation could be moved forward. This, however, would create the same inequities as

would a shift in the base for the price limitation, and would not necessarily better reflect

current cost trends. In individual cases where the base-period results are clearly

unrepresentative of normal operations and produce serious inequities, we have made

-adjustments (see Section 4), and will continue to do so.

c. Requiring volume adjustments

As currently drafted, the profit limitation provides for an upward adjustment of

program-year dollar profits if a compliance unit experiences an increase in physical

volume. If volumes decline, however, a compliance unit need not make any downward

adjustment. Whether or not the standard should be symmetric-that is, an adjustment for

volume be made mandatory in both directions-may be significant in the third program

year, because significant declines in sales volumes are likely to take place during the

recession. The principal problem with a mandatory volume adjustment is that many

companies cannot readily develop physical volume indexes; indeed, many are under the

profit limitation for precisely this reason.

d. Treatment of interest expense

The definition of profit under the profit limitation includes interest expense-that

is, interest must be added to profits in calculating the profit margin. The principle

underlying this requirement is neutrality with respect to alternative forms of

capitalization. That is, we wanted to avoid favoring one form of financing over another,

and excluding interest expense (i.e., treating it as a cost, which can be passed through)

would favor debt, as opposed to equity, financing. This approach had profound
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implications for many companies complying with the profit limitation because of the

surge in interest rates during 1979 and early 1980. Particularly affected were retailers,

who typically incur large short-term debt to finance inventories and accounts receivable;

companies with primarily long-term debt-principallv for capital investment-are less

affected by short-term fluctuations in interest rates.

I

Two alternatives to the Council's approach have been suggested: (1) excluding all

interest exoense and (2) excluding short-term interest expense. As we have observed, the

first of these would discriminate against equity financing (although manv would contend

that neutrality requires inclusion of rental expense as well as interest expense to avoid

discriminating against companies that purchase-rather than rent-structures). The

second alternative was adopted in the Nixon Administration's Economic Stabilization

Program and seriously disrupted capital markets by creating incentives for short-term

financing of even long-term capital projects.

Finally, the sharp downturn in interest rates,. which is expected to continue

throughout the recession, should make this issue less pressing in the third year.

Nonetheless, we solicit public comment on this question.

e. Adjustments for Droductivity

In designing the standards, we have been cognizant of the danger that government

interventions like this one can cause inefficiencies. We have been particularly concerned

about possible inhibitions of incentives to engage in productivityimproving capital

investment. This is a matter of special concern because productivity growth is an

effective antidote to inflation, in that it provides a buffer between increases in labor

compensation and increases in unit labor costs. Indeed, the recent collapse of

productivity growth has been an important Tontributor to our current inflation problem.
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Our concerns are manifested in the standards in various ways, the most important

of which is the selection of the price limitation, rather than cost-passthrough, as the

basic standard. As we have already observed, companies that meet the basic price test

reap the fruits of higher productivity growth in the form of higher profits. On the other

hand, cost-passthrough limitations-whether of the profit-margin or gross-margin

variety-dilute companies' incentives to engage in costly projects that could improve

productivity, for two reasons. First, in many instances, those standards permit

passthroughs of the costs that the projects might save. Second, investment prospects

may require wider profit or gross margins if the additional investment is to he profitable,

or even feasible.

Unfortunately, universal reliance on a price limitation is not feasible because of

the need for relief for companies experiencing uncontrollable cost increases. As a result

of the world-wide explosion of raw-material costs in 1979 and 1980, many companies

were forced to resort to the alternative profit limitation. In addition, gross-margin

standards-which provide for passthrough Qf some, but not all, costs-were developed for

certain industries with highly volatile material input costs.

Those who contend that the profit-margin and gross-margin standards have, in

fact, inhibited capital investment have suggested that a special adjustment to allowable

margins be made for improvements in productivity. In fact, the mix adjustments

currently available tinder the gross-margin standard for petroleum refiners partially

compensate for investments that result in changes in the mix of feedstock inputs or

refined products. This procedure, and modifications of it, are considered in subsection

9c. Similar adjustments could be applied more generally.
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If adjustments were made for every capital investment program or for every

improvement in productivity, however, the restraining effect of these alternative

limitations would be severely weakened. Moreover, such adjustments would discriminate

against companies in industries where the opportunity for substitution of capital for

other inputs and/or for productivity improvement is relatively limited. In some high-

technology industries, rapid productivity growth is commonplace; in other industries the

technology simply does not lend itself to appreciable improvement. Nevertheless,

because of the paramount social importance of revitalizing productivity growth, we

modified our procedures at the beginning of the second program year to provide that,

when the Council grants a request for approval of an exception, it may modify the

exception to make allowances for documented extraordinary improvements in

productivity that are demonstrably attributable to unusual capital expenditure

programs. We anticipated that such a provision would produce a variety of requests, on

the basis of which we could formulate criteria that could contribute to productivity

growth without producing unacceptable slippage in the program. It elicited-only- a

handful of requests, however-all of them received only recently.

8. Excluded Products

Agricultural, fishing, forestry, and mineral products falling within specified groups

in the 1972 Standard Industrial Classification Manual were excluded from the program

during its first and second years. The reason for providing an exclusion was, in the case

of most of these products, that their prices are set in competitive markets, in which

sellers have little control over prices and in which price ceilings might possibly give rise

to damaging shortages. The reason for relying on the SIC manual is that its classification

scheme is well-known, well-understood, and easily administered.
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While we are confident that the broad policies underlying both the exclusion and

our reliance on the SIC manual are sound, we invite comment on whether the Drovision

should be redrawn to include products now excluded or to exclude products now included.

9. Modified Price Standards

We developed the modified price standards as alternatives for industries for which

the price standard is unsuitable. This is the case where (1) price-change indexes are too

difficult or burdensome to compute, (2) raw-material costs are highly volatile, or (3)

market characteristics necessitate special treatment. Modified standards are available

for a number of kinds of companies, including retailers and wholesalers, food

manufacturers and processors, petroleum refiners, electric, gas, and water utilities,

insurance companies, professional firms, and financial institutions. A discussion of

suggested revisions of some of the modified standards follows (no issues have yet been

identified for the insurance (705.48 and 705.49), financial-institution (705.50),

professional-fee (705.46), and government (705.47) standards, but comments on these

standards are, of course, welcome).

a. Retailers and wholesalers

The most controversial aspect of the percentage-gross-margin standard is the

provision that allows companies whose percentage gross margins grew during the base

period to continue their expansion at the same rate during the program period, but

restricts companies whose margins were not growing to the base-year percentage.
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Allowing the percentage gross margin to increase has been criticized by some.

The Council adopted this policy because equal deceleration in the rate of growth of

dollar gross margin per unit of output and in the prices of goods purchased for resale

implies no change in the rate of growth of the percentage gross margin. Had all

companies under this standard been restricted to a constant percentage gross margins,

the allowable margin during the first year would have been 25.59 percent, 0.49

percentage point below the actual allowable.

Some retailers and wholesalers, on the other hand, argue that compliance units

with zero or negative margin trends should be allowed a minimum positive trend-e.g., an

allowable increase of one percentage point. Such a positive floor for the percentage-

gross-margin trend has been likened to the 5-aercent floor for the allowable two-year

price limitation. The analogy is not apt, however, because constancy of the percentage

gross margin entails a positive growth in dollar gross margin per unit (and in prices

charged) so long as the prices of goods purchased for resale are going up.

The Price Advisory Committee has suggested that the Council allow a company to

choose between (1) continuing to project a positive margin trend or (2) having a dollar-

for-dollar passthrough of the amount by which its program-year interest costs exceed its

base-year interest costs. This suggestion was prompted by concern that the explosion in

interest rates in late 1979 and early 1980 had a particularly profound effect on

compliance units subject to the percentage-gross-margin standard. As noted above, the

current decline in interest costs should make this less of a problem in the third program

year. Nevertheless, the Council invites comment on the issue. Commentators should

take note of the fact that the provision of alternatives necessarily introduces additional

slippage into the standards, because companies inevitably select the one that allows them

the greater price increases.
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A separate question that has been raised is whether the Council should specify all

of the items to be excluded in calculating gross margin. Currently, under the

percentage-gross-margin standard, the retailer/wholesaler gross margin is defined as net

sales less the cost of goods sold. Some firms apparently include within the cost of goods

sold certain items, such as warehousing and transportation costs, that others do not.

Although consistency is desirable, there are so many accounting variations among

companies and among industries that the Council could not conceivably specify with the

precision desired the elements of costs to be excluded in calculating gross margin. We,

therefore, solicit suggestions for other alternatives.

b. Food manufacturers and processors

Some food processors and manufacturers have repeatedly asked to have the cost

of other items besides the food used in their operations excluded in calculating their

gross margin. The alternative gross-margin standard was provided to these companies,

however, because of the volatility of farm prices; that is why only the cost of food

products used in food manufacturing and processing is excluded in the calculation of

gross margin. The processors argue that there are several other elements of

uncontrollable costs that are sharply rising and should therefore be passed through; they

point specifically to packaging, interest, and energy.

The Council has provided special gross-margin standards to some industries so as

to avoid the full cost-passthrough provisions of the profit limitation. The more items

that are excluded from the gross margin, the less incentive there is for companies to

substitute inputs whose prices are going up more slowly for those whose prices are going

68



127

up more rapidly-the more, that is, the gross-margin standard takes on more of the

infirmities of a profit limitation. Moreover, the profit limitation is available to

individual food processors (as well as other companies) that experience particularly large

and uncontrollable cost increases.

To the extent that rapidly rising costs of items not excluded under the gross-

margin standard are a major problem, an alternative to excluding these specific items

from the gross margin would be to raise the allowable growth of the gross margin. This

might provide the requested relief, while avoiding the cost-plus character of the other

proposed remedy. The Price Advisory Committee has recommended that the Council

seek from the industry documentation of the extent of the problem.

c. Petroleum Refiners

- We developed a gross-margin standard for petroleum refiners for the Panemreason

as for food processors and manufacturers: their raw-material costs are large and highly

volatile. Unlike the other standards, however, we reviewed and substantially modified

this one after the beginning of the second program year. At that time, we required

refiners to disaggregate refining and marketing operations from all other operations for

purposes of compliance. In addition, we tightened the standard by (1) expressing the

limitation in terms of the gross margin per barrel, which has the effect of lowering

allowable dollar gross margins if volumes decline, (2) making the output-mix adjustment

mandatory, which eliminates an option, and thereby cuts down slippage, (3) specifying

more clearly that only the cost of goods sold may be deducted from revenues in

computing the gross margin (that is, costs of crude oil and refined product placed in
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inventory must not be subtracted from revenues in this calculation), and (4) making the

intermediate (quarterly) limitations more restrictive than the end-quarter (two-year)

limitation. Finally, we stipulated that, effective January 1, 1980, the cost of process

fuel used in refinery operations should be subtracted from revenue in calculating gross

margins.

This review and modification resolved many of the questions that had arisen

during the first program vear and that were analyzed in the Council's report, Petroleum

Prices and the Price Standards, released February 25, 1980. Nevertheless, several

important issues remain, particularly with respect to the relationship between the

petroleum-refiner standards and national energy objectives. In a report released on

May 30, 1980, The Council's Petroleum-Refiner Standards, we concluded that the

standards strike a reasonable balance between energy goals and restraining inflation, but

pledged to continue to review outstanding issues and to develop policy options for the

third program year. The two principal areas of concern are (1) investment and energy-

conservation incentives and (2) the choice between a quarterly and an annual gross-

margin standard.

(1) Investment and Energy-Conservation Incentives

It has been asserted that, by limiting gross margins (which include caoital and

other non-petroleum costs), the petroleum-refiner standard inhibits incentives to invest

in expanded or upgraded refinery facilities (eg., facilities that produce the same or a

lighter mix of products with heavier or sourer crude oil), and that, more generally, it may

discourage investments or processes that entail costs that have to be recovered in the

gross margin. Of course, constraining price increases always runs the risk of inhibiting

investment incentives, and any partial cost-passthrough standard creates incentives to
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favor the use of inputs whose costs are passed through. There has been no

documentation, however, that the gross-margin standard has significantly curtailed

investment expenditures or unduly interfered with energy conservation efforts. This may

be because of the availability of input- and output-mix adjustments of refiner margins,

which at least partially compensate for changes in non-petroleum costs (including capital

costs) associated with changes in the mix of inputs or outputs. Nonetheless, we

recognize that Possible interference with investment incentives and energy-conservation

efforts would become more serious the longer the voluntary standards remain in place.

Consequently, we are requesting public comment on the following Dossible revisions to

the petroleum-refiner standard.

Alternative mix adjustment. With the mix adjustments required under the current

gross-margin standard, the base-period margin is calculated using the program-quarter

(current) proportions of input and output quantities. This procedure compensates refiners

-for mix-induced changes in non-oetroleum costs (including capital costs)-that is to say,

it gives them credit for shifts to less costly crude-oil inputs and to more valuable

outputs-to the extent that the base-period price differentials reflect current cost

differentials. It has been suggested, however, that this last condition is not being met,

and, as a result, that the refiners' standard discourages investments that would enable

refiners to adjust to a relative decline in lighter crude supplies and a relative increase in

the demand for lighter products.

An alternative procedure that would correct for these deficiencies-to the extent

they exist-would be to calculate the program-oeriod gross margin using base-oeriod

quantities, rather than adjusting the base-period margin using current quantities. The

program-period gross margin would thus be the difference between (1) revenues that

would have been earned (at current product prices) on the mix of products sold during the
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base period and (2) the input costs that would have been incurred (at current input prices)

on the mix of inputs used during the base period. Any increases in actual revenues

attributable to a change in the mix of sales toward higher-valued products would thus not

appear in the constructed (mix-adjusted) revenues. Similarly, any decrease in costs

attributable to a change in the mix of inputs toward lower-valued ones would not appear

in the constructed (mix-adjusted) costs, and therefore the resultant savings would not

show up in the constructed program-period gross margin. In other words, refiners would

retain the benefits of investments, conservation efforts, or other measures that improve

the productivity of refining operations-i.e., that produce higher-valued products from

lower-cost inputs. (See Appendix B for a numerical example that compares these two

procedures.)

To the extent that this alternative procedure encourages investment more than

the current procedure does, the resultant increase in refinery productivity would tend to

compensate for the reduced price restraint. To the extent that it merely provides

windfall gains for investments that have already been made or that would take place in

any event, there would be no offsetting advantage. One way to help ensure the former

result would be for us to commit now to use such a procedure only in later program years

(if any), when investments being considered now would be coming on line.

Mix adjustments with an updated base period. Any mix-adjustment procedure

necessarily entails the use of the same quantities in computing the base- and program-

period gross margins. The alternative mix adjustment described above holds quantities

constant at their base-period levels, so as to eliminate inadequacies in the adjustment

attributable to obsolesence of the relative base-period prices of different kinds of crudes

and products. (When quantities are held constant at current-period levels, the mix
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adjustment uses base-period prices, because in this event it is the base-period gross

margin that is a constructed rather than an actual one. Conversely, when quantities are

held constant at base-period levels, the mix adjustment uses current-oeriod prices,

because the current-period gross margin is the one that is constructed-not actual.)

Under either the current or the alternative mix adjustment procedure, a related

issue is whether the base period should be updated periodically. Under the alternative

mix adjustment, this would have the effect of updating the quantities used in the mix

adjustment. Under the current mix adjustment, this would have the effect of updating

the prices used in the mix adjustment.

Under either method, whether updating the base would permit greater price

increases depends on changes in relative prices and relative quantities. Individual

refiners, of course, might be disadvantaged by the selection of a new base period, just as

they may have been disadvantaged by the choice of the original base period. In either

case, however, exceptions may be available for companies whose compliance is measured

against an unrepresentative base.

Volume decreases. The alternative mix-adjustment procedure described above is

designed to encourage improvements in productivity. A separate, but related, issue is

whether allowable dollar gross margins should change as volume changes (which in many

cases results in productivity changes). In the first program year, we oermitted refiners

to increase their dollar gross margin to reflect increases in volume. In the second

program year, we extended this principle to volume declines, by expressing the limitation

in terms of the gross margin per barrel.
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Some refiners have argued that, since fixed costs (which constitute most of the

gross margin) do not decrease with decreases in volume, the per-barrel calculation unduly

restricts their profits. By the same token, of course, the standard rewards productivity

increases that arise when volumes increase. Absent a compelling reason to the contrary-

-which we have not yet seen-we will probably conclude that the objectives of the anti-

inflation program are best served by symmetric treatment of changes in volume.

(2) Quarterly versus Annual Standard

In the first program year, the refiners' gross-margin standard comoared program

quarters with a base quarter. In developing the second-year standard, we proposed

instead that the "base-quarter gross margin" be the average quarterly gross margin in the

base year. On the basis of public comments, we reverted to the base-quarter measure

used during the first year.

It is now being suggested that the Council should move to an annual standard for

the program year. Some refiners have argued that, with a quarterly standard, the timing

of crude-oil and product acquisitions takes on undue importance because the acquisition

costs in each quarter affect the allowable prices that can be charged only in that

quarter. This may occur even if the acquisitions are placed in inventory, because under

customary accounting practices transitory changes in crude-oil and product inventories

can affect costs of goods sold. Accordingly, the refiners conclude, a quarterly standard

may thwart inventory accumulation objectives or encourage perverse pricing patterns. A

quarterly standard also raises problems when there are retroactive crude-oil price

increases (like the ones we experienced last winter) and when firms make annual, but not

quarterly, inventory-valuation adjustments.
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If we were to adoot an annual program-year gross-margin limitation, we would

also consider making the base-period an annual, rather than a quarterly, measure.

Conversion to an annual standard would also reduce the likelihood of unrepresentative

base-period margins.

d. Electric, Gas and Water Utilities

When the standards program was first announced, there was much thought given to

excluding rate-regulated public utilities because utility prices are already regulated by

various state and local public utility commissions (PUCs) as well as by several Federal

agencies. On the other hand, prices charged by some utilities (e.g., power and gas) had

recently increased substantially and it was thought that exclusion of such a prominent

part of the economy would be undesirable in view of the economy-wide nature and

urgency of the inflation problem. Our solution was to recognize the primary role of the

State and local PUCs by asking them to administer our standaurdsa while'also delegating

to them the responsibility for granting exceptions. This division of labor was intended to

minimize the administrative costs of the standards program for utility companies and, at

the same time, to ensure that the objectives of the President's anti-inflation program

would be considered by the PUCs in their deliberations.

During the past year, there has been renewed interest in excepting utilities from

the standards program. It has been argued that the standards are at best duplicative and

at worst inconsistent with the -approaches and/or criteria used by PUCs in evaluating

rate-increase requests. Public comment on this threshold question would be very useful.
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Assuming that a standard for utility companies will be a part of the third-year

program, we should consider whether it should be modified to make it more compatible

with the regulatory practices of the PUCs. A relatively minor change would be to allow

utilities the option of using either the Council's base and program years or the test year

used by the PUCs. Those who choose the latter would not have the additional

computation costs required to demonstrate compliance with the Council's standard. On

the other hand, the transition to a different program period would itself raise

administrative and computational problems. In addition, allowing companies a choice

between alternatives introduces additional slippage in the standards.

A more substantial endeavor would be to recast the standard to coincide more

closely with the standards typically used by PUCs. This was the spirit of the Council's

recent revision of the gross-margin standard for electric and gas utilities, permitting

them either to include in the base-year margin the allowance for funds used during

construction of plant not yet in service, or to exclude from the program-Year margin a

part of the additional revenue requirements attributable to the entry of new plant in

service or construction work in process into the rate base.

The ultimate revision would be for the Council simply to defer to the PUC's, not

merely in the administration of its standards, as at present, but also in the standards to

be applied. The purpose of this change, as of those already made, would not be to

weaken price restraint on utility companies, but only to recognize that PUrYs already

have the legal responsibility to restrain rate increases in the public interest, and that the

superimposition of the Council's standards could be either redundant or a kind of double

regulation to which no other industries are subject.
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The fact remains, however, that, to the extent that the Council's standards have

an additional constraining influence, removing them would constitute a relaxation of the

standards. We invite comments on these possibilities.

10. Comrany Organization

At the beginning of the first program year, firms were given considerable latitude

(subject to certain accounting restrictions) in organizing themselves for compliance

purposes; some chose to report to the Council as one integrated unit, and others

disaggregated themselves into separate compliance units. We afforded such latitude

largely to hold down companies' compliance costs and to accommodate firms with

operations in several different sectors of-the economy that are subject to vastly

different economic forces.

At the beginning of the second program year, we allowed-comianies to reorganize

themselves for compliance purposes, thus allowing them to respond to internal changes,

altered economic circumstances, and simple mistakes in choosing compliance

structures. We recognized that this would permit firms to group different portions of

their operations In ways that allowed access to various exceptions. While this freedom

created some slippage in the price standards, we believed the amount involved would

probably not be significant, particularly since we did not generally permit reorganization

during the program year.
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We must now confront the question of whether firms should again be permitted

complete latitude (subject to certain accounting criteria) to reorganize for the third

program year. The pros and cons have not changed from last year. Accordingly, at this

time we are leaning torward permitting such reorganization between orogram years, but

not allowing reorganization within the year.

Assuming that company reorganization is permitted between the second and third

program years, we are considering (at the suggestion of some) whether to require some

disaggregation for compliance purposes in the third year. The ability of highly diverse

firms to report as a single unit has made it difficult for the Council to obtain industry-

specific data from major producers in industries exhibiting high inflation rates and to

monitor effectively and equitably different companies operating in the same industry.

Equally important, the flexibility in company organization has created inequities among

companies in their access to modified price standards and in their ability to complv with

the price standards. An example of the first situation is that a company with 50 percent

or more of its revenues derived from food manufacturing or processing may report all of

its operations under the food-processing gross-margin standard, while a company with 49

percent of its revenues derived from these activities would have to disaggregate in order

to place its food-processing operations under that standard. An example of the second

(and more serious) type of inequity arises from the fact that a conglomerate reporting on

a consolidated basis might be able to offset high price increases in one area of its

operations with low price increases in another; as a result it might be able to comply

more easily than a company that operates only in the industry with large price increases.
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Nonetheless, specifying ways for companies to disaggregate for compliance

purposes has several problems. Obviously, it reduces their discretion to adopt the

organizational structure they consider most suitable. It might disrupt their established

frameworks for managing their business activities, or impose additional reporting

burdens. It also would be difficult to specify the types of acceptable or unacceptable

disaggregations. Most important, it would reduce the flexibility to adjust relative orices

in response to changing market conditions-a feature of the price standard that promotes

economic efficiency.

One approach would be to require disaggregation (as long as the accounting

criteria are met) to the level of the major economic sectors as defined in the Standard

Industrial Classification Code (e.g., agricultural production; mining; construction;

manufacturing; transportation, communication, and utilities; wholesale/retail trade;

finance, insurance, and real estate; and services). Another possibility would be to require

a company applying a modified price standard to disaggregate the affected segment of

its operations as a separate compliance unit. Finally, we could approach this problem on

a case-by-case basis by placing suitable organizational-structure restrictions on grants of

exception.

The flexibility accorded to companies in organizing for compliance purposes also

can be used to shield the parent company from the adverse publicity of a noncompliance

action against one of its compliance units. To increase the incentives for compliance,

-the Council is considering listing the parent as well as the particular compliance unit.

The Council solicits public comment on all of these issues of company

organization.
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Ui. Self-Administration of Uncontrollable-Cost Fxceptions

The great majority of exception requests during the first two years have been

based on uncontrollable cost increases. This is an area where the Council has over time

refined the criteria both for eligibility and for the documentation needed to demonstrate

it. In fact, by the time we promulgated the second-vear price standards, these criteria

were so well developed that they could have been incorporated directly into the

standards. If that had been done, it would have had the effect of authorizing companies

that satisfied the eligibility criteria to self-administer the exception, just as companies

eligible for some of the modified standards for selected industries are able to choose

them.

Not only has the Council had two years of experience with administering this

exception, but the companies as well have undoubtedly developed a good understanding of

the Council's approach to these cases. This is evidenced by the fact that most requests

for this exception are now routinely approved, although there are still a signficant

number of cases where insufficient data are provided.

Because of these developments and because we maintain an interest in reducing

compliance burdens, we are considering allowing comoanies to self-administer

uncontrollable-cost exceptions during the third program year. One disadvantage would

be the greater likelihood that companies would self-administer exceptions to which they

were not entitled, although this danger could be minimized by requiring companies to

notify the Council when they self-administer the exception and to submit supporting

documentation. An intermediate approach would be to permit self-administration of

uncontrollable-cost exceptions only by companies that had already received Council

approval during the second program year, on the ground that they are likely to be

eligible, and presumably are relatively familiar with the technical questions involved.

80



139

12. Price Prenotircation

We assess compliance with the standards after price increases have been put into

effect. Price increases that exceed the standards come to our attention mainly when

companies file their quarterly compliance reports. We might, however, improve the

program's effectiveness if we assessed compliance before price increases took place,

because companies typically are. more willing to modify prospective increases than to

take after-the-fact corrective action-which may involve price rollbacks. In addition, if

we asked companies to notify us before they increased prices, it would facilitate rapid

resolution of possible misunderstandings or misinterpretations of the standards and

encourage companies to maintain a closer and more current check on their compliance

posture.

Such considerations provided the rationale for the orice prenotification program

that the President announced on March 14. Because it is so late inthe second program

year, the Council will not initiate a prenotification program this year, and is using this

Issue Paper to solicit comments on whether there should be a program for the third year

and, if so, what it should look like.

The program that the Council is considering would be selective and voluntary,

seeking prenotification only where the benefits in improved price restraint clearly

outweigh the heavier reporting burdens. Prenotification would not be used to delay or to

suspend proposed price increases, as it was in the Nixon Administration's Economic

Stabilization Program; the Council does not have statutory suspend-and-delav authority

and will not seek it. To the extent that the Council's intentions are misunderstood, a

prenotification plan may lead to anticipating price increases that will diminish any

benefits of the effort.
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The number of companies asked to prenotify would be kept small to limit the

reporting burden and to assure timely Council responses. Possible criteria for selection

are (1) problem sectors, (2) basic or key industries, (3) company size, (4) orice leadership,

(5) degree of industry concentration, (R) historical industry pricing practices, and (7)

homogeneity of product lines.

To help develop a prenotification program, the Council has consulted a number of

outside groups; these have raisei a number of problems with which we are still

grappling. First, because businesses often do not know the exact size of a price increase

until shortly-days or even hours-before the increase is implemented; therefore, it could

be hard to prenotify with sufficient lead time. Second, because of differences in

company pricing policies, different lead times would be appropriate for different

companies; even pricing within a company can vary from region to region and product to

product. Third, because data for prenotification are not kept in the ordinary course of

business, projecting compliance would involve additional administrative cost. Because of

the difficulties involved in developing a workable prenotification program, the Council

strongly urges comments on this issue.
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Appendix A. Detailed Analysis of rompanv-Specific Pay Data

This appendix provides more detailed breakdowns of the company-specific pay

data issued in Section II-B.

In Table A-l, we provide the base-period and program-period data that were used

in calculating the unadjusted and adjusted pay-rate increases shown in Table 4. The pay-

rate increases shown at the bottom of the table can be calculated by dividing the

appropriate program-period level bv its corresponding base-periol amount in the upper

half of the table.

The nature of the adjustments and exceptions for the program period that were

used in calculating the overall statistics in Table A-l are shown in more detail in

Table A-El. For each category, we present the percentage of workers who received the

adjustments and, for those workers, the increase in the dollar adjustment over the

comparable adjustment for the base period and, the percent of the workers' base year pay

that these net adjustments represent. In addition, we show the magnitude and

percentage amount that these adjustments represent on average for al workers,

including those who received no adjustments (i.e., the weighted hourly adjustment).

Although the implications of the patterns were discussed earlier in the report,

some additional explanation of the adjustment categories is helpful in interpreting the

results.

A-1
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IMuarly AdJ. per Affected llrployee: botears

Percent
Weighted Iburly vilustuernt: i blars

Percent

(bIleet Ive 2/
All Iargaining

%brkers WUits

53.2 85.8
0.23 0.31
2.0 2.5
0.13 0.26
1.1 2.2

6.6
0.05
0.7
0.00
0.0

22.8
0.23
1.9
0.05
0.5

35.8
0.04
0.4
0.01
0.1

0.5
0.01
1.3
0.00
0.0

74.8
0.25
2.0
0.18
1.5

74.9
0.04
0.3
0.02
0.2

Menegunen i
U1 its

47.7
0.27
1.9
0.13
0.9

10.0
' 0.06
0.4
0.01
0.0

6.3
0.25
2.1
0.02
0.1

29.3
0.04
0.3
0.01
0.1

Other
[ihts

44.2
0.18
1.9
0.06'
0.9

6.6
0 .06
0.7
0.00
0.1

13.6
0.20
1.7
0.03
0.3

25.1
0.03
0.4
0.01
0.1



Category

(lverages Dive to
Nun (ihargeable
aaniges In Defined-
llencIlI Penslui
Funding Cbsts

Fxclusslti of Uh-
Al leredu Pension
Plan

13Ncluslon of
Qtallled Profit-

D Sharing lletlremenet
lPlans

Overages ltran
Formnl Anuqal Pay
Plans

Effect of t'Fised-
PIop. Me 1buid
P~ralkt I0 IS

Percent of Reporting %brkers Affected
Ihurly Ai. per Affected Iliployeea Ibilars

Percent
Weighted Iburly Aljustments ibIlars

Percent

Percent of Reporting VWbrkers Affected
Iburly M|d. per Affected Duployeea Ibltars

Percent
Weighted Iburly Adjustuentl Ibilars

Percent

Percent of Reporting Hbrkers Affected
Iburly Mi. per Affected Iluployeet oItlars

Percent

Weighted Iburly Aidastulent.. Ibolars
Percent

Percent of Reporting Workers Affected
lbutrly Mi. per Affected hiployacc IbDlars

Percent
Weighted Iburly hdiustinent Ibilars

Percent

Percent of Reporting Wbrkers Affected
Iburly AdJ. per Affected Orployea bilars

Percent
*ighlted Iburly Aijustint:s otilars

Percent

Ail
IWbrkers

17.3
0.07
0.6
0.01
0.1

G.3
0.10
I.2
0.01
0.1

6.5
0.15
1.4
0.00
0.00

16.9
0.09
0.6
0.01
0.1

7.3
0.11
1.2
0.01
0.0

(bi tect Ive
Flargalning

liits

63.5
0.02
0.1
0.01
0.1

2.5
0.2f
3.7
0.01
0.1

0.1
0.65
5.4
0.00
0.0

NA
NA
NA
NA
NA

NA
MA
NA
NA
NA

whungeienat
Wbits

a.8
0.13
0.8
0.01
0.1

16.3
0.09
0.7
0.01
0.I

6.6
0.04
0.3
0.00
0.0

20.7
0.10
0.7
0.02
0.2

11.7
0.17
1.4
0.02
0.1

Olier
Wi ts

5.0
0.05
0.6
0.00

0.0

16I.2
0.05
0.6
0.01
0.1

0.9
0.04
0.5
0.00
0.0

14.3
0.08
1.0
0.01
0.1

4.3
0.07
1.0
0.00
0.0



Adjustmnent
Vaeory

el lot of Fixed-
Pop. kle thodI
(utalilfloatIon
Increases

Effect of Welghted
Avg. WilteodI

Overages Fran
Iay lExcepttonsa
(WI'S Approved

tn

Overages fran
Pay Except bias:
S.lf A4Mnlistered

fbi leet Ive
All Nargaening

%brkers UWlts

Percent of Ieportilg Workers Afleoted
Iburly Ail. per Affected [hployeei Dbllars

Percent
Wolghted Ihurly Aljustsmnts D bilars

Percent

Percent of Rteporting tbrkers Affected
Iburly Adj. per Affected [hployee: Ibolars

Percent
Weighted Iburly Adiustments Dbllars

Per eoat

Percent of Reporting Wbrkers Affected
Ibourly Adj. per Affected Diployeat Dbllars

l'ercent
Wighled Iburly Adjustnatt Illars .rc

Percent

Percent of Ieporting lbrkers Affected
Iburly Adj. per Affected firployeo: fellars

Percent
I~tghlted Iburly Adjustment: Dbollrs

Percent

3.4
0.13
1 .3
0.00
0.0

2.2
0.14
1.3
0.00
0.0

5.7
0.15
1.5
0.01
0.1

2.5
0.13
1.0
0.00
0.0

Na

NA
NA

NA
HA

NA
NA
NA
NA
NA

13.9
0.20
i.l
0.03
0.2

2.1
0.31
1.6
0.01
0.1

wimnagneent
th II$

4.2
0.12
0.9
0.00
0.0

1.5
0.22
1.7
0.00
0.0

4.4
0.15
1.2
0.01
0.1

2.4
0.12
0.9
0.00
0.0

Other
Itb s

2.9
0.13
I.6

I0.00
0.0

2.0
0.08
1.0
0.00
0.0

3.3
0.14
1.4
0.00
0.1

2.8
0.00
0.8
0.00
0.0

1/ 'ilia perccntage Increases are obtained by averaging across eiployee units, using base perlod enploynent as weights.

2/ Annualized over the life of contract.
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Adjustments for incentive pay overages attributable to higher volume are provided

in instances where physical volume increases can reasonably be attributed to increased

work effort or improved worker performance. COLA payment overages reflect the costs

attributable to the difference between the company's inflation assumption for costing out

cost-of-living escalators and the stipulated assumption of a 8-percent inflation rate. The

maintenance-of-health-benefits exclusion represents the costs above 7 percent involved

in maintaining the present levels of health insurance coverage, which the Council

excludes from consideration.

There are three retirement-plan adjustments. The first pertains to changes in

defined pension funding costs-that is, changes in costs attributable to altered actuarial

assumptions or poor performance of the fund's investments. The exclusion for unaltered

pension plans pertains to pension plans that link benefits to the level of wages and

salaries. In cases where the plans are not amended and the benefit structure remains

unchanged, companies could exclude all pension costs from the base period and program-

period pay rates. Finally, costs associated with profit-sharing retirement plans may be

excluded from the pay calculations when the formulas are not changed.

The adjustments for formal annual pay plans exclude from the chargeable

increases all pay increases above 7 percent that are made under pre-existing formal pay

plans. Only previously communicated increases are included in this exclusion.

A-6
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There are two types of adjustments pertaining to the method of computation used

to determine compliance. If the fixed-population method is used, Day increases resulting

from promotions or qualification increases are excluded. If the unit-average method is

used and the mix of workers changes from the base period, the pay increase calculations

can be done using the base-period weights, with the difference in the results being

excluded from the chargeable increases.

The final two adjustment categories are for exceptions granted by the Council or

self-administered by the company. The categories for both kinds of exceptions are

identical: acute labor shortages, tandem relationships, gross inequity, or undue hardship,

and productivity-improving work-rule changes.

The key pages of the Council's PAY-1 form in which the data in Tables A-I and

A-lI are based are reproduced as Table A-=f. The blanks in the form have been

completed using the average amounts for'all of the reporting companies.

Finally, we have included in Attachment A-I a summary of the pay standards from

the Council's Compendium. This discussion summarizes the factors guiding the design of

the pay standard. Part 6 of this excerpt material provides a detailed description of the

criteria for exceptions and exemptions from the pay standard.

A-7
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Table A-1ll

Part III - Pay Rate Data 1/

1. Straight-Time Wage and Salary:

(Projected COIA at % CI:S__-_ _- _)

2. Incentive Pay (where applicable):
a. Sales cmnissiOn and production

incentive pay:

b. Bonuses and other annual in-
centive pay:

c. Long tens incentive pay:

d. Total hourly cost of incentive
pay:

3. Benefits:
a. Pay for time not wrked

b. Savings and thrift plans:

c. Qualified defined-benefit
retirement plans:

d. Health benefit plans:

e. Other insurance plans:

f. Other (total):

g. Total hourly cost of fringe
benefits:

4. Hourly Pay Rate (Sun of 1+2d+3g):

(A)
Base Period
Pay Rate

s. 15-a Q -

(B)
Program Period
Pay Rate

IS_9.3T4 I 1

* .- _ 2c

- - - -- - _.- - - ~ 3c
- - - -- - _.- - - ~3c

S- - - -

Is 2-I i3_

-1 -~ -~ --

3'

3c

4

5. Annia) Prrcont Pay-Ratc Dytmasca: 5J

IF THE ANNUAL PERCENT PAY-RATE INCREASE IS 7 PERCE"T OR LESS

(AND FOR MULTI-YEAR AGREEMENTS, NO INDIVIDUAL YEARLY INCREASE

IS ABOVE 8 PERCENT) AND DEFINED-BENEFIT PENSION FUNDING COSTS

ARE UNCHANGED, THE EMPLOYEE UNIT IS IN COMPLIANCE AND ITEMS

6-8 NEED NOT BE COMPLETED.

1/ Components may not add to total because of rounding.
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(A) (B)
Base Period Programn Period

Pay Rate Pay Rate

6. Adjustments to pay rate (wkere
appl i-ble)

a. Alternate base adjustment _ $ 0.0 0 6a
for bonus plans:

b. Sales comission/prduction
incentive pay due to higher
volume: $ 0.01 6b

c. COEA payments beyond 6 per-
cent increase in CPI (attach
copy of formula): 0.0 5 6c

d. Maintenance of health benefits
oDSt increase above 7 percent: 0.0 1 6d

a. (1) Non-chargeable changes in
defined-benefit pension
funding costs: 0.0 1 6e(l)

(2) Exclusion of unaltered
pension plan: _ 0.0 9 0.1 0 _ 6e(2)

E. Zxclusion of qualified profit-
sharing reti=nt plan: _ 0.0 2 0-0 2_ 6f

g. Overage frcx foroal annual
pay plans: 0.0 1 6g

h. Overage fn pay exceptions

(1) Approved by CWPS (TALS WWR 6 ): 0.0 1- 6h(1)

(2) Self-Administered(Th 1.S WRMwH ): 0.0_ 6h(2)

i. Effect on average wage
if fixed population
method used, 705B-4(b) --

(1) Prrootions (in base periodS . _ ): ° 1 6i(l)

(2) Qualification increases (in base
period .__): 0_-00 6i(2)

j. Effect on pay rate if weighted
average method used, 703-4(e): 0.0 0 - 6j

k. Total adjustrents -D 0-:2 4_ 6k

7. Adjusted rourly Pay Rate 7TF1
(Difference 4-6k): 72-2Z

3. Adiustad Annual Percent
Pay-Rate Increase:
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Part I:
DESIGN OF THE PAY/PRICE STANDARDS

The pay and price standards have been crafted carefully to
strike a balance among four principal criteria:
effectiveness. simplicity. equity, and economic efficiency.

To be effective, the goals of the standards were targeted to
be ambitious enough for widespread compliance to reduce
inflation significantly without being so ambitious that
compliance becomes impracical. Also for effectiveness,
the standards were designed to apply to a wide range of
diverse economic activities.

Against the need for widespread coverage, every effort has
been made to retain simplicity. And. in fact. the basic
standards remain simple for most businesses to apply.
However. some increased complexity has come about in
response to requests from large business for more
specificity and due to the need to provide modifications
that account for the institutional characteristics and
operational realities of certain industries.
For purposes of equity, the standards request moderate
restraint from the widest possible range of individuals and
organizations: no one group is asked to shoulder a disprop.
ortionate share of the burden. But, as in any effort to break
into a pay/price spiral, some are bound to be affected so-
oner or to a somewhat greater degree than others. In
recognition of this fact, the standards include several
explicit provisions aimed at avoiding the imposition of
major inequities.

As with most government intervention in the marketplace,
the call for restraint in pay and price decisions runs the.risk
of inducing some economic inefficiencies by distorting
market incentives and signals. resulting in a misallocation
of resources. This concern is reflected throughout the
Standards. evidenced by the general focus on average prices
and pay rates rather than on those of individual products
and workers, thus allowing relative prices and pay rates to
respond to market conditions.

In designing and revising the standards, adherence to these
criteria forced numerous difficult decisions required to
balance conflicting objectives. In particular, most efforts to
add sensible exception provisions and to provide the degree
of flexibility needed to minimize potential inequities and
market distortions directly reduced the potential
effectiveness of the standards. Conversely, most efforts to
increase potential effectiveness increased the risk that
compliance would cause inequities and inefficiencies.

Since the standards are sufficiently ambitious to be
effective with widespread compliance, it is undoubtedly the
case that some inequities and inefficiencies will result. But.
these are likeiy to be small compared to the capricious
inequities and the fundamental economic inefficiencies
caused by inflation itself.

The pay and price standards were designed to be consistent
with nach other. assuming a continuation of the well.
establishec historicai -EiatOnshio between prices and unit
labor costs.

The price deceleration standard provides each firm with its
own numerical limitation on price increases during the pro-
gram year. For each firm, this limitation is derived by
deducting one-half of a percentage point from the average
annual rate of price increase over the 1976-77 period. If
every company in the U.S. economy were to adhere
precsely to this standard, the program-year inflation rate
would be about 5-3/4 percent. This figure is obtained by
deducting one-half of a percentage point from the 6.1/4
percent annual rate of increase in the Consumer price
Index, excluding food, during the 1976.77 period.

However. not all firms wili be able to achieve price
deceleration. due to raw-material price increases.
previously negotiated labor contracts, and other factors.
To comply with the price standard, these firms will resort
to the profit-margin exception. which allows uni-cost
increases to be passed through on a percentage basis up to
6-1/2 percent and on a dollar-for-dollar basis thereafter.
Given full compliance with the price standard, including
this exception. inflation would be about 6-1/2 percent in
absence of raw-material shortages or external suppiv
shocks.

The standards were designed to make this price objective
consistent with full compliance with the pay standard.
constant functional income shares (i.e.. constant profit
margins and a constant labor share of total national
income), and the estimated long-term productivity trend.

The pay standard requests that average increase in wage
rates and private fringe-benefit costs per hour not exceed 7
percent over the program year. However. with full
compliance, actual private hourly compensation costs will
rise by about 7-3/4 percent. The slippage between the 7-
percent pay standard and the 7-3/4 percent objective is
attributable to several provisions and exceptions included
to accommodate legitimate concerns about equity and
economic efficiency. When mandated Sociai-Security cost
increases above 7-3/4 percent are included. total
compensation per hour will increase by about- 8-1/4
percent. Deducting from this figure the 10-year pro.
ductivity growth trend of 1-

3
i4 percent. unit labor costs

will increase by about 6-1/2 percent.

Historically, changes in unit labor costs and changes in
prices have been very closely related, reflecting the virtual
constancy of functional income shares. The numerical
standards were designed purposely to reflect ihis
relationship. Hence. as seen above. the 6-1/2 percent
increase in unit labor costs. assuming full compliance with
the pay standard. is consistent with the 6-1/2 percent price
objective, assuming full compliance with the price
standard.

This is not a forecast of inflation rates over the program
year. Even with full compliance. if productivity growth
rates are below historical averages or if there are major
perverse supply shocks. price increases will exceed the
above objective.

| A-II
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The pay and price objective for the second program year
will. of course, depend on the degree of success during the
first year. Therefore the second-year standards will not be
formulated until the third quarter of 1979.

A. The Pay Standard

Compliance with the pay standard requires that pay rates
increase by 7 percent or less for each of several identified
employee groups. The 7-percent standard is not intended
as a target for pay-rate increases. it is an upper limit. or
cap. Where market forces suggest that smaller increases are
warranted, smaller increases should be granted.

The standard imposes a common numerical limit across
industries and regions. Although an assumption about ag-
gregare productivity growth provides the link between the
pay standard and price standard. the pay standard does not
vary across industries or firms depending on industry-
specific or firm-specific productivity changes. The absence
of such productivity adjustment reflects both the
effectiveness and equity criteria discussed above.

First. productivity is extremely difficult to measure and the
existence of a general adjustment would create a significant
loophole. preventing the effective limitation of pay-rate
increases.

More importantly, from an equity standpoint, the
disparities between productivity growth rates across
industries are not attributable to differences in the
diligence of the workers involved: instead they are due to
the fact that there is more potential for productivity-
improving innovations in some industries (for example.
manufacturing) than in others (for example. services).
Further, there is no logical justification or historical supp-
ort for the notion that high-productivity-growth industries
are high-wage-growth industries. Instead. disparities in
productivity growth rates across industries tend to be
reflected in divergent price trends: price increases tend to
be relatively low in high-productivity-growth sectors and
relatively high in low-productivity-growth sectors.

Although the notion of a pay standard tied to company-
specific productivity growth has been rejected in the
interest of promoting efficiency. incentive pay plans that
relate individual pay rates to individual performance
receive special treatment.

Incorporation of the above criteria (effectiveness.
simplicity, equity, and efficiency) dictate several other
general characteristics of the pay standard:

. For reasons of equity and effectiveness. all forms of
pay are included.

* The standard applies to the sum of different types of
pay rather than to each component separately, imposing
no restrictions on the mix of pay increases.

. The standard applies the average pay rates for
employee groups rather than for individual emoloyees.
imposing no restrictions on the distribution or pay-rate
increases across individuals.

. The standard applies directly to :hose components
of oav that firms control. ano makes certain alloaancns for
pay encreases not controlled directly by the company.

1. Components of Pay

Pay rates are defined to exclude overtime pay unless the
terms of the overtime pay are changed (say by changing the
formula from time and a half to double time. in which case
the impact on hourly cost should be estimated and counted
as a pay increase).

Private fringe-benefit payments - but not employer
contributions to legally-mandated benefit programs such
as Social Security, unemployment insurance. and workert
compensation - are counted as pay. These private fringe
benefits include (but are not confined to) pensions, healtr.
insurance, and all forms of paid leave.

The inlusion of fringe-benefit costs is important since
these have become an increasingly significant component
of labor costs in recent years. and their inclusion it
necessary to avoid an obvious loophole: the substitution o:
fringe benefits for cash wages. However. the standard al
lows complete flexibility between wage increases anc
benefit improvements. For example. if the base pay rate fot
an employee group averages S8.00 per hour in wages with
an additional 52.00 per hour in benefits. the total wage anc
benefit base is S10.00 per hour. Under the standard. the
average increase cannot exceed 7 percent annually, or 7
cents per hour. This allowable 70-cent increment can be
distributed in any manner between wage increases ant
benefit improvements.

There are three important qualifications to the provisior
that all increases in costs of benefits are counted against th,
standard. First, government-mandated increases - inc
luding increases in items mentioned earlier - are excludec
from the calculation of pay increases, since these cos
increases are beyond the control of the employer.

Second. only the first 7 percent of the increased cost o
mnainiaining existing health-plan benefits is counted. I
could be argued that the entire increased cost o
maintenance of benefits (MIOB) should be counted agains
the standard because (I) these increased costs add to labo
costs and exert upward pressure on prices. and (2) no
counting the increased cost of MIOB discriminates agains
workers whose employers do not provide elaborate fringe
benefit plans and must therefore pay their own increaset
medical-care costs out of their increases in wages Iwhich di
count against the standard). On the other hand, the equit:
issue results in a standoff because. without the specia
provision for this category of fringe benefits. employee:
with identical benefit packages could be subject to differen
limitations on wages and salaries due to differences it
benefit plan experience or in the timing of premiun
adjustments. In addition. employers object to including al
increases in MOB costs because they have little or it
control over them. It was this latter point that led th.
Council to revise the treatment of maintenance of medical
care costs in the final standards.

Third. for the same reasons. increased costs ci msaintainini
a pension fund. with no imorovement in benefits. are no
counted against the pay standard. Such cost changes Jar
come about because of changes In funding methods
changes in amortization periods. changes in actuana
assumptions. or plan experiences.
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The full amount of ail cost increases due to improvements in
health or pension benefits is counted in determining pay-
rate changes.

2. Employee Groups
The 

7
-percent limitation on annual pay-rate increases does

not apply to individual employees. Instead. the standard
applies to the average pay-rate increases for units of
employees. Within each unit. some employees may receive
increases above 7 percent so long as these excesss are
offset by smaller increases for other employees in the same
unit. This flexibility allows employers to adjust individual
pay rates on the basis of individual merit and market
conditions for different types of labor services, so long as
the overall 7-percent limitation is satisfied. This feature of
the pay standard promotes economic- efficiency and
facilitates equitable pay policies.

The separate employee units to be identified under the
standard are (I) each collective bargaining unit, (2) all
management personnel, and (3) nonmanagement
employees not covered by collective bargaining
agreements. A collective bargaining unit representing less
than 5 percent of all employees in a firm need not be
considered separately, but can be combined with the ap-
propriate nonunion group. Any reasonable divisions of the
nonunion employees into management and
nonmanagement units is acceptable.

Collective bargaining units are required to be identified
separately because these employee groups are subject to
binding contracts and the contract terms can be altered
only at the time of negotiation. The standards therefore ap-
piy to the terms of newly negotiated contracts. For
nonunion employees. the distinction between management
and nonmanagement groups is provided to ensure that
management decisions about pay-rae increases provide
equitable treatment for nonmanagement employees. If a
company can provide an alternative means of
demonstrating that this equity condition is satisfied. the
two groups may be combined.

3. Application of the Pay Standard to
Collective Bargaining Agreements

The pay standard does not apply to existing contractual
agreements reached before announcement of the program.
Instead, it requires that the annual rate of increase of pay
rates dictated by any new collective bargaining agreement
lany agreement entered into during the program year) be
no greater than 7 percent compounded over the contract
term. Since these increases are compounded, pay rates can
increase by approximately 14-1/2 percent over the life of a
two-year agreement and 22-1/2 percent over the life of a
three-year agreement. Under such multi-year agreements,
however. the total allowable increase must be allocated
fairly evenly over the life of the contract - no more than 3
perceat of :he total allowable increase can occur in any
single year of such an agreement. This allows for some
"front loading." a common characteristic of labor

contracts.

A large and increasing number of collective bargaining
agreements have built-in escalators, or cost-of-living
adjustments. The actual pay-rate increases generated under
these contracts will depend on the actual rates of inflation
experienced over the contract term. In order to provide a
method by which the parties can determine whether a new
contract complies with the standard at the time it is signed.
cost-of-living adjustments in multi-year contracts are to be
evaluated assuming a 6-percent annual inflation rate. This
rate is below the anticipated inflation rate for 1979. even
assuming full compliance with the pay and price standards.
but is a reasonable assumption to make for the period
covered by multi-year contracts. For this reason. the 6-
pereent assumption cannot be employed in labor contracts
covering one year or laes. One-year contracts with cost-of.
living adjustment clauses must be evaluated
retrospectively. using the actual inflation rate and hence
the actual cost to the employer.

4. Application of the Pay Standard to
Nonunion Employee Units

For employee units not covered by collective bargaining
agreements, the standard requires that average pay rates in
the final quarter of the program year be no more than 7
percent greater than the average pay rates in the base
quarter. The base quarter is the last complete fiscal or
calendar quarter prior to October 2. 1978. and the terminal
quarter is the corresponding quarter of 1979.

In many cases, actual pay-rate increases during the coming
year will be based on decisions and commitments made
prior to the announcement of the program. In order to
provide equitable treatment of union and nonunion units.
recognition of these situations is necessary. As a result.
when pay-rate increases are dictated by the continuation of
a formal. documented annual wage and salary program
already in operation. the completion of this program is al-
lowed. Similarly, if future pay-rate increases have already
been promised or communicated to the recipient
employees, these promised increases are allowed.
Compliance requires, however, that new pay plans
announced during the program year be consistent with the7
-percent standard for the next planning year of the

company.

Changes in average pay rates are determined by changes in
the pay rates of individual employees and by changes in the
composition of the employee group. In some cases, the 7-
percent standard would be exceeded solely due to a shift in
the composition of employment toward individuals with
higher skill levels and. therefore, higher pay rates. To
prevent such situations, two methods are provided for
neutralizing the etTects of skill-mix changes on aserage pay
rates for nonunion groups. The first allows pay-rate
increases to be computed as a weighted average of the
separate increases for distinct employee subgroups within
an employee unit. This is similar to the procedure used in
determining the pay-rate increase over the life of a new col-
Iec:ive bargaining agreement. The second nethod allows
the computation of pay-rate changes for :he group of
continuing individuals employed throughout the Program
year. Using this latter method. pay-rate increases far
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legitimate. individual promotions and changes in
individual job qualifications may be excluded. Under this
option, a company that gives company-wide raises (inc-
luding benefits) of 7 percent and continues its normal
promotional practices will be in compliance with the
standard regardless of changes in the employee skill mix
during the program year. This approach should be

especially useful to small firms that do not typically
perform extensive cost-control budgeting analyses.

5. Variable Compensation
Application of the pay standard to nonunion employee
groups is complicated by the existence of widely varying.
and often complicated. incentive pay plans. Typically, the
actual payments received by employees under these plans
are not controlled by the firm once these plans are in place.
In fact. the primary rationale for these plans is that pay
should be high when individual or company performance is
good and low when it is not. The primary examples are
commission programs. piece-work pay, annual bonus
plans, and long-term incentive plans.

Two principles guide the treatment of these programs
under the pay standard: (I) all such forms of compensation
should be counted as pay and (2) such compensation
should be counted as pay when earned rather than when
paid (except for discretionary bonuses). Commission and
piece-work pay increases in excess of 7 percent under these
plans will not put a company out of compliance if it can be
shown that the extra pay is attributable to increases in
physical volume rather than to rising prices or a change in
the pay formula. As noted above. discretionary bonuses are
counted as pay when received. Nondiscretionary bonuses
(i.e.. bonuses dictated by a fixed formula or rule) are
counted as pay when earned. In dealing with incentive pay
that is tied to profit, companies should make a projection
of the growth in profit and grant salary increases that are
consistent with the profit projection and the pay standard.
Pay increases that exceed 7 percent because profits rise by
more than was reasonably expected will not result in
determinations of noncompliance.

"Future-value incentive programs,. such as stock option
plans (providing the option to purchase stocks at some
future date at a currently stipulated price) are treated
separately. Under this type of plan, compensation received
by exercising a purchase option during the program year
will be the result of grants or commitments made before
tha announcement of the anti-inflation program. and is not
charged against the pay standard. Similarly, the
compensation value of grants made during the coming year
will not be known until several years in the future. In these
cases, the 7-percent limitation is applied to the number of
units granted (per eligible emplovee) in the coming year
compared to the number of units granted (per eligible
employee) in the base year. (If eligibility rules are changed.
the limitation is applied to the number of units granted per
employee in the relevant employee unit.)

6. Exemptions and Exceptions

In the interest of equity and economic efficiency. a number
of exceptions and exclusions have been included in the pay
standara.

a. Low-wage workers

Because the poor are least able to bear the burden c

fighting inflation. an explicit exemption for low-.wae
workers is provided. This exemption is effected b
requiring that. in the calculation of pay-rate change
employees earning no more than $4.00 per hour in straigh.
time wages at the beginning of the program year be ext
luded from all employee groups. As a result of this exn
lusion. if pay rates for these low-wage workers increase b
more than 7 percent - for example, due to the revision i
the minimum wage and the so-called 'ripple effect t
avoid compression of the wage structure near the minimur
wage - this does not count against the allowable increase
for other employees. Also, if pay rates for low-wag
workers increase by less than 7 percent. these lesse
increases cannot be used to offset greater increases fc
other workers.

b. Tandem relationships

An exception to the pay standard is provided for reasons c
equity to allow for the continuation of established tander
relationships among employee groups. For example. i
some bargaining situations. one or more units traditionall
adopt the settlement of a leader unit. Also, som
companies have traditionally maintained a fixe
differential (or even equality) between the wages of thei
union and nonunion employees in the same plant or i.
different plants. Where such tandem relationships exist.
is possible for the follower employee unit to receive a pay
rate increase of more than 7 percent to keep in step with
complying leader unit without being out of compliance
The exception applies, for example, if the leader (collectiv
bargaining) unit signed a contract before the beginning o
the program year and the follower unit signs the sam.
contract during the program year. The tandem exceptioi
can also be invoked if a leader collective bargaining uni
signs a complying contract during the program year tha
provides for an 8-percent increase in the first year and
follower, nonunion unit is given the same percentag.
increase.

It should be emphasized that this exception can be invokei
only in those situations in which the leader/followe
relationship is clear, in terms of both the amount and th
timing of pay-rate increases. For example. industry-wid
pattern bargaining. in which a settlement with on
company - but not always the same company - sets
pattern that is adopted by other companies does no
qualify as a tandem relationship because the leader fol
lower relationship is not fixed over time. Complianc
determinations in such situations can. however. be mad
for the industry as a whole, using the industrywide bas.
pay rate.

e. Productinity-enhancing work-rule changes

To promote economic efficiency. pay-rate increases tha
are traded for work-rule changes that result it
demonstrable improvements in productivity are no
counted against the 7-percent standard. This exception ap
plies only to collective bargaining situations in which .
company has no alternative means of liminating pas
contractual work-rule restnctions other than to buy then
out through an additional wage-rate increase. Th
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exception does not apply to wage-rate adjustments for im-
provements in productivity that are not tied to contractual
work.rule changes.

d. Acute labor stonyaes

Although the pay standard allows for a substantial amount
of flexibility in setting pay rates for particular types of
workers, this flexibility may be inadequate to retain or
attract workes in occupations that are in severely short
supply. An explicit exception is therefore provided for
cases of acute labor shortages. To invoke this exception.
the acute labor shortage must be documented by evidence
on the number of vacancies. the time required to fill
vacancies, and movements in entry-level pay rates.

e. Undue hardship and gros inequity

The pay standard, including the above exceptions and
exemptions. has been designed to prevent complying
workers and businesses from suffering extreme hardship or
inequities. Nevertheless. not all situations causing hardship
or inequity can be anticipated. For this reason, the
standard allows for a general exception for undue hardship
and gross inequities. It must be emphasized, however. that
to qualify for this exception, a situation must be manifestly
unfair. In particular. perceived notions of the need to
"catch up" with other groups of workers (even with
traditional "comparability groups") do not. in and of
themselves, constitute grounds for an exception.

A-15
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Appendix B. Numerical Example to Illustrate
Possible Changes in the Petroleum-Refiner Standard.

Under the current mix adjustment, the base-Deriod gross margin is calculated

using program-period quantities. Using the alternative mix adjustment, one would

calculate the program-oeriod gross margin using base-period quantities. The following

example illustrates the difference between the two procedures for changes in product

and input mixes that might occur as the result of investments in upgraded refinery

processing facilities. On the product side, the mix shifts away from residual oil toward

lighter products; on the input side, the mix shifts awav from light crude toward heavy

crude. The base-year and program-year prices in the example correspond closely to

actual average prices during these periods. In the example, the adjustment-and hence

the allowable growth in gross margin after the adjustment is made-is much larger using

the alternative method. This difference reflects primarily the raoid growth in the orice

differentials between the base year and the program year.

Tables B-I and B-f show the calculations for the alternative method, while

Tables B-III and B-IV refer to the current method. In the former case, the base-year

gross margin is $3.50 per barrel, the actual program-year gross margin is 55.77 oer

barrel, and the constructed program-year gross margin is $3.87 per harrel; hence, the

adjustment permits refiners to earn an additional S1.90 per barrel. By comparison, under

the current procedure the constructed base-period gross margin is $4.23 per barrel while

the actual gross margins in the base period and program year remain the same; hence,.

the adjustment permits refiners to earn an additional $.83 per barrel, the difference

between the constructed and actual base-period gross margins multiolied by 1.13S (the

permitted growth in the gross margin over the first two program vearsl.

B-1!
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TABLE B-11

Value of Mix Adjustment - Alternative Method

Product Mix

Actual orogram-period Constructed program-period
unit revenues unit revenues

Epj(t) qj(t) j(t) =Zpj(t) qj o) / qj(o)

= $30.50. = $30.04.

Value of product-mix adjustment = (actual unit revenues

constructed unit revenues) x sales volume

($30.50 - $30.04) x 7,100,000 = $3,2RR,000.

Input Mix

Ac tual rogram-period Constructed program-period
unit cost unit cost

=X ci(t) vi(t) / qj(t) =E ci(t) vi(O) / qj (o

= $24.73. = $26.17.

Value of input-mix adjustment = (actual unit cost - constructed

unit cost) x sales volume

= ($24.73 - $26.17) x 7,100,000 = -$10,224,000.

Effect on Gross Margin (Additional Allowable Gross Margin)

Effect on gross margin = value of product-mix adjustment

- value of input-mix adjustment

= $3,266,000 + $10,224,000 = $13,490,000.
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TABLE B-IV

Value of Mix Adjustment - Current Method

Product Mix

Actual base-period Constructed base-period
unit revenues unit revenues

pj(o) qj(o) /I~qj(o) = pj(o) qj(t) /E qjet)

= $16.74. = $17.03.

Value of product-mix adjustments = (constructed unit revenues -

actual unit revenues) x 1.135 x sales volume

= $17.03 - $16.74) x 1.1.35 x 7,100,000 = $2,336,965.

(note: program-period sales volume used in measuring program-period
period value of mix adjustment on unit revenues)

Input Mix

Actual base-period unit cost Constructed base-period unit cost

= e(o) v1 (o) / E qj(o) = E ci(o) vi(t) / XI qj(t)

= $13.24. = $12.80.

Value of input-mix adjustment = (constructed unit cost - actual unit

cost) x 1.135 x 7,100,000

= ($12.80 - $13.24) x 1.135 x 7,1O,000 = -$3,545,740.

(note: program-period sales volume used in computing program-period
value of mix adjustment on unit cost)

Effect on Gross Margin (Additional Allowable Gross Margin)

Effect on gross margin = value of product-nix adjustment - value of

input-mix adjustment

= $2,336,965 + $3,545,740 = $5,882,705.
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Senator Paoxxmn. Now give me what you can in the wage area. Is
there any wage negotiation in the last 6 or 8 months where you have
been able to step in and effectively hold down wage increases that
would have had an inflationary effect?

Mr. KAHN. The constraints on our stepping in directly in the wage
field are more complicated than in the price field, largely by virtue of
the presence of the pay advisory committee.

What I can say is that the major settlements that have taken place
in the last few months and the ones that are in prospect are in com-
pliance with the standards, or seem to be; and second, that I know that
the negotiating parties, at least on our side of the table, paid close
attention to the standards.

Senator PRoxmnx. Do you feel without the standards the settle-
ments might well have been higher?

Mr. KAHN. I genuinely do. I confess to you that those standards are
surely not noninflationary, and specifically, that the evaluation of cost
of living adjustment clauses is excessively generous, but the fact re-
mains-say, steel-steel is well within the standards. Market influences,
of course, were very important. I believe that I'm just expressing expec-
tation that the communications settlement-will be within the standards.

Senator PROXMIRL. At the end of my last questioning, you indicated
you felt it would be a mistake to eliminate COWPS without having
something in its place. How about something like this in its place: the
late Arthur Oakun and Mr. Wallach have both proposed a tax-based
incomes policy which would reward workers for holding down their
wage increases, and Mr. Wallach would penalize if they didn't hold
down their wage increases, and reward companies that hold their prices
down. Those are two eminent economists. Other topflight economists
have supported that. The New York Times and other papers have said
that they think that makes sense.

We are talking about a tax cut now. Many people feel a tax cut, if
not frivolous, doesn't go to the heart of controlling inflation. Why
wouldn't thet administration consider supporting that kind of a di-
rectly designed tax reduction to hold down wages and prices and cope
with inflation? Why has there never been any substantial support from
the administration for that kind of income-based policy?

Mr. KAHN. No. 1, the administration has seriously considered pro-
posing some sort of tax-based incentive, policy of the kind you men-
tioned. It goes in waves. I have been through about three of those
waves since I have been in this job. The real wage insurance proposal
was in some ways related to that, although I understand not precisely
so, but it was an attempt to use the tax system to encourage wage re-
straint. I'm enormously attracted by such an arrangement. It seems to
me to offer us some middle ground between recession on the one side
and inflation on the other by trying to build into the system incentives
for restraint.

The principal problem that we have encountered in the past is that
it is an intellectual program. I should say a program with a strong
intellectual constituency-in which I include you, Mr. Chairman-
but not a very strong political constituency so far.

I think that in the next decade-and I don't mean to be purely
theoretical-but in the years ahead, I think we will come back to it
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and come back to it until people recognize that macroeconomic liberal-
ity, permitting a greater measure of economic recovery, is going to be
aborted time and again unless we get responsible wage and price
policy.

Senator PROXMIRE. That's very encouraging. It seems to me unlikely
that we will get a tax cut adopted before the election. We may or may
not, but the timing doesn't seem to be there. After the election would
be the ideal time it seems to me for the Congress to act and this is good
sound economic policy in the judgment of many people, including
yourself, I think, and I would hope we could give that very serious
consideration at that time.

Now I don't think we ought to dismiss you without discussing pro-
ductivity because all of us are so concerned with that and it's such a
central element in inflation. I have on my door a chart that says. "Read
them and weep" that points out what a terrible productivity record we
had compared to other countries in the world, particularly in the last
few years. According to the Bureau of Labor Statistics, we declined at
a 3.1 percent annual rate during the second quarter of this year. That's
the sixth straight quarter in which the productivity failed in the pri-
vate sector, an extraordinary situation in American economic history,
when the productivity goes down. It goes down in a deep depression
but rarely does it go down this consistently.

How much of the inflation rate can be attributed to that decline in
productivity, in your judgment?

Mr. KAHN. I'll have to answer slightly equivocably. One can make a
simple arithmetic calculation that is static and holds everything else
equal, and say that decline in the rate in productivity from 3 percent
15 or 20 years ago to a trend in the 1970's on the order of 1.5 percent
and, more recently, 1 percent

Senator PROXMIRE. More recently, zero or minus.
Mr. KAHN. I wanted to try to separate out the short-term declines

which occur in recessions.
Senator PROXMIRE. We haven't had a recession for 6 quarters and this

has been negative for 6 quarters.
Mr. KAHN. You're quite right that it was negative between the 4th

quarter of 1978 and 1979. I'm not trying to minimize it. All I'm saving
is therefore you're talking about the real uncertainty. I think if we
could turn around to a situation where the CPI goes up less than
wages, which has been our historic experience, we may get some taper-
ing down of wage demands as well. So I think two or three points
over a long period of time is probably the lower level.

Senator PRoxMrRE. At least two or three points of inflation is owing
to the productivity decline?

Mr. KAHN. Using my logic, I believe that's right.
Senator PROXMIRE. What measures do you think we should take to

stimulate productivity?
Mr. KAHN. I will begin by saying that nobody reallv has more th.n

a plausible list of explanations, almost each one of which can be
refuted by looking at the experience of some other country. We have
no choice but I think to proceed along a number of lines, even though
our best estimates are that each one may make only a relatively small
contribution. I think that clearly the case can be made for tax incen-
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tives in the area of physical capital plants and equipment. I think
that's been made so many times it has I think probably been oversold.
The best guess people can think of that they may change the pro-
ductivity rate over a period of 5 years, a rather large program might
make a difference of half a point. But half a point is a lot in turning
this around.

Similarly, I think investment in technological capital, hours of
expenditure on research and development in this country as a propor-
tion of GNP, is still higher than other countries, but the trend is
disturbingly down.

Senator PROXMIRE. We have more engineers and scientists than any
other country in the world in per capita terms as well as absolute terms.
It's an astonishing investment with a pitiful result. It's hard to under-
stand it.

Mr. KAHN. It's a difference of opinion about what the payoffs are.
The trend is clearly in the direction opposite from the trend in Ger-
many and Japan and I believe France as well.

Senator PROXMIRE. Somehow we have to provide an incentive to
mine those research developments. We seem to do the developing and
the Germans and Japanese have the wisdom and the ability to take
advantage of it.

Mr. KAHN. There's a very disturbing article in the Harvard Busi-
ness Review in the summer issue which attributes a very large propor-
tion of the blame to the nature of the incentives and management of
our major corporations, that there's been a marked change, for
example, an increase in the proportion of people who run our corpora-
tions who are lawyers and in finance. Some of my best friends are
lawyers and in finance, but it is at least conceivable that there's an
excessive emphasis

Senator PROXMIRE. Having been in the Senate and having seen how
the lawyers botch up this body, it's no surprise that they have probably
succeeded in doing the same to American business. The Harvard
Business Review is where you would find it because the Harvard Busi-
ness School provides experts and the Harvard Law School provides
lawyers.

Mr. KAHN. The article, if you read between the lines, is critical of
what people are taught in business school. That is to say, the emphasis
on short-term maximization, discounting future income by 30 percent,
so that no investment should be made unless it promises to pay 30 to
35 percent, is apparently resulting in the decline in the willingness to
take long-term risks; but inflation probably contributes to that, and
one of the main things we can do is, again, slow down the rate of
inflation.

I haven't mentioned the importance of investing carefully in human
capital, change and that sort of thing. Certainly the whole area of reg-
ulatory reform, reliance on competition-I mean, probably the best
thing Congress did this term for productivity is deregulation of truck-
ing. I know that's my own pet anxiety, but it's a case in which restoring
the discipline of the competitive market is really terribly important.

Senator PRox1ERE. And the second thing was deregulation of
banking.

Mr. KAHN. Well, I'm in no position to underestimate that.
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Senator PROXrmRE. The Proxmire-Reuss bill.
Mr. KAHN. I know that perfectly well, but I thought you ought to

say it. Of course, I agree with that. You've got the rail deregulation
bill in front of you. 'I here's a serious issue there, but there again we've
got to free those industries. By the way, I happen also to feel that we
ought to have the opportunity to build coal slurry pipelines to expose
the railroads to competition as well.

Senator PROXMIBE. I just have one more question but it follows out
from what we have been talking about here.

One way to try to improve our productivity is by what is called
reindustrialization. I'm very, very concerned about that program
because I think it will go exactly the wrong way. Reindustrialization
can mean tremendous loan guarantees. It can mean refundable tax
eredits. It can mean a number of what I would call giveaways or at
least big grants as well as loans to business. It would mean that the
FederalGovernment would become bigger, more involved, spending
more money to help industry in various ways. I understand the Presi-
dent plans to present an industrial renewal policy around Labor Day.
What recommendations has COWPS made concerning what should
be in that program and have your recommendations been accepted?

Mr. KAHN. I'm going to be somewhat reserved in my answer because
we have made recommendations. I have been participating, especially
recently, in that process. The President will be making his announce-
ment and I think probaby it would be improper for me to be precise,
but I think that it is not improper in any way for me to emphasize my
strong agreement with you. Reindustrialization, if that's the term that
one uses-and I'm worried about using that term precisely because
it has developed these connotations-can mean a variety of things.
It can mean the kinds of things I have talked about which I think
you're in agreement on that ought to be done in the way of improving
*productivity in the economy. It can mean being as neutral as possible
in terms of microinterventions. It can mean at the other extreme bail-
ing out losers. And I think you know us well enough to know that
while we would have great enthusiasm about a policy that aimed at
what we used to just call productivity-R. & D., incentives to capital
formation and the like-while I'm not necessarily insensitive to par-
ticular problems-and that we would be very, very skeptical about a
program that was a massive one that would build a reconstruction
finance corporation.

Senator PROXmIRE. That's exactly what concerns me. You put your
finger precisely on it when you said bailing out losers. Of course, this
administration did bail out the Chrysler Corp., which I thought was
a serious mistake and I understand all the human appeal that that
kind of thing has, but once you start down that path there's no end
to it. You bail out your inefficient operations or you provide investment
in what the people in Washington here-the people in the Govern-
ment think are promising industries for the future, thinking their
judgment is better than the investment community.

In any event, the Government gets big, burdensome. The cost of
Government is heavier and the effect on inflation is perverse.

Mr. KAHiN. I think all I can say is that all of us are very conscious
of the desirability of what you will understand of what I describe as
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microneutrality, doing what you can without trying too much to workthe process. I truly do not know where the President's package is goingto come out. There are certain situations in which there's a proper rolefor government, and I don't mean to suggest that there are no situa-tions in which the market works perfectly in which there may notbe-I mean government can invest a lot in education. Let me just takean obvious case that is not microneutral. We allocate resources toeducation because we think in the long run that does promote produc-tivity. All I can say is that there's a great sensitivity on the part ofall of us.
Senator PRoxMInR Mr. Kahn, I want to thank you very, very muchfor excellent testimony and a fine record. The fact that inflation doesseem to be cooling off, if not at zero and it isn't certain that it's maybe7 or 7.5 percent underlying rate or 8 percent, it's a great improvement

and you certainly deserve substantial credit for it and you shouldget it. You're not going to ret much of it because the people who run foroffice are going to claim it, but you deserve whatever credit there is,in my judgment, more than anybody. Thank you.
[Whereupon, at 11:45 a.m., the committee adjourned, subject tothe call of the Chair.]
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OPENING STATEMENT OF SENATOR PROXMIRE, PRESIDING

Senator PROXMIRE. The committee will come to order. While Mr.
Russell is getting his act in order, I'll make a short opening statement.

The news for August for consumer prices unfortunately is not good.
True, there is only a-only a seven-tenths of 1 percent increase, but if
we take out mortgage interest rates, for which there is a lag, it's a 1.1
percent increase, which is back to the same old story of about a 13 to 14
percent inflation rate.

Why do I take out mortgage interest rates? I take them out because
the August rates reflect the closing period of a commitment which was
made in June; in other words, the June interest rate for mortgages is
the one that is reflected in the August figures. As we know, in June we
are going down; by August, September-this month-they are going
up.

So I think it is probably a more accurate reflection of what the infla-
tion rate truly is to take that out.

One other point I'd make, Mr. Russell, that you might try to cope
with, and that is the producer price figures that came out earlier this
month for August. They were particularly disturbing, especially in the
area of food.

Overall, the producer price figures for August were 1.5, which in
annual rate, of course, is around 17 to 18 percent. Consumer foods were
up 4.4, but then when we go back and look at the intermediate goods
level, we see foods rose in that single month of August 9.7 percent,
and in July and August together, crude goods-crude. foods, rose in a
total for those 2 months of 18 percent; 18 percent in 2 months, that's
about 100-percent inflation rate at the crude level.

(167)
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Now, obviously, part of the food dollar the farmer gets is limited, so
that will be reflected in the far lesser increase in the price of food, but
it will mean that for many weeks and months to come, we can expect the
price of food to rise and rise sharply. And therefore, I would expect
that the inflation rate is going to continue to rise right through the fall;
at least that's the way I look at this.

Without objection, the press releases entitled "The Consumer Price
Index-August 1980" and "Real Earnings in August 1980" will be
inserted in the hearing record at this point.

[The press releases referred to follow:]
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United StatesNewrl\/s Department
of Labor

Bureau of Labor Statistics Washington, D.C. 20212
Patrick Jack=an (202) 272-5160 USDL-80-592

272-5064 TRANSMISSION OF MATERIAL IN TH IS RNLEASE
Kathryn Boyle (202) 523-1208 IS EMBARGOED UNTIL 9:00 A.H. (EDT)

523-1913 Tuesday, Septeober 23, 1980

-_ -- THE-03NSUlJER-PRICCE--INDEX--AUGUST 1980--

Th. Consuner Price Index for All Urban Consumers (CPI-U) rose 0.6 percent before

seasonal adjustment in Auoust to 249.4 (1967-100), the Bureau of Labor Statistics of the U.S.

Department of Labor announced today. The Consumer Price Inden for Urban Wage Earner. and

Clerical Workers (QPI-W) also increased 0.6 percent before seasonal adjustment in August to

249.6 (1967-100). The CPI-U was 12.8 percent higher and the CPI-W vas 12.7 percent higher

than in August 1979.

CPI for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes

Os a seasonally adjusted basis, the CPI for All Urban Consumers rose 0.7 percent in

August. This increase followed no change in July and an average nmothly increase of 0.9

percent during the second quarter of this year. About one-half of the August increase was

due to a sharp acceleration in the food and beverage index, which rose 1.7 percent. The

housing component showed little change in August (0.1 percent increase), following a decline

of 0.7 percent in July, as higher house prices and other housing costs offset a 4.3 percent

decline in msrtgage interest rates. The transportation component also accelerated in August.

Table A. Percent Changes in CPI for All Urban Consueers (CPI-U)
Seasonally adjusted __ Unadjusted

Conpoand
Expenditure Changes from preceding month nnual rate 12-o.
category 1980 3-ons. ended ended

Feb. Mar. Apr. May June July Aug. Aug. '80 Aug. '80

All items 1.4 1.4 .9 .9 1.0 0 .7 6.9 12.8
Food and beverages 0 1.0 .5 .3 .5 .9 1.7 13.7 9.5
Hosing 1.4 1.6 1.3 1.5 1.8 -.7 .1 - 5.0 14.8
Apparel-and upkeep .6 2.0 .3 -.2 0 .4 .6 4.1 7.4
Transportation - 2.8 1.7 .6 .3 -.2 .4 .9 4.1 - 15.1
Medical care 1.5 .9 .7 .5 .5 .7 .7 8.0 11.0
Entertainment 1.2 1.3 .6 .6 .6 .8 .0 9.1 9.4
Other goods and services 1.0 .5 .6 .8 .8 .5 .6 7.6 8.9

(Data for CPI-U are shown in tables I through 3.)



170

primarily reflecting pride increases for new and used cars. Other major components of

consumer expendituren continued to advance at about the sea rate as in July.

Prices for grocery store foods rose 2.3 percent in August, following a 1.2 percent

inurease in July and much smaller increases earlier this year. The index for meats, poultry,

fish, and eggs rose 4.1 percent end accounted for about one-half of the increase. Beef, pork,

and poultry prices nll advanced sharply for the second consecutive month. Egg prices rose 6.6

percent, following a 3.9 percent decline in July. The indexes for fresh fruits and

vegetables, non-alcoholic beverages, fats and oils, and other prepared foods also registered

substantial increases in August. Prices of the other two components of. the food and beverage

index--restaurant meals and alcoholic beverages--rose 0.6 and 1.0 percent, respectively.

The housing index increased 0.1 percent in August, following a 0.7 percent decline in

July and substantially larger increases earlier this year. After decreasing 5.6 percent

in July, home financing costs declined 2.8 percent in August, reflecting a 4.3 percent drop in

mortgage interest rates and a rise of 1.7 percent in house prices. The index for rent rose 0.6

percent, about the same as in July. Prices for household fuels rose 0.5 percent, the smallest

increase this year. Fuel oil prices continued the moderate rate of increase evident since

April and charges for natural gas and electricity advanced less than in recent months. The

index for household furnishings and operations rose 0.5 percent in August, about the sae as

in recent months.

The transportation component increased 0.9 percent in August, the largest monthly

advance since March. New and used car prices rose 1.7 and 2.3 percent, respectively, end were

primarily responsible for the increase. The index for public transportation rose 4.4 percent,

reflecting large increases in airline, intracity mass transit, intercity bus, and taxi fares.

Gasoline prices declined for the fourth consecutive month. Automobile finance charges, which

had advanged sharply earlier this year, declined for the third consecutive month.



171

The index for apparel and upkeep rose 0.6 percent in August, compared vith a 0.4 per-

cent increase in July. The introduction of fall and winter clothing was largely responsible

for the increase. Prices for other apparel commodities rose sharply, primarily due to

increases in prices, for jewelry. The index for apparel services rose moderately for the third

consecutive month, following substantial increases earlier this year.

The medical care index increased 0.7 percent in August, the same as in July. Charges

for hospital and other medical care services rose 1.5 percent, while physicians' fees advanced

0.5 percent. The index for medical care comoodities rose 0.9 percent.- about the same as in

recent nonths.

The index for entertaient rose 0.8 percent and the index for other goods and services

increases 0.6 percent, about the sane as in July.

CPI for Urban Waie Earners and Clerical Workers (CPI-W)--Seasonally Adjusted Changes

O on a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers

rose 0.7 percent in August, following no change in July and an average monthly increase of 0.9

percent during the second quarter this year. Almost one-half of the August increase vwas due

to a sharp acceleration in the food and beverage index, which rose 1.7 percent. The housing

component rose- 0.2 percent in August, following a decline of 0.7 percent in July, as increases

in house prices and other housing costs offset a 4.3 percent decline in mortgage interest

rates. The transportation component also accelerated in August, primarily reflecting price

increases for new and used cars. Most other major components of consumer expenditures

advanced slightly more in August than in July.

Prices for grocery store foods rose 2.2 percent in August, followings 1.1 percent

increase in July and much smaller increases earlier this year. The index for meats, poultry,

fish, and eggs rose 3.8 percent and accounted for about one-half of the increase. Beef, pork,

and poultry prices all advanced sharply for the second consecutive mnth. Egg prices rose
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6.3 percent, following a 4.2 percent decline in July. The indexes for fresh fruits and

vegetables, non-alcoholic beverages, fats and oils, and other prepared foods at home also

registered substantial increases in August.

The housing index increased 0.2 percent in August, following a 0.7 percent decline in

July and increases of 1.0 percent or more in each of 'the preceding 17 months. Following a 5.6

percent decrease in July, home *financing costs declined 2.7 percent in August, reflecting a

4.3 percent drop in mortgage interest rates and an increase of 1.7 percent in house prices.

The index for rent rose 0.6 percent, about the same as in July. Prices for household fuels

rose 0.5 percent, the smallest increase this year.

The transportation component rose 0.9 percent in August, the largest increase since

March. New and used car prices rose 1.7 and 2.3 percent, respectively, and were primarily

responsible for the increase. The index for public transportation rose 4.5 percent. Gasoline

prices declined for the fifth consecutive month. Automobile finance charges, which had

advanced sharply earlier this year, declined for the third consecutive month.

The index for apparel and upkeep rose 0.7 percent in August, compared with an increase

of 0.5 percent in July. The introduction of new fall and winter wear was largely responsible

for the increase.

The medical care index rose 0.8 percent in August, the same as in July. Charges for

hospital and other medical care services rose 1.7 percent, while physicians' fees rose 0.8

percent. The index for medical care commodities rose 0.8 percent.

The index for entertainment rose 0.7 percent, and the index for other goods and

services increased 0.6 percent.
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Table B. Percent Changes in CPI for Urban Wage Earners and Clerical Workers (CPI-W)
Seasonally adjusted p Unadjusted

Compound
Expenditure Changes from preceding month annual rate 12-mos.
category 1980 3-_os. ended ended

Feb. Mar. Apr. May June July Aug. Aug. '80 Aug. '80

All items 1.4 1.4 1.0 .9 .9 0 .7 6.7 12.7
Food and beverages 0 .9 .7 .5 .5 .9 1.7 13.1 9.6
Housing 1.4 1.6 1.4 1.5 1.9 -. 7 .2 5.5 14.8
Apparel and upkeep .9 1.7 .3 .1 -.3 .5 .7 3.7 7.0
Transportation 2.8 1.7 .6 .2 --.3 .4 .9 3.9 14.9
Medical care 1.5 .9 .8 .6 .4 .8 .8 8.3 11.3
Entertainment 1.2 1.6 .8 .5 .7 .4 .7 7.7 8.8
Other goods and services .9 .4 .5 .8 .8 .5 .6 7.8 8.5

(Data for CPI-W are shown in tables 4 through 6.)

73-905 0 - 81 - 12
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Technical Notes

Brief Explanation of the CPI

The Consumer Price Index (CPI) is a measure of the
average change in prices over time in a fixed market basket
of goods and services. Effective with the January 1978
index, the Bureau of Labor Statistics began publishing
CPI's for two population groups: (1) A new CPI for All
Urban Consumers (CPI-U) which covers approximately
80 percent of the total noninststutional civilian population;
and (2) a revised CPI for Urban Wage Earners and Clerical
Workers (CPI.W) which represents about half the popula-
tion covered by the CPI-U. The CPI-U includes, in addition
to wage earners and clerical workers, groups which histori-
cally have been excluded from CPI coverage, such as
professional, managerial, and technical workers, the self-
employed, short-term workers, the unemployed, and
retirees and others not in the labor force.

The CPI is based on prices of food, clothing, shelter, and
fuels, transportation fares, charges for doctors' and dentists'
services, drugs, and the other goods and services that people
buy for day-to-day living. Prices are collected in 85 urban
areas across the country from about 18,000 tenants, 18,000
housing units for property taxes, and about 24,000 eats-
blishments--grocery and department stores, hospitals,
filling stations, and other types of stores and service esta-
blishments. Al taxes directly associated with the purchase
and use of items are included in the index. Prices of food,
fuels, and a few other items are obtained every month in
all 85 locations. Prices of most other commodities and
services are collected every month in the five largest
geographic aars and every other month in other areas.
Prices of most goods and services ae obtained by personal

visits of the Bureau's trained representatives. Mall question-
naires are used to obtain public utility rates, some fuel
prices, and certain other items.

In calculaing the index, price dsanges for the, various
items in each location ae averaged together with weights
which represent their importance in the spending of the
appropriate population group. Loal data ae then com-
bined to obtain a US. city average. Separate indexes are
also published by size of city, by region of the country,
for cross-classifications of regions and population-sdze
classes, and for 28 local areas. Area indexes do not mea-
sure differences in the level of prices among cities; they
only measure the average change in prices for each urea
since the base period.

The index measures price changes from a designated re-
ferenoe date-1967-which equals 100.0. An increase of
122 percent, for example, is shown as 222.0. This change
can also be expressed in dowla as follows: The price of a
base period "market basket" of goods and services in the
CPI has risen from $10 in 1967 to 52220.

For further details see the following: The Consmner
Price Index: Concepta and Content Over the Years, Report
517, revised edition (Bureau of Labor Statistics, May
1978); The Revision of the Consoner Price Index, by
W. John Layng, reprinted from the Statistical Reporter,
February 1978, No. 78-5 (US. Dept. of Commerce),
Revisions in the Medical Care Service Conponent of the
Consurner Price Index, by Daniel H. Ginsburg, Monthly
Labor Review, August 1978; and CPllasses, Report 593,
(Bureau of Labor Statistics, February 1980).

A Note About Calculating Index Changes

Movements, of the indexes from one month to another
are usually expressed as percent changes rather than tha.. P.Ins Ch.ng.

changes in index points because index point changes are CP 238a4
affected by the level of the index in relation to its base A. Inde 2'3.2
period while percent changes are not. The example in the Equ..as Md is nl h..ng. 3.2

accompanying box illustrates the computation of index Pnsche.

point and percent changes.
Percent changes for 3-month and 6-month periods are 1d., nins1 diff- 3.2

expressed as annual rates and are computed according to idW be ath. Pr -..5 nd. 233.2

the standard formula for compound growth rates. These Rl1. . 1 Wu Y a- nnh.nd.nd 0.0nosa00

data indicate what the percent change would be if the Es..h pnn h.: 1.4

current rate were maintained for a 12-month period.
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A Note on Seasonally Adjusted and Unadjusted Data

Because price data are used for different Purposes by
different groups, the Bureau of Labor Statistics Publishes
seasonally adusted as well as unadjusted changes each
month.

For analyzing general price trend. in the economy,
seasonally adjusted changes'are usually preferred since they
elisin,3te the effect of changes that normally occur at the
same time and in about the same magnitude every year-
such as pnce movements resulting from changing climatic
conditions, production cycles, model changeovers, holi-
days, and sales.

The unadjusted data are of primary interest to con-
simers concerned about the prices they actually pay. Un-
adjusted data also are used extensively for escalation pur-
poses. Many collective bargaining contract agreements and
pension plans, for example, tie compensation changes to

the Consumer Price Index unadiusted for seasonal variation.
Seasonal factors used in computing the seasonally ad-

justed indexes are derived by the X-l I Variant of the
Census Method 11 Seasonal Adjustment Program. The up-
dated seasonal data at the end of 1977 replaced data from
1967 through 1977. Subsequent annual updates have re-
placed 5 years of seasonal data, e.g., data from 1975
through 1979 were replaced at the end of 1979. The
seasonal movement of all items and 35 other aggregations
is derived by combining the seasonal movement of 45
selected components. Each year the seasonal status of
every series is reevaluated based upon certain statistical
criteria. If any of the 45 selected components changes
its seasonal status, seasonal data from 1967 forward for
the all items and for any of the 35 other aggregations,
that have that series as a component, are replaced.
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24 Hour CPI Mailgram Service

Consumer Price Inlcatx tn now arc available by mail-
gram within 24 hours of the l'l release. The new service
is being offered by the lluruau of Labor Statistics through
the National Technical lirforimtion Seryice of tte U.S.
Department of Comrnmerce. . .;

The CPI MAILGLRAM service Ltrevides unadjusted and
seasonally adjusted data both for the All Urban Consumers

(CPI-U) and for the Urban Wage LErners and Clerical
Workers (CPI-W) Indexes as shown olt tfie CPI-U sample
page be!ow. Tht unadjusted data incltde Ithe current
month's index and the percent.chiaiget hroln 12 maonths
ago and one month ago. The seasonally adursted data are
she percent changes from one month ago.
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o.asnoonU gicioarosnelI.......... 155- 15153. 150.0 .7 0.0 .
infant -n So..1sos' Ocolce1 -..... 230.1 2111. 220. 213.0 05l .5 20.01

_oeocaecaod12.7 201.3 20.5. 20. 2. 13 25:.9
.ocraceltrcoicss A' .. 207.2 273.6 231.U 205.11 13. 10.I3 10.

Oransco.~~~~~~~~~~~~~.....-00.3 210.7 00.: 0.6 50.0 13. 37.6 17.9.
tc~~oatetnocoo ~ ..tat ... 2.8...200. 200. 210.7 10.01 33.0I 10.5

Ass cons.. . 100.7 108.0 180.0 103.5...1.0121.6 01.5
te ta ..... .. .. 103.0.103.2 3101. 3109.2 1.0 0.1: -17.01

and cecato 213.0 ~~~~~~ ~~~267.0 210.3 271.0 9a 12.0 17.
ccllteOra.. otaton 2U.:2 215.2 225. 226. 7:.8 1. 20.5

lnnpP2oots tcane. seoo~1itsa d::2l.-03 03 051355.9 31.0 10.7: 30.U

Mod.213.0..210.0 260. 2601 01. 10.0 8.1I
dedicl nays ................. 2 l 2 10. 168. 172. 7. 17 1.

Medicl tan teci: 02.7 205.0 28.1. 2B.0: 11.2 108.2 0.1
fnoyeostonaloecoicos 02 - 250.~~~~~~~~3 231825. 03.2 .01. 12.0

Otneyaeolcscacet ...ite ...... 2U.31 307. 020.7 33. 10.0 10 I

cntsntalnsentcoeaodltieo 20~~~~1.2 2033 200.0 21. 0.1' 12.0 11.2

I.n.e1o ................. 210.1 2001.1 203. 200.3 U.S 6.4 12.0

Pot .c..ynu Is /20. 203.0 217.0 2d.l5 3.0 -1. .
.sc .oIa - 1c7lr ............ 202.6 212. 211.0 215.0 7.1 116 12.3
l -is goodS 052 ce.sona. tens

oynilno . 201.0 0. 2 270 9.0 0. 1. I1.
I..o.. coe.c. lea 2219.9 21.1 120.0 22' 7.2 11. 0.0

and- - - .~ . .......lsrese . 2~30.0 232.5 233.t ~235.1 11.9 12. 7.6
Itnool It 910 and Ouccilel . >lf.6 200.6~~~~Il 2':.' 2,12.. 00 15 .

"eIs'nl an dctO~~cs . 30. 3. 2138.1 24. 103 i 70

01 . . . . . 13.5 10.2 03.6~~~~~~~~~~~c... l" '-
.'I Id............... 25.0. 231.6 230. 035. 22703 . .

t

otd and teorcales .......... 20.29 20..2 216.5 2520 110 5. .
tosa~~dltiro Isse food and tetrnagss .~221.6 222.2 220.2 225.0 13.6 21.5I 0'.0

I.....rslesf~d n te...age......200. M0.d1. 202:.0 101: 0:,I 10.51
Woyaelcsso . 10.9 1607 12. 171. 6. I. .

doura.2t6..700. 209. 021. 21. 10.7 3.0

n t...resident...a. ' .:1080 10. 102.1 1023.d 1.9 702.U~stlscl te s et32. 205 73. 0. 00. 25.5 2.
Oyansy~~~~ctsnltnsecolcss . 201.1 ~~~~~~ 202.7 2405 20.6 01.0 13. 23.7

osdlca cane ,. osyle ... 28.10 205.5 2t. 20.8 11.2 1802 .
O- .. .. .......... ~ 2116.0 210. 210.0 220.1 0.3 0.0 00.9

01 ies ls fond . 22.t 203.:2 260.0, 215.01 10.23 22:.1 151I

UIllna es otae Int::.t.coats 2130.2 230.5 23.9 238.5 1.35 11.1 10.2

coo.031.5........ 231. 2311 20. OU.3 11.71.

tOOO :.dltiO les nB210.8 2000 220.1 20,3.t 13.5 210 .

-~noale les"O an p3ot 01.2 26.5 260.0 2000 1.336 1.

.. ........ .. ~~202.5 003. 211.89 2817.0 10.9 2.1 0.
Ot2:i 200.52 20.8 :0 872 15. 20. 20.0

Secoices less ardinal car 2.........215.7 271.0 260.9 2t8.7 15.0 10.0 22.0

Ensogo.~~~~~~ ~~~~~~ ~~ ~~~~~36. 36. 36. 307 23. 100 2.
011 ito eseeg . 35.5 037.8 237.9: 2301'.8 12.2 1.9I 13:.

8ll11..t.a is.s food and Aeg.......231.9 033.5 203.0 0303 12.0 15.S 103.0
toooodtties less r od n nry . 105 20. 01.9 21.1 31 1. .

less I enegy....... ...267.62 272.0o 269.3 26.0 1.01.7 20.9

12E I.... poonll.. adjuted

I3 1

21:'33I

3
I2:7
13

N.
2':.3

1.8a

11 :2

'O3
6

11 :'3

, 1:3
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2 I
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1 2
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".1 ..I lo .1
6.8 7 .1
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2:1 31:1I . 3

3.8 Io. 1 li:.

I: 'I 22:32 1'I
I I,:I 1.2:,2 11 I

I.o I .1
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1:. 12..
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CPi-u
TALE 2. Conc.u.er Price hInse for all urban roneers: Si ecte. ares.. .11 itss . nee IS67.00 irises othreerosot

Other Inde.s. Psrcs.t cngs tO P ang tIOre- 1/ Pririog mnor Isy Jose Juy rg. Aug. 0900 It- Jir 19 tr-schedois bS5l iSO0 980 0900 1900 *ug. Jons Jo1n Join Ben JinI_'~ ~ ~ ~ ~~~~~~~m i9r o ireo ions 19 irco 1080
U.S. .ty - -g ....................

Chicago. 00.-Oorche.rtern 00.....
Orot B......................
ft..-.L.o .. a. ro.heiaicT.

. ... r. - ..th.estern .J........
PhiaiI P.-.J..........

Ancnorg . ....... ..................

Inore ............
O.etO., Bes.. ................
hncinnsto, Onio-co.-.no...........

Osnoen-BosrD Colo.............
e1ei, P ......................

zI w u e .X ....................
...oacihes,

Betlhease Penney .
Potan, OrC . ..............
. ous. ............

tin e . sif...................

serl wrtl .. s. .......

serhingnin, 0c.C. .e.............

............................ ..
D..... .... .................. ..

hIetancO, ....................
ls-Port ort ..............

..OU ~ aw l...................

noocton, .e.......................
Tenses 0cr. 00.-.................
ohnns-oi-tCt.P.u. .nin.-......
PittS-rgn, P................

Oegioc 0/

tooth.at............

th CntnB..................

houth/................
Notsest.................

A D............................

C.................................

North Centarl/B..........
touch/A........ ......

sec t/CA..............

sorheestC............
Bncrh heotreo/0..........
hiith/0 ..............
Bscc/0 ..............

I

I

I
II
III
I
II
II
II
I
I
I
I
I

204.0 207. 0 207.8 ion.e 12.. 0.0 0.6 13.2 1.2 0.1

200.1 208.2 2e0.5 005.2 12.2 -105 0.3 -.2c8.c 2n0 .0 207.7 25.0 i.8 31.0 2.0 -i.2
ron.o 250.0 228.7 220.0 ir.7 n- e -.2 -.0OJe.c 200.0 20B.0 000.0 00.8 0. 3 6 8 1 00. 1 .7
200.0 202.0 22^.1 200.0 01.2 II I iO.0 2.0 .0

10icB 220.3 - 22. 10.1 . -

202. - 22-0 - - 2. 1.0
230.0 - 2n0.0 - - 0 1.2 2.0 -

00/77 120.7 -7 0. -2 - 6 .
250.0 - 250. - - 0. .0232.c - 20r 0 - - 2.7 .1

200.3 - 2325.7i - - 0 12.0 -02.8 -

20. -4. 283.0 - - 0.c1. 0-3--
_~~ -s. _22e 6 0.n. - - 0. -.

200. - 230.1 - - 7.0 2 -

- 202.2 - 250.5 00.0 1.8 - - 2_0

- 2n27. - 230.0 00.0 0.3 - - _.

- 200.0 - 230.3 00.0 .8 - - - -_ 227.3 - 202.0 11.1 11 - - -

- 2B0. 2 - 232.8 1.0. 12 -_ _
- 2 - 23 0 10.0 0- -

- 2e -2.2307 1. . - -2 - -
- 29.0 - 2.1.2 10.0 0.2

2 12/77 - iin.i

2 12/7 -_ 133:.2 02/0. - 003.5

- 131.2 10.0 1.0
- iJe.- 12.1 .1
- 105.2 12.0 .6
- 035.2 00.2 .1

1I.
2

2

2

1

I
2

I
2

2
2

11177
12/7
111;17

12111

- 11.9 10.0 02.0 12.0 .2
1 .7 - 003. 13.5 1.0

- I100. - 035. 10 .0 0.0-1- 000.0 - 000.o 12.- .8
- 072.0 - 102.0 10.8 .3

02/07 - 120.0 - 120.1 12.0
'770 100. - 100. 00.05

12/77 11 05 1 2.8 1
12/'7 - 0.1 - 103.3 1.2

12/77 1010 - 10.8 1.n

12/777 -2. 1 - 7 . 7
12/77 1- 0 6 3 _ I- 105.0 02.0

12/07 - 000.2 - 000.8 13.2

12/00 - iOO.0 - 100.0 13.1
12/1 _ 1-i.0 - 102.0 11.0
12/07 - 000.2 - i00.2 12.0

1/enrot *5generalun the Sttndero eeoroiolitan Stttiatirel Ores itrtAl. nxhiustre of eras . LB-Long Beeacr Bner hel m ~i.
is a roecinaion if ceo h s. ei 8.3., 5.0.-Bentrne .stern 8.J. e2 c-Ntc.go. .0.- Bntheestlrnn In. I are the - ars

S.an..O C.onsa.Idted A.r. . Bnee definiciocs ere 8305t seteli she. tr the fOlfe Of Benegcernt C.d rodisc inInns. s;ehet ton Nohasn-2ouudnr. halo. ahich 2088 cot Incloce BeugIsa Councy. Befinitione ec not Inclooe renie ions pade

2/ Pocs ria. BnCseonl otnerltees .r.. ..e.rysontc in 11en s: . o. t other goodosnaeeroices rlced es indoeted.:

I -Jenuno ryoch .A c, Jull. S eoee .n a neeo:r.
2 - hetrusn, Ararli June, 0101c Ortocer, end Oecrotnr.

2/ Osgiocs Cr. Befihed es the noun Census rs goons.
One owcuiaoion suzs ciasses aen aggrgeci~ons of eneoswnehichhesurten pOpuiation as onfrled 0500s:

A-2 1,230.1 o hi 40000000 0815,0100 to 12i OO 00OO
C 052000 co 003 010.
0 Less than 030000.foPuiatlahoi scieseisc eregetocn of Ioroiecicc sle Alees es 0-0gendC. B-2.

.005; fnihe hhegss sltuu ara ens. found inc. Co....e. Price O-n; 2iff-r..... in laing cost esnl ra esfuoi
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CPI-W
TABLE B Contoasy Price inoso for drbr cage eygrers and clerical ooreos uS. city serage. Cyrcenocitore cateory and
cosod~sity sod terdica groou. 1967.100

reistira
broop ooyrrtaoys

dl. .. ... 100.000

All .logo ........... i . ..... 66

FOOd 570 .... .. .. 20.003
r Ood . 10.007

rood St 0 00p. 07.-27
Cereals sod iskeyr pydoyuts - . 1.689

Other rOedared foodsh i'd -7i . 6

rooaaay nrodus 1 s . 5810
dIcondltOan ttuB-1 6

eo.rotslndetlal 10 . ce

Ith- Irpee rod I 129:

rraoonew7 roiy . 22.5580
ydcoeol rocccases 101071
rlsio nig.brs an itoa e.... 1*1667

aiten andrya.... ca.. 2.2

Ot or lntasl ces andreoi

Ford an dnerhp o2iii2 106.7

Woe 1 -'.hdr - t12

roal dli,11.1 .d.. ,.and.Botted. gas.... 1.2c

t~at (ded tandelectrIcdItyre 10 9.37
di lngy nnciIes and rpAdII' asrle 2y .7

rosnl orlhnss BIesln. . ... 7.206

rdoteoerylcg soyclie U . 1.0cr 52

duael and ockee upltlriO 6 .7

lelsen sod oilsy re . 101
lnace'dllCdo~daayal Oele I'.1/ 1 209

Other ayyarllt cooditieoi 17 . 0301 178

tcyarPlseytlce s 11-.62

fyoatekepn trcedotatito . Irnod

Apparel ~ ydaiite 1/oite .7089

Poillytrnsytrtsioc -.

roed ica care asrics 10 . 3.60X 19

bterntslcaec ttoerrys ppa .il.7 12
Other gdaacdarri cee~ulttir 5o

cdbayrl yddio.ts 1 . . 1.06

Placol i~ncerato 19.7962

Pesedc core aoie 16228

odI baooks acd 80701151.62d

m O I-- ..dJ. 0 teisonsi yoojostsd
te cad~lusted iodexee csrcsot cmcngst o° ercent coaoge frdoR

r Jot dog dog 1060 *rpR day to done to Jblr to
1000 l9i uog. 1079 Jodr l98d Juna Joir sog

Cocendltore category

218 0
2C.:.

219 1

211:1

229 .2
255

271 2

2191 8'

517 9

25^
305 .0
7209 o

I1.N
113 9

"68I
ill.
168
167 2

232 6

211 91

226 7
200I

236 0:
2.1

267 8

20* -

212
20-

211

2i0
2105

2^9 11*

3*0. 0 11 9 1

190

2.. 16 5 2

267 D3 121' 5 7

21. 13 1.
3908 6 ":I9 1

2 2 11 6 8

162 7 Z 21 1

269 0 I. * 3

V.- 1 2 I

2s 2 2 1

"':I 1 :1 i9 1

233:7 17 1 5

211: -: 1^ 9

12.2 lo.,2

'271: 128

2Z6 9 28 1

270 0 1

333 1 1118 1 1

201 6 8, I
206: ' 96

20 - I.,
21- B.,7

220 7 ''

2311 i.: 8 4

2-6 127 06

M.5 91

226 .2 12 9

170.7 6 2 16

210: i- 1 12

195 30 8 9 6

29117 11.7
219.5 S l

23' 2 "'
239.6 11.3

217 . 11.0 r
2 2 212
22^ 12 , 5 9

2-9 6 12. fl 1

288 6- 115 8

)7. 2 25.2 1

235 - 117 6

202:5 I

2.41 .9 11.1 ,

0.9

.1

.6

i :.'

i :',
11:2i

2 : 'I1:3. i

I:o
2.8

1:,'

1,

-: '3

: -I
-1:,

1:8

-:13
:3

:1 A

� : '2

i I1

.I

1 2

i 0,

0.1

1.,
2 �

AI.I
I: "

21 :I'

1.1:2o

i :,'
-2:1

i.i

.II

:,3

i : ?

3
i: I

I: �

I:6
1
.I
.1

2 1

:2'

1 11
:a
I

1:1
i:1
:2

:2

I .1

:9

tdOodite less f~rood50beeae

Coondoaltls 1less of GdDbeae

detyeiocta f d0 . P6nrascrtati.s1s odffn eei
deialcarel seolyss 10 .

t a d a pp-or I

dli itesslohoe ochs07
SortoadsIneetcs .

roo..o..b.e. iss ford .

r.io.n.iate lesf. a apparl..

dliitss les energy .ts rn

toorlls ls food sopp sey

1 dICI cre ... j..........

Eosrg yooocdities.o
*1roirets less hersegy

CPorhasing yissro ba r~oyss dolari

i~rtn-roXsij 1 1/ .................

...........dtles.............. .
I/wte ........ro..................

I. r i 68.0

22 693 2 200

-7122 273 1

'6 111 ..5

1 711 1216

91.812 23I.-

r2 -7 231.8

i9 , 228 266

3261 222.

- -81 26-
11:1.11 3753

1- 747 269.8

- s:'.403

0 6 10 2

20. -29 .0

1.0 -.3 .0

I 6 I 1.6

. -1.1 .1
1. -.0 .0

1 0 -2 .3

i. 6 13

.6 6i. .11

-10 :2 :.

Uot -.. a... ll alJostsd.
tOIE: IBds oplites to a so.t. assa t .o , not to any s.o.ofo date
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CPi-W
OLOE 5. Consuas. Prie onde. for urtan sags- earners and clerIcal aorkers Seasonal. A . djusted U.S. city ,erage tysope-diturs

category an cs_7dlty an strv..e group. 197.100

Groop

Seasonall djusted lyd.see Seasonally .. jsteod a l rate
percent cnoang for-

say Juna July rug. O aonbcs ndlng In 6 -nths ending In
-eg 'red 1980 1980 nos ret. y ug. ret aug

i190 1900 1080 1980 1080 1980

topen-lture category

Alll ts A. ................ ... . *+++++. ..... |........ . -

food ard teo ...g es.2-J.r 2a5.o 240.0 .i 2301.9
rd.or 29.9 251.2 239.5 057.0

rOo. ....... 204.9 005.7 208.3 230.0
Cereals and aery products 1 .2: 205.0 208.0 009.6
eeats, poultry. yf_, n gos, 2"0.0 2208. 231.0 200.5
Orlry produc . 0s227.1 028.3 291.0 032.0
feults and cegatetb. 200.9 202.8 295.9 093.1
Sugar an aeaete . 0/ 28.0 roo.n 050.6 rn6.6
fate and 01 . F 200.9 209.0 039.0 002.0
sonalcotolic besecges . 089.0 390.0 300.r 000.2
Otter prap r ff ooo . 22r.1 031.0 203.3 205.6

rood ra.y fpo r o.. . 26.e 260.8 270.7 2r2.o
Olcotollc.ev rG e 186.3 lsr.6 100.8 190.8

ntuslng.0 2.0 260.1 269.1 269.0
Strel.08 22.9 280.3 286.0 28d.2

Rent, realde.ttsl 1 . 188.0 190.8 191.8 199.0
ey reytal poetslol 201.0 209.r 205.2

Moaeoaneroblp . 306.3 000.1 010.9 310.9
noes purccase 17 . 209.9 259.0 250.9 23r 6
rlnencorg, taoas .end Insuranpe. 00.9 420.1 005.0 390.

Oalntenance and repa . 28evies 59.8 083.0 200. 080.j71

fuels 1'.000.0 955.8 360.9 062.1
fuel ol, coal and Ioo"lro ges 17 557.1 599.0 561.9 962.0
las Ippelpa and elecccIclt

9
U . 290.5 300.5 313.3 309.0

Otter uoillbltl and publl- aerolces 10 109.0 069.9 109.9 160.0
rlouseoolo funnlstmos and oprotlon 2 2012. 200.0 2050-.9

Houe..urnlstlngs.171.9 l72.6 103.2 1l^.3
oousekerplng auppilgo . 201.2 203.0 2n.2 2Oa.0
nousekeerlngo srolers In . 263.6 202.0 Ood.l o6n.o

oppacol and upkee p l7u.? 106.1 000.0 190.3
O~prarel codod . e .109.6 168.9 lon.8 101.1

4898 b.2. tore apparel . . 108.2 160.1 068.0 109.2
euaen's ano 00010' epanel. . 050.0 131.9 152.0 150.3
Inrnans and todo~enos apparel 1'. .000.9 200.8 209.2 052.0
fooaeac .. o188.3 led.0 lno.6 190.6
OtIeypparelcoaoolcles ... 100.0 201.0 200.9 200.1

,-ppel s.r..ces 1 . . 230.8 231.9 290.6 293.7
rranapoynanl . 2-9.l 200.0 209.3 291 .

Prlrate tyaneportatlo 209.9 200.n 209.8 250.0

5ewii 1 . a ... 179. I................. 00.6 Or ., 194.6 2r1.n
Gasollne 300.3 993.n 001.5 900.0

.I.nt.nan. and repelr 263.6 260.0 290.0 272.5IOcher pnloate transporloclon 020.9 229.0 220.6 220.3
Intrer poate Opens. coaa....... 17 106.0 196.0 200.1 000.1
or priv ....a t..ns .se ..loe . 296.9 230.1 230.2 230.0

Publlc Ocanaportatlon 1 / 200.9 290.9 205.8 256.9
*lc 260.0 265.0 260.9 270.0
led°nel care pOeAodot ~ 100.0 060.0 16.9. ono.o
dad cal care aernlcea 1 206.3 200.3 289.9 291.0
I fronessional sepolnee U / 293.9 233.1 256.1 230.0

'other aedlyal cane serolces 10 326.5 306.5 02n.8 939.3
nrtanent21.0 20I0. 205.8
IEnterbelnaen coaosdllles 202.8 203.9 200.6 200.0
t~noertalnaentaserolues 1 201.8 200.3 200.0 205.2

Other goods ado aerclce s 211.0 212.0 213.7 213.0
Po.eyco pyoduots dU 200.5 205.` 205 . 200.0 200.2

Personal care 1' 210.n 211.0 213.1 21e.7
oelle goods and porsonal cape

apcl lances U . 203.9 000.5 2090.6 dce .o
Pensonlal cane aeirolce U . 200.0 219.1 019.0 220.3

Personal eno educ~etonel eopenses . 291.0 232.6 209.0 235.8
School cooke and aupplles . 210.0 213.3 215.0 216.3
fersonel end educetlnnal sorolces . 236.1 237.7 230.5 201.0

OQoadllr

loeodlt. ~ e 291.1 231.0 239.1 009i.9
food and tereag es. 2o9.r 2u3.c 200.2 051.3
Coaaodd~oes lese rood and teoerages 220.8 222.2 229.1 225.3

sonducstles lees rood and leosrags.. 201.8 202.9 203.3 200.6
Oppdrelcoaaodlt . es 100.0 108.9 . 169.0 101.1
sonOuyatnes leas food, neoaraga,

and apparel . 200.9 203.0 283.2 080.0
O urpall.200.8 205.6 206.6 209.9

Oent, pesodentoal 1' . 008.0 100.8 190.0 099.0
nodasbold serolnea~less cent . 329.3 332.0 325.0 923.2
Spansportatlo. e v s 201.1 200.0 200.0 -.
red joel cara senolnea 1/ . 286.3 080.0 209.3 290.0
06580 sepoltas ...... 206.9 218.6 219.2 220.9

Spec1al unoeres:
010 Iteas less fooo . 202.8 203.3 200.0 Ouo.0
010 Oteas less abel . 09 23.0 230.7 206.2 238.5
010 Oteas less aorogage lntenest odets . 233.8 233.0 236.3 239.1
010 Oteas less toaa pornuase and

aorogoge Interast costs . 292.0 233.0 230.9 237.1
011 Oteas less aed.c1 c e 209.S 203.8 205.7 200.3

Coaaodltlrs lees rood . 220.1 220.5 ddl.0 OdO.5
Odndupale b les rotod . 23ppr 90.7 237.0 i2380 039.0

sonduratles.210.1 000.5 200.0 2g0.r
ltfee ess rant . 280.0 291.8 280.0 280.0

Sopolnees Oeea _1adla uare 0' . 206.0 200.0 260.0 269.0

EOergy.960.0 008.8 909.3 970.5
000 ltaas less enrar an.Or. 207.1 230.0 299.2

000 Iteso less rood and enerBy . 200.0 232.7 dj1lO 299.0
toaaooltles laes food and energy . 198.0 199.2 200.0 202.0

Ineygy poadodolca ~ gS 0.9 002.0 001.9 399.9
sepolpes e .se e y 200.9 279.0 270.0 209.0

so6t seasonally adjusted.
N00nn Ondas appl~es to a sntt sa abwode, not to ann ep~eolfl late.

10.0 00.1 02.0

10.8 9.6 16.3

10.6 99.1 10.8

12.0 90.0 00.0

01.0 101. 1.0
A. 3. 16.

11.2 16.9 10.6

9.8 81.1 11.

22.1 20.0 0.6

201.° 2'92 121:2 9

2.8 13.2 3I.5
0.0 12. 10.1

1. 11.9 0l.0
1.0 16.0 18.6
19.1 2.9 2d.2

10.8 83.2 10.0
1. 26.2 30.2
2.0 1.2 20.3
1.2 1.0 0.0

9.1 8.4O ILI

.1 8.5 1:3
.- 8. .2 'i.

107 5 21.6

8.9, II.: 11.1

II 2 13. 1.

11.:2 16.s 9.

5.6 I3. 1D.

7- I.:. 12.1
7.d 3. 1,2:1

6.9 12.7 61.1
2. I52 .

13:1 12.8 11.81

11:1 12. 22.2

120 16.6 8.6

I,: 8 o 300
la.. 82.6 .

9- 9 9 6

-8 2 7

6 .7
IJ.I
15.*

9 6
IS .5
e .9

)9 7

I I 6

10.0
5.5
2.7
9.4
5.s

14 9
.9.9
4.7

2.0

12.*
16.9
20.0
4.1

26.)
6.)
6.7
5.0

11.4
5.2
).7

5 .6
2 .*
-.3

17.1
4.5

1-.)
5.1
5 .9
2.1

10.9
7.6

_ 7 .)

10 .e
).6
9.2
2.7

*9 .0
s A)

10.2
7.6
7.0
6.6
7.7
8.1
6.9
7.6
9.0
7.4

10.0
4 .9
6.2
7.9
6.6

12:)

n.3

7.:'

2.. 7

61 7
II:,
n.,

ZIN.

19.0

11.9

12.

2 0

7. 3
I .8

2.91

8I)

l7.0
15.1

23.:'

2u.0

I0.

B .0

10 2

28 .3

129

15.

IZ.

13.

22.

9.2

7.03

16 7i

56 I

1.0

7.1

0.0 15.3 10.1
S 8.6 10.0 81.6

0.0 8.3 190.
6.3 10.3 0.5

.0 29.3 8.1

d.6 91.6 5.6
10.3 9.8 0.5
0.2 18.0 12.0
9 .0 0.5 0.2
-.1 22.0 19.9

i 1.0 dl.2 10.6
i 7.8 10.7 8.7-. 9.- 21.

10.0 20.0 1.0 5.0 10.9 10.0
10.1 10.0 10.0 8.5 10.2 0.0
10.2 00.0 10.- 9.0 12.8 9.9

10.1 10.0 10.6 8.9 12.0 n.3
10.2 17.8 10.0 6.0 15.5 10.2

12.8 22.1 0.0 6.9 00.0 0.2
19.8 36.1 12.0 0.0 20.5 0.0
10.5 00.9 15.2 2.2 30.0 8.3
12.5 00.8 10.5 0.1 16.6 9.3
19.8 20.1 20.0 9.0 07.9 19.0
19.0 10.5 22.0 0.0 17.0 19.0

23.6 01.3 19.0 3.1 01.3 10.0
10.8 12.0 13.0 9.S 02.0 10.6
12.0 I0.9 10.2 6.0 10.0 10.0
0.0. 00.0 7.8 0.2 9.0 8.6

00.2 07.2 16.5 -.0 37.2 0.8
16.5 18.9 21.0 2.0 10.5 11.3.
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CP -wTAbLE 6. Coniceer Price micex foe urban eaga earners end rierirl corkers belected areas, all fleas inded, 1917.lcd unless

Area 10

.S. n...................

Chlagn, iii.-...tn.es.ern in......

.t t i t ......................

L.A.-Long .learn, A.ahsu.. ra....
An., s.n.-oiythesstzrn...J........
Ph~leneit.a. P.....J..............

Alienorae ,1A.. ......

b, ... 1.sr Y' II ...................

bist~nr Oa ..... ...............
Clnncnnasl, iylo-Kry-i............
nenner-Inulier. ciii.............
nal.., .1..........
etllaukee, ens...................
sncthestfrennsnioania.............
P .rln g... ..........

It. lus. - ...........
nn Dl.... call?.............

heetle-ne.ytb. Cash.......

. Ia.D...... .

hoslulas-P.t..el.........
nlrln. n.esi..............
lansai Clty. Ma-l.ane.............

nnra1ls ....aul 5.......
Pi tecugh. Pa..................
Ian .ranclc-Oli. Call?.......

leglon 20

rtest........................
rth Central...... ........

S~uth.. ..........................

zest...... ..................

Porulaticelzarleg 20s )

A z............................
Il ..............................

beglonnonpulsclon size cuass

isnrtheast-............
birth central .^.........

biytneasboo............
birch cencyal/s..........

zest/i .c...........
bnrth esetoC .........

Snythez/2.............

Icytr h enbsii l .
South C/ tr./

Westo2..............

at'er In.e.es Perrens change to Perrent chan-g toPricig ine Ma WJr YJ Aug. Au. lAm fro- Juir l1ll frI--thcreule ibse 1982 1980 ir80 1'S80 Aug. June Juir July byr June2, ICtb 9inO 1960 110. 1959 IPAb

I
II
II
II
II
II
I1
I
I
I
2

205.1 2Oz.5 268.0 209.A 12.y 0.2 0.6 13.0 1.2 O.1

250.2 hA .0 2A0.l 105.1 12,5 -1.0 -..1 12.9 1.6 -.2A5.9 255.A 202.1 253.A 18.0 -.A .0 IA.0 1.2 -12. 250.0 2n1.n 2510.1 ln.y -1.0 -.6 16.0 I .. --7
226.1 201.0 2ne.I 200.0 11.9 I .n l.c 11.0 l.A .0
129.9 202.A 205.0 110.0 10.1 1.0 .9 12.1 2.0 .6

co/un 220.l - I22.8 _ - - - 8.A .6
2"0' - 2n1.A - - - - 13. 1. -23u.A - zgO.9 - - - - 12.0 1.0 -
202.9 2n9l …… . .262.6 - 219.8 - - - - 11.1 1.9 -

11/nO 130.9 - 121.0 - _ _ - 10.2 1.9 -210.2 - 205.9 - - - - 10.0 .0 -
2200.8 - 0.2 … … … … … .0 '.I-200.9 - 202.2 - - . - 10.7 -l. -*

202. - 20 0,.9 - _ _ - 10.1 1.g210.5 - 265.0 - _ - lc.o .0 -2c6.6 - Oou.u - - - - 16.5 1. -202.1 _ 268.0 - - . - 10.1 2e -

- 21.0 - 1g9.0 lAOD 2.c - _ _
- 23.6 -_ 200.0 9.1 .0 - _
-050.5 - 206.1 lg.2 1.6 - -_-- 5A.0 - 250.A 10.0 1.1 -_

- 228.0 - 229.1 10.8 .0 - _
- 260.8 - 269.6 11.1 1.1 - _
- 26.0 - 2g9.2 11.0 1 .2 - _
- 218.. - 250.1 8.0 .9 - _
- 116.A - 251.2 1g.2 1 8
- 2z0.0 - 251.. 10.0 1.0 -I . _

2 12000 - 120.2 - 121.6 10.1 1.9
2 11000 - 12A.9 - 100.0 1 2. .2
2 12000 - 1. - 1_2l.A 12.6 .0
' 1200 - 130.9 - 11.0 13.5 .1

2

I
2

I1
2

I
2
2
2

I

2
2
2

12/00 - l22.3 - 102.5 12.8
12000 - Inc, - 12. 13.0
12/00 - 1'30. - 100.0 12.212007 - .. - 1 11.0i"" .2 'I) ii 132. Iti.

I.8
I5

1200. - 127.1 - 229.2 12.0 1.0
12077 0 101.9 - 130.0 10.0 .7

14000 - 13.36 - l05.2 10.0 1.2
12000 - 136.6 - 1n6.0 iz.2 -.g
12000 - 101.0 - OOA.0 11.0 2.6
12/I 0 - 130.. - 131.0 11.9 .8
12000 - 108.0 - 120.6 12.0 .7
1070 - 101.0 - 1'3.1 12.0 .7

12077 - 133.6 - I 13.1 lA 1.8
12077 - 131.2 - 130.1 11.3 .0

120n0 - 133.0 - 12g.1 11.0 .0
12000 - 133.9 - 121.1 12.3 .0
12070 - 101.5 - 12.1 I.0 2.0
I1207 - 122.0 - 122.2 10.1 -.2
12000 - 191. - 12 1.8 11.3 .0
1200 -_ 125.1 13.1 .7

IJ Area is genersily Ihe Itond~aro bitropoliben Itsllticetl Area (MacSl, ezclusice A? freas. L..-u............ ong bAgof, bi...anheis, call?.1l e noslinabion of ceo SS-s, s nd ., s.nj.bi rthsasterr I.J. and chlcago, lii.-brthoeslern Il. eye Ice aore
ertensize Slanosny Consolidzter .re.a. Areg definitlone Ar Ihlyeesbllshed by toe Office of Mnasent sr AuogeS in1907, acept for oencer--bouuder Colb. erich does nob ln-lud8 louglas County. lefintions do cob include recooone eade

no foodsr fues, and aesysir other itess prtced ecery aonth on all areas; sozI Abler 11110 and srerices priceozo inuirated.
.Jnuary, -och, My July, IPteeer, an biceeer.

2 - Pebruary, nprsi, June, Auusut, Ocbooer, en, lAereOr.
10 Region. are define, as Ice four Cenzuo eelions.

n-i a os~re classes arc Oagragati.. ofareas er--- here U-ran borziti-n s .ef.ne, b.l..:

A 080,001 to 1,230,000.
C 00.00D to 850DDOM.
O Less Ihsn ON 000.

Population sIze clase A Is tn eregstion of PA..a..on alas classes I1 and -.2.

MaTl: Price cangee 01151 r a se are found 1n Ste consuser Price I15 c; 01fferences in liongrO-tslygsreaaare fzund in
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CHART 1: CPI-W: All Items, food and beverages, 1969-80

24J9

Percent change *
12-month span

- 1-month span

Food and beverages
Index. 1967=100

(Seasonally adjusted)

Semi-
log

_ 40
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- 220
-200
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Percent
_ 40
- 30
- 20
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-10
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* Unadjusted data used to calculate 12-month percent change. Percent
changes over 1-month spans are annual rates calculated from seasonally
adjusted data.
** August 1973 = 92 percent



184

CHART 2: CPI-W: Housing, apparel and upkeep, 1969-80

log
_ 260

_240
- 220
- 200
- 180
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- 200
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- 140
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Percent
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-10
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* Unadjusted data used to calculate 12-month percent change. Percent
changes over 1-month spans are annual rates calculated from seasonally
adjusted data.
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CHART 3: CPI-W: Transportation and medical care, 1969-80

Transport ati on A1
Index, 1967=100
(Seasonally adjusted)

Percent change $

- 12-month span
…- 1-month span

Medical care RUG
Index, 1967=100 270.0
(Seasonally adjusted)

Percent change HILIG
- 12-month span 11 3
------ 1-month span 10.3

~~~ . ~~~~~A
* ,i~ N A

,,...-.-- . __

Serni-
log

_ 260
_240

. 220
- 200

_ 180
- 160

_ 140
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_ 100

Percmnt
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_ 30
- 20
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_ O
_ -10
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log
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- 200

_ 180
- 160
- 140
_120

_100

Percent
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- 20

_ 10
_ O

-10

1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
* Unadjusted data used to calculate 12-month percent change. Percent
changes over 1-month spans are annual rates calculated from seasonally
adjusted data.
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CHART 4: CPI-W: Entertainment, other goods and services,
1969-80

Entertainment IA.
Index, 1967=100 20s.0
(Seasonally adjusted)

Percent change *RU
- 12-month span 8.8

…1-month span 9.2

Other goods and services 82
I ndex, 1967=100 215.0
Seasonally adjusted)

Percent change u
- 12-month span 8.5
- …---- 1-month span 7.5

.,z'.,.-19-,>5 ..' S. ~~~~' l~a
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log
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Percent
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_30
_20
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-10

1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980
* Unadjusted data used to calculate 12-month percent change. Percent
changes over 1-month spans are ar.-ual rates calculated from seasonally
adjusted data.
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Explanations of Homeownership Measures

Official CPI-U includes five components. (1) The weights
for property taxes, property insurance, and home main-
tenance and repairs represent expenditures of all home-
owers in the base period. The weights for house prices and
contracted mortgage interest cost represent only those
homeowners who actually purchased a home in the base
period. Included are the total price paid for the home and
the total amount of interest expected to be paid over half
the stated life of the mortgage. (2) Current monthly prices
are used for each of these components.

Experimental Measure X-i: (I) The weight for this
rental equivalence measure is the estimate of the rental
value of all owner-occupied homes in the base period com-
piled from a specific question asked on the 1972-73 Con-
sumer Expenditure Survey. This covers the entire stock of
owned homes. (2) Prices used are the current rents col-
lected for the residential rent component of the CPI. The
CPI rent component is designed to represent changes in
residential rents for asl types of housaing units, not just
changes in rents for units that are typically owner occupied.
The CPI rent component is, therefore, not appropriate for
this measure.

Experimental Measure X-2: (1) The weight for this user
cost method includes expenditures for mortgage interest,
property taxes, property insutrance, maintenance and re-
pairs, the estimated base-period cous of homeowners' equity
in their houses, and the offset to shelter costs resulting
from the estimated appreciation of house values in the base
period. This measure covers the entire stock of owned
houses. To derive the weights for mortgage interest costs
and equity costs, the total value of the housing stock in the
base period was apportioned into its debt and equity
components. The debt component equals the amount owed,
and the equity component is the amount owned, i.e., pay-
ments on principal plus appreciation from the time of pur-
chase to the base period. Each component was sub-
sequently multiplied by the average mortgage interest rate

in the base period to determine its cost. (2) Prices used ur
current ones except for the appreciation term which uws
a 5-year moving average of the changes in appreciation
rates.

Experimental Measure X-3: (1) The weights are the sasme
as in Experimental Measure X-2, except that mortgage in-
terest costs are calculated as the total interest amount
paid out by homeowners in the base period. As in X-l and
in X-2, this measure covers the entire homeowner populs-
tion. (2) The prices for all components except mortgage
interest costs and appreciation are current monthly prices.
As in X-2, appreciation is represented by a 5-year moving
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs in a 15-year
weighted moving average, which reflects the base period
age distribution of mortgage loans.

Experimental Measure X4: (1) The weights for this out-
lays approach include expenditures actually made in the
base period for property taxes, property insurance, and
maintenance and repairs. The weight for the mortgage in-
terest term is calculated in the same manner as in X-2. How-
ever, no appreciator. or equity terms are included. Not all
homeowners are represented in this measure because those
who made no mortgage debt payment in the base period
are excluded. (2) The prices used for each of these items
are current ones.

Experimental Measure X-5: (1) The weights for this
outlays approach include, as in X4. expenditures actually
made in the base period for property taxes, property in-
surance, and maintenance and repairs. The weight for the
mortgage interest cost term is the same as for the X-3. No
appreciation or equity elements are used. As in X4, not
all homeowners are represented in this measure because
those who made no mortgage debt payment in the base
period are excluded. (2) Current prices are used in X-5 ex-
cept for mortgage interest which uses the 15-year weighted
moving average also used in the X-3.



Table c. ~ <DIPIIII!II1'S used in official CPI-lJ _ 
in ~al .eaaurea: ~ c:Il.8:we (M!r 12 ... tha 

Experimental measures 
Official of homeovnership 
Consumer 

Price Flow-of-services DJ:!8SUreS Outlays nE8SUreS 

Index 
for All X-I 

I 
12 months ended Urban Rental X-2 X-3 X-4 X-5 

Con- equiva- User cost User cost Outlays Outlays 
sumors lence using using using using 

1 
(CPI-U) uBing current average current average 

I CPI interest interest interest interest 
ren~ cost cost cost cost 

1 

v.\cember: 
1968 ............. 7.6 2.8 11.0 8.0 11.0 6.0 

!1969 ............. 10.2 3.8 7.1 3.5 13.2 8.3 
11970 ••••••••••••• 10.2 4.5 4.2 1.7 12.6 10.1 
1971 ••••••••••••• 2.7 3.8 -12.1 -8.9 0.3 7.7 
1972 ••••••••••••• 4.1 3.5 2.4 3.2 4.8 6.2 

!1973 ••••••••••••• 7.7 4.9 23.0 18.9 10.8 4.4 
11974 ............. 13.3 5.4 16.9 12.9 14.9 9.1 
:1975 ............. 7.9 5.2 2.8 3.4 7.1 9.0 

1
1976 ............. 3.8 5.5 -1.1 1.9 2.7 7.6 
1977 ............. 9.2 6.5 2.5 0.4 10.4 9.0 
1978 ............. 12.4 7.3 5.7 -1.1 12.0 5.3 

September 1979 ..... 16.1 7.6 18.3 11.5 16.4 7.5 
October 1979 ....... 16.8 8.4 22.2 15.5 17 .2 7.8 
No~ember 1979 ...... 18.3 8.1 24.5 16.3 19.0 7.9 
De~ember 1979 •••••• 19.8 7.9 28.2 20.5 22.6 11.2 
Jspuary 1980 ••••••• 21.1 8.1 30.7 22.0 24.4 11.5 
February 1980 •••••• 20.6 8.5 31.2 23.3 24 .• 5 . 12.1 
March 1980 ••••••••• 21.7 8.9 38.0 29.7 26.5 12.7 
April 1980 22.2 8.7 42.3 33.1 27.7 12.9 
May 1980 ••••••••••• 22.8 8.7 42.8 33.9 28.3 13.3 
June 1980 ••••••••••• 23.8 9.4 47.7 36.5 30.6 13.5 
July 1980 ••••••••••• 19.9 9.2 36.0 27.5 24.5 13.9. 
August 1980 ••••••••• 17.9 8.8 26.1 18.6 20.6 13.8 

Relative importance 
December 1977 22.8 14.5 11.4 10.0 10.0 8.7 

Table D. Official AU.-ITIIIIS Il'I-U _ I!XPI!IUII!WTAL IEASUIES ... i1lll 
altem.ative taa.ec.aersbip ClJlllP(JDeDt:s: Percea.t chaage orer 12 IDlth. 

Experimental [lE8SUreS using alternative 
Official hc::.!ovnership corttponents 
Consumer r---" 
Price Flow-of-services oeasures Outlays aeasures 
Index 

for All X-I 
12 months ended Urban Rental X-2 X-3 X-4 X-5 

Con- equiva- User cost User cost Outlays Outlays 
sumers lence using using using using 
(CPI-U) using current average current average 

CPI interest interest interest interest 
rent cost cost cost cost 

December: 
1968 ••••••••••• 4.7 3.9 4.9 4.6 4.) 4.2 
1969 ........... 6.1 5.2 5.6 5.2 6.0 5.7 
1970 ••••••••••• 5.5 4.5 4.5 4.2 5.2 4.9 
1971 . .......... 3.4 3.5 1.6 2.2 3.2 3.8 
1972 ••••••••••• 3.4 3.3 3.2 3.3 3.4 3.5 
1973 ........... 8.8 8.5 10.4 10.0 9.2 8.7 
1974 ••••••••••• 12.2 11.1 12.6 12.1 12.3 11.8 
1975 ........... 7.0 fi.6 6.4 6.4 6.8 6.9 
1976 ........... 4.8 5.1 4.3 4.7 4.8 5.2 
1977 ........... 6.8 6.3 5.9 5.7 6.6 6.5 
1978 ........... 9.0 7.9 7.8 7.1 ij.5 7.ij 

September 1979 ••• 12.1 10.4 11.7 10.9 11.5 10.6 
October 1979 ••••• 12.2 10.5 12.2 11.3 11.5 10.6 
November 1979 .... 12.6 10.5 12.5 11.4 11.8 10.6 
December 1979 .... 13.3 10.8 13.2 12.1 12.5 11.3 
January 19aO ••••• 13.9 11.2 13.9 12.7 13.i 11.7 
February 1980 •••• 14.1 11.6 14.3 13.1 13.4 12.1 
March 1980 •• ; •••• 14.7 12.0 15.5 14.1 13.9 • 12.5 
April 1980 ••••••• 14.7 11.7 15.7 14.2 13.8 12.3 
May 1980 ••••••••• 14.4 11.4 15.4 13.9 13.5 11.9 
Jun~ lQaO •••••••• 14.3 11.1 15.6 13.7 13.4 11.5 
July 1980 •••••••• 13.2 10.Q 14.0 12.6 12.5 11.3 
August 1980 ••••••• 12.8 10.9 13.0 11.9 (1.2 11.4 

-------------------------- ---------- ------

-00 
00 
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United States

N eA l l. w of Labor
Bureau of Labor Statistics Washington, D.C. 20212

~li ani Buso (202) 523-1364 USDL-8O-591
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RELEASE iS &JIBARCOEQ SWILTtL 9:00 A.:i.
(E.D.T.), Tuesday, Seipteb-r 23, 19:)

REAL EARNINGS IN AUGUST 1980

Prelminiury real earnings figures for August--covering full-time and part-

Li,. workers on production or nonsupervisory jobs in the private nonfarm sector of

the A.,erican econony--were released tnday by the Bureau of Labor Statistics ofi Ith

U. S. Department of Labor. Real earnings--or earnings in constant dollars--tar

Aug-tr were calculated by adjusting earnings in current dollars for cha.,ges in the

Cnvauner Price Index fur Urban Wage Earners and Clerical Workers (CPI-W).

*Real jross average weekly earnin~a increased 0.5 percent from July to

August after allowance for the usual seasonal variation. A 0.6 percent increase

in average hourly earnings and a 0.6 percent increase in average weekly hours

were partially offset by a 0.7 percent increase in the CPI-W. (See table A.)

Over the year, real average weekly earnings were down 5.7 percent. A 7.8

percent increase in average hourly earnings was offset by a 1.4 percent decline in

average weekly hours and a 12.7 percent increase in the CPI-W. Before adjustment

for the CPI-W and seasonal change, average weekly earnings were $236.43 in August

compared with $222.48 a year earlier. (See table 1.)

*Real spendable earnn L.--average weekly earnings reduced by social security

and Federal income taxes applicable to a married worker with three dependents who

earned the average amount and then deflated by the CPI-W--increased 0.3 percent

fron July, seasonally adjusted. Over the year, real spendable earnings were down

6.5 percent. (See footnote 2, table A, for explanation of over-the-year average

tax effect.)

*The Hourly otnIng index in dollars of constant purchasing power decreased

0.1 percent from July to August. Compared with a year ago, the index was down

73-905 0 - 81 - 13
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Table A. Composition of change in real earnings (production or
nonsupervisory workers on private nonfarm payrolls)

(1) (2) (3) (4) (5) (6) (7)
Real

Month Average Average Average Consumer average Average Real
hourly weekly weekly price weekly tax spendable

earnings hours earnings index 1/ earnings effect 2/ earnings 3/

1979 Percent change from preceding month, seasonally adjusted
August 0.8 0. 1.1 1.0 0.1 0.1 (4)
Sept. 0.6 -0.3 0.4 1.1 -0.8 (4) -0.8
October 0.3 0.0 0.3 1.0 -0.7 (4) -0.7
Nov. 1.0 0.0 1.0 1.0 -0.1 0.1 -0.2
Dec. 0.8 0.3 1.1 1.2 -0.2 0.2 -0.3

1980
January 0.3 -0.3 (4) 1.4 -1.4 0.0 -1.4
Feb. 0.6 -0.3 0.3 1.4 -1.0 (4) -1.1
March 0.9 -0.3 0.6 1.4 -0.7 0.1 -0.8
April 0.5 -0.3 0.2 1.0 -0.8 (4) -0.8
May 0.5 -0.6 -0.1 0.9 -1.0 (4) -0.9
June 0.8 -0.3 0.5 0.9 -0.4 0.1 -0.5
July p 0.6 -0.3 0.3 (4) 0.3 (4) 0.2
Aug. p 0.6 0.6 1.2 0.7 0.5 0.2 0.3

1979 Percent change from same month a year ago
August 8.2 -0.6 7.6 12.0 -3.9 (4) -4.0
Sept. 8.2 -0.3 7.9 12.4 -3.9 0.1 -4.0
October 7.5 -0.6 6.9 12.4 -4.9 -0.1 -4.8
Nov. 7.8 -0.6 7.2 12.8 -4.9 (4). -4.9
Dec. 8.0 -0.6 7.4 13.4 -5.3 (4) -5.3

1980
January 7.5 -0.6 6.9 14.0 -6.2 0.8 -7.0
Feb. 7.7 -0.8 6.8 14.2 -6.5 0.8 -7.3
March 8.1 -1.4 6.6 14.6 -7.0 0.8 -7.7
April 8.5 -0.3 8.2 14.5 -5.6 1.0 -6.5
May 8.1 -1.4 6.5 14.4 -6.9 0.8 -7.6
June 8.2 -1.7 6.4 14.2 -6.9 0.8 -7.7
July p 7.8 -1.9 5.7 13.0 -6.5 0.8 -7.2
Aug. p 7.8 -1.4 6.3 12.7 -5.7 0.8 -6.5

Note: The following relationships hold approximately:
column (1) + column (2) - column (3)
column (3) - column (4) - column (5)
column (5) - column (6) = column (7)

p - preliminary
1/ The Consumer Price Index for Urban Wage Earners and Clerical Workers

(CPI-W) is used as the deflator for constant dollar series presented in
this release.

2/ When comparing spendable earnings estimates for periods subject to the
same Federal tax laws, the percent change in average tax effect is a
measure of the progressive effect of the Federal tax system on average
earnings. This is the case for comparisons within 1979 and 1980 and of
1980 to 1979 as the only tax law change effective in 1980 was an
increase in the social security tax base which was already above the
level that would affect such comparisons. When comparing spendable
earnings estimates for periods subject to different tax laws, i.e. 1979
to 1978, the percent change in average tax effect reflects both the
progressive effect and the effect of the tax law change.

3/ Married workers with three dependents who earned the gross average
weekly earnings.

4/ Less than 0.05 percent.
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3.3 percent. (See tables 2 and 3.) The index excludes the effects of over'trire in

manufacturing and of interindustry shifts, such as the shift of workers between

high-age and low-wage industries.

Explanatory Notes

iSpendable earnings are calculated by taking the average
veekly pay for all production or nonsopervisory jobs. both
lull-time and pan-time, and then deducting social security
and Federal income tapes applicable to a single worker or
to a married worker with three dependents who made this

!amount.
Real vvendable earnings represents the buying power of

the spendable earnings of a worker earning the average pay
and with the applicable deductions, after allowance for
price changes frbm the 1967 base period, that is, adjust-
'sneit by the appropriate Consumer Price Ind.v for Urban
XWage Earners and Clerical Workers. (Sea Michael guso,
lChanges in the Spendable Earnings Series for 1979,"

i E mploynenrand Earnings March 1979f)
The earnings series from which spendable and real

spendable earnings are derived--gross average weekly
earnings--is an arithmetic average of the earnings of all

,production or nonsupe-isory jobs, including pan-time
jobs. Therefore, it is legs than the average weekly earnings
of full-time wage earners. It should be noted that the saries

Jon spendable earnings represents only the average earnings
for those rank-and-file workers whose weekly Pay approoi-

I mates the averages indicated. The actual earnings level of
married wr ken, with three dependents tnds to be higher
than the overage figures given above, since married workers
with three dependents are generally older and more 00-

penianced and thus likely to command higher hourly wage
rates and work more hours. Month-to-month and year-to-
Iyer changes in actual spendable earnings for this worker
I might .. differ from the average estimates presented in

I this release.
The Bureav of Labor Statistics ha also published data

on annual after-ta, earnings based on information obtained
through the Current Population Survey. Thes Series, which

| haov born cvnstrcted for the 1962-1974 period, relate to
the actual earnings of heads of households of specific site
and composition. For a diovuarion of these aerien, S. Paul
M. Rfyscavage, "Annual Earnings of Household Heeds."

'Monthly Labor Revew, August 1975.
r hv hourly rarnings index is designed tv measure under-

lying wage movements for production or nonsupervisoryi
workers in the private nonfarm economy. It is adjusted tol
exclude the effects of two types of changes that are notI
related to underlying wags rate de.e.lpmens: Guertime ini
manufacturing (the only sector for which oenrtime data are:
available) and interindustry employment shifts, such asj
shifts of workers between high-wage and lcw-w
industries. I

Sa-vonatl/y adjuoted data am preferred by some users fore
analyzing general earnings trends in the economy since they
eliminate the effect of changes that normally occur at the
same time and in about the same magnitude each year. and
therefore, reveal the underying cyclical trends. These
changes in average eamings may be due to seasonal changes
in the proportion of workers in high-wage and low-wage in-
dustries or occupations, or to seasonal changes in the
amount of overtime work, and so on. The seosonally ad-
justed date ar presented in table 2.

Income toa law chlvra o that become effective during the|
Vear may produce misleading year-to-year comparisons of
changes In the tay liability from the spendable earnings
series, For e.ample, in 1977, the calculation of spendable
earnings following the enactment of the Tao Reduction and
Simplification Act of 1977 (effective June 1, 19771 con-
centrated the entire 1977 reduction in the subsequent
7 months. The Bureau of Labor Statlstics develops and
publishes "annual average" spendable earnings formulas
which distribute the impact of tax law changes over the
entire calendar year. These fomaulta should be used to
compute Year-to-year comparisons in tao liability changes.

For a comprehensive discussion of the spendable earn-
ings series and hourly earnings Inde, and their relation to
other wage data, se the following articles: Jack Alterman,
"Compensation per Man-Hour and Take Home Pay"
Monthly Labor Resew, June 1971; Thomas Gaven., "Mea-
sures of Change in Real Wages snd Earnings,' Monthly
Labor Reiew. February 1972; Norman Samuels "Develop-
ing a General Wage Ind.y," Monthly Labor Reiew, March
1971; Paul Schwab, "Two Measures of Purchasing Pvwe
Contrasted." Monthly Labor Rview, April 1971.



Table 1. Earnings of production or nonsupervisory workan on private nonagricultural payrolls by major industry division 

Gross an'age 
Hourly .amings 

Gross •• r. 
Spendable IYer. weekly earnings 2 

index I 
hourty earnings (1967= 100) 

weekly earnings 
Married worker with 3 dependenu Worker with no dependents 

Industry 

Aug. July Aug. AUb' July Aug. AuguBt July August August July August !August July August 
1979 1980p 1980p 1979 1980p 1980p 1979 1980p 1980p 1979 1980p 1980p 1979 1980p 1980p 

TOTAL PRIVATE:' 
Current dollars ............... Sb.18 $6.64 $6.ob 230.9 25<1.8 251.6 $222.48 $234.39 $236.43 $196.83 $205.86 $207.41 $179.87 $188.33 $189.75 
1967 doll." ................. 2.79 2.68 2. b7 104.2 101.1 100.8 100.44 94.5! 94.72 88.86 83.01 83.10 81.21 75.94 76.02 

Mining: I 

Cumnt doIla" ............... 8.50 9.12 9.15 265.2 288.6 289.0 366.35 379.39 378.81 304.17 313.67 
I 

284.12 283.77 313.25

1

276.20 I 
1967 dollors ................. 3.84 3.68 3.67 119.7 116.4 115.8 165.40 152.98 151.77 137.32 126:48 125.50 124.70 I 114.56 113.69 

ConstructKJn: 
Current doIlan ............. .. 9.34 '9.92 \0.01 224.3 237.1 239.1 355.85 373.98 372.37 296.52 309.73 308.561 269.491 280.88 279.92 
1967 doIlan .............. ... 4.22 4.00 4.01 .\01.3 95.6 95.8 160.65 150.80 149.19 133.87 124.89 123. 62 1 121.67 113.26 H2.15 

Manufacturing: 
Current dollan ............... b.70 7.29 7. j,\ 235.~ 260.0 260.9 268.00 283.58 288.75 231.36 243.18 247. 10 1 211.79 222.37 225.87 
1967do1lan ................. 3.02 2.94 2.93 \06.5 104.9 104.5 120.991 114.35 115.69 104.45 98.06 99.00 95.62 89.67 90.49 

TransporUtion and public utilitil!S: 
296.11 ! Current doUars .......•....... S.J! 3.83 d.~b 252.7 269.5 270.4 334.89 352.32 355.29 281.24 293.95 256.10 267.24 269.13 

1967dollan ................. ).75 3.50 ·l.55 1 t4. t .\08.6 108.3 151.19 142.06 142.34 126.97 118.53 118.63 1 115.62 107.76 107.82 
Whole5ate and retail trade: 

Current dollars ............... 50 iJ!.J ).4b 5. :'0 21':'.4 242.8 243.0 .167.99 177.45 178.00 157.13 163.51 163.88 139.86 14b.95 ,\47.36 
1967 doIla" ................. 2.2H 2.20 2. ~ ~ ~I) ~. "3 ~7. 9 97.4 75.84 71.55 71.31 70.94 65.93 65.66 63.14. 59.25 59-.04 

Finance. insurance. and real estate: 
Current dollan ............... ).2tl '>.71 ).77 2l0.1. 22'1.1 229.4 190.61 208.87 210.03 172.22 186.23 187.13 156.65 169.95 170.80 
1967 dollars ................. .!.18 2. l3 :.!.'H 94.9 92.4 1 91.9 86.05 84.22 84.15 77.75 75.09 74.97 70.72 68.53 68.43 

Services: 
Current dollars ............... 5.3\ >.8U 5.0\ 227.1 247,;/248,1 17b.29 191.40 191.73 162.73 172.74 172.95 14b.08 157.22 \57.46 
1967 dollan ................. l.4U 2.34 2.33 \02.5 99.7 99.4 79.59 77.18 76.81 73.47 69.65 69.29 65.95 63.40 63.08 

I Adjuned tor overtimtl hnenutacturing onlyl and interindustry emplovment shifts. 
:z Spendable earnings are alcul.I" by dIoc:!uctine social .curily and FL'<Mral income taxes applicable to a 

worker who earned the gran a".,.." weekly earni ... , of all production or nonlupwfvitory worke.rs. A teehniQI 
note on the calculation and uses of the spenct.bteNrninp .rill'l ilawiltlble on request. 

SHuction; and nonsupervisorV worker, in transportation and public utilities; trade; finencn, Insuran~. and real 
estate; and services. Included in this group are aP!Jl"oxin.telv four·fifths of all work~rs. on powte indunrv 

Plyrolls. 

p'"'p'el i minary . 

J Data relate to production and related workers in mining and rrenufacturing; consuuction workers in con· 



Table 2. Earnings of production or nonsupervliory workers, on privat4 nonaricukatl payrolls, sesonally adjucted

1979 I ij_
Sswitt August Sept. October Nov. Dec. Jan..ry Feb. March April I My June JUIy p Auo. p

Gro.. -rage h.cIye rninip:
Current dollan..........$6. 22 $6.26 $6.28 $6. 34 $6.39 $6.41 $6.45 $6.51 $6.54 $6. 57 $6.62 $6. 66 $6. 70
l967olan, .. 2..8. 2.82 2.80 2. 78 2. 78 2. 77 2. 74 2. 72 2. 71 2. 69 2. 68 2. 68 2. 69 12.69Hardy eari.0 md..' (1967-100):
Crrtdeoll ................. 232.3 234.3 235.0 237.3 239.4 240.3 242.4 245.2 246.2 248.3 250.9 251.7 53.1
1967 dotlan .................. 105. 2 104.9 104.2 104.1 103.8 102.7 102.2 102.0 101.4 101.4 101.5 101.8 101.7

Grio. anirege artekly eamnor:
C tndotlanl.2.................. . 2 $222.86 $223.57 $225.70 $228.12 $228.20 $228.98 $230.45 $230.86 $230.61 $231.70 $232.43 $235.17
19867old n .. ........... 10. iI0.52 99.76 99.10 99.03 98.88 97.52 96.53 95.82 95.08 94.16 93.77 94 03 94.48Spendabl. enera enkly -il'
Catrretdlln ................ 196.49 197.12 197.65 199.27 201.10 201.17 201.76 202.87 203.18 202.99 203.82 204.37 206.45
11117Wlitn ........... ...88.95 88.24 87.61 87.44 87.17 85.97 85.06 84.35 83.68 82.89 82.48 82.67 82.94

S. ftoot. *. tah. p Irlin dna.
fc.mnot tar -rnid r. mth Ihn,. dan n. tr ad th . wahr -i ..

Table 3. Pormnte blcge' over the vor in earnings of production or enarpenvbory workers
on privIteI nonapiultunr payrolls by rnior industry divhion

Ang.ut 1979 - August 1980

ainly errie ot enrp SP"ndl -Mt weekly saesln, S

Indtatry 11967 1 o0) Yintntly lanp, Mlled wg.r Wubtrwth h r-
arfth 3 dependetts edent.

Cornet 1967 Current 1967 Canent 1967 Cu-rrat 1967
dolla dla dolln dollars dWll dWlin dolar.t dollar

TOTALPRIVATE... 9.0 -3.3 6.3 -5.7 5.4 -6.5 5.5 -6.4
Mining .... 9.0 -3.3 3.4 -8.2 3.0 -8.6 2.7 -8.8
C-nartctio. ......... ........ 6.6 -5.4 4.6 -7.1 4.1 -7.7 3.9 -7.8
Mntfatring ...................... 9.2 -3.1 7.7 -4.4 6.8 -5.2 6.6 -5.4
Tr-nVa-ion and pblic utilitin . 7.0 -5.0 6.1 -5.9 5.3 -6.6 5.1 -6.7
Whtlrl..l.and reteil ttrdn ..8. d.3 -3.9 6.0 -6.0 4.3 -7.4 5.4 -6.5
Fice. inran nd ral tat ........ 9. 1 -3.1 10.2 -2.2 8.7 -3.6 9.0 -3.2
Sb riera . . : . 9.3 -3.0 8.8 -3.5 6.3 -5.7 7.8 -4.4

NOTE: P-rcenntae Ihansgnein the y.er in the reiend CPI.W (a11 itar. 197- 001 ........... 12.7

rs-tr~nrrzlirki-ed a ranr. cannarith. gace minarndan an n adl t. tta _ -t
che. or bandtonrs l a, en net onndin baiadt

'taS t roarnat t. rs t.
Caeoaaledf inn Or., air.h .rn~daana dd~ enirnaonia

I I
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Senator PROXMIRE. Mr. Russell, I would like to now hear your views,
and then we can get to some questions. Please proceed.

STATEMENT OF R. ROBERT RUSSELL, DIRECTOR, COUNCIL ON
WAGE AND PRICE STABILITY

Mr. RUSSELL. Thank you, Senator; I am sorry I was late.
I see the CPI release this week a little bit less pessimistically than

you. While it's a lot higher than it was the month before, we know the
month before was an aberration attributable to the 5.5-percent decline
in the mortgage interest cost component, reflecting, as you point out,
declines that came much earlier.

This month, the decline in the mortgage interest cost component re-
flecting past real declines was only 2.5 percent. So the slowdown in
the rate of decline accounts for about 0.3 of a percentage point of the
acceleration from July to August.

Senator PROXMIRE. When I took that 1.1 percent-let me just inter-
rupt-I relied on your own statistics that said that if you leave mort-
gage -rates aside, the inflation rate is 1.1 percent in August consumer
prices.

Mr. RUSSELL. That's right. Of course, to get a picture of what the
underlying inflationary trends are, we like to leave out not just mort-
gage interest costs, but also some of the other volatile components,
some of which are going up rapidly, and some going up not so rapidly.

If you leave out mortgage interest costs, food, and energy, and the
used-car component, which you know is very volatile

Senator PROXMIRE. How can you leave out food? If you say we
leave it out of all figures, we know that figure is inaccurate for this
month.

Mr. RUSSELL. You calculate the CPI-based underlying rate. We
have consistently taken out exactly the same components; we can't
change the components we take out from month to month. We took
out food to get at the underlying rate of inflation, when food prices
were going up at an annual rate of 6 percent or less, and that measure
showed an alarming increase in the first quarter of 1980, going up to
about 12.5 percent.

Much of that reflected the passthrough of the big energy price in-
creases of late 1979, but since then that underlying rate has dropped
down to 9 percent, and now down, it appears, to something on the
order of 7 or 8 percent.

So the underlying rate of inflation appears to have dropped pre-
cipitously, and I would date that drop with the March 14 announce-
ment of the President and the followup actions of the Federal Reserve
Board which appear to have punctured inflationary expectations.
Commodity prices started to tumble even slightly before the announce-
ment, in anticipation of it, so that the underlying rate of inflation.
the CPI-based underlying rate, which was 12.5 percent in the first
quarter, has been in the single-digit rate since April.

I think that's the good news in what we're seeing in the OPI.
Now if we look at the problem sectors, I think you're right. We have

maybe 1 month left of salutarV effects of the mortgage interest cost
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component. Starting in October, that will probably turn positive
again, so we won't have this

Senator PRoxMnE. The October figures we receive in mid-November?
Mr. RUSSELL. Those are the figures received in November. That's

correct.
Senator PROXMMIE. That's when the inflation will start going up?
Mr. RUSSELL. That component will. On the other hand, let's look at

the other problem areas.
Energy has been very soft for quite a while, and I expect that to con-

tinue to be so. It appears the energy policy is something that at least
in the short run is working. I think gasoline consumption is down
almost 8 percent from a year ago. Inventories are very high; gasoline
inventories are around 260 million barrels now compared to 232 mil-
lion barrels a year ago.

Inventories of home heating oil are at 228 million barrels compared
to 203 a year ago, so they're about 15 percent higher than a year ago.
Consumption of gasoline is down about 8 percent, the market is very
soft. Despite the Saudi oil price increases, I would expect energy prices
would be very stable throughout the rest of this year and on into
1981, barring any major political disturbance in the Middle East.

The other problem sector, as you mentioned, is food. There is no
doubt that food prices are going to be going up at fairly~high rates
the rest of this year, but I think we've seen the worst of it. I do not
believe the 1.8-percent increase in food this year will be repeated for
the rest of this year.

I would expect increases in food prices of 1 percent or less per
month for the rest of this year. There is no doubt that will be the
problem area, but the recent declines in cattle prices will start show-
ing up soon in deceleration in the rate of increase of meat prices, which
is what is pushing that food index up so alarmingly right now.

So where are we? Well, I think that the main thing is that the
underlying rate, as we are measuring it, consistently taking out the
same components, whether they're going up a lot or a little, seems to
be stuck in about the 8- to 10-percent range.

If we look at wages, I think the recession appears to have knocked
down the rate of wage inflation in the nonunion sector quite a bit.
Unfortunately, despite the recession, there appears to have been, if
anything, an acceleration in the rate of increase of union wages. The
Employment Cost Index for union workers for the second quarter of
1980 was up 11.7 percent annual rate, compared to 9.5 percent in the
first quarter of 1980, so despite the recession, union wage increases, as
typically happens, have continued to go up at very rapid rates.

So I think that we're going to pull out of this recession-or, we
may now be pulling out of this recession with an underlying inflation
rate of anywhere in the range of 8 to 10 percent, depending on whether
you're an optimist or pessimist.

This means that again, inflation is still our No. 1 economic prob-
lem; we need policies to cope with inflation in both the long run and
the short run. It can be a start on the long run with the President's
proposals for tax incentives for investment, which would help to
revitalize productivity growth.
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I think in the short run there is still a manifest need for wage and
price restraint, so I hope the guidelines would continue to be opera-
tive, as we pull out of this recession.

Senator PROXMUIE. Well, thank you very much, Mr. Russell.
I am puzzled by your description of the underlying rate, again. The

reason I took out mortgage interest rates was, as you say, that they
are the one component that has a very long lag. It goes back to a rate
that was actually the going rate in June, but because there's a 60-day
period before closing, and for most housing purchases it is reflected
in the closing figure, which is 2 months later, therefore, we know that
figure isn't accurate. Therefore, you take that out.

On the other hand, we know that the price that people have to pay
for food in August is the price reflected in the Consumer Price Index
for August. Isn't that right?

Mr. RussELL. Yes.
Senator PROXMRE. Now you're talking about underlying rate, so

you disregard what you call the volatile elements, which include food
and how much of housing? Just the mortgage interest rate component
of housing?

Mr. RUSSELL. We take out mortgage interest components and home
purchase costs, which also enters into the long lag.

Senator PROXMIRE. The housing component represents altogether
about 45 percent of this CPI?

Mr. RUSSELL. That's home ownership, Senator; we don't take out all
of home ownership. A lot of that is utilities and so forth. which does
reflect-

Senator PROXMIRE. What percentage of the CPI do von take out in
computing your underlying rates?

Mr. RuSSELL. It's somewhere in the range of 40-some percent. Food
is close to 20 percent. Home purchase and mortgage interest is about
15; that's 35, and energy is around 8-you're up to 43. Used cars is 4;
you're up to around 47, roughly.

Senator PROXMIRE. You take out about half of it?
Mr. RUssELL. Close to it.
Now, note that we are taking them out consistently, not just the ones

that are going up rapidly. Energy right now is very flat.
What we're trying to get at is what are the underlying trends of the

economy? One way to get at it is union labor costs.
Senator PROXMIRE. Isn't another way to get at it to look at the whole-

sale price of food?
Mr. RUssELL. Yes.
Senator PROXMIME. And look back and see what the wholesale price

was in-the crude price was, and if the crude price is up at an enor-
mously high rate-the highest rate, probably, in history for any 2
months-18 percent, I can't remember any time when it was up that
high; maybe you can. I doubt it. Even in World War II, we didn't get
that kind of an increase, or after World War II.

Mr. RUSSELL. Right.
Senator PROXMIRE. So that 18 percent is almost unprecedented. Isn't

it logical to expect that would be reflected in much, much higher food
prices in coming months?
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Mr. RUSSELL. Well, crude food input prices constitute only one-third
of the cost of domestically produced food. The other two-thirds are the
marketing costs.

Senator PROXMTRE. I understand that. So one-third of 18 percent for
2 months is 6 percent for 2 months, and that means, at an annual rate,
that's a 36-percent inflation rate for food. Right?

Mr. RUSSELL. Not all of that gets passed through. It typically hap-
pens as farm prices go up, the margins get squeezed for food processors
and retailers.

Senator PROXMIRE. You did say that there was a disappointingly
sharp increase in the union wages, which is disappointing from the
standpoint of inflation. That's going to have an inflationary effect, too;
right?

Mr. RUSSELL. Yes, I think that's typically the case in recessions, that
union wage increases are not as sensitive to unemployment as are non-
union wage increases.

One of the reasons for that, of course, is that at any point in time,
roughly two-thirds of union wages within any one year are predeter-
mined by contracts signed during the previous year.

Senator PRoxmiRE. Let me ask you this: Have we ever come out of
a recession with an inflation rate as high as 8 to 10 percent you
describe?

Mr. RUSSELL. No, we haven't. We came out of the last recession with
an underlying core rate of inflation of about 6 percent. We came out
of the previous one with an underlying rate of about 4 percent.

Each time we've come out of a recession, the inflation rate has been
ratcheted up.

Senator PROXMMRE. This is about 25 percent-about a quarter higher
than anv previous recession we've gone through.

Mr. RUSSELL. That's approximately correct; yes. This is a short re-
cession, of course.

Senator PROXMIRE. Now, I think last time when you were here-or
was it another group I asked about this? I asked if they could tell us
the inflationary effect, to the extent there was one, of the Reagan tax
proposal, and of the Carter tax cut.

Are vou aware of that? Can you give us that?
Mr. RUSSELL. You're asking for the inflationary impact of these?
Senator PROXMMiE. Yes, sir.
Mr. RUSSELL. Well, there's no doubt that the Reagan tax cut would

be inflationary.
Senator PNoxmInE. How inflationary?
Mr. RUssELL. It's not as inflationary as it would have been had he

stuck with his original tax cut plan, which would have been phenome-
nally inflationary. He's cut it back considerably now, to a much more
modest tax cut program, and has abandoned many of what I consider
to be the most unwise aspects of his policy, such as the 10-5-3, but he
is now still channeling at least three-fourths or more of his tax cut into
personal income tax cuts, which will therefore fuel consumer expendi-
tures, which will fuel the inflationary process without doing anything
for enhancing investment and solving our productivity problem.

Senator PROXMmRE. Can you tell me how much of an added increase
in inflation that would represent?
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Mr. RUSSELL. No; I don't have an exact estimate, Senator.
Senator PROXMIRE. Can you make a rough estimate? Would this add

1 percent, 2 percent, to the inflation rate over the next couple of years?
Mr. RUSSELL. I would hesitate to make an estimate.
Senator PROXMIRE. Can you make an estimate of the Carter pro-

posal?
Mr. RUSSELL. It's certainly minimum; there is very little short-run

inflation impact. In the long run, it would be anti-inflationary, because
more of this tax cut than any tax cut ever proposed is going into en-
couraging investment and insofar as it can improve productivity, it
will be anti-inflationary, something the Reagan tax cut does not do.

Senator PROXMIRE. Now, the two components of the CPI that de-
clined in August, the gasoline prices and mortgage interest rates could
easily reverse direction and begin rising later this year. Food prices are
also highly volatile, compared to inflation even more later on.

Is there anything in the CPI that promises any long-term relief, or
are we looking at a really bad situation over the next 6 months or year?

Mr. RUSSELL. Over the next 6 months or a year, I still think that the
energy price outlook is good; I think the energy price are going to go
up less than the underlying rate of inflation over that time, unless
there is some worldwide shock that we can't possibly anticipate.

Food prices will be going-up a lot through the rest of this year and
into the early part of 1981, but I believe that they should start to
moderate later on in 1981.

Senator PROXMIRE. What do you base your estimate of energy pricEs
on? Isn't it true that the OPEC cartel has decided that they will ii.-
crease oil prices modestly, but increase them?

Mr. RUSSELL. Well, for example, the recent Saudi price increase
would increase the price of gasoline and home heating oil in this coun-
try, if fully passed through, by one-half of 1 cent per gallon. Now,
that won't be passed through this year; the reason is the market is
simply too soft.

If you look at what's happening, refiners' spreads are actually going
down now, as some of them are offering rebates to the retailers to buy
their products. Retailer and wholesaler margins, which reached very
high peaks early this year, are also plummeting. The market is chang-
ing now; it's becoming highly competitive, and I expect to see those
margins continue to decline for quite a while, so that they will more
than compensate for any crude oil price increases that I see.

Senator PROXMIRE. Iraq and Iran are engaged in a heated border
war, that now seems to have resulted so far in the destruction of any of
their capacity for petroleum production. If that war does continue and
accelerate, and results in both Iraq and Iran shutting down their
petroleum production for more than a short period, how will this affect
the world supply and pi-ice of petroleum? And could it have an effect
as great as the fallout of the recent revolution in Iran?
. Mr. RUSSELL. No, I don't think so, because when the Iranian revolu-

tion came, they were accounting for about 5 percent, I believe, of the
world's oil supply, and that went to virtually nothing in no time at all.

Now that is enough in itself, given what we know about short-run
elasticities, to cause something like a 30- to 50-percent increase in crude
oil prices in the short run. In the long run it can be much less than that,
as people adapt to high prices.
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Right now, Iranian production, while we don't know exactly what
it is, is way below what it was before the revolution. Therefore, as
long as this situation is, I think, restricted to Iran and Iraq, I would
not expect any crisis of the proportions that we saw last year. If it
spreads, however, throughout the rest of the Middle East, then it
could be extremely problematic.

Senator PROxMIRE. How about Iraq? How about the effect on their
production?

Mr. RuSSELL. I don't know what Iraq's share of world oil production
is, but I would not expect Iraq's production to fall that much
unless

Senator PROXMTRE. You say this depends on whether or not hostili-
ties are confined to these two countries? If they are, you think the
effect will be minimal?

Mr. RUSSELL. Yes. I haven't studied this in any length, mind you,
but I don't think it would be a problem of the proportions that we
faced in 1979 if it were contained.

Senator PROXMIRE. Mr. Russell, last winter families all through the
North-certainly in my States and other States, the Northern States-
were battered by the doubling of heating oil prices. What do you
foresee happening to heating oil prices this winter? It was a mild
winter last winter, too.

Mr. RUSSELL. If we have just an ordinary winter this year, home
heating oil prices should go up certainly at no faster rate than the
overall inflation rate. I don't think we'll see anything like what we
saw last winter, because, again, home heating oil stocks are very large
right now. The only stocks that are what you call normal are middle-
distillate fuels, but because of the huge buildup last year, home heating
oil stocks and gasoline stocks are very high.

If in fact we have a very severe winter, then they were plenty of
inventories to draw down, but as they draw down these inventories,
that will create space to increase their inventories of gasoline, and may
actually push up gasoline prices.

But I don't expect anything like last year, even if we have an
extremely severe winter.

Senator PROXMIRE. You're a real optimist this morning. [Laughter.]
In your recent report extending the guidelines until the end of

1980, the Council on Wage and Price Stability indicated the program
may be terminated soon. The report said, and I quote:

"A thorough examination of the continued effectiveness of the pro-
gram, and possible alternatives, is needed."

In light of the very poor inflation performance of the guideline
program, as begun in the fall of 1978, would you say the program
contributed at all to inflationary restraint? If so, how much?

Mr. RUSSELL. I certainly believe that it has contributed to inflation-
ary restraint. I believe the inflation rate is lower than it would have
been without these guidelines.

It's true that it did not and could not have prevented the explosion
in prices caused by the direct effects of the world oil price explosion.
It's hard to determine by exactly how much we did reduce the inflation
rate, because this requires estimating what inflation would have been in
the absence of the guidelines. That requires statistical inference and
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econometric estimation; econometric wage and price models tend not
to be very robust. That is to say, very sensitive to the kinds of assump-
tions you make about the wage-price process.

Therefore, in the work we're doing on the effectiveness of the guide-
lines over the past 2 years, we're gettinfr very different results, depend-
mg upon exactly what model we use. But basically, I think the CEA
estimates in their January report, of having taken 1 to 1.5 percent off
wage rates, is probably about the best estimate that we can make.

Now, labor costs account for some two-thirds of the total cost of pro-
duction. Therefore, if we took about 1 to 1.5 percent off wages, then,
given that income shares didn't change, we must have taken about 1
percentage point at an annual rate off the rate of inflation.

Senator PROXMnIE. What are the arguments for terminating the
program ?

Mr. RUSsFLL. The arguments for terminating any program such as
this is that the longer it's in existence, the more poignant become the
kinds of problems that you always have in a program such as this,
caused by unrepresentative base periods. The further away we get from
the base period, the more unrepresentative it becomes.

Insofar as any distortions are created by the program, they become
magnified the longer the program goes along. We try to adapt to this
problem by introducing more flexibility in the guidelines in order to
correct for the kinds of inequities that can arise as the program
endures.

Also, I think that a voluntary program over time gradually loses its
public support. A program such as this cannot work without the
cooperation, if not the support, of labor and business. I don't think,
however,, that we are yet anywhere near the point that the program can
no longer serve as an effective complement to monetary and fiscal
policy.

Senator PRoxMiRiE. Now, if the program is terminated soon, what
should we do to take itsplace ?

Mr. RurSSELL. I think something has got to be done, because we're
going to be pulling out of this recession, as we noted earlier, with an
underlying inflation rate higher than we've ever had coming out of
a recession before. Unless we want to dive right back into a recession
with verv restrictive monetary policies in 1981 Land I'm sure that
Mr. Voleker is determined to avoid another outbreak of inflation, and
this may therefore happen-we have to have something in place, as
we move into 1981, to induce restraint in the setting of wages and
prices. I don't know exactly what the shape of that program should
be-whether it should be a straightforward continuation of this pro-
gram, whether this program should be restructured in some way,
whether it. should be supplanted in some wav with some alternatives.
such as the tax-based incentive program, whether we should try to
secure some kind of meaningful social compact of the types that have
worked in other countries-there are lots of options.

I wouldn't propose anvthing in particular vet. We've said that we're.
going to be looking at the viability of this program and the attractive-
ness of alternatives throughout the remainder of this year, and will
make a decision by January.
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Senator PROXMIRE. The September 22 issue of Business Week re-
ported a debate between economic advisers for the three Presidential
candidates; according to the article, the three economists agreed the
recession will end without significantly dampening inflation, which is
what has happened, as you've just described it.

Now, two of the three, including Chairman Charles Schultz of the
Council of Economic Advisers, also believe that the failure of the
recession to cut inflation means that adopting a stronger form of
incomes policies is unavoidable.

Where do you stand on that issue, and if an incomes policy is needed,
will you favor direct controls or some kind of tax-based incomes
policy?

Mr. RUSSELL. I agree with Mr. Schultz that either this program has
,ot to be fortified to keep it viable, or we have to find some stronger
alternative to it that provides additional incentives to comply.

I do not think that mandatory controls are the answer, for reasons
that we have articulated many times in the past. I think that these
tax-based incomes policies are very attractive, theoretically; there are,
however, a number of administrative problems that are attendant on
tying any kind of incomes policy to our tax system, but I don't think
that these problems are insurmountable.

I think there are lots of questions that have to be answered, but they
all do have answers and we could devise a useful TIP that could help
to restrain nrices and wages.

Senator PROXMIRE. Last month Courtenay Slater, who is a splendid
economist-she was a senior economist for this committee for years,
and as vou know, she has now become Chief Economist for the Com-
merce Department-seems to have been one of the few or one of the
first, at least, economists who said that the economy has reached bot-
tom, the recession is over, and we are now moving ahead.

What's your view?
Mr. RuSSELL. All of the indicators are that we have certainly bot-

tomed out. The signs of recovery are a bit mixed, but the data on
retail sales and other leading indicators suggest that we are indeed
pulling out of the recession.

Senator PROxMrRE. Did we actually have a recession?
Mr. RUSSELL. Oh, yes.
Senator PROXMJRE. I say that-wait a minute. The technical defi-

nition of a recession is two successive quarters in which the real gross
national product declines. It declined in the second quarter; the third
quarter is still going on, and we say we're moving ahead.

It's conceivable we may have some positive growth in the third
quarter. in which ease there was no recession; isn't that right?

Mr. RUSSELL. It's certainly conceivable by that technical defini-
tion we were not in a recession, but when the unemployment rate
goes un bv almost 2 percentage points in 2 months, I think it would
be a mistake not to-

Senator PROXMTRE. Yes: but Mr. Russell. you can't just pull your
definition out of the air. The definition that has been accepted by most
economists and by the administration, and by many others, is that
you have-two successive quarters in which the real gross national I prod-
uct declines, and we may not have that.
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Mr. RuSSELL. I don't wish to challenge that definition; I just wish
to say we'd better think up another name for the kind of precipitous
decline we had in the second quarter. If we're not going to call it a
recession, I don't know what you want to call it, but it was certainly
a decline in economic activity.

Senator PROXMIRE. Let me try again once more. On your estimate
of where prices are likely to be going; while our economy has been
declining, at least, if not in a recession for a few months, inflation has
dropped from an 18.1 percent annual rate during the first quarter of
this year to an annual, rate of-

Mr. RussELL. 7.5.
Senator PROXMIRE. An annual rate of about 7.5 to 7.8 percent.

Despite this improvement there's a widespread feeling that inflation
will worsen as the economy experiences a recovery from the recession.

Do you see any signs of a permanent improvement in the inflation
situation because of the recession, or do you expect a return soon to
double-digit inflation that we experienced during 1979 and the first
few months of this year?

You've answered that in part by telling us that we emerged from
this recession, whatever this is-pause in growth-with the highest
inflation rate that we have had under similar circumstances.

Does this mean there is every likelihood that we can expect inflation
to worsen, follow a similar pattern to what it followed in the past,
as we recover?

Mr. RussELL. I think there is a grave danger that the inflationary
benefits of recession can be not only ephemeral, but even counterpro-
ductive, because during a recession the rate of growth of our capital
stock declines. This retards productivity growth and reduces the stock
of housing available. Thus, when housing prices take off when we
pull out of the recession, the increase can be extremely large; so that
it can actually cause an even greater rate of inflation after the reces-
sion than any temporary benefits that we may have gotten by the
recession.

The same argument has been made about the controls programs, of
course: The postcontrols catchup actually can outweight the salutary
effect of the controls while they're in effect, so I think there is indeed
a danger.

-Redessions, or slowdowns, can do a lot to slow down the inflation rate
permanently. if it bursts the kind of speculation bubble. If the reces-
sion or slowdown can be used, or if the severe tightening of monetary
policy such as we saw in March can be used to reverse inflationary
expectations, then it can have an enduring effect.

So I think there may be some of that. If we had let things go as
they were going in the first quarter of this year, with all of the specula-
tion in the crude materials markets, precious metals markets, and
moneys markets, then I think the results would have been nothing short
of disastrous.

So I don't regret for a minute what the administration did in March.
Senator PROXMIEE. Well. you're a very persuasive man: I'm a Demo-

crat, and I support President Carter for reelection, but I must say it
would be very hard for me to say that the position that President
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Carter took in April has had a direct and clear effect in reducing the
inflation rate.

You say it has I
Mr. RUSSELL. Yes, I believe it has, but of course-
Senator PROxMIRE. Well, you're the first person, I think, who has

said that, including the administration's spokesman.
President Carter is not exactly bashful about indicating where he

has made progress, and I haven't heard him say that. I haven't heard
Robert Strauss, even at the height of the Republican Convention he
didn't make that kind of a claim, so I'm kind of startled at that from
a person who is relatively objective.

Mr. RUSSELLT Let's separate two things here.
Senator PROXmE. Speaking as a scholar?
Mr. RUSSELL. Yes, that's hard to do, separating the two things.
One is the question of what's happening to underlying cost trends,

and this is what we're trying to get at with this underlying rate of
inflation.

I think that the underlying rate of inflation has been retarded little
if at all by this recession. On the other hand, had we not had the
recession, I think that the inflationary expectations which were almost
out of control in the first quarter

Senator PROxmiRE. Now you're saying -something different, and I
think that's right. Now you're saying that the slowdown that resulted
perhaps from policies of the Congress and the administration, and so
forth-and other causes, too-has had some effect in reducing the
rate of inflation.

If we hadn't had that, inflation would be worse than it is.
Mr. RUSSELL. That's right.
Senator PROxMiRE. But previously I understood you to say that it

was because of the action that President Carter took in April, includ-
ing the action with respect to the Federal Reserve, and credit policies
and so forth-I understood you to indicate that that was the cutting
element that made the difference.

Mr. RUSSELL. I think it did puncture inflationary expectation, which
has an immediate impact in the crude material markets

Senator PROXMIRE. You think that punctured inflationary expecta-
tions instead of the slowdown in the economy puncturing inflationary
impacts?

Mr. RUSSELL. I think they're a package. The announcement sig-
naled a slowdown of the economy, particularly because people felt
the Federal Reserve Board was serious about the credit controls.

I think it did reverse inflationary expectations, which show up most
dramatically in these crude material markets, but also feed through :n
the industrial sector of the economy. resulting, in my opinion, in
some slight, but only slight, moderation in the underlying rate of
inflation. But basic cost trends have not been markedly affected by
this recession.

Senator PRoxr mE. We have one more question.
In spite of imports and declining demand, U.S. auto makers con-

tinue to increase the price of their cars. Has the Council reviewed that
situatione
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Mr. RUSSELL. We certainly have. We probably monitor no industry
more closely than the automobile industry.

Senator PROXMmRE. How do you explain that? They are all in a
very serious situation; Chrysler, as we know, has been on the brink
of bankruptcy, Ford has been losing money, General Motors is losing
money on their domestic operations, and yet prices continue to increase.

Mr. RUSSELL. It's cost-push. They signed a fairly expensive labor
agreement recently, steel prices have been going up, prices of rubber
have been going up, plastic prices for the past year, too, have been
going out of sight, particularly the petrochemical-based-

Senator PRoxMRE. Have you examined those costs to see if they
justify the price increases?

Mr. RUSSELL. No, not precisely, because our standard is not funda-
mentally a cost-passthrough standard. They are under a price stand-
ard, and they are complying with those standards, so they are not out of
compliance with our standards.

You're arguing they should be coming in well below the limit of our
standard places on the price increases because of the competition from
abroad, and I guess I agree.

Senator PROXMLRn. I can fully understand, of course, the effect of
cost on prices; there's no question there's a very clear effect.

On the other hand, because of the very high fixed costs in the in-
dustry, it would seem to me if they can get prices down to a point where
they increase volume, they can do better. There doesn't seem to be any
response to the recession in lower prices in the automobile industry.

Mr. RUSSELL. I think they're lowering prices a lot on the cars they
can't sell, the big ones.

Senator PRoxM=E. Used cars?
Mr. RUSSELL. No, the large cars. They are producing at full capacity

in their factories that make the compact cars, and that's where most
of the price increases are coming from-domestically produced com-
pact cars and imports-but the big car prices are not going up very
much at all.

Senator PROXMIRE. Mr. Russell, thank you very much.
The committee stands adjourned.
Whereupon, at 10:45 a.m., the committee adjourned, subject to the

call of the Chair.]
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