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MONITORING INFLATION

FRIDAY, JANUARY 23, 1881

CoNGRESs OF THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, in room 2167, Rayburn
House Office Building, Hon. Henry S. Reuss (chairman of the com-
mittee) presiding.

Present: Representative Reuss and Senator Proxmire.

Also present: James K. Galbraith, executive director; Louis C.
Krauthoff II, assistant director; Richard F. Kaufman, assistant
director-general counsel; and William R. Buechner and Mark R.
Policinski, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE REUsS, CHAIRMAN

Representative REvss. Good morning. The Joint Economic
Committee will be in order for the second of its annual series of hear-
ings concerning the state of the American economy.

This morning we zero in on inflation. Under the figures just released
last month, December 1980, we saw the Consumer Price Index rose
1.1 percent seasonally adjusted. That’s 14 percent at an annual
rate. During the last 12 months, prices rose 12.4 percent on the CPI,
compared to 13.3 percent for 1979.

During 1980, the standard of living for the average American
worker fell almost 5 percent as measured by real spendable weekly
earnings.

There were no real surprises in the December price index. Most
prices simply kept on rising. Food prices were up 1 percent and are
now 10 percent above their level at the end of 1979.

Consumers in this city, Washington, will be upset that grocery
store prices rose 50 percent faster than they did around the country
in December. Home heating oil rose 3.2 percent in December, and
gasoline rose 1.1 percent. These rises were well above the average for
the last few months, and gasoline is now almost 20 percent above
a year ago.

The worst news was in housing where mortgage interest rates rose
3.4 percent, the third month in a row of increases in the 3-percent
range and are now about 25 percent above December 1979.

We've called together today a panel of private witnesses to testify
on the current inflation situation. Each is an expert on a particularl
virulent aspect of the inflation problem, and we'll discuss the outloo
for prices in 1981. Our panel includes Mr. Jason Benderly, vice presi-
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dent of the Washington Analysis Corp., who will, I think, come in
heavily on food prices; James Clifton, director of economic policy
of the U.S. Chamber of Commerce, who will be, among other things,
particularly concerned with cost-of-living measurements; Mr. John
Lichtblau, executive director of the Petroleum Industry Research
Foundation, who will have something to say about energy prices; and
Mr. Kip Viscusi, staff associate of the National Commission for Em-
ployment Policy on wages. I’m not assigning exclusive subjects here,
but I know that the areas I've talked about have been of particular
concern to the members of the panel.

Before proceeding, and without objection, the press releases en-
titled “The Consumer Price Index—December 1980 and ‘“Real
Earnings in December 1980”’ will be made a part of the hearing record
at this point.

[The press releases referred to follow:]
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' United States
Department 4))
of Labor

Bureau of Labor Statistics Washington, D.C. 20212

Patrick Jackman (202) 272-5160 USDL-81-55
272-5064 TRANSMISSION OF MATERIAL IN THIS RELEASE
Charles Wallace (202) 523-1208 1S EMBARGOED UNTIL 9:00 A.M. (EST)

523-1913 Friday, Januvary 23, 1981

Advance copies of this release are made available to the press with the explicit
understanding that, prior to 9 a.m. Eastern time: (1) Wire services will not move over
their wires copy based on information in this releaser {2) electronic media will not feed
such information to member stations; and (3) representatives of news organizations will not
give such information to persons outside those organizations.

THE CONSUMER PRICE INDEX--DECEMBER 1980
The Consume: Price Index for All Urban Consumers (CPI-U) rose 0.9 percent before
seasonal adjustment in December to 258.4 (19é7-100), 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 0.9 percent bef 1 adj in D to
258.7 (1967=100). The CPI-U was 12.4 percent higher and the CPI-W was 12.5 percent higher
than in December 1979.
CPI for All Urban Consumers (CPI-U)--Seasonally Adiusted Changes

On a seasonally adjusted basis, the CP1 for All Urban Consumers rose 1.1 percent in
December, about the same as in each of the preceding 3 months. The housing, transportation,
and food and beverage components all registered substantial increases for the second
consecutive month. These components accounted for over nine-tenths of the December increase

in the CPI. The index for other goods and services rose substantially, but the increases in

Table A. Percent Changes in CPI for All Urban Consumers (CPI-U)

Seasonally adjusted Unadjusted
Compound

Expenditure Changes from gggceding month annual rate 12-moB.
category - 1980 3-mog. ended ended

: June July Aug. Sept. Oct. Rov, Dec. Dec. '80 Dec. '80
aAll items 1.0 0 0.7 1.0 1.0 1.0 1.1 12.8 12.4
Food and beverages ] 9 1.7 1.6 <7 1t 1.0 12.1 10.1
Housing 1.8 =.7 .1 7 1.3 1.0 1.3 15.5 13.7
Apparel and upkeep 0 4 6 1.3 <5 .3 =-0.1 2.7 6.8
Transportation -.2 4 .9 1.2 .8 1.3 1.0 13.4 14.7
Medical care 5 .7 .7 .8 .8 6 5 8.1 10.0
Entertainment 6 .8 .8 1.0 +5 +3 +3 4.7 9.6
Other goods and services .8 .5 6 1.9 .3 .6 1.0 8.1 10.1

(Data for CPI-U are shown in tables 1 through 3.)




the wedical care and entertainment components were comparatively small. On the othgr hand,
the index for apparel and upkeep declined.

The houslné index increased 1.3 percent in December, largely because of higher shelter,
costs. Home financing costs rose 4.1 percent, due entirely to an 1ncr;ase in mortgage
interest rates as house prices were unchanged in December. The index for household
maintenance and repairs rose 1.4 percent: Prices for household fuels increased 1.7 percent in
December, following a 1.1 percent decline in November. Fuel oil prices rose 3.4 percent and
éharges for gas and electricity increased 1.1 percent. The index for household furnishings
and operations continuefl the moderate rate of advance in evidence during the last several
months, increasing 0.4 percent in December.

The food and beverage component rose 1.0 percent in December, following an increase of
1.1 percent in November. Prices for grocery store foods increased 1.1 percent. The index for
:ne‘ats, poultry, fish, and eggs advanced 1.4 percent in December as prices for pork, poultry,
fish, and eggs all registered substantial increases. On the other hand, beef prices declined
0.9 percent, following a 0.8 percent increase in November. Prices for fresh fruits and
vegetahles rose 1.0 percent, as a 3.7 percent increase in fresh vegetable prices more than
offset a 0.7 percent decline in prices for fresh fruits. Prices for cereals and bakery
products, fresh milk, sugar and artificial sweeteners, and peanut butter also registered
substantial increases. The indexes for restavrant '.'neals and alcoholic beverages, the other
two components of the food and beverag: index, rose 1.0 and 9.7 percent, respectively.

The transportation component rose 1.0 percent in December, following a 1.3 perceant
fnzrease in Wovember. Iacreases in prices for us;ed cars, gasoline, and automobile finance

char yos accoant :d for most of the advance in Decembec. Used car prides cose 3.3 percent, the



fifth consecutive large monthly increase. Gasoline prices increased 1.1 percent and charges
for automobile financing rose 3.2 percent. On the other hand, new car prices declined 0.4
percent, following seasonal adjustment. The index £_ot public transi)ortatlon increased 1.1
percent in December as charges for airline fares rose 1.7 perc;nt and intercity train fares

rose 5.7 petcen.t.

The medical care index increased 0.5 percent as charges for medical care services
rose 0.4 percent. Charges for physicians®' fees and hospital\rooms rose- 0.8 and 0.7 percent,
respectively. The index for ;Ledical care commodities rose 0.9 percent in December. The
enter;.ainment index rose 0.3 percent in December, the same as in November. The other goods
and services component rose 1.0 percent in December, largely due to a 1.7 percent increase in
prices for tobacco products and a 1.3 percent increase in toilet goods and personal care
appliances.

The index for apparel and upkeep declined 0.1 percent in’ December. Pre-Christmas sales
were largely responsible for the drop. Declines in women's and girls® and men's and boys'
clothing were partially offset by moderate increases in footwear and infants® and toddlers'
clothing. Charges for apparel services rose 0.6 gercent, €ollowing an increase of 0.8 percent

B

in November.

Summary of Annual Changes--CPI-U
For the 12 months ended in December 1980, the CPI-U rose 12.4 percent, compared with

13.3 percent in 1979. The advance in 1980 was, like that in 1979, due primarily to the

housing and transportation P 8, which d for almost three-fourths of the

increase in the CPI. The index for food and beverages rose 10.1 percent in 1980, about the

game as in 1979. Most other major catagories of consumer spending registered price increases

moderately larger than in 1979.



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

On a seasonally adjusted basis, the CPI for Urban Wage Barners and Clerical Workers
rose 1.1 percent in December, about the same as in each of the preceding 3 months. The
housing, transportation, and food and beverage components all registered substantial increases
for the second consecutive month and accounted for over nine-tenths of the December increase
in the CPI. The index for other goods and services also rose substantially, but the apparel
and upkeep and medical care components registered moderate increases in December. On the
oti’\er hand, the index for entertainment declined.

The housing index increased 1.4 percent in December, largely because of higher
shelter costs. Home financing costs rose 4.0 percent, due to a 4.1 percent increase in
mortgage interest rates as house prices declined 0.1 percent in December. The index for
house_holé maintenance and repairs rose 1.3 percent. Prices for household fuels increased
1.8 percent in December, following a 1.1 percent decline in November. Fuel oil prices rose
3.5 percent and charges for gas ‘and electricity increased 1.2 percent.

The food and beverage component rose 1.0 percent in December, following an increase of
1.7 percent in November. The index for meats, poultry, fish, and eqgs advanced 1.2 percent in
December as prices for pork, poultry, and eggs all registerec} substantial increases. On the
other hand, beef prices declined 0.8 percent, following a 0.6 percent increase in November.
Prices for fresh fruits and vegetables rose 1.0 percent, as a 4.0 percent increase in fresh
vegetable prices more than offset a 2.0 percent decline in prices for fresh fruits. Prices_
for cereals and bakery products, fresh milk, sugar and artificial sweeteners, and peanut
butter also registered substantial increases. '

The transportation component rose 1.2 percent in December, following a 1.5 percent
increase in November. Increases in prices for used cars, gasoline, and automobile finance

chargjes accounted for must of the advance in December. Used car prices rose 3.3 perceant,



-J

the fifth consecutive large monthly increase. Gasoline prices increaged 1.2 percent and
charges for automobile financing rose 3.1 percent. On the other -hand, new car prices declined
0.3 percent, following seasonal adjustment.

The index for apparel and upkeep increased 0.2 percent in December. Moderate increases
in most apparel commodities were partlalli' off.set by a small :decll.ne in women's and girls’'
clothing. Charges for apparel services rose 1.0 percent, following an increase of 0.8 percent
in November.

The medical care index increased 0.5 percent as charges for medical care services rose
0.4 percent. Charges for physicians' fees and hospital rooms both rose 0.7 percent. The
index for medical care commodities rose 0.9 percent in December. The entertainment index
declined 0.1 percent in December, following increases of 0.5 percent in each of the two
preceding months. A decline in charges for entertainment services--admissions and fees for
participant sports--was largely responsible for the decline. The other goods and services
component rose 1.0 percent in December, largely due to a 1.7 percent increase in prices for

tobacco products.

Table B. Percent Changes in CPI for Urban Wage Earnerg-and S::;;icaim;u:ﬁ:l’l—w' —=
Seasonally adjusted Unadjusted
. Compound

Expenditure Changes from preceding month annual rate 12-mos.
category 1980 2-mos. ended ended
June July Aug. Sept. Oct. Nov. Dec. Dec.'B0 Dec.'80
All items ] ] <7 1.0 1.0 1w 1.1 13.2 12,5
Food and beverages «5 -9 1.7 1.7 «9 1.1 1.0 12.8 10.5
Housing 1.9 -7 2 6 1.3 1.9 1.4 15.8 13.8
Apparel and upkeep -.3 5 7 1.1 -4 .1 2 3.1 6.7
Transportation -3 4 9 1.1 «7 1.5 1.2 14.6 14.7
Medical care 4 .8 .8 .9 .8 .7 +5 8.2 10.3
Entertainment .7 4 o7 1.2 5 -5 -1 3.7 3.3
Other goods and services .8 «5 6 1.6 .3 -6 1.0 7.9 9.9

{Data for CPI~-W are shown in tables 4 through 6.)



Technical Notes

Brief Explanation of the CPI

The Con.sumz} 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

visits of the Bureau’s trained rep Mail q
naires are used to obtain public utility rates, some fuel
prices, and certain other items.

index, the Bureau of Labor Statistics began publishi
CPI's for two population groups: (1) A new CPl for All
Urban Consumers (CPI-U) which covers appmximxtely

In calculating the index, price changes for the various
items in each location are aged together with weights
which represent their importance in the spending of the

80 percent of the total itutional civilian p
and (2) a revised CPI for Urban Wage Eamners 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
gerial, and technical workers, the self-
employed short-term workers, the unemployed, and
1etirees 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 esta-
blishments——grocery and department stores, hospitals,
filling stations, and other types of stores and service esta-
blish All taxes directly iated with the purch
and use of items are included in the index. Prices of food,
fuels, and a few other items are obtained every month in

group. Local data are then com-
bmed to obtam a U.S. city average. Separate indexes are
also published by size of city, by region of the country,
for cfoss<classifications of regions and population-size
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 pnoes for each area
since the base period.

The index price changes from a desigr re-
ference 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 dollars as follows: The price of a
base period “market basket” of goods and services in the
CPI has risen from $10 in 1967 to $22.20.

For further details see the following: The Consumer
Price Index: Concepts and Content Over the Years, Report
517, revised edition (Bureau of Labor Statistics, May
1978); The Revision of the Consumer Price Index, by
W. John Layng, rep d from the Staristical Reporter,
February 1978, No. 78-5 (US. Dept. of Commerce),

q

all 85 locations. Prices of most other ditles and
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

Revi in the Medical Care Service Component of the
Consumer Price Index, by Daniel H. Ginsburg, Monthly
Labor Review, August 1978; and CPI Issues, 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
changes in index points because index point changes are
affected by the level of the index in relation to its base
period while percent changes are not, The example in the
accompanying box illustrates the computation of index
point and percent changes.

Percent changes for 3-month and 6-month periods are
expressed as annual rates and are computed according to
the dard f la for pound growth rates. These
data indicate what the percent change would be if the
current rat¢ were maintained for a 12-month pericd.

indax Point Change

CPi 236.4
Less previous Index 233.2
Equals index point change: 3.2

Percent Changs

Index point differsnce 3.2
Oivided by the previous Index 2232
Equals: 0.014
Results multiplled by one hundred 0.014x100
Equals percent clange: 14




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 ldumd as well as unadjusted changes each
month.

For analyzing general price trends in the economy,:

seasonally adjusted changes are usually preferred since they
eliminate the effect of changes that normally occur st the
same time and in about the same magnitude every yw—
such as price movements resulting from chang

the Consumer Price Index unadjusted for 1 varisti
Seasons! factors used in computing the seasonally ad-
jumdlnduumdmvedbytheXHVm:mofme
Census Method II S 1 Adj The up-
dated seasona) data at the end of 1977 replued data from
1967 through 1977. Subsequent annual updates have re-
placed § yun of seasonal dats, ¢.g., data from 1975
h : 1979 were replaced at the end of 1979. The
of all items and 35 other aggregations

conditions, production cycles, model cl\lnawwn holl-
days, and sales.

The unadjusted data are of primary interest to con-

sumers concerned about the prices they actually pay. Un.
adjusted data also are used exumdnly fot escalation pur.
posss. Many collective b md

pension plans, for mmpu tle eompcnnﬁou changss to -

{s derived by combining the seasonal movement of 45
selected components. Each year the seasons) status of
every sories iy roevaluated based upon certain statistical
citeds. If any of the 45 seloctsd components changes
its sessonal status, seasonal dats from 1967 forward for
the all items and for any of tho 35 other sggregations,
that have that series as & component, are replaced.
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24 Hour CPI Mailgram Service

Consumer Price Index data now are available by

mailgram within 24 hours of the CPI release. The new
service is being offered by the Bureau of Labor Statistics
through the National Technical Information Service of
the U.S. Department of Comrherce,

The CP1 MAILGRAM service provides unadjusted
and seasonally adjusted U.S. City Average data both

for the All Urban Consumers (CPI-U) and for the Ur-
ban Wage Earners and Clerical Workers (CPI-W) In-
dexes as shown on the CP1-U sample page below. The
unadjusted data include the current month’s index and
the p h from 12 hs ago and one month
ago. The seasonally adjusted data are the percent
changes from one month ago.

CONSUHER PRICE [NDEX Fol ALL URBAN CDKSUHEli (CPI-V): U.5. CITY
AVERAGE €1967:
UNADJ UNADJUSTED S aDJ
GROUP INDEX PER CHG FER CHG PER CHG
MAY FROM 12 FROM 1 FROM 1
979 MO AGD MO AGOD" MO AGO
ALL IT 2161 10.8 1.2 1.1
ALL ]VEHS(ID’Y ~59=100) 269.0 - - -
FOOD AND BEVERAGES 228.2 1.2 8 7
236.3 (S ’ 7
FO"D AT HO 233.4 1.3 ? 5
CEREALS AND BAKERY PRODUCTS 216.2 9.5 8 1.0
MEATS, POULTRY. FISH. AND ELGS 262.2 19.4 9 N
DAIRY PRODUCTS 295.8 " 7 .8
FRULTS AMD VEGETAELES 226.8 3.4 1 -.2
FOOD AWAY FROM HOME 28t "y 1 L]
HOUSING 222.4 1.3 1.2 1.2
REMT, RESIDENTIAL 173.8 6.3 1.0 1.0
RONEQWHNERSHIP 25%.9 14,6 t.3 1.3
FUEL AND QTHER UTILITIES 232.2 7.7 2.4 2.2
FUEL GIL. COAL. 2ND BOTTLED GAS 386.3 23.2 40 “«.8
GAS (PIPED) AND ELECTRICITY 251.4 8.2 2.6 2.6
HOUSEMOLD FURKISHINGS AND QPERATION 189.2 1.5 .3 ..
APPAREL AND UPXEEP 166.1 3.9 .4 .0
TRANSPORTATION 207.7 13.4 2.4 .8
NEU CARS 165.8 8.7 .9 1.1
USED CAIS 235.¢6 11.3 2.7 -.5
GASOL 247.7 29t 3.8 s.0
PUBLIC YIANSFDPTAHON 193.3 3.t .& .?
MEDICAL CARE 236.3 8.9 -3 .8
HEDICAL CARE SERVICES %4 .4 9.4 -5 .6
ENVEI’A}IIHENI 187 .8 6.6 -7 .5
OTHER GOOLS AND SERVICLS 193.9 7.5 -4 .5
PERSONAL C/RE 1/ 173.9 1.% -6 .6
COMMODITIES 295.8 10.9 1.2 -9
CCriODITIES LESS FOOD AND EEVEPAGES 192.9 0.9 1.5 1.0
NCNDURABLES LESS FCOD AND EEVERAGES .7 2.0 2.0 t.9
DURADLES .2 1.0 1.1 .5
SERVICES .5 10.3 1 1.3
ALL IYE"S LESS FCOD 263.9 10.5 1.3 1.2
ENE 1s 260.3 19.8 6.2 6.2
ALL llEHS LE3S FOOD AMND ENERGY 2061 9.5 -9 .y
hls NOT SEASONALLY ADJUSTED

ORDER FROM: National Technical Information Service, 5285 Port Royal Road, Springfield, Virginia 22161

Please enter _____subscription(s) to CONSUMER PRICE INDEX MAILGRAM (NTISUB/158).
Subscription rates: $95.00 in contiguous U.S. and Hawaii, $110.00 in Alaska and Canada.

NAME:

STREET ADDRESS:

CITY, STATE, ZIP:

{ ) ENCLOSED 1 Purchase Order Numb

{ ) CHARGE S _.to my American Express Account §
( ) CHARGE s ~to my NTIS Deposit Account #

( )BILLME s SIGNATURE REQUIRED
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CPI-U

TABLE 1. Consumer Price Index for all urban consumers: U.S. city average, by expenditure cateqory and cossodity and service group,
1967+ 100

Relative Unadjusted Seasonally agjusted
Group leportance, Unsojusted indexes  percent change to percent change froa-
Decesber Nov. Dec. Dec. 1980 from- Sept. to  Oct. to  Mov. to
1979 1980 1980  Oec. 1979 Nov. 1980 oct, Nov. Dec

Expenditure category

All ftems. . 100.000 256.2 258.4 12.a4 0.9 1.0 1.1
ALl 1!:-:()957 59-100) . - - - -
“ooﬂ and beverages. . .7 .7 1.0
feaeas . .7 .8 1.1
food at _hose . .7 .8 1.1
Cereals and Dakery prouucls ..., 1.1 1.4 1.1
Meats, poultry, fish, and egqs...... 3 1.4 1.4
- 1.1 .5 -9
. .9 -1.1 1.1
. 1.3 2.2 1.3
. 1.8 1.1 2.0
. -1 .8 -4
Other prepared foods . - 1.0 .5 -8
Food axay from hom . . 3 1.0
flcohold . .4 -3 .7
Housing - i 1.1 1.3 1.3
Snelter. . 1.3 1.9 1.5
Rent, residential 1/. .. W7 1.0 .7
Other rental costs . ‘-.2 .1 .2
Homeownership..... . 1.5 2.1 1.7
Home purchase 1/.... .. .0 1.5 .0
Financing, taxes, snd insurlnce .. 3.0 3.1 3.4
Maintenance and repalrs .9 -4 .7 1.4
Waintensnce ana repair 9 3 7 1.5
Maintensnce snd repsir
commodities 1. PRPF .8 .6 3 .8
Fuel and other utilities 1/ veeeeann 1.5 2 -7 1.5
Fuels L/, .0 0..nnn 1.7 5 -1.1 1.7
fuel oll, coal, snd bottled gas l/‘. 3.2 .5 1.5 3.2
Gas (plped) ano electricity 1/. 1.1 .. -2.1 1.1
Other utilities and public services 1/ .9 .4 9
Household furnishings and operation .3 .4 -4
Housefurnishings «....... 1 .3 3
housekeeping supplies 1/. 7 .6 .7
Housekeeping services I/‘ A .4 .4
Apparel and upkeep..... .5 .5 3 -1
Appsrel commooities.. -.7 oA .2 -.2
Men's and boys' spparet.. -3 1.1 -1 -.1
Wwomen's and qirls PP -1.6 -4 -0 -7
Infants' and tnddlers .5 .7 2.0 .5
footwear .. .1 1.0 -1 .6
Other apparel cn-anuules - 3 .9 -.2
Apparel services l/--‘-- .6 1.1 .8 .6
Transportation..... .8 .8 1.3 1.0
Private !rln!vortlllon“ -8 .8 1.3 . 1.0
New .. . .1 -1.5 <1 -4
Used cars. 1.6 5.5 5.1 3.3
Casol .8 .3 .9 1.1
Maintensnce ind reallr .6 .9 -9 .5
Other private trlnspﬂ!llllnn reees 1.0 .1 -6 .7
Other private trans. commodities l/ .2 .0 1.1 -2
Otner private trans. services . . 11 N .5 .8
Public transportation 1/... . 1.1 1.0 1.2 1.1
Medical care........ . .5 .8 .6 .5
cal care commod. l . .7 .8 .7 .9
Medical care services l/... . A .9 -6 .4
Professional services 1/. . .5 .7 S -5
Other medical care urvic:s l/.... . .3 i.0 .7 -3
Entertainment .......e.iiueen . .4 .5 .3 .3
Entertainment coamoditles . . K3 .5 .6 .2
Entertatnaent services 1/.. . .4 .5 -1 .4
Other goods and services . . -8 W3 .6 1.0
Tobacco products 1/. . . 1.7 .0 1.4 1.7
Personal care 1/ . . .9 .5 .6 B
Totlet goods and personal care
appliances 1/..... 1.3 .7 .3 1.3
Personal care services 1/ -6 .3 .8 -6
Personal and eduutlonnl expensns . .1 W3 .3 Bl
School books and supp cevee .1 =3.6 1.0 .6
Personal and educltinnll services .0 .8 .2 .8
service group
All items....... . 100.000 0.9 1.0 1.0 1.1
Coamodities... . 59.063 -5 .8 1.0 .7
Food and beveruqe! .. . 18.685 .7 .7 1.1 1.0
Commoditles less food and beverages . 40.379 .4 .8 B .6
Noncurables less food and beverages... 17.708 R -1 .4 -9
Apparel cosmodities. - 4,346 177. 176.0 6.0 -7 -4 .2 -.2
Nondurables less food, beverages,
and apparel . . 13.261 284.5 287.4 15.0 1.0 .1 .6 1.1
- Ourables........... . 221.1 10.7 .2 1.2 1.3 -5
Services . 284.7 1.2 1.8 1.2 1.0 1.5
Rent, residentisl 1/. . 199.6 9.1 7 1.0 .6 -7
Household services less rent . . 338.4 17.0 2.0 1.6 1.a 2.3
Transportstion services. . 255.8 14.1 1.0 . .7 -9
Medical care services 1/ . 297.9 10.0 .4 .9 .6 -4
Qther services . 220.1 19.1 -4 .7 .3 .5
Special indexes:
All iteas less 255.5 12.9 .9 1.0 .9 1.1
All itess less 245.2 11.2 .7 .3 .8 8
All iteas less tg 5.9 10.9 .6 .7 .8 .8
All {tems less home purchase and
aortqage interest costs . 3.6 10.9 .7 .6 -8 .7
All items less aegical ca 257.1 12.5 .9 1.0 1.0 1.1
Comaodities less foaﬂ. . 23%.0 11.5 .8 .8 .9 .6
Nondurables less food . 242.0 12.5 o .1 .5 1.0
Nondurables less food and sppazel . . 274.7 4.8 1.0 .1 .6 1.2
Nondurlbl!! T . 254.1 1.3 .7 5 .9 .9
Services le - 300.7 la.9 1.5 2 1.1 -1.7
Services lus -ealcn . 281.2 la.6 1.4 2 1.1 1.8
Energy . . 370.4 18.1 1.2 3 -3 1.5
All lteas lass enel’qy - . 24%.7 11.7 .8 1.2 1.1 1.0
All items less food and enerqy . . 244.5 12.1 .9 1.2 1.1 1.2
Comaodities less food and energy. . 211.7 9.9 .2 1.0 .9 .5
Energy commoditles . . 404.9 19.1 1.2 33 .8 1.5
Services less enerqQy.... . 282.4 1a.1 1.8 1.4 1.3 1.5
Purchasing power of the con:
19672$1.00 1/. $.387 -11.0 -.8 -.8 -1.0 -.8
1957-59:$1.00 1/. EEERERTE .33 - - - - -

1/ Not seasonally sdjusted.
WOTE: Index applies ta a month as & whole, not to any specific date
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Tsble 1. Consumer Price Index for All Urban Consumers:
U.S. city average, by expenditure category and cosoodity and service group,

1567+ 100
Annual Annual Percent change
Group average everage fron 1975
1979 1580 980

Expenditure category

all items... .o2r.a
all fteas(1957- 252.9
faod and beverages. . 22818

. 2385

. 2329

Cereals and bakery products. 220.1

Heats, poultry, fish, and eqgs. . 2302

Dairy products. 207.1
Fruits and vege . 230.0

Sugar and sweets 277, 6

Fats and Is.. . 226.3
Nanalcoholic beverages . 357.8

Other prepared foods . . 208.5

Food away from home. 242.9
Alcoholic beverages. 172.4
Mousing .. 227.6
Shelter.... 239.7
Rent, residential. 176.0
Other rental costs . 233.9
Homeownership. . ... . 62.4
Home purchase .. [PSORPPTRI 223.1
Financing, taxes, ang LNSUTBRCE «.....ueoss 308.9
Maintenance and repﬂi Cereieaieeaiees . 256.4
Malntenance and repzir services. .. 277.8
Maintenance and repair commodities 206.5

Fuel and other utilities . . 239.3
Fuels 286.4
Fuel oil, coal, lnﬂ Dollled Qas 403.1

Gas (piped) and electricity . . 257.8
Other utilities and public services 159.5
Household furnishings and operation . B 190.3
Housefurnishings ... 163.1
Housekeeping supplies . 222.1
Housekeeping services . 248.9
Apparel and upkeep.. . 166.6
Apparel compodities. . 161.1
Men's and boys' apparel . 160.8
wooen's and Qirls' apparel. 151.9
Infants' and toddlers’ appa 220.9
FOOUWEAT .0 tarsuaarss 176.7
Other apparel commodities . 169.9
Apparel services . 205.7
Transportation.... el 212.0
Private transportation. eenes 212.3
New cars. 166.0
Usea cars . 201.0
Gasoline ... . 265.6
Maintenance and repair . 282.6
Other private transportation . . e 198.6
Other private trans. commodities .. . 174.4
Other private trans. services . . 207.0
Public transportation . 200.3
Medical care. . 239.7
Medical car . 153.8
Medical care services.. . 258.3

Professional services
Other medical care services
€ntertainment ..o........
Entertainment commodities’
Entertainment services
Other qoods and services
Tobacco products.
Personal care
Toilet goags and personal care
appllances ....
Personal care services .
Personal and educational expenses ..
School books and SypPLies «-.........
Personal angd educational services ......

a1l iteos...
Coamaoities.
Fooo and beverages .
Conodities less fod and beverages
Nondurables less food and beverages..
Apparel comoodities ....... .
Nondurables less food, heveraqe

and apparel 279.4

Ourables. 210.4
Services.... 270.3
Rent, residential . 191.6
Household services less rent 319.1
Transportation services. 202.6
Medical care services 267.4

. Other services ..... 218.7

Special indexes:
All iteas less
All items less .
All items less mortgage interest costs ..
All items less medical care..............

Commodities less food.....
Nondurables less food.
Nondurables less food an
Nondurables
Services less rent.
Services less medical care .
Eneroy

al1 itens less energy
a1l itees less food Q¥ --nn
Coznoditles less food and energy.
Energy comaodities

Services less energy....... o 152
Purchasing pover of the consumer dollar:
1967:$1.00 e $.461 $.406 -11.9
1957-59+ 81 00 . v .396 .3489 -
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IABLE 2. Consumer Price Index for all urban consumers: Seasonally adjusted U.S. city average, by expendfture category and

cozmodity and service group, 1967-100

; Seasonally sdjusted indexes Seasonally sdjusted snrual rate
percent change for-
Group Sept.  Oct.  WNov.  Dec. 3 sontns ending in 6 aontns
1980 1980 1980 1580  Mar.  June Sept.  Dec.  June
1980 1980 1980 1960 1980

Expenciture category

a1l iteas...... . 8.1 11.6 7.0 12.8  1a.8
rooﬂ ana beverages. . 4.3 5. 18.3  12.1 5.0
. 3.8 18.9  12.5 8.7
oot at home . 2.0 2.0 13.1 3.1
Cereals and bakery products 1/........ 12.6 7.4 138 1
ueats, poultry, fish, and eq . -3.3 al.2  18.6  -8.9
. 8.2 6.5 9.9 114
. -17.1 42.6 3.1 1.6
Sugsr and secets 1/ . 4.2 28,3  31.0 A
Fats and olls.... . 13.2 5.6  16.3 5.6
Nonalcoholic beverages .. 6.8 3.0 13.2 9.3 8.7
Other prepared foods 12.5 8.9 9.3 9.3 13.7
10.1 8.7 8.2 1l.a 9.4
6.9 10.3 8.4 5.2 8.6
19.5  20.6 3 155 2000
. 212 3.2 -3.2 213 22.2
Rent, residential 1/. 8.3  10.0 [ 9.6 9.2
Other rental costs 18.5 9.0 7.3 3.0 136
Homeownership..... 2a.1  26.6 -5.6 28.5  25.3
Wome purchase 1/. cirenens 7.0 189 149 10.9
Financing, taxes, and insurance 439 aa.5 23,4 8% aa.2
Ma{ntenance and repsirs.. . 17.4 7.9 7.6 10. 12.6
Maintensnce and repalr services. 20.0 6.7 6.1 10 13.2
Maintensnce and repair
commodities 1/... 9.2  12.5 2.7 7.3 108
Fuel and other utilities 1/ . 22.9 8.8 2.4 22,4
Fuels 1/..... 28.9 10.1 2 30,2
Fuer oil, coal, and bottled gad 170000 3.9 2.0 18, 31.1
Gas (piped) and electricity 1/ . 3.8 13.0 -5.5  30.0
Otner utiiities and public services 1/. 7.6 5.4 8.6 3.7
Housenald furnishings snd operation ... 8.2 1.8 4.9 9.8
Housefurnishings ............ 6.7 7.1 2.7 8.8
Housekeeping supplies 1/.. 13.0  11.2 9.4 18.6
Housekeeping services 1/..... 8.6 6.4 5.7 8.7
Apperel Bnd UPKEED........uosrene .5 9.6 2.7 7.6
Apparel conmadities... 18,9 -1.6 10.0 1.6 6.3
Men's and boys’ apparel 5.2 1.7 11.0 3.8 3.4
women's and girls' appa 15.2  -11.4  10.0  -4.3 1.1
Infants’ and toudlers' appare . 7.8 178 2.5 133 12.5
Footwear 7.8 3.5 9.2 5.8 5.4
other apparel commcdities /. 49.1  11.3 10.5 5.4 20.8
Apparel services 1/ .. 18.3 143 6.5 10.7  16.3
Transportat{on. .. . 35.2 2.5 . 1304 177
Private trlnspattlllon 35.9 1.6 8.2 131 175
New cars 2.3 10.5 15,3 -6.9  1l.a
Used cars.. . -2.5 -16.8 0.1 71.3 100
Gasoline . e 105.7  -6.2  -5.3 9.6  38.9
uaintensnce and repair . 1.0 119 10,6  10.0  ll1.4
Other brivate transportation . 8.3 18.6 3.8 5.8 18.5
Other private trans. cosmoditles 1/... 16.2 5.5 115 5.5 110
Other private trans. services ........ 18.7 213 . 5.7 20.0
Public transportation l/.... . 17.3 18.6  %6.7  la.l  18.0
Medical care.... . . 15.9 7.3 9.2 8.1 1.5
Wedical care comaodities . . 9.9 1.0 9.6 9.7 10.4
Medical care services 1/... . 16.9 6.4 9.3 7.9 1L
Professional services 1/ .. 16.9  11.0 9.0 7.0 13.9
Othes medical care services 17 . 17.0 2.8 9.5 8.5 9.8
Entertalnment ... ...ce.-. . 15.0 8.4 10.8 4.7 1.7
€ntertatnnent commodities . 16.7 7.9 115 5.6  12.2
Entertainment services 1/. 12.9 9.2 9.7 3.3 11
Other goods and services 10.6 8.9  12.5 8.1 9.8
Tobacco products 1/. 13.8  10.5 2.2 129 121
Personal care 1/. 0.8 8.5, 8.3 8.0 9.5
Totlet goods and personal care
appiiances 1/... 9.3 10.2  10.5 9.7 9.7
Personal care services L. 1.3 7.4 6.5 6.8 9.4
Personal and educational expenses . 10.3 7.8 27 4.3 9.0
School books and supplies 1t.4 7.0 31.8 -8.1 9.2
Personal and educational services . 5.8 7.9 26.% 6.0 8.9
Coamodity and service group
a1l items... . - - - 18.1 7.0 128 128
Cosmodities. . 238.7  240.7 243.0  244.8 16.1 12.8 106 10.a
Food and beverages. . 254.7 256.6 259.4 262.1 4.3 18,3 12.1 5.0
Commodities less food and beverages....... 227.8 229.7 231.8 233.2 22.6 10.5 5.8 13.2
Noncurables less food and beverages.. 202.9 243.2 288.1  286.3 22.2 3.9 5.7 2.1
Apparel cammogities. I . 173.8  17a.5 174.8 174.3 1.5 10.0 1.8 6.3
Wondurables less food, Beveruqes,
and apparel ... . 282.7 282.9 284.> 287.7 51.9 2.6 7.3 25.8
Ourables. . s L1 217.7  220.6 221.8 7.6 5.7 131 7.2
Services.... ceen 277.6  280.4  28a.7 20.9 -6 161 2.2
Rent, resigential 1/. 197.1  198.3  199.6 8.3 8.6 9.6 5.2
wousenold services lass rent . 326.7 331.2 338.7 285 -9.5 233 29.6
Transportation services. 251.6 253.4  255.6 16.3 13.3 8.6 1.8
Medical care services 1/ 298.8 296.6 297.9 16.9 9.3 7.9 L8
Other services .oo....v.. 225.9 226.5 221.7 12.3 12.9 6.0 10.8
speclll indexes:
iteas less food..... 208.0 250.6 252.9 255.6 21.7 a6 128 17
n11 items less shelter. 240.8  2a2.]1 288.0 286.0 17.1 12.1 8.9  11.7
all items less mortgage interest costs . 221.3 2830 285.0 286.9 1a.8 12.1 9.6 11
a1l itens less home purchase and
mortgage interest costs ... 239.1 2a0.5 242.5 2483 15.9 1.7 9.0 11,8
all items less medical care.. 252.5 255.0 257.8 8.4 7.0 131 15.0
Commcdities less food. 227.8 229.8 231L.2 22.1 10.6 9.5 13.0
Nondurables less food 238,84 239,35 281.8 39.8 4.0 6.4 20.3
ndu < less fooo and apparel 270.6 272.1 2753 48,3 2.6 7.8 28.6
Nondurables . 251.0 253.2  255.4 21.8 10.9 9.4 12.5
services less rent 292.8  295.9 300.8 22.8 -1.8 17.0  23.0
Services less meulcal care Y/ 2782 217.2 281.2 21.2 0 159 22.1
ERBTQY vovrronnvnnnes s . 366.5 367.6 373.0 §a.8 2.9 5.1 33.a
A1l itens less enerqgy . . 285.1 2877 250.2 12.9 7.8 137 12.6
All items less food and energy 239.2 281.9 284.3 15.7 5.1 la.s 18
co: aaouilies 1ess food and :nerqy 208.8 210.6 211.7 9.7, 12.9 9.8 0.5
Enerqy C es 397.5 A00.6  406.5 96.5 -3.5 9.6 37,9
Services less energy...... 274.5 278.1 282.4 21.0 -1.8 18,3 20.5

1/ Not seasonally adjusted.
NDTE: Index applies to a month as a whole, not to any specific date.
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TABLE 3. Consumer Price Index for all urban consumers: Selected aress, all iteas index, 1967:100 unless otherwise noted

Other Indexes Percent change to Percent change to
Area 1/ Pricing index Sept. Oct. Nov., Dec. Dec. 1980 froa- MNov. 1980 froa-
- schedule base 1980 1980 1380 1980 Dec. Oct. Nov. Nov. Sept. Oct.
2/ 1979 1980 1980 1979 1980 1980
U.5. city average............ ceeaan 251.7 253.9 256.2  258.8 12,4 1.8 0.9 12.¢6 1.8 0.9
Chicago, Ill.-Northwestern Ind..... M 250.1 253.7 259.9  260.3 1a.0 2.6 .2 15.1 3.9 2.4
Detrott, Mich. Y " 259.5 268.3  266.4  269.7 15.7 2.0 1.2 15.2 2.7 -8
l. L-Lanq 8esch, Anaheim, Calif. M 249.6 252.6 25! 258.7 13.5 2.4 1.3 8.0 . 2.4 1.1
LY., -Northeastern N.J. ™ 241.8  243.1 247.3 10.9 1.7 1.1 lo.6 1.2 B
Pnuunalpﬁla, Pa. L] 247.2 247.9 250.5 12.0 1.0 -5 12,1 -8 5
Anchorage, Alaska 1 lo/67  230.9 - 236.5 - - - - lo.7 2.4 -
Baltimore, Wd... 1 255.0 - 258.4 - - - - 3.7 1.3 -
Boston, Mass.. ) 244.8 - 248.8 - - - - 11.7 1.8 -
Clr\clmnll, ﬂli 0-Ky .- 1 259.9 - 262.1 - - - - 12.3 .8 -
Denver-Boulder, Colo 1 267.3 - 271.9 - - - - lo.6 1.7 -
Miami, Fla....... 1 11777 133.1 - 133.9 - - - - 12.1 3 -
Milwaukee, Wis... 1 258.48 - 262.1 - - - - la.1 1.4 -
Northeast Pennsyl 1 283.1 - 287.0 - - - - 12.3 1.6 -
Portland, Oreg 1 256.9 - 261.9 - - - - 10.7 1.9 -
St. Louls, Mo.-111.. 1 252.4 - 253.8 - - - - 12.5 -6 -
San Dieqo, Calif.... 1 271.8 - 279.1 - - - - 12.8 2.7 -
Seattle-Everett, wash. . 1 258.1 - 262.6 - - - - 15.a 1.7 -
washington, D.C.-Wd.-Va 1 249.2 - 253.6 - - - - 12.5 1.8 -
Atlants, Ga... . 2 - 250.2 - 1.7 3.2 - - - -
Buffele, N.Y... - 2 - 239.6 - 11.a 2.9 - - - -
Cleveland, Ohio . . 2 - 254.6 - 148.6 .7 - - - -
Dallas-Fort Ilm‘t.h, 'ex..‘ . 2 - 264.9 - 15.1 1.7 - - - -
Honalulu, Hawaii eean . 2 - 234.6 - 9.9 6 - - - -
Houston, Tex. 2 - 272.3 - 10.5 .9 - - - -
Kensas City, Mo.-Kans. 2 - 254.8 - 259.1 10.9 1.7 - - - -
Minneapolis-St.Paul, Minn..wis, 2 - 255.5 - 25%.0 10.7 1.8 - - - -
Pittsburgh, P . 2 - 2563 - 262.0 la.3 2.2 - - - -
San Francisco-| Ulkllnd Cllif 2 - 251.9 - 254.9 10.7 1.2 - - - -
Reglon 3/
Northeast. 2 12/77 - 133.4 - 135.8 1.8 - - - -
North Cent z 12/77 - 138.3 - 1a0.4 12.2 1.5 - - - -
2 12/77 - 136.6 - 139.1 12.a 1.8 - - - -
2 12777 - 137.9 - 1a0.4 1.8 - - - -
2 12/77 - 134.7 - 137.4 12.7 2.0 - - - -
2 12777 - 137.4 - 139.7 12.5 1.7 - - - -
2 12/77 - 138.2 - 180.6 12.8 1.7 - - - -
2 12/77 - 136.8 - 139.0 11.7 1.6 - - - -
2 12/77 - 1349 - 137.1 11.6 1.6 - - - -
Reglon/population size class
cross classification 3/
Northeast/A . PR 2 12777 - - 132.8 11.6 1.8 - - - -
North Central/a. . 2 12/77 - - 1a3.3 13.5 1.8 - - - -
.. 2 12777 - - 135.0 12.9 1.7 - - - -
. 2 12/77 - - 140.7 12.7 2.2 - - - -
.. 2 12/17 - - 139.8 la.a t 1.9 - - - -
. 2 12/77 - - 140.0 12.4 1.7 - - - -
. 2 12/77 - - 1a0.9 13.1 2.0 - - - -
. 2 12/77 - - lal.4 1.7 1.a - - - -
. 2 12/77 - - 1438 1a.a 1.8 - - - -
. 2 12777 - - 136.6 10.5 1.1 - - - -
. 2 12777 - - 138.6 1.8 - - - -
. 2 12777 - - 138.4 11.2 1.5 - - - -
Northeust/D. e . 2 12777 - - 137.8 13.1 1.6 - - - -
North Central/0. . 2 12777 - - 136.2 10.7 1.2 - - - -
South/0 .. 2 12777 - - 136.5 11.a 1.8 - - - -
west/D. . 2 12/77 - - 139.8 12.5 2.1 - - - -
17 Area is generally the Standerd Metropolitan Statistical Area {SMSA), exclusive of faras. L.A, -tong Beach, Anaheim, Callf.
is a combination of two SMSA's, and N.Y., N,Y,-Northeastern'N.J. and Ch hicago, Ill.-Northwestern Ind. are the more
extensive Standard Consolidated Areas. Aral definitions are those established by the Office of Management and Budget in
1973, except for Denver-Boulder, Cole. which does not include Douglas County. Oefin{tions do not include revisions made
since 1973,
2 Fobds,zfuels. and several other items priced every month in all areas; most other oods and services priced as indicated:
M - Every month.
1 - January, March, May, July, September, and Noveaber.
2 - February, ﬂm’ll June, August, Oclﬂber. and Oecember.
3 Reglons are defined as the four Census reglon:
Th! population size classes are agqregations a! areas which have urban population as defined below:
-1 More than 4,000,00
A-Z 1,250,000 to 4,000, DBO.
8 385,000 to 1,250,000.
C 75 000 to  3685,000.
ess than 75,000
PoDulnllan size class A is the aggreqation of populstlion size clesses A-1 and A-2.
MOTE: Price cr\nnqes llthin sreas are found in the Consumer Price Index; differences in living costs among areas are found in

Fam{ly Budge



1ABLE 4. Consuser Price Inoex for urban wage earners and clericsl workers:

coamadity and service group, 1967:100

Group

AL LteAS. .. iiriarns
al1 ftens(1557.5%4100). .
Food ang beverages.
Food. .
Food at M
Cereals ano bakery products 17
meats, poultry, fish, and eqgs..

Sugar and sweets 1/.
Fats and olls....
Nonalcohollic peverages
Other prepared foods .
Food aeay froa hoae
Alconolic beversges. .
Mousing ..
Snelter.
Rent, uslnemul 1.
Other rental costs
‘noreownership
name puzchase 17.
Financing, tases, and {nsurance .
Maintenance and repairs.........
Maintenance and repair sexvicu...
Maintenance and repair
conmodities 1/.....

Fuel and other ulllill!s .

' ottiea gas
Gas (piped) and electricity 1/..
Otner utilities snd public services 1/
Wousehold furnishings and unerltlcn .
nousefuraishings ..
Housexeeping suppiles 1/.
Mousekeeping services I/

Women‘s ang qirls' apparel
Infants' and toddlers’ lnparel Py
Footwear
Other annaul cnunudit!es i
Apparel services 1/
Trensportation
Private !ran!norll 1on“..

Maintenance and repair .
Other private lrlnsooxutlan .
Olher priv-te tr-ns commogities 1/.
Othi S, servicel .

Meaical ceie commasitics [l
Medical care services 1/
Professional services 1/
Other medical care senlces 17
Entertainaent .
Entertlinnent conmoditiss’
Entertainment services 1/.
Other qooﬂ! and services
Tobacco products 1/.
Personal cave 1/.
Tollet qoads and p!tsunll care
appliances 1/.......
Personal cere services 1/
Personal and educational expenses ......
SCﬂool books and supplies .

9es
Commodities less fond
Nondurables less fooa and beverages.
Apparel commodities........
wondurtables less foad, beverages,
end lvpnrel .

Household services less ren
Transportation services...
uedical care services L

Other services ......

Special Indexes:
All items less
All iteas less
All {tems less -artquqe
All iteas less home aurchlse and

Cosmodities less rood.
Nonduradles less food.
s less food and apparel .

Services less re .
Services less medical care
EerQy +.eoveenrs oo
11 itens less energy .
A1l items less food 9nd energy
Comaodities less food and energy
Energy commooities .....

Y Not sessonslly adjusted.

NOTE: Index applies to a month as a whole, not to sny specific date.

Relative

inportance, Unadjusted xndzxzs

Decexber
1979

l00.000
20.353

BO.763
71.962
91.812

82.675
95.628
42.6a1
19.948
15,459

1950
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Unadjusteo
percent change to
Dec. 1980 froe-
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Table 4A. Consuner Price Index for Urban Wage €arners and Clericsl workers:
U.5. city average, Dy expenditure category and cosaodity and service group

1967= 100
Annual Annual Percent change
Group average average from 1979
1979 1980 to 1980
Expenditure category
a1l items 217.7 27.0 13.5
811 iteasiis57594100). 253.2 287.3 -
Food and bever .7 248.7 8.7
2347 255.3 8.8
. OO 232.5 251.2 8.0
Cereals ana bakery progucts.... 220.8 246.9 11.8
Keats, poultry, Fisn, and egqs 233.8 241.6 3.3
207.6 228.0 9.8
228.3 265.1 7.4
277.0 342.3 23.6
226.6 241.9 6.8
356.1 395.3 11.0
208.5 231.2 10.9
244.4 270.1 10.5
172.8 187.8 8.7
227.5 263.2 15.7
260.3 283.1 17.8
Rent, residential... 175.9 1513 8.8
Other rental costs 233.4 263.1 12.7
Homeownership. v 263.6 316.5 20.1
Home purchase . . 223.1 254.7 1a.2
Financing, taxes, and insurance ... 31101 401.2 29.0
Maintenance and repairs...... . 257.0 28a.4 10.7
Maintenance and repnr servh:es‘.. 279.7 309.3 in.é
Maintenance and repalr commodities . 206.6 228.8 0.7
fuel ang other u!llklies ceeaan 239.7 279.2 16.5
286.3 349.1 21.9
a Qas. 403.6 557.2 38.1
Gas (piped) and elec:rlcs:y o 257.6 301.2 16.9
Other utilities and puplic services . 159.6 165.2 35
Housenolo furaishings and operation . 188.9 202.5 7.4
wousefuraishlngs ..... 162.6 1726 6.2
Housekeeping supplies........ 220.8 243.6 103
T nousekeeping services . 247.8 267 7.7
Apparel and upkeep...... 166.4 177.4 6.6
apparel cosmodities. .. 161.2 17005 5.8
Men's and boys' apparel... 161.8 les.8 4.6
women's ang girls' appare 151.3 158.9 2.4
Infants' and toddlers' appurel e 223.1 244.9 9.8
FOOLWEAT . v urennnennsns 176.1 190.1 8.0
Otner appatel camnodilies 1716 199.5 16.3
Apparel services .. 204 230.8 12.9
Transportation..... . 212.8 250.5 17.7
Private tnnsparla!lnn 212.9 250.1 17.5
New cars 165.8 179.7 8.4
used cars. 201.0 208.1 3.5
Gasoline . 266.7 370.4 38.9
Maintenance and l' Dlh’ easeaaes 243.0 269.0 10.7
Gther private transportation ........ 199.2 224.3 12.6
Other private trans. commooities .. 175.5 197.9 12.8
Other private trans. services ...... 207.4 233.5 i2.6
Public lranspanalion 200.0 245.3 22.6
Meaical care...... 240.1 267.2 113
Medical cara connoa ties 154.7 168.7 5.0
Meoical care services. 258.5 288.9 11.8
Professional services 8.5 255.0 11.6
Other medical care services 295.2 330.4 1.5
Entertainaent ... 187.7 203.7 8.5
Entertalnaent comao 187.5 20a.3 9.0
Entertainoent services ........ 189.0 203.7 7.8
Other goods and services . 196.3 2136 8.8
Tobacco products.... 188.0 202.6 7.8
Personal care ... . 195.5 212.7 8.8
Toilet goods and personal care
appllances e 188.5 205.8 9.2
Personsl care service 202.5 219.6 8.4
Personal ano euucaunnul exp!nses . 214.2 236.4 10.4
School books and supplies ..... 198.0 215.7 8.9
Personal and educational services 218.5 241.7 10.6

a1l items. . 217.7 267.0 13.3
Commogities. . . 208.7 234.1 12.2
Food and beverages .. 228.7 268.7 8.7
Coomodities less food and heverages 196.5 223.9 1.9
Nondurables lass food and beverages. 202.7 242.0 19.4
Apparel commogdities.... 161.2 170.5 5.8
Nondurables less food, beverages,
and apnlrel PO 227.1 281.8 23.9
Durables..... 190.4 208.6 9.6
Services cees 238.8 270.9 15.6
Rent, residential. . i75.9 191.3 5.8
Household services iess rent . 268.3 321.8 19.9
Transportation servlces...‘ 213.3 242.1 13.5
Medical care services... 258.5 288.9 1.8
Other services ........ 200.2 1 9.5
Special indexes:
ail items less food....... . . 15.6
All items less shelter...... Ceeees 1.8
All itens less aortgege interesl costs . 1.7
All items less medical care. 3.6
Commodities less roua . 13.8
Nondurables less foo 18.

Nondurables less fooa and “apparel
Nondurables .
Services less reat........
Services less aedical
ERETGY «voornnnnneaoannn

All items less enargy ..... Ceeeenns
all iteos less food and energy .....
Connadities less food ana energy..
Energy coezodities
Services less enerqy.

Purchesing power of the consumer dollar:
1967«

1957-. 59: Sl DO .
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TABLE 5. Consuser Price Index for urban wage esrners and clerlcal workers: Seasomally adjusted U.S. city sverage, by expenditure

category and comsodity and service group, 1967+100

Seasonally adjusted indexes Seunn:l]y adjusted annual rate
rcent change for-
Group Sept. Oct. Nav . Dec. 3 eantns :nulnq in 6 sonths eno(aq in
1980 1980 1580 1980 Mar. June Sep Dec. June
1980 1980 I9BD 1980 1960 3980

Expengiture category

211 itens - - 18.1  11.a 7.3 13.2 . 10.2
255.5 263.3 8.3 6.8 18.3  12.8 . 15.5

262.3 270.3 8.0 6.5 1a.s 1.1 5.2 16.0

259.2 267.5 1.8 6.7 23,9 13 3.3 18.5

Cereals and bakery prao 251.1 259.5 12.6  11.1 9.1 1.l 119 11.5
ueats, poultry, fish, e 289.7 260.2 -39 -14.0  &l5 17, -9.1 29.3
231.4 237.6 8.8 1.l 5.5 1.2 1l.a 8.3

263.4 265.0  -18.0  30.7 3% 2.5 3.6 19.5

Sugar and seeets }/. 361.8 388.9 49.4  82.0 23,9 335 5.7 28.6
Fats and 0i1S....o..... 283.1 25118 12.9  -1.8 6.9  15.1 5.3 10.9
Nonalcoholic beverages 402.8 ala.q 7.6 s.1 133 12.0 6.3 12.7
prepared foods .. 236.8 2602.3 12,3 189 10 9.6  13.6 10.0

Food avay froa home...... 274.9 282.9 10.5  10.6 8.4 12.2  10.6 10.3

Alcanoll: beverages. 194.3 7.8 1l.a 9.5 5.1 3.6 7.3
HOUSING ..rrvennn 277.2 19.3  21.1 1 158 .2 7.7

Snelver 300.5 21.2 244 =33 217 222 6.5

Rent, residentisi 17.. 199.4 8.4 9.8 8.7 9.8 9.1 9.2
Other reatal costs cee 270.0 19.2 8.5 7.3 2.9 137 5.1
soneownership cee 31922 337.5 281 28.0 -3.9  25.0  26.0 8.8
Hope purchas 262.1 268.0 6.1 16.0  15.2 9.3 10.9 12.2
Financing, taxes, and insurance ...... 396.5 436.0 48,7 863 -23.6  46.2  AS.S 5.7
Maintenance and repairs... 289.5 298.6 15.0 6.5 8.9 7.2 10.7 8.1
waintenance and repsir services. 318.3 320.9 16.2 8.3 8.6 8.7 0.1 8.6
saintenance and repair
commadities 1/...... 236.2 12.6  12.2 9.2 5.0 12.4 6.6
Fuel and other utilitiFs 1/ 290.7 21,9 23.0 8.3 2.8 22.5 5.5
364.5 313 28.9 9.3 .8 30.2 5.0
u d g 587.0 64.9 a.2 2.2 183 311 10.0
Gas (plneu) and electricity L 313.4 210 3.4 12,0 -89  29.9 3.2
Otner utilities and public services 173.7 .2 7.6 5.4 8.9 3.9 7.2
Household furnishings and operation 208.9 1.2 7.6 6.9 5.5 9.4 6.2
Mousefurnishing e 176.7 10.8 6.0 6.2 3.5 8.4 4.8
Housekeeping seapiies 1/l 256.0 15.4  13.8 L3 100 14.4 1.0
housekeeping services 1/. 273.8 8.3 6.7 8.9 5.4 7.5 .
181.6 18.9 .2 9.6 30 7.3 6.3
173.9 14,1 .19  10.6 1.6 5.8 6.0
Men's and boys’ appare. 6.0 4.7 6.3 6.0 5.3 6.2
momen's and girls’ appare . 16.3  -13.5  16.5 3.8 .8 5.9
Infants’ and toddlers' lpplrel . 123 17.0 2.5 119 146 7.1
Footwear . a.8  10.1 5.9 6.0 8.0
other apparel conmodities 1/ 36 6.6 6.9 K 20.8 3.8

Apparel services 1/... . 15.7 4.7 13.8  18.0
Transportation. ... 2.5 9.8 18,6 17.6 12.2

Private transpor 2.0 7.8 146  171.7 1.2

New cars... 1.9 1.8 -7.9 1.5 2.8
Used cars.. -16.6 39.8  71.9 -10.0 55.1
Gasoline .. . -6.6 5.8 9.8 38.5 1.7
waintenance and repair 12.2 9.9 1.1 111 10.5
Other orivate transportation .. 22.8 2.1 6.8  20.0 4.0

Other private trans. coamodities 17. 7.7 10.8 7.7 115 9.2

Otner. private trans. services 238.4 26.3 .5 6.5 21.8 3.5

Public transportation 1/. . 16.5 0.5 117 1a.9 33.9
Medical care... 7.7 10.1 8.2 11.4 9.2

Wedical care commodifies’ 9.6 9.9 9.6 9.8 9.8

Medical care services 1/. 7.6 1041 8.0 11.7 9.0

Professional services 1/ 12.3 8.6 7.3 1a.6 7.9
Othet medical care secvices L/.... 2.6 1.6 9.0 5.8 10.3
£ntertainaent . 8.5 9.8 3.7 1Ly 6.7

Entertainaent conmadities . 7.4 10.a a.5 1.9 7.8

€nterteinment services 1/ 10.9 8.3 2.5 12.1 5.8
Other goods and services . 8.7 11.2 7.9 10.1 9.5

Tobacco products 1/ 10.3 1.4 12.5  12.3 6.8

Personal care /... 8.1 9.4 6.8 5.6 7.9

Toilet goods and personai care
appliances 1/..... e 0.2 12.0 7.6 10.5 9.8
Personal care services 1/. 6.3 7.1 5.3 8.6 6.2
Personsl and educational Expenses 8.1  27.6 4.3 8.8 15.3
School books and suppliss 7.4 30,0 -7.5 9.6 9.7
Personal and ecucational services . 8.5  26.9 6.5 8.7 16.3
Comsodity and service group

a1l iteas. . - - - - 18.1  11.4 7.3 13,2 147 10.2
Commodities. .. 238.9  220.8 245.3 16.7 a8 12,8 11.2  10.6 12.0
Food and beverages. 285.5  257.7 263.3 8.3 6.8 183 12.8 5.5 15.5
Commpdities less food an 9 o227 2295 233.5 23.7 3.9 10.3 10.6 13.4 10.4
Mondutabies less. food nd beversges..... 244.8  244.5 248.3 43.5 2.9 3.5 5.8 21.% 4.7
apparel commodities. 173.2 173.6 173.9 18,1 -1.9  10.6 1.6 5.8 6.0

Nondurables less faad, beve: ages,
and apparel ... . 2B8.8  28A.6 289.6 53.5 3.8 2.0 7.4 26.2 4.7
. . 2133 216.1 220.4 7.0 6.9 15.8  14.0 7.0 18.9
. 275.0  278.4 285.3 20.5 22,8 -9 16.2  2L.6 7.3
. 1588 196.8 199.4 8.4 9.8 8.7 9.8 9.1 9.2

Mousehold services | less ten . o328 329.6 382.0 28.9 32.1 -l0.1 24.0  30.5 5.6

Transpartation services... 289.4  250.8 256.5 la.9 21.0 11.0 8.8 17.9 9.7

Medical care services 1/.. . 2943 296.6 300.0 16.2 7.4 lo.} 8.0 1.7 9.0

Other services ..... e 224.6  226.8 220.0 12.9 9.9  1l.4 6.2 11.8 8.8

Speclnl indexes:

11 ilzns less . 208.2  250.6 253.1 233.9 22.3 4.8 13.0 17.a 8.8
All less 201.3  2a2.8 288.8 287.1 17.2 117 100 119 10.8
a1l x:e-s Less nortgage interes L 2a1.8  243.5 285.6 247.7 15.0 1.9 101 113 11.0
11 iteas less home purchass and

mortgage interest costs 2a1.3  283.8  285.6 16.3 1.6 9.8 11.5 10.7

All ftems less medical care. 252.3  255.2  238.0 18.6 7.2 132 15.1 10.2
Commodities less food. 227.6 229.9 2306 23.0 0.2 0.5  13.2 10.3
nondursbles less food. 2a0.1 281.2 2837 a1.5 3.6 6.5 20.8 5.0
Nondurebles less food an 272.3  273.% 2169 49.8 2.4 7.6 28.9 8.9
Nondurables ...... 252.3 258.6 2%6.9 21.8 1.1 9.7 12.8 10.4
Services less rent. 293.9 297.0 30L.9 22.4 -2.2 17,1 23.6 7.0
Services less aedical csre . . 271.4 2787 2777 281.9 21.8 -6 164 2.6 7.6
Energy conees . 370.5 369.6 370.6 376.3 66.5 1.9 6.4 336 4.1
ALl iteas 9y vees . 281.8  244.5 267.4 249.8 12.5 8.2 13.3  12.3% 11.0
11 Ttens less food ana enerdy . . 235.4 238.2 280.8 243.6 4.7 187 a7 9.6
Commodities less food and cnerqy.... . 205.3  207.2 209.3 2N 9.7 12.8 10.7 8.3 11.8
€nergy commocdities . 398,3  398.7 40l.7 407.5 96.5 -4.0 9.6  37.7 2.6
Services less energy. . 271,35  275.3  278.9 283.3 20.6 -2.2 186 0.9 7.7

1/ ot seasomally adjusted.
NOTE: Index applies to & month as & rhole, not to any specific date.
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TRABLE 6. Consuser Price Index for urban wage earners and Clerical sorxers: Selected areas, all iteos index, 1967=100 unless
otherwise notes

Other Indexes Percent change to Percent change to
Area 1/ Pricing index Sept. Oct. Nov. Dec. Dec. 1980 from- Nov. 1980 from-
= schegule  Dbase 1980 1980 1980 1980 Dec. Oct. Nov. Nov. Sept . Oct.
/ 1979 1980 1980 1979 1980 1980
U.S. city averag PR 251.9  25s.1 256.4 258.7 12.5 1.8 0.9 12.7 1. ]
Chicego, Ill.-Northwestern Ind . - 249.5 252.8 258.9 258.9 13.7 2.4 - 1a.8 3 2
Oetroit, ich....... L] 257.7 261.4 263.6  265.5 1a.3 1.6 7 1a.2 2
L.n -tang 8each, Anahein, Calif " 252.0 254.9 258.4  262.2 1a.0 2.9 1.5 la.8 2 H
N.Y,-Mortheastern N.J " 2a1.5  222.6 234.2 287.2 n.z 1.9 1.2 10.6 1
Phu-dz]pnka, Pa.-N.J L] 248.3  249.5 251.1 252.3 12.3 1.1 .5 12.2 1
Anchorage, Alaska.. 1 10767 226.7 - 23520 - - - - 9.5 2. -
Baltimecre, Mg 1 253.2 - 257.4 - - - - 12.9 1. -
Boston, Mass. 1 284.5 - 249.2 - - - - 12.0 1 -
Cincinnati, Ohio-Ky.-Ii 1 261.7 - 263.5 - - - - 11.8 -
Deaver-Bouloer, Colo.. 1 271.6 - 2767 - - - - 1.3 1 -
i 11777 134.9 - 135.6 - - - - 12,5 -
1 263.2 - 261.5 - - - - 15.1 1. -
1 246.5 - 289.5 - - - - 12.8 -
i 255.4 - 260.7 - - - - 10.1 -
1 252.7 - 254.2 - - - - 12.3 -
San Qlego, Csl(f... .. 1 267.7 - 275.1 - - - - 12.4 2 -
Seattle-Everett, wash . 1 254.6 - 2594 - - - - 15.0 1 -
washingtan, D.C.-Md.-v . 3 251.8 - 255.7 - - - - 12.8 1 -
Atlanta, Ga 2 - 252.4 - 260.3 1a.7 3.1 - - - -
Buffalo, N.Y . 2 - 238.2 - 245.2 11.1 2.9 - - - -
Clevelana, O . 2 - 264.2 - 286.7 14,4 . - - - -
Oallas-Fort worth, . 2 - 262.9 - 268.2 15.0 2.0 - - - -
Honolulu, Mawaii. 2 - 2335 - 2371.0 l0.0 1.5 - - - -
Houston, 1=x ceen 2 - 29.2 - 2721 10.6 1.0 - - - -
Kansas Cit 2 - 253.0 - 257.2 10.7 1.7 - - - -
Hinneupous S( Paul Ninn 2 - 256.6 - 260.6 11.0 1.6 - - - -
Pittsburgn, Pa... 2 - 2576 - 262.9 14.5 2.1 - - - -
San Francisco-Oak 2 - 252.6 - 255.7 11.7 - - - -
Region 3/ . .
Northeast... 2 12/77 - - 135.8 12.7 - - - -
2z 12/77 - - 1a0.6 12.3 - - - -
2 12777 - - 139.3 12,5 - - - -
2 12/77 - - 141.1 12.5 - - - -
2 12/77 - - 137.6 12.8 2.1 - - - -
2 12/77 - - 139.8 12.6 1.7 - - - -
2 12777 - - 141.0 13.0 1.8 - - - -
2 12777 - - 139.1 11.9 1.7 - - - -
2 12/77 - - 137.4 11.6 t.a - - - -
Region/population size class
cross classification 3/
NOTtheast/A. ... 2 12/77 - 130.6 - 133.0 1.9 - - - -
North Central/A. 2 12777 - 140.5 - 1a2.9 13.1 - - - -
South/a 2 12/77 - 137.0 - 139.4 12.9 - - - -
West/A. 2 12/77 - 138.1 - lai.s 13.a - - - -
Northeast/B.......... 2 12777 - 137.1 - 139.9 la.a - - - -
North Central/B.... 2 12/77 - 138.9 - 181.7 12.7 - - - -
Soutl 2 12/77 - 138. - 140.8 13.2 - - - -
west/8. . 2 12/77 - 139.8 - lal.8 11.6 - - - -
Nultheastlc..... 2 12/77 - 140.8 - 143.2 la.1 - - - -
North Central/C. 2 12777 - 134.3 - 136.1 10.7 - - - -
Soutn/C 2 1277 - 136.6 - 139.0 11.8 - - - -
west/C. 2 12/717 - 136.8 - 132.4 11.a - - - -
Northeast/0. 2 12777 - 135.6 - 137.7 12.5 - - - -
North Central/D. 2 12/77 - 135.0 - 136.9 10.9 - - - -
South/D 2 12/77 - 133.9 - 136.8 11.8 - - - -
west/0. 2 12/77 - 136.8 - 139.8 12.3 - - - -
'y Ares is Qenerally the Standard Metropolitan Statistical Area (SMSAR), exclusive af farms. L.A.-tong Beach, Angheim, Calif.
is a combination of two SMSA’s, and N, .Y.-Northeastern N.J). and Chicago, Ill.-Northwestern Ind. are the aore
extensive Stanoard Consolidated Areas. Area definitions are those establishes by the Office of Management ‘and Budget in
1973, except for Oenver-Boulder, Colo. which does not include Douglas County. Definitions do not include revisions made
since 1973,
2/ foods, fuels, and several other items priced every month in all areas; most other goods and services priced s indicated:
Every month.
1 - January, March, May, July, September, and November.
2 - February, April, June, August, October, and December.
3/ Reqlons are defined as the four Census regions.
'(he oopulation size classes are aggreqations of areas which have urban population as defined below:
More than
A Z 1,250,000 to
] 385,000 to
c 75 000 to
0 $s than
Population size class A Ls the aqqreo-tinn of population size classes A-1 and A-2,
NDTE: Price changes withln areas are found fn the Consumer Price Index; differences In living costs among areas are found in

Fanily Budgets.
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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, 1968-80
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CHART 4: CPI-W: Entertainment, other goods and services,
1969 -80

Entertainment DEC Semi -
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» Percent changes over 12-month spans are calculated from unadjusted
data. Percent changes over 1-month spans are annuai rates calculated
froin 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
contmctcd morigage mterest cost represent only those
who hased a home in the base
period. Included are the totz.l 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.
Expenmental Measure X-1: (1) The welght for this
rental equi is the 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 p is designed to rep h in
residential rents for all types of housing units, not just
changes in rents for units that are typically owner occupled
The CPI rent p is, therefore, not approp “for
this measure.

Experimental Measure X-2: (1) The weight for this user
cost method includes expenditures for mortgage interest,
property taxes, property insurance, maintenance 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 spportioned into its debt and equity

p The debt equals the amount owed,
and the equity component is the amount owned, i.c., 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 term which uses

. 8 Syear moving average of the changes in appreciation

rates. .

Experimental Measure 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-1 and
in X2, this measure covers the entire homeowner popula-
tion. (2) The prices for all p except gagi
interest costs and appreciation are current hly 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 Measire X-4: (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 appreciation or equity terms are included. Not all
homeowners are d in this b 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

iation or equity el are used. As in X4, not
all h are d in this b
those who made no mongage 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.
in experimental

ch

HOMEOWNERSHIP COMPONENTS weed in official CPI-U and

ge over 12

Table D. Official ALL-ITEMS CPI-U and EXPERIMENTAL MEASURES using

P

ch

over 12 months

Experimental measures

Experimental measures using alternative

Official of homeownership Official hip ox
! o
Price Flow-of -services measures Outlays measures Price Flow-of -services measures Outlays measures
Index Index
for All x=1 for All X=1
12 months ended Urban | Rental X=2 X-3 X-4 Xx-5 12 months ended | Urban Rental x-2 x-3 X-4 X5
Con- equiva-| User cost| User cost| Outlays | Outlays Con- equiva-| User cost| User cost| Outlays |Outlays
* sumers | lence using using using using sumers lence using using using using
(CPI-U) | using current average current | average (CP1I~-U) using current average current |average
CPI interest | 1 i i CPL interest | interest |interest |interest
rent cost cost cost cost rent cost © cost cost cost
December :
10.2 3.8 7.1 3.5 13.2 8.3 1969 .. 6.1 5.2 5,6 5.2 6.0 5.7
10.2 4.5 4.2 1.7 12.6 10.1 1970 . 5.5 4.5 4.5 4.2 5.2 4.9
2.7 3.8 -12.1 -8.9 0.3 7.7 1971 . 3.4 3.5 1.6 2.2 3.2 3.8
4.1 3.5 2.4 3.2 4.8 6.2 1972 3.4 a3 3.2 3.3 3.4 3.5
7.7 4.9 23.0 18.9 10.8 4.4 1973 . 8.8 8.5 10.4 10.0 9.2 8.7
13.3 5.4 16.9 12.9 14.9 9.1 1974 12.2 14 12.6 12.1 12.3 1.8
7.9 5.2 2.8 3.4 7.1 9.0 1975 . 7.0 6.6 6.4 6.4 6.8 6.9
3.8 5.5 -1.1 1.9 2.7 7.6 1976 . 4.8 5.1 4.3 4.7 4.8 5.2
9.2 6.5 2.5 0.4 10.4 9.0 1977 . 6.8 6.3 5.9 5.7 6.6 6.5
12.4 7.3 5.7 ~1.1 12.0 5.3 1978 . 9.0 7.9 7.8 7.1 8.5 7.8
1979 sacsccocecene 19.8 7.9 28.2 20.5 22.6 11.2 1979 cvevcescene 13.3 10.8 13.2 12.1 12.5 1.3
January 1980 seecass 21.1 8.1 30.7 22.0 24.4 11.5 January 1980 . 13.9 1.2 13.9 12.7 13.1 1.7
February 1980 . 20.6 8.5 31.2 23.3 24.5 12.1 February 1980 14.1 1.6 14.3 13.1 13.4 12.1
March 1980 .. 21.7 8.9 38.0 29.7 2645 12.7 March 1980 ... 14.7 12.0 15.5 4.1 13.9 12.5
April 1980 . 22,2 8.7 42.3 331 27.7 12.9 April 1980 ... 4.7 1.7 15.7 14.2 13.8 12.3
May 1980 . 22,8 8.7 42.8 339 28.3 13.3 May 1980 .... . 14.4 1.4 15.4 13.9 13.5 11.9
June 1980. 23.8 9.4 47.7 36.5 30.6 13.5 June 1980 . 14.3 1.1 15.6 13.7 13.4 1.5
19.9 9.2 36.0 27.5 24.5 13.9 July 1980 . . 13.2 10.8 14.0 12.6 12.5 11.3
17.9 8.8 26.1 18.6 20.6 13.8 . 12.8 10.9 13.0 1.9 12.2 1.4
16.8 9.0 19.7 13.2 18.7 13.9 . 12.7 11.0 12.3 11.5 12.1 11.6
17.0 8.7 18.9 12.1 19.2 14.0 . 12.6 10.9 12.1 11.3 12.1 11.5
16.6 8.9 20.1 14.4 19.4 14.3 . 12.6 10.9 12.4 11.6 12.1 11.5
16.5 9.1 25.0 19.8 20.0 14.5 December 1980..... 12.4 10.8 12.8 1.9 12.0 1.3
Relative importance
December 1977 22.8 14.5 11.4 10.0 10.0 8.7
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REAL EARNINGS IN DECEMBER 1980
Preliminary real earnings figures for December--covering full-tide 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
December were calculatid by adjusting earnings in current dollars for changes in the
Consgmet Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

*Real gross average weekly earnings decreased 0.5 percent from November to

December after allowance for the usual seasonal variation. A 0.6 petcent‘increuse
in average hourly earnings was offset by a l.1 percent increase in the CPI-W.
Average weekly hours were unchanged. (See table A.)

Over the year, real average weekly earnings were down 3.8 percent. An 8.8
percent increase in average hourly earnings was offset by a 0.6 percent decline in
average weekly hours and a 12.5 percent increase in the CPI-W. Before ad justment
for the C?I-W and seasonal changé, average weekly earnings Qere $247.76 in December
compared with $229.04 a year earlier. (See table 1.) :

*Real spendable earuings--average weekly earnings reducea by4sopial 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--decreased 0.6 percent
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Table A. Cbmposition of change in real earnings (production or
nonsupervisory workers on private nonfarm payrolls)

mTTTTTTEy T ™) ® 3 ® ¢
Real
' Month Average Average Average Consumer average Average Real
' hourly weekly weekly price weekly tax spendable
earnings hours earnings index l/ earnings effect g/ earnings %/

1979 7 Percent change from preceding month, seasonally adjusted
Dec. 0.8 0.3 I.1 1.2 © -0.2 0.2 -0.

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
Juiy 0.8 -0.3 0.5 (4) 0.4 0.1 0.4
August 0.6 0.6 1.2 0.7 0.5 0.2 0.3
Sept. 0.9 " 0.3 1.2 1.0 0.1 0.2 (4)
October 0.9 0.3 1.2 1.0 0.2 0.2 (4)
-Nov. p 1.2 0.3 1.5 1.0 0.4 0.2 0.2
Dec. p 0.6 0.0 0.6 1.1 -0.5 0.1 -0.6

1979 §€;€€EE—chaﬁgeifrod same month a year ago

Dec. 8.0 -0.6 7.4 . 13.4 =-5.3 -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 l4.4 -6.9 0.8 -7.6
June 8.2 -1.7 6.4 14.2 ~6.9 0.8 -7.7
July 7.8 -1.9 5.7 13.0 -6.5 0.8 =7.2
‘August 8.1 -1.4 6.6 12.7 ~5.4 0.9 -6.2
Sept. 7.9 -1.4 6.4 12.6 =-5.5 0.9 ~6.3
October 8.7 -l1.1 - 7.5 12.6 -4.6 1.0 ~5.5
Nov. p 9.1 -0.8 8.2 13.7 ~-3.9 1.1 -4.9
Dec. p 8.8 -0.6. 8.2 12.5 -3.8 1.0 -4.8

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

T (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 comparisans. When comparing spendable
earnings estimates for periods subject to different tax laws, l.e. 1979
to 1978, the percent change in average tax effect reflects both the
progressive effect and the effect of the tax law change.

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

4/ Less than 0.05 percent.
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from November, seasonally adjusted. Over the year, real spendable earnings were down

4.8 percent. (See footnote 2, table &, for enplanation of over-the-year average

tax effect.)

*The Hourly Earnings Index in dollars of constant purchasing power was

* down 0.7 percent from November to December. Compared with a year ago, the index was

down 2.8 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-wage and low-wage industries.

Explanatory Notes

Snondahi

ings are 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 worker or
to a married worker with three dependents who made this
amount.

Real spendasble 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 from the 1967 base period, that is, adjust-
ment by the appropriate Consumer Price Index for Urban
Wage Earners and Clerical Workers. {See Michael Buso,
“Changes in the Spendable Earnings Series for 1979,”
Employment and Earnings, March 1979.)

The earnings series from which spendable and real
spendable earnings .are derived——gross average weekly
earnmgs-—-—as an earithmetic average of the earmngs of all
pr or visory jobs, luding part-time
jobs. Therefore, it is less than the average weekly earnings
of full-time wage earners. It should be noted that the series
on spendable earnings represents only the average earnings
for those rank-and-file workers whose weekly pay approxi-
mates the averages indicated. The actual earnings level of
married workers with three dependents tends to be higher
than the average figures given above, since married workers
with three dependents are generally older and more ex-
perienced and thus likely to command higher hourly wage
rates and work more hours. Manth-to-month and year-to-
year changes in actual spendable earnings for this worker

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

Seasonally adjusted data are preferred by some users for
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 underlying cyclicel trends. These
changes in average earnings may be due to seasonal changes
in the pfoponion of workers in high-wage and low-wage in-
dustries or or to ! ch in the
amount of overtime work, and so on. The seasonally ad-
justed data are presented in table 2.

Income tax law changes that become effective during the
year may produce misleading year-to-year comparisons of
changes in the tax liability from the spendable earmngs
serles. For example, in 1977, the calculation of spendable
earnings following the enactment of the Tax Reduction and
Simplification Act of 1977 (effective June 1, 1977) con-
centrated the entire 1977 red in the sub
7 months. The Bureau of Labor Statistics develops and
publishes “annual average” spendable earnings formulas
which distribute the impact of tax law changes over the
entire calendar year. Thesa formulas should be used to

rmght also differ from the average esti [ in
this release.

The Bureau of Labor Statistics has also published data
on annual after-tax 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 househoids of specific size
and ition. For a d of these series, see Paul
M. Ryscavage “Annual Earnings of Household Heads,”
Monthly Labor Review, August 1975,

year-to-year compamom in tax liability changes.

For a compr di ion of the earn-
ings series and hourly earnings index, end their relation to
other wage data, see the following articles: Jack Alterman,
“Compensation per Man-Hour and Teke Home Pay,”
Monthly Labor Revigw, June 1971; Thomas Gavett, "Mea-
sures of Change in Real Wages and Earnings,” Monthly
Labor Review, February 1972; Norman Samuels, "Develop-
ing a General Wage Index,” Monthly Labor Review, March
1971; Paul Schwab, “Two Measures of Purchasing Power

The hourly earnings index is designed to under-

e M ly Labor Review, April 1971,




Table 1. Eamings of production or nonsupervisory workers on private nonagricultural payrolls by major industry division

Hourly eamings

N
Gross average ox ! Gross average Spendable average weekly earnings
h i Kl b
Industry ourty eamings {1967 = 100) weakly eamings Married worker with 3 dependents |  Worker with no dependents
Dec. |Nov. ]Dec. |Dec. [Nov. |Dec. Dec. Nov. Dec. Dec. Nov. Dec. Dec. Nov. Dec.

1979 ]1980p]1980p|1979 |1980p|1980p| 1979 1980p | 1980p | 1979 1980p | 1980p | 1979 1980p | 1980p

TOTAL PRIVATE: 3

Currentdollars. . ............. $6.38]56.92]$6.94|238.91260.0(261.0($229.04)5244.28(5247.76(5201.80|$213.37 |$216.01 {5184.59|$195.245197.67

1967 dollars. . ..............:1 2.77) 2.70] 2.68/103.9]101.4|100.9 99.58 95.27 95.77 87.74 83.22 83.50 80.26 76.15 76.41
Mining:

Currentdollars. .............. 8.75| 9.52] 9.51|272.4}298.4{297.1| 384.13| 414.12| 419.39| 317.13| 338.10( 341.78! 286.96 304.91) 308.07

1967 dollars................. 3.80] 3.71] 3.68|118.4{116.4§114.8] 167.01}| 161.51| 162.11| 137.88| 131.86( 132.11| 124.77! 118.92| 119.08
Construction:

Currentdollars. .............. 9.58{10.24]10,32|228.4|244.0(244.9| 356.38} 375.81| 381.84| 296.90} 311.06| 315.46] 269.83] 281.98] 285.59

1967 dollars. .. ......0ovuinn 4.17| 3.99] 3.99} 99.3| 95.2| 94.6) 154.95| 146.57| 147.60] 129.09{ 121.32| 121.94} 117.32§ 109.98| 110.39
Manufacturing:

Currentdollars. .............. 6.97} 7.59]| 7.70}245.1§269.0}271.5] 285.07{ 305.12| 315.70| 244.31| 259.52| 267.26| 223.38| 236.98| 243.85

1967 dollars . 3.03] 2.96] 2.98)106.5/104.9[104.9| 123.94| 119.00| 122.03} 106.22] 101.22| 103.31 97.12 92.43 94.26
‘ Transportation and public utilities:

Currentdollars. .............. 8.54] 9.26| 9.30[261.1|284.0]|285.1] 341.60] 369.47| 372.00} 286.13| 306.44| 308.29} 260.39| 278.18( 279.70

1967 dollars. . . .............. 3.71} 3.61| 3.59]113.5/110.8{110.2| 148.52| 144.10] 143.80] 124.40| 119.52| 119.17 | 113,21 108.49| 108.12
Wholesale and retail trade: .

Current dollars. 5.18| 5.63| 5.62}230.5{249.7(250.0] 170.42] 180.16| 182.65} 158.77| 165.33] 167.01 ] 141..68( 148.98| 150.84

1967 dollars. ..} 2.25) 2.20] 2.17}100.2f 97.4| 96.6{ 74.10| 70.27 70.60| 69.03] 64.48] 64.56] 61.60} 58.10{ 58.31
Finance, insurance, and real estate:
Currentdollars. .............. 5.48] 6.01] 6.02/217.7|238.5(238.8] 199.47| 218.16| 217.92| 178.91} 193.46] 193.27] 163.10] 176.72| 176.55
1967 dollars. . ............... 2.38] 2.34] 2.33} 94.7} 93.0[ 92.3| 86.73} 85.09] 84.24| 77.79| 75.45| 74.71 70.91 68.921 68.25
Services:
Currentdollars. .............. S5.61] 6.09] 6.09}237.3/257.6{257.7| 184.01] 198.53] 199.14] 167.91} 178.18} 178.65] 151.84] '162.42| 162.86
1967 dollars. . ............... 2.44( 2.38] 2.35]103.2/100.5| 99.6] 80.00] 77.43} 76.98 73.00] 69.49] 69.06| 66.02] 63.35{ 62.95
' Adjusted for overtime {manufacturing onty) snd nwerindustry employment shifts. struction; and nonsupervisory workers in transportation and public utilities: trade; finance, insurance, and resl
? s ings are by ing socisl security and Federal income taxes applicable to a  estate; and services. Included in this group are approximately four-titths of ali workers on private industry
worker who earned the gross sverage weekly ings of all pr ion or visory workers. A technicat  Payrolls.
note on the calculation and uses of the ings series is avai on request. p=preliminary.

Data relate to production and related workers in mining and manufacturing; construction workers in con-

8¢
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Table 2. ings of prod isory workers on private nonagri i payrolls, il d
) 1979 1980
Series Dec. January March | April May June July [August | Sept. [October|Nov. p [Dec. p
Gross average hourly esrnings:
Current doMars . . . . $6.39] $6.41] $6.45| $6.51| $6.54] $6.57] $6.62| $6.671 $6.71] $6.77] $6.83| $6.91 $6.95
1967 doltars . 2.77 2.74 2.72 2.71 2.69 2.68 2.68 2.70 2.70 2.69 2.69 2.69 2.68
Hourly earnings index' (1967=100):
Current dollars . . .. | 239.4] 240.3] 242.4] 245.2] 246.2{ 248.3] 250.9| 252.1| 254.0| 255.4| 257.9| 260.7| 261.6
1967 dollarns ..... 103.8} 102.7] 102.2| 102.0] 101.4] 101.4] 101.5] 102.0f 102.0] 1tO1.5| 10l1.5] 101.6] 100.8
Gross sverage weekly eamings:
Current dollars . . . . 1 5228.12| $228. 20| $228.98] $230.45] $230.86($230.61|$231.70{$232.78]$235.52|$238.30|$241.10]$244.61]$246.03
1967 dollers ..... 98.88| 97.52] 96.53] 95.82| 95.08] 94.16| 93.77] 94.17| 94.62] 94.75] 94.92| 95.33] 94.85
Spendable average weekly earnings” :
Current dotlars . . 201.10f 201.17] 201.76] 202.87| 203.18| 202.99| 203.82| 204.64} 206.72| 208.83| 210.95| 213.62] 214.69
1967 dollars ... 87.17| 8s.97) 85.06| 84.35] 83.68] 82.89] 82.48] 82.78] 83.05] 83.03] 83.05] 83.25] B82.76
! Soutootnome 1, table 1. prpretiminery.
2 Calculated for merried worker with thres dependents who ssrned the average weekly earnings.
Twlo:l Percontage change' over the year in of production or L

‘on private nonagricultural peyrolls by major industry division

December 1979 - December 1980

ourly earnings Gross sverage wrage weekly eernings *
index ?
Industry {1867 = 100) weekly sarmnings Married worker Worker with no
with 3 dependents dependents
Current | 1967 Current | 1967 Current | 1967 Cumrent | 1067
dollars | dollers dollers | dollars | dotlars | dollars | dollers | dollars
TOTAL PRIVATE ... 9.3 -2.8 8.2 -3.8 7.0 4.8 7.1 -4.8
Mining ...... 9.1 -3.0 9.2 -2.9 7.8 -4.2 7.4 -4.6
Construction .. 7.2 4.7 7.1 4.7 6.3 =-5.5 5.8 =5.9
Manufscturing. . . 10.8 -1.5 10.7 -1.5 9.4 -2.7 9.2 -2.9
Transportation and public utilities. 9.2 -2.9 8.9 -3.2 7.7 -5.2 7.4 -4.5
Wholesale and retail trade .. ... 8.4 -3.6 7.2 4.7 5.2 -6.5 6.5 =5.3
Finance, insurance, and real estate 9.7 -2.4 9.2 -2.9 8.0 -4.0 8.2 -3.8
8.6 3.4 8.2 -3.8 6.4 ~5.4 7.3 -4.7
NOTE: Percentags change over the yesr in the revised CPI-W (all itams, 1967 =100) ......... . 12,5

' Based on prefiminary data for the current month. Hourly earnings index changes sre bessd on seasonalty sdiuswed dets. Gross snd waekly

changes are besed on deta that are not sssonally sdjusted.
2 See footnote 1, table 1.
- 3 Calcutated for workers who ssrned the sverags weskly somings.

6¢
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Representative Reuss. We would now like to ask you to each
proceed in his own way. First, Mr. Benderly.

STATEMENT OF JASON BENDERLY, VICE PRESIDENT, WASHING-
TON ANALYSIS CORP., WASHINGTON, D.C.

Mr. Benperry. Thank you. I've been asked to focus my comments
this morning on the food component of the CPI and on matters
related to the outlook for food prices.

Within this framework, there are three topics I'd like to discuss
briefly—first, the near-term food price situation; second, the more
general outlook on food prices and specific problems that could
W(iysgn that outlook; and third, current and prospective agricultural
policies.

It’s often the case that the near-term outlook differs substantially
from that which is expected for the longer term. I think that’s the
case with food prices today. Reflecting the extremely large increases
in livestock ang oultry prices that occurred from April to August
of 1980, the totali) CPT food index price increased at a 19 percent
annual rate in July, August, and September 1980. The passthrough
of these large livestock price increases was basically complete by
early October, and the 8PI food index slowed to a 12.5 percent
average rate in the last 3 months of the year.

Today’s CPI shows that food prices, as you mentioned, were v;le)
by 1 percent in December alone. We expect that food prices will
continue to decelerate in the first quarter of 1981 to perhaps the

- or 6-percent range on a seasonally adjusted basis, and then we
expect that they should reaccelerate in the second or third quarter
of 1981, back up perhaps to the 12- to 15-percent range.

There are basically two reasons for expecting this pattern. First,
livestock prices have not yet started what will probably be their
next runup, and in fact they are still declining. From August of
1980 to January of 1981, average livestock and poultry prices have
fallen by more than 15 percent, and it’s only with a 2- to 3-month
lag after livestock prices have started increasing again before retail
food prices will be adversely affected.

Second, there is a technical problem with the seasonal adjustments
on the CPI food index which will cause an understatement of food
price increases in the first quarter of the year and then an overstate-
ment probably in the third quarter. This near-term outlook sounds
far more sanguine than what has been stated by many analysts
regarding the consequences of the drought-induced grain shortfall
last summer.

I think the reasons are very simple. Grain prices themselves do not
directly influence food prices significantly. Only through their
effect on livestock profitability and hence livestock - production do
grain prices eventually affect the retail market. It’s without question
that the price of meat will eventually fully reflect the price of grain,
but it takes time, and less than one-quarter of the cost of producing
& pound of meat in the supermarket represents the cost of grain.
Simply put, this means that a 30-percent increase in the price of
grain will eventually result in about a 6- to 8-percent increase in the
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retail price of meat over and above what would have occurred anyway;
30 percent is the increase that we have seen in average grain prices
over the past year.

In addition, for a variety of reasons, there is a seasonal pattern
of livestock production that causes livestock prices to weaken from
August of one year to somewhere between January and April of the
next year. It doesn’t matter how much of an increase is going to occur
for the year as a whole. Prices do not increase during that part of
the year. We are in that lull right now.

As I indicated earlier, I expect that there will be a renewed surge
in livestock prices in 1981, but it shouldn’t be any worse than last
year’s, and it may not start until the second quarter.

When analyzing the general outlook for food prices, it is important
to put into context specific problems such as the 2-day freeze in the
Florida citrus-producing areas, which certainly do affect the price of
food. But that type of problem is not fundamental in the sense that
nothing else within the agricultural sector is affected by those price
increases and also in the sense that only a small part of retail food
expenditures are directly involved.

or example, less than 2 percent of all food prices are for citrus
fruits and citrus-related products. A 20- to 25-percent increase in
these prices—and that is just a guess—would add only 0.4 to 0.5
percent to the average price of food, and will do so in strictly a transi-
tory manner.

The more general fundamental outlook for food prices is a direct
function of the grain sector, the livestock sector, and the poultry
sector. These account in total for roughly two-thirds of the farm
value of U.S. food consumption with only a very small percent
reflecting the direct consumption of grain products.

In these areas, the fears that were and still are being expressed for
this year’s food prices are, I think, 1 year too early. The risky period
will f‘),e 1982, not 1981. The United States began the 1980-81 crop year
with stocks of grain and oilseeds at quite comfortable levels. The
United States will begin the next crop year with stocks far too low
for anyone’s comfort, and grain prices as a result will be determined
solely by next year’s production. There’s no buffer of any consequence
for next year.

Grain ‘prices have increased by approximately 30 percent from last
year, as I mentioned previously. Livestock and livestock product
prices will reflect these grain price increases, but there is no automatic
mechanism for that to happen. Livestock producers must reduce pro-
duction, and they will do so in response to & profit squeeze, but demand
must support those price increases.

The producers of high-grade beef have been in a fairly moderate
profit squeeze for the last 2 years. For eight of the last nine quarters,
there has been a decline in the number of cattle placed onto feed lots as
a result of that reduced profitability. High-grade cattle slaughter has,
as a result, declined by 15 percent since 1978. The saving factor for
beef consumers and the culprit, as far as the cattle producers are
concerned, was the 24-percent increase in pork production durin
exactly the same period. This increase in pork production put a i
on overall meat prices until the second half of 1980 and in actuality
helped postpone a more serious price runup until 1981.
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If corn prices stay in the $3.50 to $3.75 per bushel range for the
time being, then the appropriate levels for livestock and poultry prices
are approximately 15-percent higher than they are now. These in-
creases will occur during 1981, probably by the third quarter, and are
the major reasons why I expect food prices to accelerate back into the
12- to 15-percent range during some 6-month period during 1981. I
expect that the net result will be about an 11-percent increase in food
prices during the year as a whole.

The step beyond that in food prices will be totally dependent upon
next year’s grain production, which is so uncertain at this point that
all one can do is speculate. The risks are enormous at this point, but
1t is not a certainty that the worst is going to happen.

One more specific topic regarding the food price outlook I think is
appropriate at this point. That is that the cattle cycle is not yet
turning back into liquidation. I don’t think that it will turn back to
liquidation unless there are new major increases forthcoming in grain
prices next year.

Without & return to liquidation, the worst of the cattle cycle’s
price impact is behind us. It has always been true that most of the
cattle price increases that occurred during the cattle cycle do so not
after liquidation ends but before it ends, and that occurred in 1979.

The long-term equilibrium relationship between the grain and live-
stock sectors indicates that as long as cattle prices remain about 19
times the price of corn, that liquidation will not return. The herd will
continue to be rebuilt.

My expectation is that cattle prices will reach about $75 a hundred-
weight in 1981. That’s really a desire that they do so as well as a
forecast.

Regarding agricultural policy, it is not unusual for an economic
problem to be addressed only after the worst of the problem has
passed. This has been particularly true with respect to agricultural
policy, which, with some exceptions, has often been a response to
changing circumstances rather than a force helping to shape those
conditions.

Last year’s low level of farm income became a concern only after
the worst quarter by far had already passed. That was the second
quarter of 1980 when farm income hit a $20 billion annual rate. I
don’t mean this as a criticism; I simply mean that supply and demand
conditions can change so rapidly in the agricultural sector that.they
render obsolete almost overnight a given direction of agricultural

olicy. Supporting grain prices with higher loan rates is certainly no
onger the major policy concern.

There are three basic problems or conflicts that are inherent in a
continuation of the past agricultural policy or any variation of it.

First, a rebuilding of the farmer-held grain reserves which are well
stocked now but which will be almost depleted by the end of this
crop year will necessitate higher grain prices in the short term. This
does not mean that there are no potential long-term benefits; it
simply means there’s a price to pay.

Second, any attempts to raise or support grain prices necessarily
affects the livestock sector adversely. In this context, it is important
to remember that last year’s depressed commodity prices and low
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farm income that were of such concern were mostly the result of
extremely low livestock and poultry prices, not a result of low grain
prices. The only mechanism by which the livestock sector can offset
grain price increases is by cutting back production.

Third, the aggregate farm income data on which so much emphasis
is placed in policymaking can distort the true picture of the agricultural
sector’s financial health. The number of farm producers continues
to decline each year as has been the case for decades, and hence
total net farm income is divided among fewer and fewer farmers.
This has kept per capita farm income increasing fairly steadily on a
year-to-year basis. Even with the severe decline in total farm income
during 1980, per capita farm income as a percent of nonfarm income
was still above 90 percent.

In addition, an increasing proportion of the farm sector’s income
comes from providing labor off of the farm. That is not included in
the reported farm income data. This shift represents the movement
of labor out of the agricultural sector in response to increasing pro-
ductivity, and it is & natural part of the evolution of farming
technology.

I'd like to end my comments with a very brief statement on the CPI
in general, and hopefully I won’t be stepping out of bounds on someone
else’s comment.

Today’s CPI release showed a 1.1 increase for December. I hope it
is well understood by everyone that inflation was not really that
high in December. Just as the CPI overstated inflation in early 1980
by as much as 5 percent, that’s when the CPI was saying 18 percent
in the first quarter. I think in the real world inflation was muc closer
to about 13 percent; and just as it understated the rate of inflation
in the summer months—as when in July it showed a zero_percent
increase—it’s currently overstating the rate of inflation. Inflation
has been more or less in a holding pattern for the last 8 months at a
very high and unacceptable rate, but it is not now in the process of
showing the widespread acceleration which was true in 1979 and
early 1980.

The CPI, excluding mortgage interest costs and home purchase
rices, is a good proxy for a better measure of consumer inflation.
t increased by only 0.7 percent in December instead of the reported

“a]]l items’’ increase of 1.1 percent.

If you look at the quarterly pattern in that reconstruction of the
CPI,’it climbed to a 16-percent rate in the first quarter of the year,
fell to a 7-percent rate in the second quarter, to 11.7 percent in the
third, and gack down to 9 percent in the fourth.

That’s what I'm essentially saying about its being in a holding
pattern. We've been roughly in the 8-to-10-percent range—slightly
above it, slightly below it—for the last 8 or 9 months. Thank you.

[The prepared statement of Mr. Benderly follows:]

PREPARED STATEMENT OF JASON BENDERLY

I have been asked to focus my comments on the food component of the Con-
sumer Price Index (CPI) and on matters related to the outlook for food prices.
Within this framework, there are three topics I will discuss briefly: (1) the
near-term food price situation; (2) the more general outlook for food prices and
specific problems that could worsen the outlook; (3) current and prospective
agricultural policies.
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(1) Near-term Outlook: reflecting the huge increase in livestock and poultry
prices that occurred from April to August of 1980, the total CPI food price index
(CPI-F) increased at a 19.0 percent average annual rate in July, August, and
September. The pass through was basically complete by early October, and the
CPI-F index slowed to a 12.5 percent average rate in the last three months of the
year. The CPI released today showed food prices increasing at a 13 percent
annual rate for December alone. Food prices will continue to decelerate in the
first quarter of 1981 to perhaps the 5.0 percent range (seasonally adjusted) and
then should reaccelerate in the second or third quarter to the 12-15 percent
range. There are two reasons for this pattern. First, livestock prices have not
Yet started their next runup, and in fact are still declining. From August 1980
to January 1981, average livestock and poultry prices have fallen by more than
15 percent. Only with a two-to-three-month lag after livestock prices have started
rising again will retail food prices be affected. Second, there is a technical problem
with the seasonal adjustments on the CPI-F index which will cause an under-
statement of actual food price increases in the first quarter (and a corresponding
overstatement in the third quarter).

This near-term outlook sounds far more sanguine than what has been stated by
many analysts regarding the consequences of the drought-induced grain shortfail
last summer. The reasons are simple. Grain price increases do not directly in-
fluence food prices significantly. Only through their effect on livestock profitability
and hence livestock production do grain prices eventually affect the retail market.
Without question the price of meat will fully reflect the price of grain but it takes
time, and less than one-quarter of the cost of producing a pound of meat in the
supermarket represents the cost of grain. Simply put, this means that a 30 percent
increase in the price of grain will eventually result in a 6-8 percent increase in the
retail price of meat over and above what would have occurred anyway. Thirty
percent is the increase that we have seen in average grain prices over the past year.

In addition, for a variety of reasons there is a seasonal pattern of livestock pro-
duction that causes livestock prices to weaken from August of one year to some-
where between January and April of the next year. It doesn’t matter how much
of an increase in prices is forthcoming for the year as a whole; prices will
not increase during this part of each year. We are in that lull right now. As in-
dicated earlier, I do expect a renewed surge in livestock prices in 1981 but it
shouldn’t be any worse than last year’s and it may not start until the second
quarter.

General Outlook: Specific problems, such as the two day freeze in the Florida
citrus producing areas certainly do affect the price of food. But this type of prob-
lem is not fundamental in the sense that nothing else within the agricultural
sector is affected and also in the sense that only a small part of retail food expendi-
tures are directly involved. Less than 2 percent of all food prices are for citrus
fruits and citrus related products. A twenty to twenty-five percent increase in the=c
prices, and that is a guess only, would add only 0.4-0.5 percent to the average
price of food, and do so in a strictly transitory manner.

The more general fundamental outlook for food prices is a direct function of the
grain/oilseed/livestock and poultry sectors. These account in total for approxi-
mately two-thirds of the farm value of U.S. food consumption, with only a small
percent representing the direct consumption of grain products. In these areas,
the fears that were and still are being expressed for this year’s food prices are I
think one year too early. The risky period will be 1982, not 1981.

The U.S. began the 1980/81 crop year with stocks of grain and oilseeds at quite
comfortable levels. The U.S. will begin the next crop year with stocks far too low
for anyone’s comfort, and grain prices as a result will be determined solely by
next year’s production. There is no buffer of any consequence for 1981/82. Grain
prices have increased by approximately 30 percent from last year, and as I men-
tioned previously, livestock and livestock product prices will reflect the grain
price increases, but there is no automatic mechanism for this to happen. Livestock
producers must reduce production and they will do so in response to a profit
squeeze, but demand must support the potential price increases.

The producers of high grade beef have been in a moderate squeeze (profitable but
only marginally so) for over two years. For eight of the last nine quarters (1978:4
to 1980:4 inclusive), there has been a decline in the number of cattle placed onto
feedlots. (The one exception was the third quarter of 1980 which was a rosult of
the past summer’s drought and did not represent a turnaround.) High grade cattle
slaughter has as a result declined by 15 percent since 1978. The saving factor for
beef consumers, and the culprit as far as the cattle producers are concerned, was



the 24 percent increase in pork production during the same period. This increase
put a lid on overall meat prices until the second half of 1980, and in actuality

helped postpone a more serious price run-up until 1981.

1f corn prices stay in the $3.50-83.75 per bushel range for the time being, then
the appropriate levels for livestock and poultry prices are approximately 15 per-
cent higher than they are now. These increases will occur during 1981, probably
by the third quarter and are the major reasons why I expect food prices overall to
increase at a 12-15 percent annual rate for some six-month period during the
year. I expect the net result to be an 11 percent increase for food prices during 1980.

The next step in food prices will be totally dependent on next year’s grain pro-
duction, which is so uncertain that one can only speculate. The risks are enormous,
but it is not a certainty that the worst will happen.

One more specific topic is appropriate at this point. The cattle cycle is not
yet turning back into liquidation and it won't unless new major increases are
forthcoming in grain prices next year. Without a return to liquidation, the worst
of the cattle cycle’s price increases have already occurred. It has always been
true that most of the cattle price increase that occurred during the cattle cycle
did so not after rebuilding of the herds began, but by the time liquidation ended.
For this cycle that was 1979. The long-term equilibrium relationship between
the grain and livestock sectors indicates that as long as cattle prices are not
less than nineteen times the price of corn for a sustained length of time, re-
building of the cattle herds will continue, albeit probably slowly. My expectation
that cattle prices will reach $75 per hundred weight in 1981 therefore translates
into a desire that they do so.

Agricultural Policy: It is not unusual for an economic problem to be addressed
only after the worst of the problem has passed. This has been particularly true
with respect to agricultural policy, which, with some exceptions, has often been
a response to changing circumstances rather than being a force helping to shape
those conditions. Last year’s low level of farm income became a concern only
after the worst quarter by far had already passed; that being the second quarter
when farm income reached a $20 billion annual rate. This is not necessarily meant
as a criticism. It is simply meant to point out that supply and demand conditions
can change so rapidly in the agricultural sector as to render obsolete overnight
a given policy direction. Supporting grain prices with higher loan rates (ones
that are effecfive) is certainly no longer the major policy concern.

_ There are three basic problems or conflicts that are inherent with a continuation
of the current policy thrust or variants of it. First, a rebuilding of the farmer
held grain reserves, which are well stocked now but which will be almost depleted
by the end of the crop year, will necessitate higher grain prices in the short-term.
This does not obviate the potential longer-term benefits, but there is a price to
pay. Second, any attempts to raise or support grain prices necessarily affects
the livestock sector adversely. In this context it Is important to remember that
last year’s depressed commodity prices and farm income were mostly the result
of extemely low livestock and poultry prices, not low grain_prices. The only
mechanism by which the livestock sectors can offset grain price increases is by
cutting back production. And third, the aggregate farm income data on which
so much emphasis is placed in policy making can distort the true picture of the
agricultural sector’s financial health. The number of farm producers continues
to decline each year as has been the case for decades and hence total net income
is divided among fewer and fewer farmers. This has kept per capita farm income
increasing fairly steadily on a year to year basis. Even with the severe decline
in total farm income during 1980, per capita farm as a percent of non-farm income
will still be above 90 percent. In addition, an increasing proportion of the farm
sector’s income comes from providing labor off the farm and is not included in the
farm income data. This shift represents the movement of labor out of the agri-
cultural sector in response to increasing productivity and is a natural part of the
evolution of farming technology. .

1 would like to end my comments with a very brief statement on the CPI in
general. Today’s CPI showed a 1.1 percent increase for December. I hope that it is
well understood by the members of this committee that inflation was not really
that high in December. Just as the CPI overstated inflation in early 1980 by as
much as 5 percent on an annual rate, then understated inflation in the summer
months, it is overstating again. Inflation has been in a holding pattern for the
past eight months or so at an unacceptably high rate. But it is not now in the
process of a widespread acceleration in sharp contrast to the acceleration of
1979 and early 1980.
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Representative Reuss. Thank you, Mr. Benderly. Before passing
on to Mr. Clifton, may I ask, can you describe the Washington
Analysis Corp.?

Mr. BEnDERLY. We're a private research firm that specializes
in economic forecastings, particularly with respect to inflation, energ
policy, and the oil-producing sector and a few other industries bas;-
cally centered on policymaking. Our clients are financial institutions
and nonfinancial corporations.

Representative REuss. Thank you very much.

Now, Mr. Clifton of the Chamber of Commerce.

STATEMENT OF JAMES A. CLIFTON, DIRECTOR, ANTI-INFLATION
PROGRAM, CHAMBER OF COMMERCE OF THE UNITED STATES,
WASHINGTON, D.C.

Mr. Crirron. Thank you, Mr. Chairman. On behalf of the cham-
ber’s 103,000 members, we welcome this opportunity to testify on
the Consumer Price Index and inflation. Let me first of all summarize
our recommendations, and then go into some detail on the last two.
Let me say at the outset, however, that we commend the Joint Eco-
nomic Committee for the process of consensus building in economic
policy that it has pioneered over the past few years. We hope and
trust that this process will continue under the distinguished chair-
manship of Mr. Reuss.

Inflation remains the Nation’s No. 1 economic problem. The basic
rate of inflation, however measured, has increased during the past
few years and in all probability will continue to be about as high in
1981 ; however, behavior by the Consumer Price Index—and forecasts
for the CPI for 1981 through 1985—can sometimes give the mislead-
ing impression that inflation is abating significantly, and could seri-
ously weaken the national focus on inflation and the commitment to
implement substantive anti-inflation policies.

And sometimes the CPI can give us an exaggerated impression of
the true level of inflation, as, for example, when we annualize last
January’s 1.4 percent CPI number to arrive at an 18-percent annual
rate of inflation, which as Mr. Benderly correctly pointed out, is a
gross exaggeration of our true inflation experience.

In order to maintain and extend the focus and commitment to
fighting inflation while removing the distortions in and the mis-
impressions surrounding the CPI, the U.S. Chamber recommends
the following actions:

First, the monthly JEC hearings on inflation should begin to focus
more on trends in the underlying or basic rate of inflation, and less
on the short-term behavior of the CPL.

Alternatively, monthly JEC hearings coinciding with public release
of the CPI should be abandoned in favor of quarterly hearings to
move the CPI out of the limelight.

Third, the JEC should assume responsibility for producing ‘‘In-
flation Update,” a very useful Council on Wage and Price Stability
semiannual report, now that the Council is almost defunct,

Fourth, the JEC and other appropriate committees of Congress
should work toward building a consensus on the method and timing
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for a technical change in the CPI which eliminates the troublesome
homeownership problem.

Finally, using the recent Office of Management and Budget study
on indexation of Federal programs as a starting point, the JEC
should develop a set of studies and hearings with respect to the
desirability of modifying indexation procedures for Federal programs.

The following principles should be considered:

First, the degree of indexation of Federal programs should be
comparable to private sector escalators so as not to cause unintended
income transfers between different groups on account of inflation
protection clauses.

Second, overall budgetary control and resource availability should
be the final arbiter in the extent to which automatic income escalators
operate for large transfer programs.

Let me now focus on the last two recommendations in greater
detail. Measurement distortions have highlighted recent criticisms
of the CPI as a true measure of inflation. The roller coaster behavior
of mortgage interest rates in 1980 produced wide variations in the
monthly CPI figures, from zero percent in July to 18 percent in
January, February, and March, on an annualized basis. Naturally,
no monthly statistics presume to be accurate gages of inflation, but
historically, different measures of inflation, such as the GNP de-
flator, average hourly earnings, and the CPI, tend to move together.
In 1979 and 1980, however, the CPI diverged substantially from the
other price indexes, calling it into question as a legitimate measure
of inflation.

It would be redundant for me to repeat in detail all the technical
difficulties with the CPI as a cost-of-living index. These have been
widely discussed during the past 18 months in the popular media
as well as in political and professional forums.

To put it simply, the problems have been studied to death. Let me
summarize for the committee the current state of the CPI debate
as I view it, and make some suggestions for avoiding another stale-
mate over the homeownership problem—as happened in the mid-
twenties, when business and labor advisory councils to the Depart-
ment of Labor were unable to reach agreement on a substitute for
the official homeownership measure in the index.

As a practical and political matter, the vast array of technical
problems with the CPI has now boiled down to one major issue, and
only one: The method to be used, and timing for a change in the
official measure of homeownership. What, in brief, are the other
issues, and how have they evaporated during the past 18 months
of debate?

One criticism that has been leveled at the CPI is that it has an
upward bias, because many price increases reflect quality improve-
ments in products or services. However, a thorough survey of re-
search on this issue concluded that the overall bias from changes in
quality, both losses and gains, may be either upward or downward.

There is virtually no consensus on either the direction of the bias
or the magnitude, a very poor basis from which to make any change
in the Consumer Price Index.

Further, it is by no means evident that a technical solution to the
problem could be developed if the nature of it were even clearly
understood, since quality 1s almost impossible to measure.
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The frequently mentioned substitution bias inherent in the fixed-
weight index used in constructing the CPI has been found to be
very small for the years 1958-73, an upward bias of about 0.1
percent in the index per year on average, for that period. Since 1973,
unofficial estimates of the bias given to me by the Department of
Labor are about 0.2 percent on average, and as much as 0.5 percentage
points for 1979.

But whether one interprets such estimates as implying a large or a
small substitution bias, I think, is largely beside the point at this
stage.

As a result of the new Continuous Consumer Expenditure Survey
(CCES) conducted by the Bureau of Labor Statistics, weights in
the CPI will be capable of adjustment as often as is necessary to
correct for a substitution in consumer products and services. This
capability for the Consumer Price Index will be available in 1984. In
the past, such adjustments were made once every 12 years on an
average.

In my view, this procedural change also eliminates the frequently
made case for using a version of the personal consumption expenditure
(PCE) deflator as a superior substitute for the CPI.

The alleged superiority of the Commerce Department’s implicit
PCE deflator is that it is a shifting weight index. Yet with a substitu-
tion bias, such Paache indexes tend to understate the true increase in
the cost of living, just as the Laspeyres index used in the CPI tends
to overstate it.

Two other versions of the PCE, the chain price index and the 1972
base fixed weight index, use a rental equivalence concept for home-
ownership that is entirely as unsatisfactory as that useclp in the Con-
sumer Price Index. When the same homeownership measure is used
in each index over a period of years, there is practically no difference
between inflation as measured by the different indexes. Furthermore,
prices used in the personal consumption expenditure deflator come
from the Bureau of Labor Statistics’ surveys.

Other major criticisms of the CPI have tended to confuse what it
is with how it is used. An increase in our foreign oil bill is a loss in
real national income, a reduction in our standard of living. It cannot
be directly compensated for through indexation. That does not mean,
however, that the CPI should not measure the change in current
market prices for a gallon of fuel oil or gasoline, only that users of
the index, such as corporations and the Federal Government, should
not include this element for cost-of-living adjustments. Denmark,
Brazil, and several other countries have recognized this point and
made adjustments for this factor.

Similarly, suggestions for regional, elderly, and other special
indexes_are not Implicit criticisms of the CPI, but of any general
index. Data are available to adjust the CPI by region and city.
Consumption patterns of different groups do not appear to warrant
specific indexes, but more work in this area is needeg. '

In light of the above considerations, we feel the effort to improve
the CPI focuses on a change in the homeownership measure, which
is universally acknowledged to have caused a substantial upward
bias to the CPI during the past 2 years, and in the December figures
reported this morning by the Department of Labor.
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The problem with this measure is that a house is an asset as well
as a consumer good. High home values and their rapid rise may
reflect expectation of a return on the asset, not so much an increase
in the cost of living. Second mortgages, based upon real estate appre-
ciation, are often used for additional consumption. No correction
is made in the CPI to distinguish the increase in the capital value
gf a home from the increase in the cost of shelter services provided

1t.

yThis mixture of “current service” and “investment accounting”
in the homeownership measure creates a second problem: A gross
overstatement of its share in total consumption in the CPI. The
weights of five experimental current service measures of homeowner-
ship applied to the CPI by the Department of Labor range from
8.7 percent to 14.5 percent—compared to 22.8 percent for the official
measure now used.

Furthermore, it is gross outlays on home purchases and contracted
mortgage interest costs that are priced by the Bureau and on which
weights are based, not outlays net of tax savings from homeownership.

Despite these above deficiencies, the homeownership measures
would not give a problem to the CPI if the costs of homeownership
were rising only at the all-items rate; however, home prices and
contracted mortgage interest costs have risen considerably faster
than the total CgPI in the past decade, 150 percent for homeowner
shelter costs, generally, compared to 113 percent for the all-items
CPI. The figures are from June 1970 to June 1980.

Along with five experimental measures now published monthly
with the official CPI release for homeownership, a sixth alternative
may be preferable if it is feasible. This option would expand the
rental survey to provide a satisfactory sample of homes from which
the current service cost of owned homes could be estimated.

Because of the past stalemate in making a much-needed change
in the homeownership measure, I urge this committee and the Congress
to help us to reach a consensus on the method and timing for a change
in the homeownership measure. I believe it is the responsibility of
the 97th Congress to become actively involved in resolving this
issue once and for all.

I would like to end my comments with some brief statements about
indexation of Government programs to the Consumer Price Index.
In our view, a serious look should be taken at the indexation pro-
cedures for Government programs. Again, this is an area pertaining
to the use of the CPI, amf not the nature of the index itself. It is true
that budgetary savings can be forthcoming from meking an im-
grovement in the homeownership measure; however, even greater

udgetary savings are possible.

First, the six major Federal civilian and military retirement pro-

rams currently adjusted semiennually to CPI changes could be
indexed once a year, as is the practice in the private sector and the
bulk of Federal programs already indexed. o

Second, the degree of indexation of Federal programs, which is
almost always 100 percent of CPI changes, could be made more
comparable to private sector norms. Pensions in the private sector,
on average, hardly compensate for inflation at all, while wage escala-
tors compensate for about 57 percent of the rise in the Consumer
Price Index. That'’s a decade average.
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At the very least, price increases which represent a real loss of
national income should be excluded from the Federal indexation
procedures. Any attempts to protect incomes from such increases
only contributes to inflation and does not protect against it.

Preferably, consideration should also be given by the Congress to
private-public sector comparability in the degree of indexation. As it
now stands, there is an income transfer to beneficiaries of the fully
indexed Federal programs as a result of the indexation procedure used.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Clifton follows:]

PREPARED STATEMENT OF JaMmes A. CLIFTON

My name is James A. Clifton. I am director of the anti-inflation program of the
Chamber of Commerce of the United States, on whose behalf I am appearing
today. The U.S. Chamber is the world’s largest business federation, comprised
of more than 103,000 businesses, Chambers of Commerce in the United States
and abroad, and trade and professional associations. On behalf of our members,
we welcome this opportunity to testify on the Consumer Price Index and inflation.

SUMMARY

Inflation remains the nation’s number one economic problem. The basic rate
of inflation, however measured, has increased during the past few years and in all
probability will continue to increase in 1981. However, recent behavior by the
CPI (and forecasts for 1981-1985) can give the misleading impression that infla-
tion is abating, and could seriously weaken the national focus on inflation and the
commitment to implement substantive anti-inflation policies.

In order to maintain and extend this focus and commitment, while removing
the distortions in and misimpressions surrounding the CPI, the U.S. Chamber
recommends the following actions:

The monthly JEC hearings on inflation should focus more on trends in the
underlying rate of inflation and less on the short-term behavior of the CPI.

Monthly JEC hearings coinciding with public release of the CPI should be
abandoned in favor of quarterly hearings, if necessary, to move the CPI out of
the limelight.

The JEC should assume responsibility for producing ‘“Inflation Update”, a
Council on Wage and Price Stability semi-annual report, now that the Council is
almost defunct.

The JEC and other appropriate Committees of the Congress should work
toward a consensus on the method and timing for a technical change in the CPI
which eliminates the “homeownership problem”.

Using recent Congressional Budget Office and Office of Management and
Budget studies on indexation of federal programs as a starting point, the JEC
should develop a set of studies and hearings with respect to the desirability of
modifying indexation procedures for federal programs. The following principles
should be considered: :

1. The degree of indexation of federal programs should be comparable to
private sector escalators, so as not to cause unintended income transfers between
different groups on account of inflation protection clauses.

2. Overall budgetary control and resource availability should be the final
arbiter in the extent to which “automatic’” income escalators operate for large
transfer programs.

THE CONSUMER PRICE INDEX AND PURE INFLATION

A trend deceleration in the Consumer Price Index does not mean that inflation
is abating. Between January and June, 1980 the CPI was increasing at a 15 per-
cent annual rate. In the six months of 1980 ending with November, the CPI
increased at about a 10 percent annual rate. Economic forecasts for 1981 suggest
the CPI will decelerate by comparison with 1980 on a seasonally adjusted basis.
Such CPI figures, which capture many other factors than pure inflation (changes
in relative prices due to increasing scarcity or changes in preferences, for example),
tend to dominate the news. By pure inflation I mean a rise in the general level
of prices caused by excessive growth in the supply of money and credit.
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Better measures of true inflation recently developed, the so-called Basic or
underlying rate of inflation, indicate that inflation has not subsided this year,
even with recession. Instead, inflation has become even more deeply embedded
in the economy as energy, housing and food shocks to the CPI have become
incorporated throughout the economy in the wage structure and even more
fully incorporated in indexed government programs. Forecasts for 1981 and
beyond for core or basic inflation suggest at best no deceleration.

News of an improving CPI picture—if it materializes—may affect the com-
mitment to implementing substantive anti-inflation policies. Most of the public
relations efforts, Congressional hearings, and other activity of the past three
years, which aimed at focusing the national pysche on inflation, have run their
course and expired. What is worse, they may have worsened inflationary psy-
chology by making the CPI the world’s most politicized number.

To correct the misimpressions surrounding the CPI and help maintain the
national focus on inflation in a constructive way, (1) the monthly JEC hearings
on inflation should focus more on trends in the underlying and core rates and
less on the CPI and its short term behavior; (2) the monthly JEC hearings coin-
ciding with public release of the CPI should be abandoned in favor of quarterly
hearings, if necessary, to move the CPI out of the limelight; and (3) the JEC
should assume responsibility for producing “Inflation Update’’, a highly useful
semi-annual report of the Council on Wage and Price Stability now that the
Council is aimost defunct.

TECHNICAL PROBLEMS WITH THE CPI

Measurement distortions have highlighted recent criticism of the CPI as
a true measure of inflation. The roller coaster behavior of mortage interest rates
in 1980 produced wide variations in the monthly CPI figures, from 0% to 18%
on an annualized basis. Naturally, no monthly statistics presume to be accurate
gauges of inflation, but historically different measures of inflation such as the
hourly earnings and the CPI tend to move together. In 1979 and 1980, the CPI
diverged substantially from other price indexes, calling it into question as a
legitimate measure of inflation.

1t would be redundant to repeat in detail all the technical difficulties with
the CPI as a cost of living index. These have been widely discussed during the
past eighteen months in the popular media as well as in political and professional
forums. To put it simply, the problems have been studied to death. Perhaps
the biggest question remaining is whether we have the will and energy left to
effect needed changes. Let me summarize for the Committee the current state
of the CPI debate, as I view it, and make some suggestions for avoiding
another stalemate over the homeownership problem, as happened in the mid-1970’s
when business and labor advisory councils to the Department of Labor were
unable to reach agreement on a substitute for the homeownership measure
now used.

As a practical and political matter the vast array of technical problems with
the CPF has now boiled down to one major issue: the. method to be used and
timing for a change in the official measure of homeownership. What are the
other issues and how have they evaporated?

One criticism has been that the CPI has an upward bias because many price
increases reflect quality improvements in products. However, a thorough survey
of research on this issue concluded that the overall bias from changes in quality,
both losses and gains, may be either upward or downward. There is virtually no
consensus on either the direction of the bias or the magnitude, a poor basis from
which to make any change in the index. Further, it is by no means evident
that a technical solution to the problem could be developed if the nature of it
were understood, since quality is almost impossible to measure.

The substitution bias inherent in the fixed weight Laspeyres index used in the
CPI has been found to be very small for the years 1958-1973, an upward bias of
about 0.1 percent in the index per year on average. Since 1973, unofficial estimates
of the bias are about 0.2 percent on average and as much as 0.5 percent for 1979.
Whether one interprets such estimates as implying a large or a small substitution
bias is largely beside the point. As a result of the new quarterly Consumer Ex-
penditure Survey conducted by the Bureau of Labor Statistics, weights in the
CPI will be capable of adjustment as often as is necessary starting in 1984. In the
past such adjustments were made once every twelve years on average.

In my view this procedural change also eliminates the frequently made case
for using a version of the Personal Consumption Expenditure (PCE) deflator as
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a superior substitute for the CPI. The alleged superiority of the implicit PCE
deflator is that it is a shifting weight index. Yet such Paache indexes tend to
understate the increase in the cost of living, just as the Laspeyres index used in
the CPI tends to overstate it. Two other versions of the PCE, the chain price
index and the 1972 base fixed weight index use a rental equivalence concept for
homeownership that is entirely as unsatisfactory as that used in the Consumer
Price Index. When the same homeownership measure is used in each index over
a period of years, there is practically no difference between them. Further, prices
used in the PCE deflators come from the BLS surveys.

Other major criticisms of the CPI have tended to confuse what it is with how
it is used. An increase in our foreign oil bill is a loss of real national income, a
reduction in our standard of living, %t cannot be directlv compensated for through
indexation. That does not mean, however, that the CPI should not measure the
change in current market price for a gallon of fuel oil or gasoline, only that users
of the index should not include this element for cost of living adjustments. Den-
mark, Brazil and several other countries have recognized this.

Similarly, suggestions for regional, elderly and other special indexes are not
implicit criticisms of the CPI, but of any general index. Data are available to
adjust the CPI by region and city. Consumption patterns of different groups
do not appear to warrant specific indexes.

In light of the above considerations, we feel the effort to improve the CPI
focuses on the homeownership measure, which is universally acknowledged to have
caused a substantial upward bias to the CPI during the past two years.

The problem with this measure of living costs is that a house is an asset as well
as a consumer good. High home values and their rapid rise may reflect expectation
of a return on the asset, not so much an increase in the cost of living. Second
mortgages, based upon real estate appreciation, are often used for additional
consumption, hardly an increase in the cost of living for those homeowners. No
correction is made in the CPI to distinguish the increase in the capital value of
a home from the increase in the cost of shelter services provided bv a home.

This mixture of current service and investment accounting in the homeowner-
ship measure creates a second problem: a gross overstatement of its share in
total consumption in the CPI. The weights of five experimental current service
measures of homeownership applied to the CPI by the Bureau of Labor Statistics
range from 8.7 to 14.5 percent compared to 22.8 percent for the official measure
(December 1977 weights). Furthermore, it is gross outlavs on home purchases and
contracted mortgage interest costs that are priced by the Bureau, and on which
weights are based, not outlays net of tax savings from homeownership.

Despite the above deficiencies, the homeownership measure would not be a
problem in the CPI if the costs of homeownership were rising only at the all
1tems rate. However, home prices and contracted mortgage interest costs have
risen considerably faster than the total CPI in the last decade (150 percent for
homeowner shelter costs generally compared to 113 percent for the all items
CPI, June 1970-June 1980). This has led to an overstatement of the increase
in the cost of living experienced by the sample urban population from which the
CPI is constructed. It is in this situation that the investment component of
the homeownershin measure and the excessive weight become actual deficiencies,
and not merely theoretical deficiencies.

Along with the five exnerimental measures now published monthly with the
official CPI release, a sixth alternative to the current homeownership measure
may be preferable if it is feasible. This option would expand the rental survey
to provide a satisfactory sample of homes from which the current service cost of
owned homes could be estimated.

Because of the past stalemate in making a much needed change in the home-
ownership measure, however, I would urge this Committee and the Congress
to help us reach a consensus on the method and timing for a change in the home-
ownershin measure. I believe it is the responsibility of the 97th Congress to become
actively involved in resolving this issue. Snecificallv,

The JEC and other appropriate Committees of the Congress should work
toward a political consensus on the method and timing for a technical change in
the CPI which eliminates the “homeownership problem.’’

INDEXATION OF GOVERNMENT PROGRAMS TO THE CONSUMER PRICE INDEX

In our view a serious look should be taken at the indexation procedures for
government programs. Again, this is an area pertaining to the use of the CPI
and not the nature of the index itself.
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It is true that budgetary savings can be forth coming from making an im-
provement in the homeownership measure. However, even greater savings are
possible. First, the six federal civilian and military retirement programs currently
adjusted semi-annually to CPI changes, could be indexed once a year, as is the
practice in the private sector and the bulk of federal programs. Second, the degree
of indexation of federal programs, usually 100 percent of CPI changes, could be made
more comparable to private sector norms. Pensions in the private sector on
average hardly compensate for inflation at all, while wage escalators compensate
for about 57 percent of the rise in the Consumer Price Index.

At the very least, price increases which represent a real loss of national income
should be excluded from federal indexation procedures. Any attempt to protect
incomes from such increases only contributes to inflation and does not protect
against it. Preferably, consideration should be given by the Congress to private/
public sector comparability in the degree of indexation. As it now stands, there is
an income transfer to beneficiaries of the fully indexed federal programs as a result
of the indexation procedure used. Specifically, we recommend:

Using recent CBO and OMB studies on indexation as a starting point, the
JEC should develop a set of studies and hearings which aid in the development
passage of legislation to modify indexation procedures for federal programs
according to the following principles: .

1. Indexation of federal programs should be comparable to private sector norms,
$0 as not to cause unintended income transfers between different groups beirg
protected against inflation.

2. Overall budgetary control and resource availability should be the final arbiter
in the extent to which “automatic” income escalators operate for large transfer
programs.

Representative REuss. Thank you, Mr. Clifton. Next we have
Mr. Lichtblau.

STATEMENT OF JOHN H. LICHTBLAU, EXECUTIVE DIRECTOR,
PETROLEUM INDUSTRY RESEARCH FOUNDATION, INC., NEW
YORK, N.Y.

Mr. LicarsLav. Thank you, Mr. Chairman. I wish to apologize for
not having a prepared statement, but since I only was recruited yester-
day for this testimony here, there was no time for it.

%’(epresentative Rreuss. We're delighted to have you.

Mr. LicarsLavu. Thank you, sir. I'd like to talk briefly about oil
prices, likely oil price increases, and what has happened to oil prices in
the recent past. None of the news is good, of course.

0Oil prices have increased in 1980 perhaps something on the order of
15 to 20 percent, which is substantially faster than the CPI, and there’s
no reason to assume that they won’t increase faster than inflation in
1981.

There are two principal reasons for this. One is that foreign crude oil
prices are rising. They have risen significantly recently. There has
been a roughly $3 price increase abroad instituted on January 1, 1981.
At the same time, domestic crude oil price controls are either being
phased out or are being ended very rapidly. We don’t quite know
when, but it’s a question of whether controls on domestic crude oil
prices will end next September or earlier.

In fact, the difference isn’t even all that much, because the way the
so-called entitlement system is phasing itself out, I think all the bene-
fits of controlled prices would have ended by next May or June, so that
for practical purposes, the advantages of domestically controlled prices
will end by midyear, even if nothing is done. But it’s likely that the
new administration will end it somewhat earlier.
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We expect, on the basis of decontrol and price increases which have
already taken place abroad, an increase in crude oil costs of 18 to 20
cents a gallon in 1981. That assumes no further price increases
abroad—which may be an optimistic assumption, particularly in view
of the Iranian-Iraqi war, which may possibly create a crisis in the
world market. It has not yet, at the end of the fourth month of this
war. It depends, of course, on how the war continues, and at what
level Iran and Iraq are able to export oil during this war. Exports
from these countries have recently started again on a fairly significant
scale, so that the situation has improved, but we don’t know how much
longer this will continue.

The kind of price increase that we expect is primarily a passthrough
of crude oil costs. If the refinery margins and the refail margins, in-
crease at the same time, we could, of course, have a bigger increase in
gasoline costs and in heating oil prices.

In 1980 in general, heating o1l prices increased slightly less than
crude oil costs. That’s largely because until recently there were sub-
fltmll'tial surpluses in the heating oil market and resulting margin

eclines.

You had a somewhat similar situation in gasoline. As you know,
gasoline prices are still under control under the Energy Act. Of course,
these controls would automatically expire together with the controls
on crude oil. Again, they may be lifted earlier, but the increase in
1980 in gasoline prices was approximately in line with the increase
in the acquisition costs of crude oil to U.S. refiners.

We have a declining gasoline demand in the United States, which
means there is substantial excess capacity in refineries, and of course,
the distribution system also has its excess capacity, and this is having
a downward effect on margins. If that continues, you may not see
any increase over and above the actual cost increases; however, even
the cost increases are likely to be more than just 18 to 20 cents a
gallon which reflects only our estimated crude oil cost increases in
1981.

Labor costs are, of course, also increasing. The cost of making
gasoline is increasing, because you need crude oil as a refinery fuel to
make the product. And the distribution system costs are increasing,
so you may very well, just in the cost passthrough, see a higher
increase than 18 cents a gallon in 1981.

If that’s the case, you may see a 20-percent increase or more in
gasoline prices in 1981, perhaps even more; perhaps 25 percent. The
$1.50 a gallon is not an unlikely price by the end of the year. In fact, it
assumes not much further increase in world oil prices, which may be
the case or, it may not. We simply don’t know. OPEC does not
rationally increase prices, but increases them on the basis of strategic
developments, political developments, and other factors. If a world
oil surplus develops, which is Ill)kely to be the case if the war is over
when OPEC meets again by next May, it’s possible there will be no
further increases in the world price of oil for the remainder of 1981.
In ’ihat case, the lower estimate that I have given would probably
a .

p’II)‘li,ank you very much.
Representative Reuss. Thank you very much, Mr. Lichtblau.
Mr. Viscusi, please proceed.
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STATEMENT OF KIP VISCUSI, STAFF ASSOCIATE, NATIONAL
COMMISSION FOR EMPLOYMENT POLICY, WASHINGTON, D.C.

Mr. Viscust. Mr. Chairman, I’'m happy to be here today to discuss
wages and unit labor costs. These are not subsidiary inflation issues;
they are the driving force behind the recent CPI increases. They’re
the most fundamental determinants of our long-run inflation prospects.

The trend rate of increase in unit labor costs, of which wage increases
are the most volatile component, is the principal determinant of the
primary measures of the underlying inflation rate or the core rate
of inflation. The story that I will tell today is that unit labor cost
patterns will lead to sustained inflation in the 9-percent range for
the foreseeable future. Additional shocks, such as those of food or
energy prices, will push us well into the double-digit levels.

There are two pieces to the unit labor cost story: wages and pro-
ductivity. I will start with wages.

Let me first say a few words about the wage determination process.
Higher prices lead to higher wages on almost a one-for-one basis
through the effect of prices on workers’ price expectations. Similarly,
higher wages drive up prices on almost a one-for-one basis through
their effect on unit labor costs.

These are the essential ingredients for the classic wage-price spiral.
Let’s take a look at this process in action during the past year.

In the first quarter of 1980, we witnessed a spillover of the energy
price shock throughout the entire economy. The CPI escalated at
a rate of 18 percent. The Council on Wage and Price Stability’s
measure of the underlying inflation rate was at 13 percent. Wages
also increased at double-digit rates, by over 10 percent.

Wage increases following this pattern continued through the
second quarter of 1980. In the third quarter of 1980, we had a de-
celeration of wage increases of roughly two to three points, due to
the recession. Overall for 1980, preliminary estimates of wage increases
put them at about 10 percent for the year.

What do we foresee for 19817

First, there should be no wage rebound after the end of the Council
on Wage and Price Stability’s standards, because our pay standard
had been liberalized last year and it was not binding for the majority
of firms. In addition, the absence of a large number of major collective
bargaining agreements in 1981 doesn’t assure stable wages, because
wage increases have spread throughout the entire economy.

Unless there is a major recession, wages will be driven by the
double-digit inflation rates of the past 2 years, and we should expect
increases in the 9-to-10 percent range. More likely, wages will increase
at close to 10 percent during the coming year.

While in 1980 and in 1981, wage increases should be about two
points below the rate of increase in the CPI, the question is, is this
a sign of restraint on the part of labor? And my answer is “No”;
that it is not.

Some loss of real spendable income is inevitable. Higher petroleum

rices and the necessity of imports will reduce the real wealth of

S. citizens. This loss of wealth could be offset by higher productivity,
but productivity has been sagging. So long as wage increases exceed
productivity increases, these increases will be inflationary and will
undermine workers’ attempts to keep pace with inflation.

85-554 O - 82 - 4
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Clearly, the critical link between wages and prices is productivity,
and this is the second part of the unit labor cost story. Productivity
has been perhaps the most talked about economic issue of the past
year, for good reason. Until the deterioration of productivity growth
1s reversed, real spendable incomes of workers cannot rise.

The standard labor productivity measure, output per man-hour,
fluctuates wildly. It declines at the end of expansions and during
recessions. For example, it dropped by 4 percent in the second quarter
of 1980. And it increases during recoveries. It increased, for example,
by 3 percent in the third quarter of 1980.

However, the recent upsurge in productivity growth is a cyclical
aberration and should give us no basis for opfimism. More relevant
for the inflation picture is the trend rate of productivity growth,
since it is that trend which influences pricing decisions. Most measures
of trend productivity place it at or just below 1 percent.

So long as the trend productivity increase is outpaced by the rate
of increase in wages, prices will continue to rise. If you combine the
wage and the productivity projections, it will give us a trend unit
labor cost estimate of 8 to 9 percent. As I indicated, it should be
closer to the upper end of the range, or 9 percent. _

What this means for inflation is that the underlying, long-run
inflationary pressures as reflected in the trend unit labor costs will
be at 9 percent, or very close te the double-digit range. Any price
shock will push us into the double-digit range for overall price
increases.

The fundamental question then becomes, what can we do to bring
this situation under control? Well, clearly, we can attack either the
wage side or the productivity side of unit labor costs in order to drive
them down. Although I'm going to outline several possibilities, I
should emphasize at the outset that there are no obvious or easy
answers to these problems.

For wages, three things come to mind: First, we could stabilize
price expectations through policies of long-run fiscal and monetary
restraint. It’s a good time to make such a long-run commitment,
but it’s not clear 1f the political will is there to cut the Federal budget
sufficiently. ’

The second thing we could pursue is incomes policies. In some
respects, I think it’s 1 year too late to be doing this, since the major
acceleration in prices and wages is over. The time this should have
been done is 1 year ago. In addition, few major collective bargaining
agreements-are coming up in the.coming year, so it’s harder to get a
handle on wages than it would be in a normal year. However, some
form of incomes policy could be useful, principally on the wage side,
if it wete also coupled with fiscal restraint.

The third policy option is to have another recession. We may get
one without trying anyway in the first two quarters of 1981. And it’s
not clear how much a recession will benefit us in terms of driving
down the core rate of inflation.

As for productivity, I also have three policies that come to mind:
First, I would urge that we eliminate inefficient regulatory policies
with more stringent regulatory reform. We need a major revision in
the legislative mandates of regulatory agencies to introduce the
_requirement that the benefits of regulations exceed their costs.
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Second, we should try to control inflation to provide a more stable
environment for investment.

Third, we could cut taxes to enhance productivity, principally if
we cut those taxes directly related to investment and if we also couple
those tax cuts with budget cuts to offset the inflationary effect.

To summarize, the worst is behind us, and there is no wage ex-
plosion on the horizon unless we pursue tax cuts without budget
restraint. The problem is that we have settled into a double-digit
inflation situation from which there is no easy or rapid exit.

I’ll be happy to respond to any questions you have.

Representative Reuss. Thank you very much. I have two questions
for the panel.

Mr. Lichtblau, you’ve envisaged the $1.50-a-gallon gasoline price
this year.

Mr. LicarBravu. Toward the year end, yes, sir.

Representative REuss. What was the average gasoline price at the
end of 1980; last month?

Mr. LicarBrau. Of course, it depends on the quality.

Representative Reuss. I want to relate the $1.50——

Mr. LicuTBLavu. About $1.20 to 31.25.

Representative Reuss. So there would be about a 25- or 30-cent
increase?

Mr. LicursLavu. Yes.

Representative Reuss. How does that increase, assuming it
comes to pass, compare with increases in past calendar years?

Mr. LICHTBLAU. It’s approximately the same, probably, as we had
in 1980 in terms of percentage increases. We had roughly a 20-percent
increase in gasoline prices in 1980, and this would be somewhere be-
tween 15 and 20 percent in 1981. So it would be roughly twice as fast
as the CPI in both years.

Representative Reuss. Of course, as the base goes up, you get more
money out of your pocket with less percentage

Mr. LicHTBLAU. Yes, sir.

Representative Reuss. So it's about as bad percentagewise as
1980, but somewhat worse dollarwise.

Mr. LicarBLavu. Yes, sir. It might be the last year in which you
have that sharp increase, because it reflects, of course, the process
of decontrolling domestic crude prices which will no longer be the
case after 1981.

Of that 18- or 20-cent increase, almost half will be due to decontrol
of domestic crude oil prices. The other half will be due to increases
in foreign prices. So once the domestic crude oil price decontrol is
completed, future price increases will be less. )

It’s primarily not the foreign price increase—or rather, the foreign
price increase will cause only 50 percent of the total increase 1n
ga'i:,_oline prices this year. The other half will reflect our own domestic
policy.

Representative Reuss. Mr. Viscusi, you made the point that you
expect wage increases in the 9- and 10-percent range this year, which
would be 2 or 3 points below the present consumer price index rate of
increase. And you went on to say that doesn’t, in your view, represent
labor belt tightening. It simply represents the fact that because there
is less, I think the point was, somebody has to absorb it, and that’s
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why you get lower wage-rate increases than the cost of living or
Consumer Price Index increases. This isn’t necessarily a cause for
encouragement.

Is that a fair statement?

Mr. Viscusi. Yes; I think, clearly, workers are worse off. This is
inevitable because of the petroleum price increases, which reduce the
real incomes of U.S. citizens. Also, there is redistribution within the
United States. Homeowners, for example, become better off as home
Pprices rise.

So unless we have productivity rising faster than it has been in
recent years, I don’t see how workers can avoid a real income loss in
this situation.

Representative REuss. I would have two questions. One, tell me
why you feel that the 2 or 3 percentage points difference between
the CPI increase and the probable wage increase actually reflects the
real income loss, why it isn’t greater or less. And how do we deter-
mine real income loss?

Mr. Viscusi. I think to get at the real income, we have to start
getting more meaningful CPI figures. A lot depends on where you are in
the country. If you are a homeowner, the CPI obviously overstates
your real income loss. If you're not a homeowner, clearly, it also
overstates your real income loss because you rent and do not have to
purchase a home. And the CPI, based on the rental index measure,
rose at a rate of something like 10.8 percent last year, which is closer
to the rate of increases in wages, which is roughly 10 percent.

So I think we get back to what Mr. Clifton raised, that the CPI, to
the extent that it distorts the effect of prices on the individual’s pur-
chasing power, will tend to overstate the real income losses that people
are experiencing from inflation.

I should also mention in this regard that the Carter administration
in its last days issued a report which advocated many of the things
that Mr. Clifton was talking about. In particular, it advocated that
we switch from the CPI as it is currently constructed to the CPI
where we replace the housing component with a rental cost based
measure. The current X-1 version of the CPI will eliminate the
principal distortions, although not all the distortions, in the CPI.

Also, in that report they had several recommendations for indexing
which, if they were implemented, would serve to reduce the costs
imposed by indexing.

Representative Reuss. Let me ask another question. :

You say that wages lagged behind Consumer Price Index increases
by 2 or 3 percent, but that was only the outward and visible sign
of everybody’s getting poorer generally by reason of higher energy
costs and similar unavoidables. My question is, How did that 2
to 3 percentage point lag of wage earners compare with the
belt tightening experienced by professionals and executives, for
example, and all others?

Mr. Viscust. I don’t know that breakdown. I can tell you the
union-nonunion split.

.Re}‘)?resentative REevuss. They're about the same, union and non-
union?

Mr. Viscust. About a three-point difference between their wage
increase, at least over the first three quarters of the past year.
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Representative REuss. But a very important question is how the
boss is doing and how the doctor and lawyer are doing?

Mr. Viscust. I don’t have the numbers at my fingertips, but I
expect the doctor is doing much better than people at the bottom
of the pay scale, based on my casual empiricism.

Representative Reuss. That isn’t a very good way to enlist the
loyalty of the troops, is it?

Mr. Viscusi. Certainly, I do think there is an equity question
involved. Part of the problem of pay standards is that monitoring
professionals is very difficult. There are roughly 100,000 doctors’
1n this country.

So I think if we go to an incomes policy in the future, one with
teeth, we should monitor not simply the workers covered by collective
bargaining agreements—those you can get a handle on—but all
workers throughout society.

Representative Reuss. 1 would like to request the staff to develop
figures on nonwage earners’ income lags, because if we are going
to get out of our troubles, it seems we need some equality of sacnifice.
The first step for determining that is to find out how others are faring.

Mr. Clifton, we are grateful to you for the very specific suggestions
you made to our committee as to how we should perform in the
Tuture with respect to monthly inflation hearings and some of the
technical changes in the CPL T promise you that each one of your
suggestions will be carefully considered, and we'll either adopt your
suggestions or come up with some good reason why not.

T would have a question about one point you made. You seemed to
suggest that we cease our preoccupation with the Consumer Price
Index and instead look at pure inflation. Where do we find pure
inflation?

I'm sympathetic to the suggestion, but I want to know how to.
carry it out.

r. CLirron. First of all, let me say that if I gave you the impression
that you cease to concern yourself entirely with the CPI, I didn’t
want to say that. I think 1t should simply be put in perspective.

Let me first of all define pure inflation. I don’t think there is any
perfect measure of it. I think pure inflation is an excessive growth in
the supply of money and credit. To put it differently, it’s excessive
growth in the supply of money and credit relative to the rate of
economic growth.

So I would contrast my definition of pure inflation with that implicit
in Mr. Viscusi’s comments about unit labor costs and wage inflation,
although that’s an important secondary phenomenon.

Representative Reuss. If I could interrupt you there, I certainly
take kindly to the suggestion that we take a very close and con-
tinuing look at money, however defined, and we do. I want to
improve our surveillance there. Yet history abounds with examples
where rates of monetary growth, for long periods at least, have ab-
solutely nothing to do with the consumer price index of a particular
nation involved.

Mr. Crirron. That may be in part——

Representative REuss. The Federal Republic of Germany, for
example, in recent years has had many periods of simply enviable
price stability but very questionable money creation.
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Mr. Crirron. I think you have to look at it in relation to the rate
of economic growth. I think you would find—because I’ve gone over
this very carefully—a fairly close correlation once you adjust for the
rate of economic growth. You also have to consider fiscal and mone-
targ policy in looking at these things.

ou asked before what I would use as a measure of pure inflation.
I don’t think there are any perfect measures of pure inflation. I do
feel that the recently developed measure of so-called underlying
rates developed by the Council on Wage and Price Stability and the
core or basic rate developed by Otto Eckstein at Data Resources,
Inc., is an improvement over the CPI as a basic measurement.

Representative REuss. Have you any idea now that COWPS is
breathing its last, who, if anybody, will fall heir to that responsibility
of keeping the underlying inflationary rate? Maybe we ought to get
BLS to do that.

Mr. Currron. That is part of my suggestion that the Joint Eco-
nomic Committee become responsible for producing an “Inflation
Update,” the semiannual publication in which the underlying rate
was first brought forth. For those who are not familiar with 1t, it’s
a CPT “all items” index minus the energy component, the homeowner-
ship component, the food component, and the used car component.

Representative REuss. Maybe we could do that inexpensively
by assigning somebody else the task and putting our name on it, as
we do with the indicators for the last few years, and win international
credit for it. '

Senator Proxmire.

Senator Proxmire. Thank you, Mr. Chairman.

Mr. Viscusi, the Congressional Budget Office and the Joint Com-
mittee on Taxation’s staffs put together a chart recently which
alarmed me very much. I’d like to have your comment.

What they did was to take the Carter budget for 1981-82, and so -
forth, and made projections through 1983-84, and they dragged in the
Kemp-Roth proposal, and they made assumptions that we would have
a substantial increase in real growth. In the latter years, it’s around
3 percent or below 3 percent. They assumed an inflation rate of about
10 percent. It all seemed very realistic to me.

Their conclusion was, we would have a deficit in 1981, this year, of
$70 billion; in 1982, $114 billion; in 1983, $133 billion; and in 1984,
about $150 billion. It seems to me that that kind of a deficit would be
horrendous. It would have a devastating effect on interest rates,
because it would mean an enormous new intervention in the credit
markets by the Federal Government, and it seems to me that the
psychological effect on businessmen, labor, and others would be very
bad. I think we’d be off to a tremendous inflation. Maybe I’'m. wrong.

So my question is, do you feel that kind of analysis can give us any
notion of what we’re up against, and what policies do you think we
can adopt to overcome this? :

Now this was based—TI just have one more point—on the assumption
that we would not have any substantial reductions in the budget. And
it was also based on the assumption that we’d have no substantial
increase in the defense budget. If we obviously just have offsetting
elements here—in other words, increasing the defense budget by a
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certain amount and cut the domestic budget by a corresponding
amount—the assumptions here would still work out about as they fore-
saw.

Mr. Viscust. I haven’t seen the study, but based on what you've
said, I think that, if anything, if they assumed a 10-percent rate of
inflation, I expect that that would be an underestimate with the pres-
ence of Kemp-Roth. These budget deficits would drive up inflation
above 10 percent. With indexing of Federal programs, that would drive
up the budget deficits even further.

In general, I think the problem with Kemp-Roth is that unless it’s
combined with some offsetting budget cuts, I think we'’re in a very
precarious situation. We're almost in the double-digit range of infla-
tion now with the food and energy prices factored in.

Senator Proxmire. We're all in the double-digit range of inflation
last year, this year, and so forth.

Mr. Viscusi. The core rate, the underlying rate, is roughly 9 percent.
Then if you add on the other things, it takes you into double digits.
Put on top of that Kemp-Roth, and I think we may be back where
we were a year ago when we were talking about 18 percent inflation,
unless you have offsetting budget cuts.

I think the principal problem with Kemp-Roth is that it’s based
on a theory in search of some facts. Everybody’s hoping that it’s
going to unleash everybody’s productive urges, but I think that
as tax cuts go, a tax cut for business would be better. And unless
we get inflation under control and budget cuts to accompany
any kind of tax cut, I think you’ll create a disincentive for investment,
because inflation creates an environment of uncertainty. It depresses
investment; it depresses productivity.

Senator ProxmIre. Do you agree, for example, with Mr. Burns
who testified the other day that we should limit our tax cuts to
business tax cuts? In his view, this would stimulate business activity.

Mr. Viscusi. Certainly I think it’s more stimulative, but at the
same time there’s also an equity question or a personal welfare ques-
tion. Individuals do profit from having lower taxes, and that increases
their real spendable incomes. So that although I beleive it should
probably be tilted toward business, I'd be reluctant to say that it
should be strictly a business-oriented tax cut.

But regardless, I agree with him in terms of the importance of
having budget cuts to go along with any tax cuts. I think it may
be a good idea to have these budget cuts first, because they’ve proved
to be harder to achieve than most people think.

Senator Proxmire. Could I ask you to comment Mr. Clifton?

Mr. Crirron. Yes, Senator Proxmire.

First of all, I should point out, as a matter of policy, we have
not endorsed any particular form of personal income tax cut at the
U.S. Chamber such as Kemp-Roth. I think it is true, however,
that just as business has over the past several years suffered from
the structure of taxation as a result of what's called “bracket creep,”
the same is also true for individuals. It is quite true that there are
studies available to prove that a Kemp-Roth type tax cut would
create a lot of work incentives, but let me ask you, what are the
alternatives to trying something like this?
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And further, I think it is an unrealistic assumption of the report
by CBO to base it on not having any budget cuts. I think we feel
very strongly in my organization that the process of tax cuts——

Senator ProxMmIRE. In fairness to them, I think they were given
a particular scenario. As I tried to point out, I think from a realistic
standpoint we would have to assume that it’s going to be very diffi-
cult to make cuts in that relatively short a period overall if you're
going to have the substantial increases in military spending which
I think it is realistic to expect.

Mr. Curron. May I read you some statistics on budget cuts
which 1 worked out by simply reducing some of the indexation of
Federal programs? Eighty-five percent of the CPI indexation would
have saved $11.5 billion 1n the fiscal year 1981 budget. The private
glgtlor, I should point out, is indexed to about 58 percent of the

Senator ProxmIRE. The fiscal year 1981 budget beginning when?
When do you begin?

Mr. Cuirron. I begin that when the Federal Government began it,
during the current fiscal year, October 1, 1980.

Senator PRoXMIRE. You only have two-thirds of the year left.

Mr. CurrroN. I'm simply pointing out some representative statis-
tics. This is how much could be saved on a 12-month fiscal year
basis. Each 1 percent decline in the CPI would have reduced’ the
fiscal year 1981 budget by $5.87 million.

Senator ProxmIRE. Let me just interrupt to say that I don’t know
if you noticed the document in the testimony yesterday, if there’s
anybody who's in favor of cutting everything in sight, it’s Mr. Stock-
man. I like him. He’s a good appointment. However, he said that
there is no way that they’re going to cut indexing for social security,
for example. I think he’s right. I don’t think he’d get two votes in
the Senate. You might, but I'd be surprised if you did.

Mr. Cuirron. Social security is a very important part of the
indexation program. There are other programs, however, such as
civilian andp military retirement in which budgetary savings could
be realized. But as a matter of principle, we do believe, Senator, that
tax cuts enacted by the 97th Congress should entail budgetary
savings as well.

Senator Proxmire. How about the injustice involved? Here you’d
be cutting the incomes of people whose average income on social
security is $6,000 a year. You're cutting their indexing by 15 percent
which would mean their real income would be dropping. At the same
time, you’d be cutting taxes substantially for people with much
higher incomes.

What about the injustice involved here in shifting income from
people with very, very modest incomes who have to struggle to
survive to people with high incomes?

Mr. CuirroN. In my comments today I did not want to talk about
specific cuts. I specifically did not want to talk about cuts in social
security. I believe that income distribution is always an important
issue. But if one is interested in keeping a reasonable distribution of
income, it seems to me it should be done in a very upfront way, so
to speak.
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redistribute income in a covert fashion. I think that indexation as
such, because we have such a severe inflationary problem in this
country, should not result in unintended income transfers. If we
believe in income transfer programs, we should lay them out on the
table as such, but we should not, it seems to me, through indexation
procedures cause unintended income transfers.

Senator Proxmire. I'd like to ask each of you gentlemen in your
particular area—I understand, Mr. Benderly, you're a food price
expert among other things; Mr. Clifton, you're an expert in many
things but also homeowners’ problems; Mr. Lichtblau, of course,
in oll—of course, you have a fine reputation; and Mr Viscusi, wages
and unit labor costs.

So I'd like to ask each of you if the anti-inflation program—starting
with Mr. Benderly—of the new administration, seems to stand on
the legs of, No. 1, cutting the budget, of course, which I enthusiastically
support, and reducing the monetary rate of increase, monetary
growth—if, I should say, prices in the food area will be restrained by
that measure in any way?

Mr. BEnDERLY. It’s quite possible, yes.

Senator Proxmire. Will you explain?

Mr. BenbpeErLY. When you impose a monetary restraint on an
income system which contains as many rigidities as ours does, partic-
ularly in the price area, you end up with a classic case of combining
rigid costs with flexible prices or rigid prices with flexible costs.

The agricultural sector is one where prices tend to be more flexible,
more responsibe to overall demand conditions, than many other
sectors, in which case it would help to put an overall lid on the extent
to which certain agricultural commodity prices would rise in 1981-82.

Senator ProxMIRE. Did the recession this summer, the very deep
recession we had in the second quarter—did that have any effect
on the prices?

Mr. BexperLY. Yes. There’s no way in my mind—

Senator ProxMIRE. Can you tell us how, roughly—roughly how
much that was?

Mr. BEnpERLY. I’'m not sure I could disentangle the large increases
in pork production in the second quarter with the change in ex-
pectations that occurred witl n :he agricultural sector having to do——

Senator Proxmire. Would you not acknowledge there are many
experts in your area who would disagree?

Mr. BenperLy. 1 did not say there were factors that were not
more important. I said there is some degree of flexibility on the
demand side and that food prices would rise more slowly under a
program of monetary restraint than they would rise under a program
of monetary lapses.

Senator ProxMIRE. People must eat less.

Mr. BEnDERLY. They’ve changed their consumption patterns from
more expensive to less expensive types of food.

Senator Proxmire. Overall, what effect does that have, especially
on the food stamp program?

Mr. BENDERLY. It could have substantial effect, because it can
shift from beef which is at a substantially higher price per pound at
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retail than poultry. We've seen such increases in the last 3 years
enormously. Meat consumption is down by the magnitude, I think,
of about 12 percent in the last few years. Poultry consumption is up by
about 21 percent. That’s a tremendous shift in the consumption
patterns, and given the relative differences in the price levels, it has
an impact on food prices, yes.

Senator Proxmire. Can I ask you, Mr. Clifton, how about the
effect of this kind of program in homeownership?

Mr. Crirton. May I ask the Senator if he’s talking about making
a technical change?

Senator PrRoxMIRE. What I'm talking about is whether an anti-
inflation program which relies on fiscal and monetary policy restraint
in those areas would have an effect on prices and wages in the housing
area.

Mr. Crirron. I think that’s almost impossible to predict, Senator
Proxmire. The housing sector in the current economic situation is
particularly hurt. I do not expect myself that we will move into the
“double-dip” recession as some of the forecasts have suggested, but
I do think that the housing and automobile sectors will continue to
be problem sectors. _

Senator PrRoxMIRE. I suppose the most profound effect would be in .
the interest rate, the extent that this kind of policy of restraint, to the
extent that it would have an effect in reducing inflation, I think that
would be the most direct, clear effect on housing.

Mr. Crirron. That is clearly true. I think if the administration is
able to move forcefully with some of the budgetary cuts suggested,
iwith some of the regulatory reforms, it would help productivity growth
in the very short term. There would be an impact, a good impact on
inflationary expectations, and I think that might be very he pful in
bringing down the rate of interest and helping those severely hurt
sectors to recover.

Senator Proxmire. How about the accompanying restrained mone-
tary policy? Would that go in the other direction?

Mr. Crirron. It depends upon what type of monetary policy that
is pursued. Of course, since October 1979, the Federal Reserve has
largely, though not exclusively, focused on trying to control the growth
of the monetary aggregates on a year-by-year basis in accordance with
the targets which your committee has received from time to time from
Chairman Volcker. In the process, in 1980, we found that without
focusing a lot of attention on interest rates, they behaved, as I men-
tioned earlier, like a roller coaster. That’s a problem. It’s a big prob-
lem for the business community.

We don’t have any solution to it so far as I'm aware of at the
moment. I don not know of any top academicians or any other people
who have a solution to that problem, but I think the key is trying to
break inflationary expectations, as Mr. Greenspan suggested before
this committee yesterday. That would do a lot to reduce interest rates
without creating excessive growth in the supply of money, in fact, so
long as the Fed does still focus on those monetary aggregates.

Senator Proxmire. Could I ask you, Mr. Lichtblau, with respect
flo the energy area, what effect, if any, would this kind of restramnt

ave?

Mr. LicarsLav. I would see virtually none, Senator, because crude
oil prices are administered. The foreign prices are administered by
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OPEC—and domestic uncontrolled prices, of course, follow the OPEC
prices, the remaining domestic controlled prices are by definition
administered by the U.S. Government. So there is no free market.
There is no indication of a supply-and-demand impact on crude oil
prices in the near future.

In the longer run, I think you would see it, but this year prices
will move based on administrative changes. The remaining domestic
crude oil prices are being decontrolled, and they would automatically
move to the world price level. The world price level is not determined
by any domestic economic development in the United States. So I
don’t see any significant impact of any domestic anti-inflation measure
on the cost of gasoline, of heating oil, in 1981.

The same applies to natural gas, because gas prices are also con-
trolled. They’ve risen about 20, 22 percent in 1980 and will continue
to rise based on the formula that’s in the Natural Gas Policy Act.

Senator ProxMiIRE. I understand that the oil industry is not labor-
Intensive at all.

Mr. LicutBravu. That’s correct.

- Senator ProxmIRE. A relatively small labor input. Is it so small
that the effect on wages would have no effect on prices?

Mr. Licursravu. Almost none. The largest factor in the cost of
gasoline and heating oil is crude oil. And the crude oil price is not
affected by any change in domestic monetary policy. If you take
heating oil that is now selling for $1.10 to $1.12, 85 to 90 cents of
that reflects the cost of crude oil. If you then add the cost of manu-
facture, cost of transportation, you get easily to that price, with a
relatively small profit margin.

But unless the cost of crude oil remains stable, you will see con-
tinuous increases in the cost of refined oil. That is despite the fact
that consumption has declined. Gasoline consumption, heating oil
consumption, fuel oil consumption, are all declining for 2 years now,
and we expect the decline to continue.

Eventually, in the long run, this is bound to have an impact on the
price but not in 1981, or for that matter, in 1982.

Senator ProxMIrRE. Thank you, sir.

Mr. Viscusi, you're an expert on wages and unit labor costs. I
think if there’s one area it can have a very substantial effect it would
have to be in your specialty.

Mr. Viscust. I think it also has an effect on our prices, as well.
Last summer effective budget cuts of about $30 or $40 billion had a
direct effect on price and wages of about half a point.

In addition, I think there’s going to be an indirect effect on any
budget cuts, because I think what you’re doing at this point is
sending out signals. How committed is the next administration, and
is Congress, going to be to fighting inflation. )

1 think those signals are going to determine long-run expectations.
If the signal that we’re sending 1s that we want Kemp-Roth, but we
don’t want budget cuts, then I think you can have a very dangerous
effect on inflation. i

At any rate, 1 think you’ll see the effect on housing prices. They
may go down. You'll see the effect on mortgage interest costs. They
certainly will go down. And 1 think you’ll see an effect on the under-
lying rate of inflation from budget cuts, which will affect our infla-
tionary prospects for the coming years.
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Senator Proxmire. Well, then, to sum it up, the effect of this
restraint is going to be definite and positive in reducing inflation. It’s
going to help to reduce the inflation rate. But the effect, I take it, 1s
going to be reasonably gradual, and quite modest. By modest I would
mean if you have a 10-percent rate, you might reduce it by maybe
1 percent, if you're lucky.

Is that about right?

Mr. Viscust. I think that’s a reasonable estimate, but if you couple with
that regulatory reform—if we start eliminating inefficient regula-
{ions—that probably would lower it a bit more. But I think you’re prob-
albly right that it’s a long process for the progress is going to be fairly
slow.

Senator PROXMIRE. Any estimates by any of you gentlemen on what
regulatory reform, what that could do to reduce the rate of inflation?

Mr. Viscust. I don’t have the effect on inflation but I can tell
you the annual costs for risk regulations proposed from 1975-80.

Senator ProxMIRE. What regulation?

Mr. Viscust. Regulation of risk, such as the work at OSHA, EPA,
the Consumer Product Safety Commission, and those agencies.

The present value of those costs is over $300 billion, where if you
do it annually, it comes out to something like $30 billion a year. So
I think we're talking about a large magnitude that’s at stake here.
And that’s just one aspect of regulation. This is based on the estimates
we did using the Council on Wage and Price Stability’s regulatory
analyses. :

Senator Proxmire. Do you gentlemen agree with or quarrel with
the estimate that the cost of regulations is about $100 billion?

T'm not proposing we elimmate all those regulations, nobody’s
proposing that. I don’t know anybody who would.

But if we modified or reduced the regulations, perhaps by one-
third or something of that kind, would it have a significant efiect on
the inflation rate? Maybe half a percent?

Mr. Crirron. I certainly think it would be significant, Senator
Proxmire. I do not have figures on it but I would recommend to
you a study, a recent study done on regulation and productivity by
an acquaintance of yours, Bob Haveman, from the University of
Wisconsin, also a good friend of mine.

1 believe it was for the Joint  Economic Committee. There he
ciphers all the regulatory studies that have been done; the analysis
of their impact on productivity and inflation from regulatory reform.
T'd be happy to provide you with those numbers after the hearing,
but I don’t have them at my fingertips.

Senator ProxMIRE. Did he tell you what the ball park is?

Mr. Crrrron. I just don’t recall, Senator, I'm sorry.

Representative REvuss. Mr. Viscusi, both the last Carter budget,
which came out a week or so ago, and all the press stories of the
intentions of the new Reagan administration, stress a much greater
volume of military spending.

Is military spending per dollar likely to be more inflationary or less
inflationary than other forms of Federal Government spending?

Mr. Viscust. Certainly that question is often asked. One thing
about military spending, as opposed to other ways in which you
could allocate funds, is that it doesn’t necessarily enhance the pro-
ductive capacity of the manufacturing industries in this country.
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I think the difference is between military and nonmilitary spending
in terms of their inflation impact are not major in the sense that I
don’t know of any econcmertic model that makes a distinction be-
tween the kind of spending and what effect it has on inflation.

I think the principal concern is that for military spending you
don’t get goods and services that we consume. So it’s more an effect
on individual welfare. Do you want to spend the money on these
weapons, as opposed te spending money on consumer goods, for
example?

Representative Reuss. Of course, I'm not too impressed by the
fact that no major econometric model makes the difference. That
could be what is wrong with major econometric models. Maybe
that’s why they stray so badly. But you’ll hear more from us.

Senator Proxmire. Would the chairman just yield on that?
What struck me on this is that military spending is sterile economi-
cally, when you have spending on Federal housing programs, on
manpower training programs, on education programs, you are
developing a skill, you're developing an economic resource. Certainly
housing would be that.

When you spend it on the military we have to do it. We should
do it, of course, have a strong military force, but clearly you aren’t
producing anything people are going to buy, in the consumer market
or anywhere else.

So that that distinction, it seems to me, wculd make a difference.

Mr. Viscust. Certainly if nonmilitary spending is targeted efhi-
ciently to enhance prcductivity, one of the kinds of things you
mentioned, a job-training program or whatnot, where it’s something
that would enhance investment directly, then I think that could
could be potentially more effective than military spending.

Senatcr Proxmirg. The supply of economic goods, the housing
program.

Mr. Viscusi. Military spending does also employ people and there’s
investment, so I don’t think the distinction is between black and
white in some sense.

Senatcr Proxwmire. It increases demand by employing people.
It employs people to do what? It employs people to do things that
are essential to defend the country but they don’t provide any
economic good, or increase the economic goods available to us.

The supply of goods is not increased. Demand is increased, and
tlfi_erefore, 1t has an inflationary effect, with no corresponding supply
effect.

Mr. Viscust. I think that the major cost is the foregone goods
and services.

Representative Reuss. Let me ask Mr. Benderly a question.
Your projection of food prices for 1981 was helpful and honest,
if not particularly encouraging. If anything, food prices are going
to be a little worse than they were in 1980, I believe.

Mr. BExpeRLY. The 11 percent that I mentioned for 1981——

Representative Reuss. Was 10 in 1980.

Mr. BENDERLY [continuing]. That was on an average year to average
year basis, which is what USDA normally uses; in which case we have
814 percent for 1980. They’re projecting somewhere between 10- and
15-percent increase for 1981.
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This is December—December or fourth quarter—fourth quarter, in
which case it was just about 10 last year, and is probably 11 this
year. But in terms of that being a major difference, I really can’t
distinguish between them.

Representative REuss. But the news is not encouraging.

Mr. BenpErLY. Not to the extent that livestock prices are still
not in line with grain prices.

Representative REuss. You are primarily an analyst, not a policy-
maker. But I would like to ask you—with food being an important
component of the Consumer Price Index—if there is anything we
can do to keep food prices no higher than they would otherwise be,
and if so, spread that bonus around to make the miseries we're now
suffering from less awful?

Can you suggest to us any reforms, structural or otherwise, in the
way we grow and distribute our food, which could over the long
run, at least, produce lower food prices than would otherwise be
the case?

Here T think of things like, at least, substituting certain com-
modities, income supports, things like keeping the family farmer
in business as oppose(f) to high price supports. Here I think of inter-
national things, which Canada and Australia surely do, which we -
have not done; mainly some sort of controls on exports of basics,
principally grains, so that our domestic market isn’t at the mercy of
somebody in Moscow, as proved to be the case back in the early
1970’s. T am thinking of things that some of our friends on the health
food side sometimes suggest. Why grow all the broccoli in the Central
Valley of California, since it'll grow in almost all the 50 States? Why
not encourage close-in-farmer production of fruits and vegetables
near our cities, instead of importing them from many thousands of
miles away? What about the stimulation of city markets to dispose
of produce that has been brought closer to home? There are many
ideas going around. I’m wondering if you can add to them, or comment
on them. What can we do, other than grin and bear it right now?

Mr. BENDERLY. I can’t comment on some of your, not proposals
but suggestions, because I have not thought about them, and know
very little about them. You started out your statement focussing on
the long run, rather than the short run. The short run, there’s very
little we can do with respect to the current situation.

With regard to the long run, anything which inhibited the po-
tential for our farm sector to export grain, I think would have an
adverse effect on the long run of productivity growth in the agri-
cultural sector.

And it’s been that long run productivity growth which has been the
driving force behind the U.S. ability to feed itself and feed the rest of
the world to a large extent. ’

So export controls are yielding short-term benefit. I think without
question they would have adverse consequences in the long term.

With respect to the farm income support programs, despite & price
support versus income support, I agree 100 percent with that. The
bottom line impact of price supports is to increase the price of land,
the price of farmland.

There have been innumerable studies done, which have shown just
some very basic economics, that when you increase the price of a
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good or service above what it would have been without that support,
that the net beneficiary of that in the long run will be the factors of
production.

And it will be that factor of production whose supply is most
inelastic, and that is land, when it comes to the farm sector. I think
you can show very clearly that our price supports, increasing the price
supports, have flowed d‘irrectly into the price of land. And that in
turn bas flowed into the price of grain.

So to a certain extent, that can be self-defeating. If you look at the
farm sector, and you conclude that there is a problem with farm in-
come, that is, it’s too low, I think there would be far fewer adverse
consequences of going to an income-support program, rather than
price supports.

With respect to the other things you mentioned, the city markets,
the—to encourage fruit and vegetable production, I have absolutely
no idea about this.

Representative Reuss. But you do come down heavily on this
proposition; that one thing, in your view, that could be done to
moderate the rise in food prices is to lower the price of farmland over
what it otherwise would be. And the way to do that, you say, is to
have systems of income rather than price supports, if I may.

Mr. BExperLY. I think that’s worded more strongly than I would
word it. T have not studied, or have not tried to study, what the
consequences would be of making such a policy shift.

I do believe that a consequence of the current and the past price-
support programs has been to help support the price of land, and that
has benefited the large producers more so than the small producers,
by definition, since they’re the large landholders versus the small
landholders.

It has helped probably speed up the concentration, the reduction
in the number of farms in existence in the United States, because
it increases the profitability of large farms, requiring more land.

So I'm not sure I can conclude directly that if you switched over-
night from a price-support program to an income-support program,
that the immediate result would be a drop in the price of farmland,
hence a drop in the price of producing grains, hence, a drop in the
price of grains.

Representative REuss. It would be very long term.

Mr. BeEnDERLY. Yes.

Representative Reuss. Thank you, Mr. Benderly, Mr. Viscusi,
Mr. Clifton, and Mr. Lichtblau, for your great contributions to our
deliberation. We'll take into account what you said. You've been
very helpful.

The committee will now stand adjourned. Thank you.

[Whereupon, at 11:35 a.m., the committee adjourned, subject
to the call of the Chair.]
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TUESDAY, MARCH 24, 1981

CoONGRESS OF THE UNITED STATES,
Joint Economic COMMITTEE, .
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 6226,
Dirksen Senate Office Building, Hon. Henry S. Reuss (chairman of
the committee) presiding.

Present: Representatives Reuss, Richmond, Brown, and Wylie;
and Senators Abdnor and Hawkins.

Also present: James K. Galbraith, executive director; and William
R. Buechner, George D. Krumbhaar, Jr., Paul B. Manchester, and
Douglas N. Ross, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE REUss, CHAIRMAN

Representative REuss. Good morning. The Joint Economic
Committee will be in order to resume its series of monthly hearings
on inflation. We're delighted, as always, to have as our witness the
Honorable Murray Weidenbaum, Chairman of the Council of Eco-
nomic Advisers.

We hold these hearings to serve a couple of purposes: To keep us
informed about the current inflation situation and the kinds of
developments that are causing it; and second, to provide a periodic
forum for discussing and evaluating the administration’s anti-
inflation policies and possible alternatives thereto.

Today’s figures are for the first full month of the Reagan admin-
istration and are particularly important because they include the
effects of the President’s decision to speed the decontrol of domestic
oil and gas prices.

During February, the Consumer Price Index rose 1 percent, working
out at 12.7 percent at an annual rate. This is substantially higher
than the 0.7 percent inflation rate for January and represents on a
1-month basis & deterioration from the 11.3-percent inflation over
the last 12 months.

When you compare today’s figures with those that we got last
month, you see that most of the change occurred in the food, apparel,
and energy components of the CPI, those components falling heaviest
on the poor, the working poor, and the middle class.

For last month, the annual underlying rate of inflation was 8.3
percent. This figure factors out the components of the CPI, which
Jump up and down in response to outside shocks, and thus, gives &
better picture of the long-run inflation trend.

(61)
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Our JEC staff has worked out a table on this which indicates that
the CPI has jumped around quite a bit during the past year, while
the underlying rate has gradually declined from 12.4 percent at the
beginning of 1980 to 8.3 percent currently.

Now, without objection, the press release entitled “The Consumer
Price Index—February 1981 will be inserted in the hearing record
at this point.

[The press release referred to follows ]



63

United States
Department X,
of Labor

Bureau of Labor Statistics Washington, D.C. 20212

Patrick C+ Jackman (202) 272-5160 USDL-81-152
272-5064 TRANSMISSION OP MATERIAL IN THIS RELEASE
Kathryn Hoyle (202) S523-1208 IS EMBARGOED UNTIL 9:00 A.M. (EST)
523-1913 Tuesday, March 24, 1981

Advance copies of this release are made available to the press with the explicit
understanding that, prior to 9 a.m. Eastern time: (1) Wire services will not move over
their wires copy based on information in this release; (2) electronic media will not feed
such information to member stations; and (3) representatives of news organizations will not
give such information to persons outside those organizations.

THE CONSUMER PRICE INDEX--FEBRUARY 1981

The Consumer Price Index for All Urban Consumers (CPI-U)} rose 1.0 percent before
seasonal adjustment in February to 263.2 (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) increased 1.1 percent before seasonal adjustment in February to 263.5
(1967=100). The CPI-U was 11.3 percent higher and the CPI-W was ll1.4 percent higher than in
February 1980.
CPI for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for All Urban Consumers rose 1.0 percent in
February. The increase was greater than the 0.7 percent rise in January and about the same as
the advances in each of the last four months of 1980. Rising prices for enerygy--gasoline,
motor oil, fuel oil, natural‘gas, and electricity--accounted for abouf; 60 percent of the

increase in the February CPI. The transportation component, up 2.4 percent, registered its

Table A. Percent Changes in CPI for All Urban Consumers (CPI-U) . o
Seagonally adjusted Unadjusted
Compound

Expenditure Changes from preceding month annual rate 12-mos.
category 1980 1981 3-mos. ended ended

Aug. Sept. Oct. Nov. Dec. Jan. Feb Feb. '81 Feb. '81
All items .8 1.0 1.0 1.9 1.0 .7 1.0 1.2 11.3
Food and beverages 1.8 1.6 9 1.2 .9 0 -3 5.0 10.5
Housing .3 o7 1.3 1.2 1.2 .8 6 10.9 12.1
Apparel and upkeep 7 .8 7 3 0 -.2 .8 2.7 5.9
Transportation .9 1.4 1.0 1.3 1.0 1.8 2.4 22.5 13.1
Medical care 6 9 .7 6 -6 1.1 9 10.8 9.6
Entertalnment .8 1.0 .6 .3 .3 1.0 1.0 9.6 9.6
Other goods and services 5 1.5 4 .8 1.0 6 6 9.3 9.3

{(Data for CPI-U are shown in tables 1 through 3.)
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largest increase in 12 months, primarily due to rising gasoline prices. Housing costs
advanced moderately as substantial increases in prices of household fuels were partially
offset by a decline in house prices. The index for food and beverages rose 0.3 percent,
following no change in January and substantial increases in the last 6 months of 1980. The
index for apparel and upkeep rose 0.8 percent in February, following a decline in January.

Nearly 90 percent of the February increase in the transportation index was due to an
advance of 6.6 percent in gasoline prices. The increase fo}l.lows a 3.8 percent risé in
January, and was the largest in 12 months. Prices for ot.hgr petroleum products, such as motor
oil and coolant, also rose substantially--up 1.8 percent. Automobile finance charges .
continued to advance, but not by as much as in recent months. The index for used cars also
rose .less in February, increasing 0.5 percent, following large increases in each of the
preceding 6 months. The new car index, largely due to rebate programs of domestic producers,
declined 0.1 percent in February. The index for public transportation rose 0.6 percent, the
smallest increase in nearly 2 years.

About three-fifths of the 0.6 percent increase in the housing index in PFebruary was due
to higher costs for fuels and other utilities. Prices for fuel oll continued to rise sharply,
up 8.5 percent in February, following a 7.5 percent increase in January. Charges for natural
gas and electricity rose 1.4 percent in February, following an increase of 1.0 percent in
January. On the ot:her hand, the shelter component rose only 0.1 percent. Increases in
household m.;intenance and repairs (up 2.3 percent), property taxes, and rent were largely
offset by a decline in house prices. Home financing costs rose substantially less than in
recent months as an increase of 1.4 percent in mortgage interest rates was largely offset by a
decline of 1.2 percent in house prices. {See table C for monthly data on the alternative

me es of h ship.)
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The index for grocery store food prices was unchanged in Pebruary, following seasonal
adjustnent, after declining 0.4 percent in January. The meats, poultry, fish, and eggs
component declined sharply for the second consecutive month--down 2.1 percent in Pebruary--and
offset price increases in most other grocery store foods. Prices for fresh fruits and ’
vegetables, due in part to the January freeze, advanced sharply. Prices for cereal and bakery
products and dairy products also registered substantial increases. Prices of the other two
components of the food and beverage index--restaurant meals and alcoholic beverages--rose 1.1
and 1.0 percent, respectively.

The index for apparel and upkeep increased 0.8 percent in Pebruary. Clothing prices
increased substantially in Pebruary, reflecting both a return to regular prices fram sales and
“the introduction of spring wear. These increases were partially offset by a decline in
jewelry and luggage prices. Charges for apparel services--up 1.4 percent in February--
registered its largest increase since last April.

The medical care component rose 0.9 percent in Pebruary, following an increase of 1.1
percent in January. Charges for hospital and other medical care services rose 1.1 percent
while physicians®' services increased 1.3 percent. The index for medical care commodities
advanced substantially, increasing 1.2 percent in February.

The indexes for entertainment and other goods and services rose 1.0 and 0.6 percent,

respectively, in February, the same as in January.
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CPI for Urban Wage Earners and Clerical Workers (CPI-W)--Seasonally Adjusted Cha

On a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers
rose 0.9 percent in February. Rising prices for energy accounted for about two-thirds of the
increase in the February CPI. The transportation component increased 2.4 percent in February,
primarily due to rising gasoline prices. Housing costs advanced, but not by as much as in
recent months, as increases in household fuels were partially offset by a decline in house
prices. The index for food and beverages increased 0.2 percent after declining 0.2 percent in
January.

About 90 percent of the February increase in the transportation index was due to an
advance of 6.7 percent in gasoline prices. Automobile finance charges continued to advance, ’
but not by as much as in recent months. The index for used cars also rose less in February,
and the new car index declined 0.2 percent. The index for public transportation rose 0.6
percent, the smallest increase in nearly 2 years.

About three-fourths of the 0.6 percent increase in the housing index in February was
due to higher costs for fuel and other utilities. Increases in household maintenance and
repairs {(up 2.1 percent), property taxes, and rent were offset by a decline in house prices.

.
Home financing costs rose less than in recent months.

The index for grocery store food prices declined 0.1 percent in Pebruary, following
seasonal adjustment, after declining 0.5 percent in Januarv. The meats. noultry, fish, and
eggs component declined sharply for the second consecutive month and offset price increases in

most other grocery store foods.
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The index for apparel and upkeep advanced 0.5 percent in February. Increases in
women's and infants' and toddlers’ clothing prices were largely responsible for the rise.
The medical care component rose 0.9 percent in February, following an increase of 1.3 percent
in January.

The indexes for entertainment and other goods and services rose 1.2 and 0.6 percent,

respectively, following increases of 0.9 and 0.6 percent in January.

Table B. Percent Changes in CPI _for Urban Wage Earners and Clerical Workers (CPI-W

Seasonally adjusted Unadjusted
Compound
Expenditure Changes from preceding month _.| annual rate 12-mos.
categotry 1980 1981 __| 3-mos. ended ended
Aug. Sept. Oct. Nov. 0Dec.| Jan, Feb. Feb. '8l Feb. '8l
All items 8 1.1 1.0 1.1 1.0 -8 .9 1.3 1.4
Pood and beverages 1.7 1.8 1.0 1.2 .9 -.2 o2 3.7 10.6
Housing .3 6 1.3 1.2 1.3 .7 +6 10.6 12.1
Apparel and upkeep 7 9 -4 <3 .3 .3 -5 4.7 6.0
Trangportation 9 1.4 1.1 1.4 1.0 1.9 2.4 23.7 13.3
Medical care .8 9 7 -7 -6 1.3 9 11.3 9.9
Entertainment .8 1.2 .6 .5 ] .9 1.2 8.6 9.6
Other goods and services <5 1.3 4 6 1.0 6 6 3.4 8.6

(Data for CPI-W are shown in tables 4 through 6.)
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Consumer Price Indexes

ft_to New Base Next Year
Beginning with the release of January 1982 data in February 1982, most Consumer Price
Indexes will ghift to a new base year. All indexes currently expressed on a base of 1967=100,
or any other base through December 1976, will be rebased to 1977=100. Only indexes with a
base later than December 1976 will keep their current base. The new base was established by
the Office of Federal Statistical Policy and Standards, for use by all Pederal governnent
statistical agencies in line with the longstanding policy that index bases be updated
periodically. (See Technical Wote, "Federal agencies updating base year of indexes to 1977,"
in the Peburary 1981 issue of Monthly Labor Review.) The last previous rebasing of CPI data
occured in January 1971, when the cucrent 1967 base was substituted for the former 1957-59
base. Historical data for each CPI sertes on the new bagse will be available from BLS on
request. For the convenience of users, the Bureau of Labor Statistics will continue to
publish all items indexes for the U.S. city average, as well as for the 28 local areas for

which CPI's are available, on their former official reference base (1967=100 in most cases).



Table C. Official CPI-U and Experimental Measures using alternative app to h ghip costs: 1967=100.
Relative Unadjusted percent 1ly adjusted p ch
importance Unadjusted indexes change to Feb. 1981 from from—
Group
f December 1977| Jan. 1981 {Feb. 1981 | February 1980 January 1981 Nov. to Dec. Dec to Jan. Jan. to Feb.
ALL ITEMS
CPI-y 100.0 260.5 263.2 1.3 1.0 1.0 0.7 1.0
Flow-of-Services Measuresg
CPI-U-X1 (Rent Substitution) sceeceee 100.0 237.8 240.8 10.5 1.3 0.8 0.8 1.0
CPI-U-X2 (User Cost Qurrent Interest) 100.0 251.4 255.7 13.0 1.7 1.3 1.9 1.4
CPI-U-X3 (User. Cost Avg. Interest) .. 100.0 243.5 248.0 . 12,6 1.8 1.2 2.0 1.5
Outlays Measures
CPI-U-X4 (Qurrent Interest) seeeeevss 100.0 255.8 259.2 1.4 1.3 0.9 1.2 1.0
CPI-U-X5 (Average Interest) eeeescese 100.0 247.7 251.2 o1 4 0.8 1.1 1.2
HOMEOWNERSHIP
cPIU 22.8 335.8 335.8 13.3 0.0 1.5 0.5 0.0
Flow-of-Services Measures
CPI-U-X1 (Rent bestltutlon)l/------. “. 200.9 201.9 8.8 0.5 0.7 0.7 0.5
CPI-U-X2 (User Cost Qurrent Interest) 1.4 298.1 308.3 28.4 3.4 5.6 7.6 2.5
CPI-U~X3 (User Cost Avg. Interest) .. 10.0 232.2 244.4 28.5 5.3 © 5.2 10.2 4.6
Qutlays Measures
CPI--X4 {Current Interest) ceesssess 10.0 391.3 394.0 16.7 0.7 3.1 0.9 0.
CPI-U-X5 (Average Interest) .eeseeves 8.7 289.8 294.4 14.8 1.6 1. 1.1 1.

l/ Residential rent, not seasonally adjusted
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A Note on Seasonally Adjusted and Unadjusted Data

Because price data are used for different puxposes by
dlffemn groups, the Bureau of Labor Statisti

the C Price Index unadjusted for ] variation.

d as well as djusted ch: each

month.

For analyzing general price trends in the economy,
seasonally adjusted changes are usually preferred since they
eliminate the effect of changes that normally occur at the
same time and in about the same magnitude cvery ycar—
such as price lting from ch

S d factors used in computing the seasonally ad-
justed indexes are derived by the X- ll Variant of the
Census Method II S l Adj . The up-
dated seasonal data at the end of 1977 rcvlaced data from
1967 through 1977. Subseq annual updates have re-

placed 5 years of seasonal data, e.g., data from 1975
t.hrouul 1979 were replaced at the end of 1979. The

conditions, production cycles, model changeovers, holi-
days, and sales.

The unadjusted data are of primary interest to con-
sumers concerned about the prices they actually pay. Un-
adjusted data also are used extensively for escalation pur-
poses. Many collective bargaining contract agreemenu and
pension plans, for le, tie to

P 8

of all items and 35 other aggregations
is derived by bining the 1 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 Index data now are available by
mailgram within 24 hours of the CPI release. The new
service is being offered by the Bureau of Labor Statistics
through the National Technical Information Service of
the U.S. Department of Commerce.

The CPI MAILGRAM service provides unadjusted
and seasonally adjusted U.S. City Average data both

for the All Urban Consumers (CPI-U) and for the Ur-
ban Wage Earners and Clerical Workers (CP1-W) In-
dexes as shown on the CPI-U sample page below. The
unadjusted data include the current month’s index and
the percent changes from 12 months ago and one month
ago. The seasonally adjusied data are the percent
changes from one month ago.

CDNSUNER PRICE INDEX FOR ALL URBAN CONSUMERS (CPI-VU): U.S. CITY
VERAGE (1947:100)
UNAD) UNADJUSTED

GROUP INDEX PER CHG FER CHG '(l CNG

FROM 12 FROM | FROM 1

l"’ MO AGO MO AGG MO AGO
ALL IT7EM 2161 10.8 1.2 ot

ALl I'EHS(I'§7 59=100) 249.0 - - -
FQOD AND BEVERAGES 228.2 1.2 8 .7
FOCD 236¢.3 11,4 ’ .7
FOCD A1 HOME 233.4 "3 7 -5
CEREALS AND BAKERY PIODLC'S 216.2 9.% L] 1.0
MEATS, POULIRY, FISH oSS 262.2 19,4 9 .t
DAIRY PRODUCTS 293.8 "1 7 .8
FRUITS AND VEGETAELES 226.8 3.6 ) -.2
FOOD AWAY FROM WOME 2610 1.7 1.1 T
HOUSING 222.4 1.3 1.2 1.2
RENT, RESIDEMTIAL 173.8 6.8 1.0 1.0
HONEQWNERSHIP 25%.9 16.6 1.3 1.3
UEL AND OTMER UTILLT 23e.2 7.7 2. 2.2
YEL OIL. COAL., 2ND DDTHED GAS 386.3 23.2 4.1 “.8
GAS C(PIPED) AND ELECTRICIT 251,86 8.2 2.6 2.6
HOUSEMOLD FURNISHINGS AND D'EI-YIO‘I 189.2 7.5 .3 .4
APPAREL AND UPKEEP 146 .1 3.9 Ll .0
TRANSPORTATION 207.7 13.6 2.6 1.8
NEt} CARS 165.8 8.7 .9 1.0
USED Cll5 235.¢ 31.3 2.7 -.5
GASOLIN %72 29.1 5.5 5.0
PUBLIC YIA\SPD'YA'HON 193.3 3.t .4 .7
RMEDICAL CARE 236.3 8.9 ] .4
MEDICAL CARE SERVICES 254.4 9.4 .5 .4
ENTERTAIKMENT 137.2 6.6 .7 .5
OTHER GOODS AND SERVICLS t33.9 7.5 .4 .5
PERSONAL CSRE 1/ 173.9 7.5 -4 -6
COMMODITIES - 295.8 10.9 1.2 .9
CCITIODITIES ESS FOJD AND 3EVEPXGES 192.9 10.9 1.% t.e
NCNDURABLES LESS FUOD AND [EVIRAGES 195.7 12.0 2.0 1.9
DURABLES i39.2 9.0 1. .5
SERVICES 229.5 10.3 1.1 1.3
ALL ITEM™S LESS FCOD 263.9 10.5 1.3 1.3
ENERGY t/ 260.8 19.8 6.2 €.2
ALL ITERMS LESS FOOD AND FHERGY 2060 9.5 .9 -9

iy NOT SEASONALLY ADJUSTED

ORDER FROM: National Technical Information Service,

5285 Port Royal Road, Springfield, Virginia 22161

Please enter ______subscription(s) to CONSUMER PRICE INDEX MAILGRAM (NTISUB/158).
Subscription rates: $95.00 in contiguous U.S. and Hawaii, $110.00 in Alaska and Canada.

NAME:

STREET ADDRESS:

CITY, STATE, ZIP:

( ) ENCLOSED s Purchase Order Numb

( ) CHARGE S —to my American Express Account §
{ ) CHARGE 1 § .10 my NTIS Deposit Account #

( ) BILL ME s, SIGNATURE REQUIRED
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CPI-U

TABLE 1. Consuder Price Index for all urban consuers: U.5. city average, by expenditure category and cosmodity and secvice 3roup,
19672100

Relative Unadjusted Seasonally adjusted
Group importance, Unadjusted indexes  percent change to +  percent change from-
Deceaber Jan. Feb. Feb. 198) from- Nov. to Dec. to Jan. to

1980 1981 1981 Feb. 1980 Jan. 1961 Dec. Jan. Ped.

Expenditure category

ALl items. . 100.000 260.5 1.3 1.0 1.0 1.0
ALl itens{1957-592100) . - 303.0 - - - -
and beverlq . 18.309 261.4 10.5 .9 .9 3
Pood. .17.322 268.6 10.6 -8 1.0 -3
Pood at hose . 12.003 265.6 10.8 .6 .9 .
Cereals and bakery products 1/ . 1.507 262.9 12.0 .9 1.1 -9
Meats, poultry, Eish, and eg . 4.047 255.1 6.9 -1.0 1.0 -2.1
Dairy products. . . 1.603 240.1 10.3 .8 1.1 .9
Pruits and vegetable . 1.682 257.6 17.1 3.8 .0 2
Sugar and sweets . 505 385.4 29.5 .0 1.7 -.5
Fats and oils... . .333 260.4 13.3 2.6 2.2 2.9
Nonalcoholic beverages . 1.321 409.7 7.1 -5 N -
Other prepared foods . 1.005 244.9 1.3 .8 1.0 -8
Pood away from home . 5.319 280.9 10.2 1.4 1.0 1.1
Alcoholic beverages. . .987 193.7 .6 1.1 .5 1.0
. 45.519 279.1 12.1 -6 1.2 .6
. 31.650 300.1 12.5 -1 1.3 1
. 5.120 200.9 -8 -5 . .5
. 714 273.9 8.9 1.1
- 25.816 335.8 13.2 .0
. 10.303 266.2 8.2 -1.2
Pinancing, . 11.963 435.2 18.9 .
Maintenance and repaifs...... . 3.550 296.8 10.6 2.3
Maintenance and repair services... 2,737 321.3 10.6 2.6
Maintensnce and repair
commodities 1/.. .813 239.7 10.7 1
Fuel and other utilitfes .. 6.550 296.7 15.4 6
Puels . 4.796 375.4 18.4 .2
Puel 0il, coal g 1.296 625.9 25.3 9
Gas (Pipcd) and electrici:y . 3.500 318.5 15.8 .4
Other utilities and public services 1/ 1.754 171.9 7.6 [
Household furnishings and operation . 7.31% 212.6 8.0 °
Housefurnishings . 3.935 176.7 6.8 2 [
Rousekeeping nuppue- 1/. . 1.460 259.5 11.8 3
. 1.924 279.6 7.6 7
. 4.6854 181.1 5.9 5
es . 4.192 172.6 4.9 3
and boys' apparel...... 1.310 171.1 5.5 3
Women's and girls' apparel... 1.541 152.1 1.5 9
Infants' and toddler -ppaxe1 . 106 249.7 12.2 .
FOOUWEAr . rarsssnn 635 194.9 5.6 .0
other apparel commodities 1/ 600 214.2 10.9 -.9

Apparel servicu e 662 246.3 12.1 1.5
Transportatio 18.955 264.7 13.1 2.3

private u.n-pornuen 17,763 262.9 12.3 2.5

New ¢ 3.566 185.3 5.4 H
Used car: 2.986 234.0 234.3 20.0 .
Gasoline - 5.947 385.2 410.8 14.9 6.6
Maintenance and repair 1.454 282.7 2685.4 10.5 1.0
Other private uanspoxunon P 3.810 232.4 234.2 10.2 .8

Other private trans. commod 1/. 1695 203.7 205.8 7.6 1.0

Other private trana, services 3.115 242.4 244.0 10.7 .7

Public transportation 1/. 1.192 286.4 288.1 25.5 -6
Medical care.. 4.7 279.5 262.6 -6 1.1

Medical care commodities .785 176.7 179.2 10.5 1.4

Medical care pervices 3.933 302.1 305.2 9.4 1.0

Professional service: 1.887 264.7 267.2 10.0 .9
Other medical care serv 2.045 347.3 351.1 8.8 1.1
Entertainment ......-.. 1.647 214.4 216.7 9.6 1.1

Entertainment commodities . 2173 217.1 219.7 9.6 1.2

Entertainsent services 1/ 1.474 210.9 213.0 9.5 1.0
Other goods and services 3.999 226.2 227.4 9.3 -5

Tobacco products 1/ 1.054 211.9 212.3 7.2 .2 .

Perscnal cace 1/ .... 1.581 222.5 224.6 8.8 -9 .

nd personal care

1/ .12 216.9 219.5 10.5 1.2 .8
Wl 869 228.3 230.0 7.4 . .7 .
Personal and educational expens: 1.364 253.6 254.4 11.6 3 .9 -6
School books and supplies . .170 2208.6 229.8 1.3 .5 2.0 1.1
Personal and educational servicas . 1.194 259.7 260.4 11.6 .3 .7 .5

Commodity and service group

All items.. 100.000 260.5 263.2 1.3 1.0 1.0 1.0
Commodities $8.396 245.4 248.3 10.3 1.2 N 1.1
Pood and beverages 18.309 261.4 263.7 10.5 .9 K) .3
Conmodities less food and bevecages . 40.087 234.3 237.4 10.2 1.3 -6 1.4
Nonduzables less food and beverages. 17.761 250.2 258.6 11.6 3.4 . .3
4.192 172.6 173.2 s .3 -1 .7
13.569 294.4 306.8 13.6 4.2 1.0 4.2
22.327 221.0 220.3 9.0 -3 . -3
. 41.604 287.7 290.1 13.0 .8 1.4 -8

Rent, residential 1/... . 5.120 200.9 201.% 8.8 .5 .7 -5

Household services less . 22.592 342.3 345.4 15.1 -9 2.0 -9

Transportation service . 258.7 260.5 13.5 -7 1.0 5

ical care service . 3.923 302.1 305.2 9.4 1.0 .6 .8

Other services ..... . 4.200 230.4 232.3 10.0 8 .6 .8

Sp'chl indexe:

11 82.678 260.4 1.8 1.1 1.0 1.0 1.1
Au 68.350 251.2 10.9 1.5 .9 . 1.3
ALL 90.173 250.6 10.3 1.1 .9 .6 -9
All items less home purchase and

mortgage interest costs 79.870 249.3 10.6 1.4 K 1.2
All items leso medical care. 95.203 261.9 11.4 1.0 .7 1.0
Couodxuu nn £ 41.074 235.4 10.1 1.3 1.0 1.4
18.47 253.2 11.4 3.2 2.1 3.2
14.555 292.4 1.2 4.0 2.3 4.0
36.069 262.3 1.0 2.1 1.0 1.4
306.9 13.6 .9 -8 .9
286.5 1 .8 1.1 .8
401.1 16 5.1 31 5.1
252.5 10.7 .5 .6 .3
246.8 10.8 .. .. .4
211.7 8.6 .1 .. 1
449.0 16.6 6.8 3.8 6.8
287.6 12.7 .8 .9 .7
Purchasi
1967251.00 $.380 -10.2 -1.0 .8 -1.0
1957-59=$17 327 - -

1/ Mot

gonally adjusted.
NOTE: Index applies to a month as a whole, not to any specific date.
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TABLE 2. Conguser Price Index for all urban consuders: BSeasonally adjusted U.S. city average, by expenditure category and
cozmodity and gsecvice group, 1967+100

Beasonally adjusted indexes Seasonally adjusted annual rate
' percent change for-
Group Hov. Dec. Jan. 3 conths endlnq in 6 conths endh\q in
- 1980 1980 nay Aug. Bov. Feb.
1980 1980 1980 1981 l9l0 19!l

Expenditure category

Other private transportation
Other private trans. commodi
oth: secvices

-
N
N e

-
-

Professional services 1/.
Other medical care
Entertainment

-

e
BUOUD MOBCOCOUCEOVBLNNONNORANNSAR NUANLN DO

I

e}
¢ goodi and personal care

ALl ftems........ - - - 13.1 7.6 1.2 10.3 12.3
Pood 7.4 5.0 10.6 10.2
.6 10.6 10.3
h 1.8 1.8 5.8
Cereals and bakery products 1/ 1.0 157 10.7 13.3
Meats, poultcy, fish, and e« 30.9 -13.4 7. 6.4
Caicy Products......oeeenss 6.9 1.5  11.0 9.7
Pruits and vegetables 161 7.0 24.2 10.5
Bugar and sweets .... a“o 0 399 20.0
Fats and oils..... 12,3 40,8 2.1 5.8
Honalcoholic beverages . 13.4 3.0 6.2 0.1
Other prepared foodn 1/. 6.8 12.2  12.2 10.5
¥oo0d away froo hooe. 8.1 118 12.9 8.2 12.3
Alcoholic bevecage: 9.9 4.5 109 9.5 1.7
Housing 6.3 134 109 12.2 12.2
Shelter e 113 8.4 12,3 12.7
Rent, residential 1/ 9.4 11.0 7.5 8.4 9.2
Other rental costs . 7.7 6.5 5.8 9.7 8.1
3.2 1.8 8. 13.2 13.6
4.2 150 -6.3  12.8 3.8
-6.0  25.9 20,8 14.6 23.)
- maintenance and repsirs... a1 8.7 4.5 9.6 11.6
Maintenance and repaif services 1 3.0 16.2 8.7 12.6
Maintenance and repair
12.8 7.8 9.2 13.0 8.5
144 s 2. 15.4 15.4
6.4 1 5 18.% 18.3
, and bottled g 4.0 0 .6 8.5 4.8
s nd electricity . 2104 0 7 2209 9.2
Other utilities and public secvice: 8.6 1 3 -6 8.7
Household furnishings and operation 7.9 a “ 8 7.3
Housefurnishings 7.6 “ .6 7 6.0
Housekeeping supplies 0.8 10.1 a1 10.6
Housekeeping services 6.1 .8 . .0 7.5
6.0 .8 7 7 5.2
5.5 2 .9 .8 0
4.4 .0 .5 .3 5.8
rlst appace 2.4 .8 .8 s .5
Tatants* ond totalers: -pp.ux_y. 1.4 .5 e 158 8.7
FPootvear...... 6.3 .5 3 3 4.9
Other apparel canodh.h By 15.0 4 6 2003 2.3
Apparel services . 9.1 1.7 . 125 1.9
1 161 .5 ‘ 18.2
2.1 152 .8 1 18.9
10.0 0 41003
6.2 84.9 7 -2
o -5.8 8 .0 7
Maintenance and fepair . 8.8 11.5 3 7
2.9 ‘ 8
6.3 0 s
2.1 6 1
2.1 9 8
8.0 4 1
0.9 2 §
7.5 3 I
7.2 3 ]
7.7 5 8
9.6 7 6
0.1 ‘ 6
8.7 2 3
8.2 0 1
8.4 6 6
7.4 3 0
0 7
H 1
8 5
s 4
8 ?

4
6
6
4
0
£
7
7
a
5
8
7
7
1
6
5
2
4
5
1
6
0
5
£
9
9
9
9
9
7
9
5
1
5
6
6
7
1
4
2

a2l abuwo
-

appliances 3/. 0.0 R 14, .
Pezsonal car vi -4 -0 [B .
Parsonal and tducauoml .2 21.1 Q. .
School bocks and suppli -9 14.5 16. .
Personal and 'ducltloml .5 22.1 7. -

Commodity and service group

JERY 7.6 13.5 10.3 12.3
9.2 8.4 9.3 13, 8.9 1.6
263.4 1.8 187 10.6 10.2
238.8 7.2 12.6 8.0 12.5
260.4 4.1 4.9 7.5 15.7
175.3 5.5 7.2 5.8 a0
Sondurables less food,
and apparel 1/ 06.8 .5 1.4 10.2 17.1
221.2 0.9 16.6 9.2 8.8
290.3 5.0 13.5 12.4 13.3
7. 201.9 9.4 11.0 8.4 9.2
Household services less rent . 346.2 1.6 16.0 13.7 16.5
Transportation services. 260.2 0.7 10.9 16.1 11.0
Medical care services 304.1 7.5 9.3 8.8 10.0
Other aervices ..... 1.9 8.0 111 9.5 10.3
Special indexes:
Al ftess 1 261.2 6.1 13.0 10.3
All items L 252, 5.1  11.8 3.4
All items 1 251.1 10.0 1.0 10.1
All itess less hoa
mortgage inte 249.8 9.5  10.7 9.7
All items less medical care. 262.6 7.4 1307 0.4
236.8 7.3 12.4 0.1
255.0 4.3 5.0 7.7
292.4 4.6 1.8 10.1
262.3 9.6 10.4 9.8
307.1 4 139 13.0
206.5 46 133 13.1
Energy 1/. 4011 8.5 <49 15.7
AlL iteno lesa wnergy . 252.8 8.4 1.8 10.3
247.3 6.6 11.8 10.2
212.8 0.2 12,9 9.0
49.0 1.2 -39 10.2
207.5 s s 11.4

)/ ot seasonally adjusted.
HOTE: Index applies to a month as a whole, not to any specific date.
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Selected are all items index, 1967100 unless othecwise noted

Other Indexes Percent change to Percent change to
Area L/ Pricing index Hov. Dec., Jan.  Peb. Feb. 1981 from- Tan 1901 fram
schedule base 1980 1980 1981 1981  Feb. Dec. Jan. Jan
£ 1960 1980 1981 1986 , 1980 1980
U.6. CAtY AVEIage...ecrerrovvnnses 256.2 258.4 260.5  263.2 11.3 1.9 1.0 117 1.7 0.8
Chicago, Il1.-Morthwestern Ind " 259.9 259.6 11.6 -3 3 7124 -.5
Detroit, Mich. " 266.4 270.2 12.4 .2 6 13.2 -4
L. » 255.5 261.6 10.1 1.1 .8 LS .3
H.Y., N.Y,-Northeastern " 244.7 252.7 10.8 2.2 1.3 10.3 -8
Philadelphia, Pa.-N.J.... " 249.2 255.9 10.7 2.2 1.1 11.4 1.1
Anchorage, Alaska... 1 10/67  236.5 - - - - 10.0 -
Baltimore, #d. 1 258.4 - - - - 12.8 -
Boston, Mas: 1 248.8 - - - - 12.8 -
Cincinnati, Ohio-Ky.-1Ind 1 262.1 - - - - 10.4 -
Denver-Boulder, Colo.. 1 271.9 - - - - 12.1 -
Miaai, Fl 1 1777 133.9 - - - - 1.¢ -
1 262.1 - - - - 12. -
Northeast Pennsylvania 1 247.0 - - - - 12.5 -
Portland, Oreg.-Wash 1 261.9 - - - - .9 -
St. Louia, Mo.-Ill. 1 251.8 - - - - 9.9 -
San Diego, Calif. 1 219.1 - - - - 13.3 -
Seattle-Everett, 1 262.6 - - - - 12.2 -
Washington, D.C.-Md.-Va 1 253.6 - - - - 10.9 -
Atlanta, Ga 2 - 2%8.3 - 263.0 4.2 - - - -
Buffalo, N.Y. 2 - 246.5 - 2514 10.3 - - - -
Cleveland, Ohio. 2 - 266.5 - 2735 12.3 - - - -
Dallas-Fort Worth, Tex. 2 - 269.5 - 2744 13.5 - - - -
Honolulu, Hawaii. 2 - 2361 - 2433 10.1 - - - -
Houston, Tex. .. 2 - 2748 - 2818 10.0 - - - -
Kansas City, Mo.-Kan: 2 - 259.1 - 219 9.7 - - - -
Minneapolis-St.Paul, Minn.-Wi 2 - 259.0 -~ 260.6 9.5 - - - -
Pittsbuzgh, Pa. 2 - 262.0 -~ 265.5 12.7 - - - -
San Prancisco-Gakiand, Calif. 2 - 2549 - 260.5 8.2 - - - -
Region 3/

2 12/77 - 135.8 - 12.2 2.2 - - - -
2 12/77 - 140.4 - 1.2 1.4 - - - -
2 12/77 - 1394 - 1.8 2.4 - - - -
2 12/77 - 140.4 - 10.2 1.6 - - - -
2 12/77 - 1374 - 139.2 1.0 1.3 - - - -
2 12/77 - 13927 - 14222 1.0 1.8 - - - -
2 12/77 - l40.6 - 14400 12.5 2.4 - - - -
2 12/71 - 139.0 - 14201 11.3 2.2 - - - -
2 12777 - 1374 - 139.8 1.1 2.0 - - - -

Region/population size class

cross classification 3/
Northeast/A. .. 2 12/77 - 132.8 - nm.1 - - - -
North Central/A 2 12/77 - 1433 - 1.1 - - - -
2 12/1 - 1390 - 11.8 - - - -
2 12/1 - 140.7 - 10.0 - - - -
2 12/n - 139.8 - 4.0 - - - -
North Central/l 2 12/77 - 1e0.0 - 12.3 - - - -
South/B. 2 12/77 - 14009 - 1.2 - - - -
West/B... 2 12/77 . - 1414 - 10.3 - - - -
2 12/77 - 1438 - 13.6 - - - -
2 12/77 - 136.6 - 10.5 - - - -
South/C.. 2 12/77 - 138.6 - 11.1 - - - -
West/C 2 12/717 - 138.4 - 10.2 - - - -
Northeas 2 12/77 - 137.8 - 4.0 - - - -
North Central/D. 2 12/77 - 13.2 - 11.0 - - - -
South/D. . 2 12/77 - 1368 - 10.2 - - - -
West/Dioerarrrnnes 2 12/77 - 139.8 - 10.9 - - - -

NOTE:

Area is generally the Standard Metropolitan Statistical Area (SMSA), exclusive of farms. L.A.-Long Beach, Anaheim, Calif.
is a combination of two SHSA'S H.Y., N.Y.-Northeastern N.J. and Chlcaqo, I11.-Northwestern Ind. are :n- moce
extensive Standard Consolidated Areas. Area definitions are those established by the Office of Manageme: .t
1973, except for Denver-Boulder, Colo. which does not include Douglas County. Definitions do not includ. uvuxon- ndc
since 1973.
Foods, fuels, and several other items priced every month in all areas; most other goods and services priced as indicated:

® - Every month.

1 - January, March, May, July, September, and November.

2 o Februacy, April, June, Augus o:com:. -nA Deceaber .

Reg as the four Census reg
The pepunuen .ue classes are ngqt.gatlonl 'of areas vhich have urban population as defined below:
re than 4,000,000.
e 1,250,000 to 4,000,000.
) 385,000 to 1,250,000+
c 75,000 to  385,000.

han

D Le: 75,000.
Population size c. A is the aggregation of population size Classes A-1 and A-2.

Price changes within ar
Pamily Budgets.

are found in the Price Index; ai in living costs among areas are found in
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TABLE 4. Conguner Price Index for urban wage earners and clerical workers: U.5. city average, by expenditure category and
cotmodity and service group, 1967=100

Relative Unadjusted Seasonally agjusted
Group inportance, Unadjusted indexes  percent change to peccent change from-
Decenber Jan. Peb, Peb. 1981 from- Nov. to  Dec. to  Jan. to
1980 1981 1981  Feb. 1980 Jan. 1981 Oec. Jan. Peb.

Expenditure category

All items cees 100.000 260.7 1.0
All ileuu§57 59-)00] - 303.2
20.001 262.1 .9
18.526 269.2 .9
13.220 2651 .9
e(y producu pvs 1.671 263.0 1.1
fish, and eggs 4.498 254.1 1.0
- FERRRON 1.768 240.7 1.3
. 1.742 255.1 -.2
. <544 387.3 1.6
. .361 261.6 2.0
Nonalcoholic hcv'r.q 3 . 1.514 410.7 .7
Or.hll prepared foods 1/. 1.122 . 245.1 1.0
ay from hos 5.706 284.2 -9
Alcnboltc bove(ngel . 1.07% 185.5 27
. 42.149 279.1 1.3
ean . 28.753 301.7 1.4
11/ . 832 200.6 .7
Other rental costs . . -488 273.6 .1
Homeownership--.---- . 23.432 338.6 1.6
Home purchase 1/.. . 9.064 266.4 -1
Financing, taxes, and tnsurance 1/. 11.204 441.3 3.0
3.164 294.1 1.1
2.258 319.8 1.5
Maintenance and repair
ities 1/. 906 236.7 .3
Fuel and other utilities 6.441 297.5 1.5
Fuels ...... 4.764 375.0 1.7
Fuel oil, Coll, lnd bottled gas 1/. 1.290 627.9 3.
Gas (pip.d) nd electzicity .. 3.473 317.7 1.1
Other utilit 1.677 172.0 .9
Household Eu(nllhingl and operation . 6.95% 208.7 -5
Housefurnishings 4.010 176.9 -4
Housekeeping suppli 1.501 257.5 1.0
Housekeeping services 1/. 1.443 276.4 5
Apparel and upkeep.. 4.853 180.8 )
Apparel commodities 4.222 172.6 .2
Men's and boys' ap) 1.307 171.7 .2
Women's nnd qirl- 1.575 153.9 -0
Infan od 2122 256.9 -6
Footwear..... .672 195.5 -5
Other apparel couodlu <547 205.3 .2
Apparel services 631 245.5 1.1
Transportation...... 21.317 265.7 1.0
Private uanlportauon 20.280 264.4 1.0
New cars 3.773 185.7 -1
Used c 1.807 234.0 2.3
Gasoline . 6.782 386.6 1.0
Maintenance and re 1.597 283.2 .7
Other private !Ilnlpon’.ltlon 4.322 235.0 1.1
Other private tra commoditi 1/. .779 206.2 1.1
Other private trans. mervices 3.543 244.9 1.1
Public u-n-pe:nuan /. 1.037 279.0 1.0
4.207 281.4 .6
Batl 177.5 .8
3.573 304.3 <5
onal services 1/. 1.822 268.7 .5
Other ucdicnl care secvices . 1.751 347.8 -6
Entectainment ...... 3.454 212.2 .0
Entertainment commodities . 2.191 213.0 .2
Entertainment services 1/ 1.263 212.0 .4
Other goods and services 3.940 224.4 1.0
Tobacco products 1/ 1.272 211.7 1.7
Personal care ), 1.628 221.1 .7
Toilet goods and personal care
appliances 1/.. .780 216.1 -8
Personal care servic .848 226.3 .6
Personal and educational 1.041 254.0 .7
School books and supplies .. «152 232.4 .8
Personsl and educational services . -889 259.6 .7
All items..... 100.000 260.7 1.0
Comsodities. 61.24) 245.8 .7
Food lnd bcvunqel 20.001 262.1 .9
s lexs food and hnveuqcl . 41.242 224.7 .6
18.885 252.6 .8
4.222 172.6 .2
14.664 296.3 1.0
22.357 219.5 5
38.757 288.4 1.5
4.832 200.6 .7
20.545 345.5 2.1
6.176 257.7 1.0
Med 3.573 304.3 .5
Other services .... 3.631 230.2 N
Special indot
All iteas food. . 81.074 257.9 1.1 1.1 1.1
All items llll shelter..... 71.247 248.5 81 .9 1.3
All items less mortgage interest costs 90.675 248.5 .9 .6 1.0
All items less home purchase and
Bortgage interest costs . 81.611 246.8 - -9 1.1
iter medical care 95.713 259.3 1.1 .8 .9
42.317 232.7 .7 1.1 .
.. 19.961 247.5 .8 2.1 3.4
15.739 283.0 1.0 2.3 4.1
38.886 258.3 -9 -9 1.5
33.925 305.2 1.5 .9 .8
35.184 284.7 1.5 1.0 .8
11.652 385.2 .1 3.1 5.2
88.348 250.6 1.0 -5 .2
food lnd .nl(gy 69.423 244.8 1.1 .6 -4
food and enctqy 34.13% 210.4 .5 23 .2
Enezgy Emi(ﬂcl 1/ 8.178 421.3 1.1 3. 6.8
Services 1 ergy 35.284 286.2 1.5 . .7
Purchasing power of thl consuser dollltl
1967=81.00 1/..... aee - $.384 -.8 --8 -1.0
1957-59=81.00 1/.. - 2330 - - -

1/  Not seasonally adjusted.
HOTE: Index .ppuu to a month

a whole, not to any specific date.

85-554 0 - 82 - 6
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TABLE 5. Consuper Price Index for urban wage earners and clerical wirkers: Seasonslly adjusted U.5. city average, by expenditure
category and comnodity and secvice group, 1967+100

Seasonally adjusted indexes Seasonally adjusted annual rate
rcent change for-
Group < Nov. Dec.  Jan.  Feb. 3 ponths ending in 6 montha ending in
1980 1960 1931 1981  ay Aug.  Mov.  Feb. Peb
1980 1980 1980 1381 1980 1981

Expenditure category

- - - 13.1 14.0 1.3 12.7
263.9 7.9 17.1 3.7 10.2
271.0 1.7 3.8 10.0 3.2 10.3
266.3 6.8 . 19.7 1.1 10.
265.0 12.3 8.8 12.0 13.4 12.2
249.6 -8.3 23.2 1.4 ~13.7 6.5
. 242.0 13.8 6.4 6.7 12.5 9.6
. 264.9 31.9 20.0 15.3 6.1 10.6
Sugar and sweets . 388.5 39.8 44.3 45.7 1.4 19.8
Fats and oils......... - 271.3 1.0 3.4 12.7 42.1 26.5
Honalcoholic beve(aqet . 416.1 2.2 2.0 16.5 2.1 9.1
Othel pr.pl(.d £ gy . 247.1 15.0 - 1.0 11.6 11.3
. 287.6 9.7 8.0 14.1 9.9 12.0
. 198.0 10.3 10.7 4.5 10,8 7.6
. 281.1 18.2 6.4 13.4 10.6 12.0
. 301.8 21.2 4.5 17.6 7.5 12.5
residential 1/. . 201.6 7.1 9.4 0.8 7.5 9.1
Other cental costs . . 276.9 12.0 7.4 7.1 9.3 8.2
Homeownership. . 338.3. 24.7 3.3 19.4 7.4 13.2
Home purch. . 262, 1.7 . 15.7 -8.0 3.2
Pinancing, . 5.9 26.7 1%.7 23.2
Maintenance an . 5.5 6.4 12.9 9.6
Maintenance and repair . 2.9 1.3 16.3 1.7
Maintenance and repair
commodities 1/. . 2.4 4.2 5.2 4.7
Puel and other utilities . . 4.5 4.4 28.4 15.8
Fuels . 3.7 3s.1 18.4
Pu!l N 9 . 1 4.0 103.2 45.4
{p Pod) nd electricity . 6 3.6 14.9 9.1
Othex utilities and public service: . 3 6.7 11.8 9.2
Household furnishings and operation . . 1 6.2 7.7 6.9
Housefurnishings ... . 2 5.4 5.8 5.6
Housekeeping luppliel‘i/ . 4 9.5 10.8 10.2
Houlekeepinq services 1/ . 2 5.3 10.5 7.9
. 6.7 4.7 5.7
. 8 6.0 3.3 4.6
. 6 8.3 3.8 6.0
lomen's and girls' appare . 8 5.5 3.6 4.6
lnflntl and toddlers’ lppclll_}/ . 1 2.2 16.7 9.2
Footwe . 6 8.4 2.3 5.3
Other lppc(tl comloditi!l /. - 3 .2 .8 .3
Apparel services . 3 11.0 138 12.4
. 16.2 23.7 19.9
. 9 16.1 23.6 19.8
. 2 .2 -.2 .0
B 2 85.2 17.7 47.6
. 1 5.5  56.7 28.6
. 5 11.3 7.5 9.4
. 7 5.9  10.1 8.0
. 2 5.7 8.3 7.0
trans. services . . 5 5.9 10.4 8.1
Public transportation 1/. . 0 20.6 18.0 19.3
. 1 9.5  11.3 10.4
. s 8.9 12.0 10.4
Medical care services ... . 6 9.5 11.3 10.4
Professional services 1 . 0 9.6 12.4 i11.0
Other medical care services . . 3 9.4 9.7 9.6
Entertainment .. . 4 9.4 B.6 9.0
Entertainment comme . 2 8.8 9.6 9.2
Entertainme . 9 10.7 6.6 B.7
Other goods and . 0 9.6 9.4 9.5
. Tobacco productm 1/. . 0o 4.8 10.2 7.5
Personal care . . 4 7.3 8.9 8.1
Toilet goods and personal care
appliances J . 7.1 11.4 9.5
Personal ca: . 6.9 6.8 6.8
Peraonal and . 20.5 9.7 15.0
. 12.8 15.8 14.3
. 21.9 8.8 15.2
ice group
. 12.7
. 12.2
. 10.2
. 13.4
. 16.1
Apparel commoditie: . 4.6
Nonducabies tess food baverngel,
and lpplrel l/. . 17.2
. 9.
. 13.3
Jevaann . 9.1
Household services less rent - 16.6
Transportation services... . 10.3
Medical care services . . 10.4
Other services ....... . 10.3
Special indexes: .
ALl items le d. . . B . 261.7 4.4 5.9 13.4
Al]l items less shelter . . 253.1 10.0 8.5 12.8
All items less mortgage knteuut colu 251.9 10.4 9.9 10.9
All items less home purchase and
mortgage interest costs 250.8 10.3 9.5 11.6
All items less medical care. 262.8 13.0 7.4 12.8
Commodities leas food. EERRERERY 237.5 8.6 6.7 13.2
Nondurables less food. - 257.7 1.2 41 15.8
Nondurables less food and apparel 1/. - 294.7 16.1 4.4 16.6
Ihnduublel .. 264.1 10.3 9.2 12.6
Servic .- 308.1 23.0 4.4 13.9
Services llll medical care 1/. . 287.0 22.6 4.7 13.5
Pnergy 1/.. 405.4 23.1 7.7 4.9 17.4
All items le: 252.1 12.7 8.4 7.3 11.1
All iteas less food and energy .. 246.3 13.8 7.0 8.7 11.3
ities less food and energy. 211.8 8.1 9.8 4.1 8
Energy commodities 1, 4 450.1 20.3 .8 58.3 23.2
Bervices less energy.. 283.7 206.2 288.2 20.5 3.5 1408 12.9 11.7 13.7

1/  Not seasonally adjusted.
WOTE: Index applies to a month as a whole, not to any specific date.
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Selected areas, all jtems index, 1967=100 unle:

Other 1nde: Pezcent change to Percent change to
Area I/ Pricing Hov.  Dec. . Peb. Feb. 1981 from- Jan. 1981 from-
- schedule b 1960 1980 1981 1981  Peb. Dec. Jan. Jan.  Mov.
1980 1980 1981 1980 1980 1980
U.5. City aVerage...covreinaionnnsn 260.7  263.5 11.4 1.9 1.1 1.7 1.7 0.8
Chicago, 111.-Northwestern Ind n 250.1  258.8 11.3 - .3 -3 -3
Mic . n 264.4  265.5 10.7 - . 3 -
" 262.7  265.0 10.4 1.1 .9 1.7 .2
-Nor » 2491 252.7 1.0 2.2 1.4 2.0 .8
Phuudalpﬁh, Pa.-N.J... n 255.5  280.1 1.4 2.3 1.0 1.8 1.3
Anchorage, Alaska. . 1 10/67 235.0 - - - 1.3 -
Baltinore, Md . 1 262.6 - - - 2.0 -
Boston, Mass . 1 255.7 - - - 2.6 -
Cincinnati, Ohio-Ky.-Ind . 1 266.3 - - - 1.1 -
Oenver-Boulder, Colo.... . 1 82.2 - - - 2.0 -
Miani, Fla . 1 1/ 138.8 - - - 2.4 -
Milvaukee, W. . 1 271.9 - - - 1.6 -
Nocrtheast Pennsylvani . 1 255.1 - - - 2.2 -
Portiand, Oreg.-Wash. . 1 265.0 - - - 1.6 -
St. Louis, Mo.-I11 1 255.9 - - - -7 -
San Diego, Calif 1 282.9 - - - 2.8 -
Seatcle-Everett, Wash. 1 262.3 - - - 1.1 -
Washington, D.C.-nd.-V. - 1 59.4 - - - 1.4 -
Atlanta, G 2 - 266.4 2.3 - - -
Buffalo, N.Y 2 - 497 1.8 - - -
Cleveland, Ohio 2 - 2738 2.7 - - -
Callas-Fort Worth, Tex 2 - 2m2.8 1.8 - - -
Honolulu, Hawaii 2 - 2435 2.7 - - -
Houston, 2 - 271 2.1 - - -
Kansas Cit: 2 - 260.1 1.1 - - -
Minneapoli 2 - 262.4 N - - -
Pitesburgh, P 2 - 266.4 1.3 - - -
San Prancisco-Oskiand, Calif....... 2 - 261.6 2.3 - - -
Region 3/
2 12/77 - 135.8 - 1388 12.2 2.2 - - - -
2 12/77 - 140.6 . la2.4 11.0 1.3 - - - -
2 12/77 - 139.3 - 1427 11.9 2.4 - - - -
2 12/77 - 1 - 1432 10.3 1.5 - - - -
2 12/77 - 137.6 - 139.4 10.9 1.3 - - - -
2 12717 - 13%.8 - 1423 11.1 1.8 - - - -
2 12/77 - 1al0 - 1643 12.6 2.3 - - - -
2 12/77 - 1381 - 1422 11.4 2.2 - - - -
2 12/717 - 1374 - 0.1 1.1 2.0 - - - -
nnqlonlpopuhnon size class
classification 3/
Nottheast/A e 2 12/17 - - 1359 - - - -
o ¢h Cununl/A.. . 2 12/71 - - 3.6 - - - -
. 2 12/77 - - 142.% - - < -
. 2 12/17 - - 1433 - - - -
2 12/11 - - 1430 - - - .-
2 12/71 - < 1448 - - - -
2 12/17 - - 1448 - - - -
2 12/17 - - 1443 - - - -
2 12/17 - - 146.6 - - -
2 12/717 - - 139.0 - - - B
2 12/77 - - 1827 - - - -
2 12/11 - - 1419 - - - -
2 12/17 - - 4l.2 - - - -
2 12/17 - - 1404 - - - -
2 12/77 - - 139.0 - - - -
2 12/17 - - 140.8 - - - -
1/ Area is generslly the Standacd Metropolitan Statistical Area (SKSA), exclusive of faras. L.A.-Long Beach, Anaheim, Calif.
= is a combination of two SMSA‘s, and N.Y., N.Y.-Northeastern N.J. and Chicago, I1l.-Northwestern Ind. are the more
extensive Standard Congsolidated Areas. Area definitions are tho ablished by the Office of Management and Budget in
1973, except for Denver-Boulder, Colo. which does not include Douglss County. Definitions do not include revisions made
since 1973
2/ Foods, fuels, and several other iteas priced every month in all areas; most other goods and services priced as indicated:
- M - Every month.
1 - January, March, May, July, September, and November.
2 - Pebruary, April, June, August, October, and December.
)/ Regions are defined as the four Census regions.
T e popuuunn -ho classes are aggregations of areas which have urban population as defined below:
han 4,000,000.
A-Z 1, zso 200 2o ¢ +080,000.
B 385,000 to 1,250,000,
c 75,000 to 385,000,
o Less than ,000.
' Population size class A is the aggregation of population size classes A-l and A-2.
NOTE: Price changes within a are tound in the Consumer Price Index; differences in living costs asong areas are found in

Panily Budg:
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CHART 1: CPI-W: Al Items, food and beverages, 1970—8t1
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+ Percent changes over 12-month spans are calculated from unadjusted
data. Percent changes over 1-month spans are annual rates calculated
from seasonally adjusted data.
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CPI-W: Housing, apparel and upkeep, 1970-81

Housing
Index, 1967=100
(Seasonaliy adjusted)

—

FEB
281.1

/../

P

Percent change #
12-month span

3.1

------ i-month span 7.1
~ &
’\‘-"IN- 20 e I,.‘
C LY Z: H V.. M - LY N
7 v
Apparel and upkee FEB
PP dex, 1867=100 P 163.5
Seasonally adjusted)
L
//
/_—_/
Percent change #* FEB
12—month span 6.0
------ 1-month span 6.1
[ .
’ . o) b M o '“'.\f‘-
¥
snludunobugdoasbugbeeboul
1970 1971 1872 1973 1974 1975 1976 1977 1978 1979 1980 1981

[ 1il?

i

LLiLd

1

« Percent changes over 12-month spans are calculated from unad justed

data. Percent changes over 1—month spans cre annual rates calculated

from seasonally adjusted data.



82

CHART 3: CPI-W: Transportation and medical care, 1970-81
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%-%RTB 4: CPI-W: Entertainment, other goods and services,
-81
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Representative Rruss. Mr. Weidenbaum, you’ve prepared, by
some miracle because you didn’t have much time to do 1it, & com-
prehensive statement on current economic developments, which,
under the rule, will be received into the record. Would you now
proceed either to read it or go beyond it, or in any way you see fit?
Then, we'll have a few questions to ask.

STATEMENT OF HON. MURRAY L. WEIDENBAUM, CHAIRMAN,
COUNCIL OF ECONOMIC ADVISERS

Mr. WemensauM. Thank you, Mr. Chairman and Congressman
Richmond. It’s a pleasure to appear before the committee to discuss
current developments on the economic front. The release of the
CPI reminds us of the continuing presence of double-digit inflation.
Although January was a temporary respite, I had warned at the
time that the underlying inflation remained at double-digit levels.
The 12.1 percent figure for February—that’s the annual rate seasonally
adjusted—confirms that. The rise in the CPI over the past 12 months,
11.3 percent, is close to our forecast for 1981 as a whole, 11.1 percent.

Several trends within the index for February are noteworthy.
Housing costs rose 13.7 percent from February 1980 to February
1981, ;vhile energy costs rose about 16.4 percent. All other items
rose 9.7.

In my judgment, these price trends point up the need for prompt
enactment of the President’s economic recovery program. Fighting
inflation and expenditure restraint seem clearly to go hand in hand
in public perceptions. However, the linkage between our tax proposals
and inflation seems to need more careful explanation.

Long-time proponents of “fiscal stimulus” to drive down the
unemployment rate and keep the economy expanding have suddenly
turned into rock-ribbed fiscal conservatives. It is time to put to
rest, I believe, the question of the tax cuts and their inflationary
mpact. Concern about this possible linkage between the tax cuts
and inflation springs from several lines of analysis.

First of all, too little attention has been paid to the fact that, for
the first 2 years of our program, the reduction in revenues is approxi-
mately equal to the reduction in Federal spending, thanks to deter-
mined budget cutting. Budget savings for fiscal 1981 and 1982 total
$64.5 billion. Revenue losses, under conservative assumptions, equal
$61 billion.

Furthermore, not all the money that will now be denied Uncle Sam
will be spent on current consumption. We anticipate that saving rates
will increase, perhaps to historically high levels. If individuals are
reassured that the administration’s tax and budget proposals are being
adopted by the Congress, and that proposed regulatory and monetary
policies are being implemented, it is quite likely that saving patterns
will shift fairly rapidly.

For example, there will be less interest in complex tax shelters and
speculative investments in housing and other hard forms of saving.
More dollars will flow into traditional financial instruments.

With both inflation and marginal tax rates coming down, and real
rates of return on traditional financial instruments rising, it seems
likely that measured personal saving rates will improve.
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Such a flow of saving would help support a relatively rapid increase
in business investment and lead to a greater number of jobs in the
private sector. Furthermore, the reduction in marginal rates should,
by increasing the return for working, increase the supply of labor.
This expansion in the capacity of the economy is one of the reasons
we call the 3-year tax cut program a “‘supply side” tax cut.

In short, call your view of how the economy works *‘supply side,”
“‘monetarist,” “Keynesian,” or just “main street,” there are plenty
of reasonable, sound arguments for arriving at the conclusion that
the administration’s tax cut proposal will help in the struggle to
bring inflation down.

I should add, however, that the same type of analysis will not
apply if a consumption-oriented tax cut of the traditional Keynesian
variety were to be enacted.

A few thoughts about our economic projections may be useful. The
administration’s assumptions for 1981 and 1982 are, in my judgment,
reasonable estimates of the economic outlook, given the timely adop-
tion of the President’s entire program. These forecasts are well within
the range of forecasts currently being made by a variety of private
economists. For example, “Blue Chip Economic Indicators,” an au-
thoritative report of the forecasts of leading economists, shows results
quite close to our own, and there’s o table iIn my prepared statement
demonstrating this fact. '

Beyond 1982, the administration’s scenario becomes less a forecast
and more a projection of the trends reflecting our policies. This is in
keeping with the practice of past administrations.

The projections for 1983 through 1986 reflect the trends of declining
inflation and sustained robust economic growth that we believe are
attainable if the President’s program is adopted in full.

As in past administrations, our forecasts are not the product of any
single model or any single forecaster. The administration has access
to a number of commercial models, as well as several developed within
the Government. All of these have been used in the development of
the forecasts.

It is important to realize the limitations inherent in any econo-
metric model. At best, these models can help to inform and to enforce
consistency upon the prior judgment of seasoned economic fore-
casters. It is in this capacity that they are used in the Reagan ad-
ministration, as they have been in other administrations.

Following the practices of prior administrations, we have made an
effort to forecast the current and next years’ outcomes as accurately
as possible. :

With this in mind, we reluctantly accept the inevitable legacy of
the stop-and-go policies of the past—a disappointing 1981, in the
form of a combination of low economic growth and double-digit
inflation. Our forecast allows for the possibility of very sluggish
economic activity or even a period of outright decline during the spring
and summer quarters of this year until the elements of the economic
program are put into place. _ o

At the same time, following several more months of disappointing
price performance, the general rate of inflation should begin to 1m-
prove. Barring further oil disruptions or crop problems, that im-
proving trend is expected to continue into 1982 and beyond.
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You will note that our projection is for a 7.8-percent average
unemployment rate in 1981, and that February’s unemployment
rate was 7.3 percent. That is as realistic as we can be. That implies
some increase during this year as a result of the sluggish economy.
However, as economic growth begins to pick up toward the end of
the year, the unemployment rate—like inflation—is expected to
begin a downward trend.

Thank you very much.

[The prepared statement of Mr. Weidenbaum follows:]

PrREPARED STATEMENT oF HoN, MURRAY L. WEIDENBAUM

Mr. Chairman and members of the committee, it is a pleasure to appear before
the committee to discuss current developments on the economic front.

INFLATION

The release of the Consumer Price Index this morning reminds us of the
continuing presence of double-digit inflation in the American economy.
Although January was a temporary respite, I had warned at the time that the
underlying inflationary rate remained at double-digit levels. The 12.1 percent
figure for February (annual rate, seasonally adjusted) confirms that. The rise
in the CPI over the past 12 months—11.3 percent—is close to our forecast
for 1981, 11.1 percent. - ) .

Several trends within the index for February are noteworthy. Housing costs
(the category of “home purchase, finance, insurance, and taxes’) rose 13.7 per-
cent from February 1980 to February 1981, while energy costs rose about-16.4
percent. All other items rose, on the average, 9.7 percent.

TAXES AND INFLATION

In my judgment, these price trends point up the need for prompt enactment
of the President’s Economic Recovery Program. Fighting inflation and expendi-
ture restraint seem to go hand in hand in public perceptions. However, the
linkage between our tax cut proposals and inflation may need to be explained
more carefully.

Long-time proponents of “fiscal stimulus’’ to drive down the unemployment
rate and keep the economy expanding in line with its potential have suddenly
turned into rock-ribbed, tight-fisted fiscal conservatives, or so it would appear. It
is time to put to rest the question of the tax cuts and their inflationary impact.
Concern in the Congress and elsewhere about this possible linkage springs from
several lines of analysis.

First of all, too little attention has been paid to the fact that, for the first two
years of the program, the reduction in-Treasury revenues is approximately equal
to the reduction in Federal government outlays, thanks to determined budget
cutting. Budget savings for fiscal year 1981 and fiscal year 1982 total $64.5 billion;
revenue losses, under conservative assumptions, equal $61.0 billion.

Furthermore, not all the money that will now be denied Uncle Sam will be
spent on current consumption. We anticipate that saving rates will increase,
perhaps to historically high levels, If individuals are reassured that the Admin-
istration’s tax and budget proposals are being adopted by the Congress, and that
the regulatory and monetary policies are being faithfully implemented, it is
quite likely that saving patterns will shift fairiy rapidly.

For example, there will be less interest in complex tax shelters and speculative
investments in housing, land, precious metals and other ‘‘hard” forms of savings.
More dollars will flow into traditional financial instruments, such as savings
accounts, stocks, and bonds.

With both inflation and marginal tax. rates coming down, and real rates of
return on traditional financial instruments perhaps even rising, it seems quite
likely that measured personal saving rates will improve significantly.

Such a flow of saving would help support a relatively rapid increase in business
investment in more efficient plant and equipment, and lead to a greater number
of employment opportunities in the private sector. Furthermore, the reduction
in marginal rates on personal income should, by increasing the after-tax return
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for working, increase the supply of labor—by making overtime more rewarding,
for example. This expansion in the capacity of the economy is onc of the reasons
why we can call the three-year program of cuts in personal income tax rates
“gupply side” tax cut, and why inflationary concerns are misdirected.

In short, call your view of how the cconomy works “supply-side,” monetarist,”
“Keynesian,” or just “main street,” there are plenty of reasonable, sound argu-
ments for arriving at the conclusion that the Administration’s tax cut proposal for
individuals will help the struggle to bring inflation down.

I should add, however, that the same type of analysis will not apply if a con-
sumption-oriented tax cut or the traditional Keynesian variety were to be enacted.

Another line of analys’s goes as follows:

(1) Our tax cut would increase the budget deficit.

(2) As a result of the larger budget deficit, the Treasury would borrow more.

(3) The Federal Reserve would end up buying a good portion of the Treasury’s
new bonds and bills.

(4) Increased holdings of government securities by the Federal Reserve would
then lead to a rapid expansion of the money supply and bank credit.

(5) The expansion of money and credit would then fuel the fires of inflation.

The logic in this sequence of events is familiar to every student of money and
banking. But it holds only if all the actors play their assigned parts. The reason
that this sequence will not occur under the Administration’s program is that the
Federal Reserve, given its endorsement of the Administration’s monetary policy
objectives, is highly unlikely to accommodate Treasury borrowing. Thus, the
critical link between government budget deficits and inflation—printing money—
will be missing.

ECONOMIC ASSUMPTIONS

A few thoughts about our economic projections may be useful. The Adminis-
tration’s assumptions for 1981 and 1982 are, in our judgment, reasonable estimates
of the economic outlook, given the timelvy adoption of the President’s entire
program. These forecasts are well within the range of forecasts currently being
made by a wide variety of private economists. For example, the March 10, 1981,
issue of Blue Chip Economic Indicators, an authoritative composite report of
the forecasts of leading economists, shows the following results, which are quite
close to our own:

[Percent change]
1981 1982
Blue chip  Administration Blue chip  Administration
Nominal GNP._ 11.3 111 13.0 12.8
Real GNP____ 1.3 1.1 3.7 4.2
GNP deflator_ . 9.9 9.9 9.0 8.3

Beyond 1982, the Administration’s ‘‘scenario” becomes less forecast and more
a projection of trends reflecting the proposed policies. This is in keeping with the
practice of past Administrations.

The projections for 1983 through 1986 reflect the trends of declining inflation
and sustained robust economic growth which we believe are attainable if the
President’s program is adopted in full.

As in past Administrations, our forecasts are not the product of any single
model or any single forecaster. The Administration has access to a number of
commercial models, as well as several developed within the government over
many years. All of these models have been used, at one stage or another, in the
development of the forecasts.

It is important to realize the limitations inherent in any econometric model.
At best, models can help to inform and to enforce consistency upon the prior
judgment of seasoned economic forecasters. It is in this capacity that they are
used in this Administration, as they have been in other Administrations. Eco-
nomics is too important to be left to statisticians and mathematicians. It requires
judgment.

THE ECONOMIC OUTLOOK

Following the practices of prior Administrations, we have made an effort to
forecast the current and next years as accurately as possible, given the current
situation and assuming the adoption of the President’s economic package.
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With this in mind, we reluctantly accept the inevitable legacy of the stop-and-go
policies of the past—a disappointing 1981, in the form of a combination of low
economic growth and double-digit inflation. Our forecast allows for thg posabxl}ty
of very sluggish economic activity—or even a period of outright decline—during
the spring and summer quarters of the year, until the elements of the economic
program are put into place. .

At the same time, following several more months of disappointing price per-
formance, the general rate of inflation is expected to begin to improve. Barring
further oil disruptions or crop problems, that improving trend is expected to
continue into 1982 and beyond.

You will note that our projection is for a 7.8 percent average unemployment
rate for 1981—and that February’s unemployment rate was 7.3 percent. That
implies some increases during this year as a result of the sluggish economy. How-
ever, as economic growth begins to pick up toward the end of the year, the un-
employment rate-—like inflation—is expected to begin a downward frend.

Representative Rruss. Thank you, Mr. Weidenbaum. Good
morning, Congressman Wylie. Do you have an opening statement, by
any chance?

Representative WyLie. No, I do not.

Representative Reuss. All right. - .

I congratulate you, Mr. Weidenbaum, for tackling before us this
question of how the $148 billion a year, when fully effective, income
tax rate cut is actually supposed to work. I commend you because you
do not make extravagent arithmetical claims about 1t. You rely on
logic and say that if this and this happens, well, then, thus and thus 1s
likely to follow, which I think makes it easier to see what is in the
administration’s mind. o ) )

Let me start the questioning by referring to the political situation
as it is today, where anybody who reads the papers and listens to the
media has an idea that Congress is pretty favorable to making ver
considerable cuts in spending, as the administration has requested,
and is very favorable to making all manner of reasonable reforms in
the regulatory realm, as the administration has requested and as you
yourself have for many years been seeking. )

Mr. WemeNnBaUM. That’s good news, Mr. Chairman. )

Representative REuss. I think that’s right. I'm trying to describe
the situation. However

Mr. WepENBAUM. Oh.

Representative REuss [continuing]. Now the bad news. [Laughter.]

When it comes to that $148 billion income tax rate cut over a 3-

ear phase-in period, there is a very considerable difficulty among
ﬁepublicans as well as Democrats with the administration’s logic. 1
can assure you that it is a sincere difference and I don’t think that you
question that. But what that means, it seems to me, is that Congress
is going to be debating the cosmic implications of Kemp-Roth for a
long, long time. )

Now I come to my question: Suppose the Congress in the months
ahead, while generally proving itself favorable to the proposed Reagan
spending cuts and regulatory reform, in its tax measure rejects the
3-year 30-percent income tax reduction and instead enacts a much less
costly tax program; one, let’s say, that involved a 1982 revenue loss,
not of Mr. Reagan’s $54 billion dimensions, but of something on the
order of, say, $30 to $35 billion. .

Let’s suppose, second, that that $30 to $35 billion includes a greater
true supply-side component than is contained in the President’s in-
come tax rate reduction proposal.
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And third, let’s suppose that the individual tax cuts are concen-
trated mainly on low and middle income rather than on higher income
people. I believe there is some support among responsible members
of Congress of both parties for that kind of an alternative. Suppose
Congress follows the scenario I've just outlined. Would you rec-
ommend to the President that he sign such a tax measure into law?

Mr. WeipEnBauM. The President, in the course of wisdom, has
stated that he would not make a decision on a piece of legislation
until it reaches his desk. I think I should show the same degree of
wisdom and not take a position on a piece of legislation until it
reaches my desk.

I can tell you, in all candor, Mr. Chairman, I think the kind of
tax proposal you’ve described would be a most unfortunate one.
It is the kind of bill that I refer to in my statement as a “‘consump-
tion-oriented tax cut of the traditional Keynesian variety.” That
kind of tax cut, albeit well intentioned, would not achieve the ob-
jective of invigorating the economy, restoring incentives to the
private sector and, most importantly, increasing the growth rate
and productive jobs in the private sector.

It is the income redistribution approach to taxation, which has
been tried frequently enough in the past and has failed, in my judg-
ment.

Representative Reuss. Ah ha, we must discuss this immediately
and at length because, in all candor, you sound to me like a man
who would not recommend that the President sign such a measure
into law, and he, in all his statements, indicates that he wouldn’t.
That means trouble ahead for the economy because I can assure
you that the people who hold this view are sincere.

Mr. WEeDENBAUM. I'm not questioning your sincerity, Mr.
Chairman.

Representative REuss. Not only are these people sincere, they are
right, which you do question and which we will now go into.

Mr. WeIDENBAUM. I would not question the degree of intelligence
on the part of the chairman, which I have observed over a period
of years working with him. 1 will be pleased to vouch for that.

epresentative Reuss. But let’s look at it on the basis of your
objection that this is just warmed over Keynesianism. 1 think that’s
demand stimulation.

Mr. WEIDENBAUM. Yes, Sir.

Representative Reuss. The light that failed. And my light has
now failed for a while, so I will return. Welcome Senator Hawkins,
would you give us your statement, please?

OPENING STATEMENT OF SENATOR HAWKINS

Senator Hawxkins. Once again I'm happy to welcome you to the
Joint Economic Committee, Mr. Weidenbaum. You are here at an
important time. The peak of inflation fever may be receding and we
may be able to look forward to a progressive decline in the rate of
price level increases. However, I think that we're all aware that our
economy has been seriously abused in recent years and is far from
being in a healthy condition.

The Consumer Price Index being released today shows that inflation
must still be a major concern of economic policymakers. Prices have
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risen in most major expenditure categories and have risen most
sharply in the energy category. Energy prices have been artificially
low for years now. We have been feeding out of the low-energy-price
trough as if there were no tomorrow. Qur way of life has been built
around the myth that energy prices could somehow be held below
the market price level.

Clearly, gas price hikes have influenced the current CPI. But we
would be in a worse fix if our President had not faced up to reality
and let the market system, rather than Government controls, establish
the supply and price of petroleum products. And look what rapid
deregulation is causing—the U.S. oil imports have dropped from
close to 9 million barrels a day in early 1979 to around 5.5 million
barrels today. We are edging toward a much sounder national security
footing thanks to the President’s bold economic program.

We are well aware that the policies of the past have rewarded
present consumption rather than investment for America’s future.
The policies of the past have sought to redistribute wealth rather
than to create wealth and in the process of creating wealth to expand
the income-earning opportunities for all.

To deal with these problems, Americans elected a new President
and have embraced a new philosophy. Our economic program is
an integrated package that deals with a serious program of monetary
stabilization, regulatory reform and fiscal policy. Qur fiscal policy
would reduce both revenues and expenditures of Government as a
proportion of the economy. We feel that the share of revenues com-
manded by Government must be reduced if we are to encourage
savings, new investment, and restore the productivity of America.

You and I share, I believe, with the majority of Americans, a
commitment to the President’s economic program. I have always
been interested in reading your writings and also in listening to you
participate.

I commend you because the CEA has three members and until
recently, Mr. Weidenbaum has been doing the work of all three.
Now I understand that he is doing the work of one and a half people
and it’s wonderful to see you so relaxed.

I do have a question that I'd like to ask you. As usual, the Senate
has—the Labor Committee is meeting, the Joint Economic Committee
is meeting, and I had to introduce a new member of the subcabinet at
another committee all at the time. To what extent do each of the four
elements in the program need to be in place to make the President’s
economic program work?

Mr. WepExBaUM. Thank you, Senator Hawkins, for that fine
statement. I think, very frankly, that it’s essential that all four be in
place. We've developed this as a comprehensive program and each
part reinforces the other, so that the supply-side oriented tax cuts, the
30-percent reduction in those high and marginal rates, is essential,
both for energizing the private sector and, very frankly, for reducing
the unemployment rate so as to reduce the demand for the entitlements
.that are driving up the expenditure side of the budget.

Senator Hawkins. How much more increase in energy prices can be
expected, in your opinion?

Mr. WemEenBAaUM. T think that March will be, and certainly is to
date, a period of very substantial domestic supply of energy, so that
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this is not a period of increase in energy prices. I don’t have a specific
forecast, but March, to date, quite clearly, is running at a much more
stable pace with respect to energy' costs and prices than the ex-
pansionary period of Kebruary. '

These are just the facts of the matter.

Senator Hawkins. What is the underlying rate of inflation?

Mr. WemExBauM. My expectation is that the CPI will be in-
creasing at about 11 percent this year over 1980.

Senator Hawkins. How much near-term assistance can we expect
from the President’s program to reduce inflation?

Mr. WemENBAUM. 1 think that the prompt enactment of the
program, as we've recommended, would get us below double-digit
inflation in 1982, yes, ma’am. 1t’s not a quick fix, very frankly.

Representative REuss. Congressman Richmond.

Representative Ricamonp. Thank you, Mr. Chairman. Mr.
Weidenbaum, in your prepared statement, you seem to have taken
this assumption that the proposed tax cut, which you yourself say is
scheduled to help wealthier people rather than poor people, is the
panacea that will automatically develop more dollars flowing into
traditional financial instruments such as savings accounts, stocks, and
bonds. I don’t know where you get that idea, when you know—let me
finish, please—when you know that thrift institutions in the United
States have to pay less than 6 percent interest, when you know right
now that the average thrift institution is teetering on the brink of
bankruptcy because nobody can afford to leave their money in at 6
percent.

Why do you think that this magical tax cut is something that’s
going to make everything all nice and healthy again?

Mr. WemenBaUM. First of all, the primary beneficiaries of the
Reagan cconomic program will be poor people who are out of work
now, who will find productive jobs in the private sector.

Second, if you look at the distribution of the tax relief, you will
find that the upper income classes will wind up paying & larger pro-
portion of the tax burden and the lower income people will wind
up paying a smaller proportion of the tax burden with our tax program
than under the status quo. ,

So I need to correct you in terms of the impressions that you've
gotten.

Representative Ricamonp. Mr. Weidenbaum, you mentioned
savings accounts. What would you think of giving every American
a $1,000 tax exemption for savings? Wouldn't that automatically
strengthen your savings banks and your thrifts throughout the United
States and automatically rebuild the homebuilding industry, which
is in serious shape today?

Mr. WerpenBauM. Very frankly, that would not nearly be as helpful
as our program, which would bring down inflation. It's high inflation
that is the basic problem facing the thrift industry in this Nation.

Representative Ricamonp. What’s more deflationary than giving
somebody a $1,000 tax exemption and forcing people to put their
money into savings banks? .

Mr. WemeNBauM. The idea of forcing people, forcing private
people, I find, very frankly, abhorrent. .

epresentative  Ricamonp. I use the work ‘“force” advisedly,
obviously, Mr. Weidenbaum. But if, with a $1,000 tax exemption,
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a family which filed a joint return would have $2,000, therefore, they
could well afford to put $2,000 back into their savings accounts at
5% 'Ipercent. o
" hat, as you probably know, is the heart of the homebuilding
Industry.

Mr. WemenBaum. Unfortunately, neither one of us know how
much of that would merely be tax relief to people who already save.
That’s why I think it’s so essential to reduce the marginal rates.

Representative Ricamonp. As you obviously know, people are
not saving money right now. There’s a terrible outflow of billions
and billions of dollars per month from savings accounts throughout
the United States, flowing out of savings banks. Now if you want to
rebuild the homebuilding industry, if you want to get yourself a
long-term mortgage, you must go to a savings bank. .

Now how can a savings bank give mortgages when they’re taking
in nothing but short-term paper? )

. Mr. WemENBaUM. I think if we’ve learned anything it’s that quick
fixes don’t work. We’ve got to bring down the rate of inflation.
" Representative Ricamonp. Why would you consider it a quick
fix to give a $1,000 tax exemption for savings? .

- Mr. WemENBAUM. Because I don’t think that that would deal with
the basic problem facing the thrift institutions in this Nation, which
is high interest rates.

Representative Ricamonp. Well, then, getting right back to your
own statement, why would this tax cut for rich people increase savings
accounts?

Mr. WeIDENBAUM. As I tried to tell you, Mr. Richmond, the major
beneficiaries of this tax program are the average citizens. The upper
income classes will winé) up paying a higher proportion of the tax
burden than they now do.

I really hope you can take that into account in your statements. The
major beneficiaries of our program are the average citizens and the
special beneficiaries are the people out of work now who will find pro-

uctive jobs in the private sector. )

If you just take our tax program at face value, just look at the dis-
tribution of the tax burden. I'll be glad to insert the table into the
record, if you'd like. Just look at the distribution of the tax burden
by.income class now and with our tax program and you'll see the
upper income classes will pay a larger portion of the tax burden as a
result of the Reagan program; the lower income classes will pay a
smaller proportion of the tax burden. .

Representative Ricamonp. Mr. Weidenbaum, you're automatically
assuming that upper income people will take that money and save it.
Now I question your assumption. I do not believe that this tax cut is
necessarily going to encourage savings, particularly in thrift institu-
tions, in stocks and bonds. It could very well encourage savings in
high yield Treasuries, precious metals, land, things that will only fuel
the fires of inflation, not help deflation.

Mr. WempENBAUM. I share your concern. . )

Representative Ricumonp. Whereas, if we had an entirely different
type of tax cut, such as the tax exemption for savings, we would guar-
antee ourselves the health of all of our thrift institutions in the United
States. My time is up.
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Mr. WepENBAUM. I share your concern about excessive speculatory
investments and spending. I think the underlying reason for them is
the expectation of high rates of inflation. Therefore, the sooner we
can reduce inflation and inflationary expectations, the worthy objec-
tives that we both agree on will be achieved, in my judgment.

Representative REuss. Congressman Wylie.

Representative WyLie. Thank you very much, Mr. Chairman.
Mr. Weidenbaum, Senator Hawkins touched a little bit on decontrol
of oil. Gasoline prices have gone up 15 cents a gallon in my district.
When oil decontrol was announced, it was anticipated that the price of
a gallon of gasoline would go up about a nickel. What impact did the
decontrol of oil have on the increase in the Consumer Price Index?

Mr. WEeDENBAUM. I’m relying here, Mr. Wylie, on estimates, you
appreciate. In February, it's my understanding that approximately
6 cents a gallon is the effect of moving up the decontrol period. In
other words, I do not think it is an increase—over the course of the
year. The increase in gasoliue prices would be the same over the course
of the year, whether the President followed the original schedule or
not. It is a question of timing.

I think that of the February increase in gasoline prices, about 6
cents was the timing effect of moving up the decontrol schedule. The
rest of that was OPEC increases working their way through the
system.

Representative WyLie. The so-called Producer Price Index for
gasoline went up 4 percent from January to February and the Con-
sumer Price Index for gasoline went up 6.6 percent. How do you
explain that?

Mr. WepENBAUM. I haven’t made an analysis of the difference
between the PPI and the CPI here. I've learned. in the past that
there are so many differences in bases and that sort of tEing that
you can’t make & quick comparison there. Very frankly, my under-
standing is that the basic reason for the increase in gasoline prices
and energy prices in 1981 is the movement of U.S. prices in response
to the increase in world energy prices.

Representative WyLie. Could you please analyze the recent fall-oft
in interest rates? To what extent do you think that is due to expecta-
tion that the President’s program will be enacted fairly soon?

Mr. WEpENBAUM. 1 surely think that that’s a very important part
of the explanation. I think part of it is the proper response of the
economy to the policies of the Federal Reserve System. The Federal
Reserve has been, as you know, following a policy of moderately
reducing the growth of the money supply. This is very encouraging
because that’s the basic force to bring down inflation and bring down
interest rates since it’s inflation and inflationary expectations that
have driven up the interest rates in the first place.

Representative WyYLIE. One of the problems that we have in know-
ing where we are going, you alluded to, is the various indexes, the
Producer Price Index, the Consumer Price Index, and whether you’re
going to use the Bureau of Labor Statistics’ Consumer Price Index
or your consumer price index. .

The Bureau of Labor Statistics’ Consumer Price Index varies
from yours. For example, they indicate that about 45 percent of their
Consumer Price Index relates to housing and the increase in the cost
of housing, whereas yours does not, I don’t think.

85-554 0 - 82 - 7
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Have you, or will you, consider adding another table to analyze the
impact on the cost of housing as far as the Consumer Price Index is
concerned?

Mr. WemeNBAUM. Very frankly, Mr. Wylie, I'm not fully respon-
sive to your question because we don’t have any independent measures
of the CPI. The administration uses the data from the Bureau of
Labor Statistics. So could you elaborate on your question?

We take the numbers of the BLS, which is a fine statistical orga-
nization,

Representative Wyrie. The Bureau of Labor Statistics’ Consumer
Price Index, as I was looking at it last night, I think indicated about
45 percent of their consumer price index as related directly to housing
costs. Is that included in yours?

Mr. WEmENBAUM. As I say, our data are-their data. I do not
generate any independent consumer price data. But I think, Mr.
Wylie, that number reflects the fact, that much of the base of the
CPI is housing, which is a very different question from how much of
the increase is housing. And, of course, housing prices have not par-
ticularly increased.

Representative WyLre. My time has expired, but I do think that
the statistics which were released by the Bureau of Labor Statistics
here with reference to the Consumer Price Index might have a little
different weight given to the housing factor. But I'll pursue that a
little later. Thank you.

Mr. WempEnNBAUM. Thank you.

Representative REuss. Congressman Brown.

Representative BRown. Mr. Weidenbaum, first let me suggest to
you the possibility that the retail price of gasoline is going up faster
than the wholesale price because retailers are now testing the market
to find an apptopriate price level and because retailers are passing
through to the market past OPEC price increases which they
were not able to do before. I might add that in surveys that I am
familiar with the retail price of gasoline is now declining from the
levels of a few weeks ago.

Could I ask you some specific questions with reference to the
proposals of the President? :

Mr. WEIDENBAUM. Yes, Sir.

Representative Brown. I'd like to get specific about the impact
that proposed budget cuts, by themselves, will have on reducing
inflation in 1982, 1983, 1984, and 1985. Let’s assume that you only
get budget cuts. What would be the impact on reducing inflation in
those years?

Mr. WeipenBAUM. Very frankly, Mr. Brown, and I do mean to be
fully responsive to your question, we have not made an evaluation of
the impact of the specific pieces of our program, be they regulations,
be they monetary policies, be they tax reductions, be they expendi-
ture reductions, on the economy.

What we have done is to analyze the total package because, as was
pointed out in an earlier comment, the four parts of the program are
closely interrelated and reinforce each other. Therefore, it is not
feasible to isolate one piece of the program and respond to your
question.
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Representative Brown. Are you telling me that there has been no
modeling done to separate out these various parts of the program
and determine what their impact is on the economy?

Mr. WEIDENBAUM. Yes, Sir.

Representative Brown. How could you do that?

Mr. WEIDENBAUM. On the contrary. What we have dome is to
assemble a comprehensive, integrated program, the four pieces fitting
to%ther and evaluating their economic impact.

epresentative Brow~x. Would you not compile certain impacts
for each part of the program? You are the author of the study done
for this committee that, for instance, regulation costs over $100
billion a year. I think in the year that you did it, 1978, it was $100
billion. I think it’s higher now.

Mr. WEIDENBAUM. Yes, sir.

. Representative Brown. Certainly, if you reduce regulation by
some percentage, there is a specific dollar translation of that which
you must have taken into account in your modeling of this program.

Mr. WemENBaUM. Very frankly, the reason for the interrelation-
ships are as follows, for example. 'The expenditure cuts, quite clearly,
are vital to bringing down the budget deficit. But so are the tax cuts.

Representative Brown. 1 understand that the program 1is
comprehensive.

r. WerpenBaUM. And interrelated.

Representative Brown. 1 am trying to get the separation of the
various items in the program as a matter of political reality, because
it is quite possible that the cuts in spending may pass this Congress,
or at least this House, where our friends on the other side of the aisle
are in control. That would administer the pain, but the tax cuts
might not be passed, which is the balm to try to cure the pain.

Now if you get the tax cuts held up, there isn’t anything that the
President can do to force those tax cuts to be made. He can veto the
cuts that are proposed or he can go over the heads of Congress to
the people, but what can he do to force the tax cuts?

. WeipENBAUM. Very frankly. T think it is a challenge to our per-
suasiveness to raise the level of economic understanding on the part
of the Congress so that you and your colleagues, Mr. Brown, appreciate
the close interrelationship of the entire program and the need to vote
the tax cuts and the expenditure cuts in tandem.

Representative Brown. If I can refer to your exchange with Mr.
Reuss, I think you have a lot of educating to do, Mr. Weidenbaum.
It does not seen to me that there has been much of a reform on the part
of those people who are in charge of the Congress about the tax cuts.

Now the spending cuts seem to have been accepted as one of the
worthy principles, but the tax cuts don’t.

Let me ask you a question in the other direction and I guess I
will get the same answer, and that is, What is the impact of your
proposed tax cuts alone on reducing inflation in 1982, 1983, 1984,
and 1985? :

Mr. WEipENBAUM. Mr. Brown, I will respond the same way. The
four parts of the program literally are multiplicative in terms of their
impact on the economy.

_Representative BRowN. So you're telling me that there is a syner-
gistic effect; one without the other won’t work.
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Mr. WeipENBAUM. Precisely.

. Representative Brown. All right. Now what will be the total
Increase in savings from the 10 percent, 3-year tax cut in 1982, 1983,
1984, and 1985°?

Mr. WemEeNBaUM. That is a beautiful example of the interrelation-

ship. Why is the savings rate depressed?

epresentative Brown. I understand all that. I'm just asking for
specifics in dollars. What will be the dollar increase in savings from the
10 percent, 3-year tax cut in 1982, 1983, 1984, and 1985?

Mr. WempENBAUM. Frankly, in my professional judgment, no one
can tell you in the absence of the rest of the program because the
savings rate is affected more by inflation and inflationary expectations
than 1t is by a change in the tax rate.

Representative BRown. Thank you, Mr. Chairman.

Representative Reuss. Let us now return to the question I posed,
What if Congress presents you and the President with an alternative
tax cut while accepting the other major features of a rigorous spending
cut and of regulatory reform?

Your reaction to the proposition I put, which involved three impor-
tant changesfrom the administration’s tax program, was quite negative.
You said it was inflationary, the same olg Keynesian stuff we’d had.

Let’s take up each element of change and see who is right. Change
No. 1 is that the revenue loss of the alternative tax cut I've described,
instead of being the administration’s $54 billion in fiscal 1982, the year
we are talking about, would be on the order of $35 billion.

In other words, there would be less of an immediate budget
deficit under this alternative, on the order of $20 to $25 billion.

Mr. WeipEnNBaUM. Presumably, there would be less economic
growth.

Representative REuss. Just take one at a time. As a simple matter
of arithmetic, there would be $20 to $25 billion less of deficit.

‘Mr. WEDENBAUM. But as a simple matter of arithmetic, it is the
tax rate times the tax base. My contention is that the tax base would
be much higher under our program than under the consumption-
oriented alternative that you are describing.

Representative Rruss. But I have not heard anybody in the
administration suggest that that would be immediate. In fiscal 1982,
if ‘an alternative loses $20 to $25 billion less revenue than yours,
the budget deficit is going to be around $20 to $25 billion better;
is that not so?

Mr. WempENBaUM. That is only if you are using a static analysis
that says that the tax program will have the same effect, that both
tax programs will have the same effect on the economy, and I just
do not think that is true.

.Representative Reuss. All right, then I'll use a dynamic analysis.
But you would still, however dynamic you may be, have to admit
that the overall budget deficit for fical 1982 is going to be less under
8 tax program which reduces taxes by about $20 to $25 billion less
than the administration proposal, do you not?

Mr. WerpEnNBAUM. Perhaps. That’s the best I can say.

Representative Reuss. All right, we’ll go on to the next point.
TI’ll settle for the “perhaps.” [Laughter.]

Mr. WEmENBAUM. Or “maybe,” if you prefer. [Laughter.]
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Representative Reuss. That’s better still. Then the second element
in the alternative that I put to you was that it would contain within
its four corners a larger true supply side element; that is to say,
1t wouldn’t be as skewed toward an individual income tax rate cut
as the administration’s proposal. It would have more things in it,
percentagewise, like the administration’s liberalized depreciation,
which principle many of us support.

Now if Congress thickened things a bit on the true supply side,
does that bother a supply side administration?

Mr. WemENBAUM. 1 welcome you, Mr. Chairman, to the ranks
of the supply-siders.

Representative Reuss. True supply-siders, right.

Mr. WEIDENBAUM. A true supply-sider would be very anxious to
give the highest priority to reducing the high marginal personal in-
come tax rates.

Representative Reuss. Well, that brings up the definition of who's
a true supply-sider and who are demand-siders masquerading in
supply-side vestments, which would be unedifying and I will not go
into it now. [Laughter.]

But won’t you admit that liberalized depreciation has something to
be said for it as a supply-side measure, and that a little higher per-
centage would not be all that bad? Or are you so dug in, and if so, so
state, that you’ll recommend a veto if Congress changes a comma in
the tablets brought down from Mount Sinai.

Mr. WemENBAUM. I must say that I find some charm in the jux-
taposition of roles, Mr. Chairman. As the representative of a Repub-
lican administration, I am urging great emphasis on a tax cut program
benefiting families and individuals and, apparently, the alternative of
my Democratic friends is the more business-oriented tax cut.

I say that I see some charm in the comparison.

Representative REuss. Passing that point ol charm, we'll go on to
my third point which bears on this. [Laughter.]

The third difference in the alternative I proposed would put more of
the benefits of the individual income tax rate cut on the lower and
moderate income people.

I refer you to your own prepared statement this morning and I
quote, where you say: “The reduction in marginal rates on personal
income should, by increasing the after-tax return for working, increase
the supply of labor by making overtime more rewarding, for example.”

Well, certainly, that is a consummation devoutly to be wished, but
won’t you get more of that if you give a larger part of the income tax
rate cut to moderate-income people, i.e., working people? They’re the
ones who make overtime. If you want to make more overtime, give
them more of the benefits of the tax cut What’s wrong with that?

Mr. WemeNBauM. That is, as I say at the bottom of the page, “the
consumption-oriented tax cut of the traditional Keynesian variety,”
which, very frankly, does not achieve the purpose of providing power-
ful incentives to increase saving, investment, work effort, across the
entire range of the income distribution.

Ours, very frankly, is not an effort to redistribute more evenly a
static income pie, but to increase the size of that income pie so that
everyone will have an absolutely larger slice of that income pie.
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Representative Reuss. I really find it preposterous that—at one
and the same time—you say give workers, wage-earners, and those
who make overtime, a break so they’ll work more overtime and work
harder. But then you attack your own program by saying that'’s one
of those consumption-oriented tax cuts of the traditional Keynesian
varlety.

Search your soul to see if you arén’t an inadvertent, closet
Keynesian. [Laughter.) B

Mr. WemENBAUM. I'm glad that you gave me the opportunity to
correct any misimpression. My criticism in my prepared statement, of
course, was aimed at what I take is the alternative. The tax program
that we have developed in the Reagan administration does emphasize
the supply side of the economy by urging a 30-percent reduction in
marginal rates across the board.

I think the distribution of the tax reduction across the board serves
both the cause, the equity, and simultaneously, economic growth.
Wl}epresentatlve Reuss. My time has again expired. Congressman

ylie.

Representative Wyvrie. Thank you, Mr. Chairman. Mr. Weiden-
baum, I want to go back, if I may, for a minute to my question about
the impact of housing on the Consumer Price Index and how it is
weighted in the Consumer Price Index.

The Joint Economic Committee gets out a report called “Economic
Indicators,” prepared for the Joint Economic Committee by the
Council of Economic Advisers.

Mr. WeipENBAUM. Yes, sir. -

Representative Wywik. I wonder if it would be possible to have a
breakout, since housing costs have such a huge impact on the Consumer
Price Index, as to what impact housing does have on the Consumer
Price Index. I think that’s really the point I wanted to make there.
I think maybe that the Bureau of Labor Statistics, when they put
their report out, do something like that.

More particularly, there is substantial disagreement, for example,
among economists as to the extent of weighting given to mortgage
interest rates each month. That’s just one figure.

But I notice that, or have seen in the paper, some talk about changing
the base for the Ccnsumer Price Index. One of the suggested changes
related to the weighting of housing costs. Am I correct about that?

Mr. WeipEnsauM. Mr. Wylie, I think you’re absolutely right.
You've called something to my attention that deserves our high
priority action. What we have done is to maintain the format of the
Consumer Price Index, page 23 of the Economic Indicators, which
we’ve inhérited from the past, and I think it needs to be updated. I
think that we should give immediate attention to putting the housing
component in here. '

. I'll be pleased to give that the highest priority and report back to
you just as soon as I can.

Representative Wyrie. Thank you very much. I feel rehabilitated.
An increase in payroll tax and an increase in the minimum wage went
into effect in January. To what extent did they influence the February
figures, the increase in the Consumer Price Index?

Mr. WemEeNBAUM. I don’t have the breakdown because in the avail-
able data, that isn’t broken out. But, quite clearly, those are elements
of cost-push inflation. I'd be pleased to provide them for the record.
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Representative Wyrie. All right, if you would, please, and maybe an
estimate as to what extent they might show up in future figures on the
Consumer Price Index, say, over the next 6-month period.

[The following information was subsequently supplied for the record:]

Increases in payroll taxes and in the minimum wage do not enter directly into
the consumer price index, or into any other price index. However, both do raise
labor costs and therefore, eventually and indirectly, may raise prices and the price
indexes. The eventual inflationary effect depends crucially upon the course of
broader fiscal and, especially, monetary policy.

The payroll tax increase is likely to raise the annual rate of growth of labor com-
pensation per hour by about 14 percentage point, or a little more, over the course
of 1981. It is much more difficult to put a number on the effects of the minimum
wage, as there is less statistical evidence to pinpoint the exact size of an effect of
such a change. It is not unreasonable to expect the effect of this change to be well
under ¥4 percentage point.

Even given the eventual magnitudes of these effects, it is not possible to measure
their effect on month-to-month changes in price indexes. The timing of the effects
depends upon individual business’s pricing policies and how they choose to pass
on their cost increases as well as on demand in product markets.

Representative Wyrie. Thank you very much. I appreciate your
testimony. Thank you, Mr. Chairman.

Representative Reuss. Congressman Richmond.

Representative Ricamonp. Thank you, Mr. Chairman. Mr.
Weidenbaum, the President has suggested reductions to the budget
of roughly $52 billion. Is that correct?

Mr. WEIDENBAUM. Yes, sir.

Representative Ricamonp. Now you, as an economist, have
factored all that into your eventual suggestions about the future of
inflation and the economy.

Now if those $52 billion of items happen to be a different set of
$52 billion of items, in other words, if the present items which basically
hurt 300 different programs in the United States, poor people and
whatnot, were to be transferred to perhaps cover everybody—I
call it more of a ‘‘share the burden” budget—what would that do to
your economic forecast?

Mr. WembENBAUM. It might not do much. It really would depend,
very frankly, on what the distribution of those expenditure cuts
were compared to ours. I can tell you the rule we followed: Good
budgeting is the uniform distribution of dissatisfaction.

Representative Ricamonp. Good budgeting is the uniform—give
me that again.

Mr. WemEeNBAUM. Good budgeting is the uniform distribution of
dissatisfaction. We try to carry it out to the best of our ability.
Except for the truly needy, there were no sacred cows.

Representative Ricamonp. Mr. Weidenbaum, we finally found
something that you and I agree on, then?

Mr. WEDENBAUM. Great.

Representative Ricamonp. In other words, you would say, there-
fore, that if the Congress, in its infinite wisdom, changes many of
these budgetary items, so they don’t close day care centers, so they
don’t close senior citizen centers, so that they don’t cut out child
nutrition programs, and instead, perhaps, share the burden else-
where by iucreasing user fees and excise taxes and so forth, it really
would make no particular difference to your bottom line economic
forecast. Is that correct?
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Mr. WembenBauM. Please don’t interpret my agreeing with the
specific rearrangement of the budget you spelled out. I did, very
frankly, try to identify the low priority or the ineffective or the
postponable items in the budget, and those are the cuts that we
recommended.

However, in all candor, I expect the final results that come out
of the Congress to bear the imprint of the Congress. I don’t expect
the Congress to dot every “I”’ or cross every ‘“I”’ in the President’s
proposals. T expect a reasonable amount of changes to be made.

epresentative Ricamonp. Thank you. I'm glad that we found
one little item of agreement. Mr. Wylie’s comment on the CPI is
particularly pertinent. How would you feel about changing the CPI
so that it didn’t include such a large housing factor because, after all,
how many of us buy houses every single year? As you know, the
inflation rate in the United States 1s unfairly skewed because of that
housing factor, which basically, affects very, very few people in any.
given year.
- Mr. WempEnBaUM. I think we're -again in" agreement here with
the shortcomings of the Consumer Price Index. I will note that
this. month, the so-called experimental indexes, the ones that do try
to improve the coverage of housing, show about the same inflation
rate that the overall CPI shows.
" The point that I call to your attention is on the upswing, and
this is a technical point: As the inflation rate increases, the CPI
tends to overestimate the inflation. But as inflation slows down, as
interest rates come down, then the CPI might swing the other way
and underestimate the inflation rate. That makes it very difficult to
figure out at what point do you switch to a new kind of CPIL.

Representative Ricamonp. Why does the administration want
to wait until 1985 before they switch to a new CPI, when everyone
seems to agree that the housing factor is far too heavily weighted
for a monthly index?

.We eat every day, but we certainly don’t buy a house every year
or.every 5 years. )

Mr. Weme~xsauM. We’ve been very concerned about maintaining
the accuracy, the integrity of the CPIL.

Representative Ricumoxp. But if we have something that’s not
accurate to start with, why should we wait until 1985 to change it?
Why not change it now?

Mr. WemenBauM. I'll give you my personal view, very frankly.
I’'ve tried to make it as clear as I could that the career, professional
people in the Bureau of Labor Statistics are preparing that index
to.the best of their ability. They truly are, in my judgment. And
therefore, I think any changes should be made in an objective, pro-
fessional manner and should not be made hastily by a new
administration.

1 would hope that in the course of the next 4 years, we’ll see improve-
ments in the CPI, but on an objective, nonpartisan basis that you
and I could agree with,

--Representative Ricamonn. Thank you, Mr. Chairman.

‘Representative Reuss. Senator Abdnor, are you ready?

Senator ABpyor. No.

Representative Reuss. Then I'll recognize Representative Brown.
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Representative Brow~. Thank you, Mr. Chairman. Mr. Weiden-
baum, it appears that we are approaching again record-low savings
rates. Would you tell us what the savings rates during the first quarter
of this year have been? :

Mr. WeipENBAUM. Approximately, because the first quarter, as you
know, isn’t over, but approximately down to 4 percent, Mr. Brown.
Representative Brown. That’s pretty low. )

Mr. WeipENBaUM. That is much lower than the 7 percent which
has been the historical norm.

Representative BrRown. Can you tell me what affects that?

Mr. WeipEnBauM. 1 think inflation is the major reason for the de-
pressed saving rate and the expectation of high inflation.

Representative BrRow~. And so if inflation is the precursor of low
savings, can you tell me what the prospects are for the response to
the 10-percent tax cut in terms of that savings rate? Just the rate.
I’m not asking for dollars now. I've given up on that.

Mr. WerpENBAUM. The Treasury Department has recently prepared
with the assistance of OMB and the Council of Economic Advisers,
a very detailed analysis of the saving and investment flows that are
anticipated. They have estimates of personal saving and business
saving. The estimates rise from 4.1 percent—this is personal saving
as a percent of GNP—4.1 percent in 1981; 4.5 percent, 1982; 4.8 per-
cent In 1983; 4.9 percent in 1984; 5.1 percent in 1985; 5.3 percent 1n
1986.

I also have data on business saving, if you’d like that. )

Representative BRown. I'm more interested in the personal savings.
This is not & percent of personal income; this is a percent of the GNP.

Mr. WempENBAUM. Yes. I can do it in terms of percent of disposable
personal income.

Representative Brown. Would you please do that? )

Mr. WeipENBAUM. It is 6.6 percent in 1982; 7.0 in 1983; 7.2 1n
1984; 7.5 in 1985; 7.9 in 1986.

Representative BRow~. That’s based on the anticipation or the fact
of less inflation?

Mr. WeipenBauM. That’s based on expected developments.

Representative Brown. I know. I understand the estimates. But
are those statistics related to the expected actual inflation rate?

Mr. WebENBAUM. Oh, yes. .

Representative BRowN. Are you suggesting that the public will
react with increased savings when they think that the rate of inflation
is going down? )

Mr. WerpenBaum. First of all, these numbers are consistent with
our economic scenario. ’

Representative Brown. But I'm still startled that you can’t break
them out and ascribe them to the tax cut or to the cuts in expenditures.

Mr. WempENBaUM. For o very simple reason. As a consumer, I
don’t segregate my income and my expenditures as to how much
comes out of my pre-existing income, how much of it comes out of
a tax cut. Money is fungible. .

Representative Brow~. Money is fungible, but the fact is that
it does change. Would you not concede as to how much will be saved
in a high-inflation period and how much would be saved in 2 low-
inflation period?
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Mr. WempexBaUM. Yes, and much more would be saved in a
low-inflation period. .

Representative BRown. And we now have a high-inflation period.

Mr. WeibENBAUM. Yes, sir. ]

Representative BRown. And so the savings rate might be quite
limited out of that 10 percent tax cut;is that not correct?

Mr. WeipENBAUM. It might be, but I don’t think it will be.

Representative Brown. On what basis do you make that
assumption?

Mr. WepENBAUM. Because the tax cuts are part of a package
which will reduce the inflation rate and reduce inflationary expec-
tations. Reducing the budget deficit

Representative BrRown. Now let me make it clear. Let me try
and clarify your response. Are you telling me that people will in-
crease their savings because of what the current inflation rate is or
what they anticipate the inflation rate will be? )

Mr. WempENBaUuM. It's the latter. I believe it’s the expectation
of future inflation as the driving factor affecting saving rates.

" Representative Brown. Well, now, we just decided, I thought,
that the current inflation rate was what made a difference in saving:
that the savings rate does track the inflation rate. It goes down
when the inflation rate goes up, it goes up when the inflation rate
goes down,
*. Mr. WepENBAUM. Not on a one-for-one basis. Quite clearly, the
current inflation rate affects savings rates and especially the expec-
tation of future inflation. It’s not an either/or; it’s both, very frankly.
.. Representative Brown. Thank you, Mr. Chairman.
.. Mr. WempEnBAUM. Thank you.
. Representative Reuss. Let me just recapitulate because I know
that you have the usual rigorous schedule this morning. Am I right?
© Mr. WEIDENBAUM. I’'m at the committee’s disposal.

Representative REuss. I have a note that you'd like to leave at
11:15. .

Mr. WeipENBaUM. Yes; but I'm at the committee’s disposal.

Representative REuss. You're very kind and we won’t detain you
unduly. We consider you an excellent witness and a good friend..

Mr. WeipEnNBAaUM. Thank you, sir. )

Representative REuss. Having said that, let me return to my dif-
ference. [Laughter.]

To recapitulate without going all through it again: I presented to
you an alternative to the administration’s tax reduction program. The
alternative would be a tax reduction program that was considerably
smaller in amount, of which a larger percentage would be available on
the supply side, the business side; and of which the demand side, the
income tax rate cut, took some of the benefits in the President’s pro-
gram that go to affluent people and distributed these benefits to not-
so-affluent people, the moderate income people. _

- You, and such is surely your right and duty, don’t like that alter-
native. You suggested that probably it would be that the administra-
tion isn’t gaing to tell us what it will accept until we enact something
and send it up to the White House.

Well, T call your attention to your ending note, the coda on your
testimony this morning, in which you predict a 0.5-percent increase 1n
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unemployment later this year and a sluggish spring and summer. That
means about 500,000 people will be thrown out of work in our country.

I am quite confident that if the administration could see its way
clear to cooperating with the Congress, it could secure quite prompt
passage, in a matter of weeks, of an alternative tax program of tﬁe
general nature that I've described. And I'm also quite clear in my mind
that speedy enactment of such a tax program would save the Jobs of
many, many of those 500,000 people who, under your scenario, are
going to lose them this year.

I, therefore, implore you to take up in the highest counsels—to
which, fortunately, you have access—and see if you can’t get the
administration to come down off its high horse and talk to Congress
about a tax program that, in the judgment of many of us, would be
more beneficial to the people of the country.

Mr. WeipENBAUM. Mr. Chairman, in that statement of mine that
you referred to, I referred to a ‘“disappointing 1981, which is the in-
evitable legacy of the stop-and-go policies of the past.” I fear the
alternative that you describe would be another example of the stop-
and-go policy.

I share your concern. In fact, this is why I raised the concern of the
weak economy that could face us for the remainder of the year, why
I think it’s so important for Congress to act promptly on our program.

Incidentally, my view of a supply-side tax policy is one that
emphasizes greater saving, as well as greater investment, and the
bulk of the saving would be done by people, by families, by individuals
And therefore, the 10-10-10, the 30-percent reduction in the Federal
personal income tax rates we propose, is at the heart of a supply-side
oriented tax program because it reduces the high marginal rates
which are now such a powerful depressant to private saving, to
private investment.

Representative Ruuss. Well, I would just end the colloguy on
this point by saying that what to you seems like a stop-and-go policy,
to me seems like a policy where you in the administration are saying
stop and where some of us are saying, let’s go.

I would hope that in the weeks ahead, the administration would
re-examine its position and see whether there isn’t room for some
compromise.

Mr. WemeNBausm. Mr. Chairman, I’m saying “go, go, go,” and
that’s 10-10-10. [Laughter.] )

Representative REuss. Let me now turn to monetary policy,
where, as you recall, I wrote you several days ago on March 19,
asking you to furnish us this morning with the specific monetary
growth “targets that the administration’s economic plan is based
on. That’s one of the things that we haven’t had and, of course,
it’s essential.

Mr. WemeNBAUM. Mr. Chairman, we have not been as presump-
tuous as to indicate to the Federal Reserve System specific targets
for specific periods. What we have done is to indicate that between
- 1980 and 1986, a 50-percent reduction in the growth rate of money
and credit would help achieve the objectives of our program. We've
encouraged the Federal Reserve System to embark upon a monetary
policy consistent with that.
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It’s my understandlng they have. Therefore, I am pleased to
continue to encourage them to follow a policy of monetary moderation
and monetary responsiveness.

Representative Reuss. Yes. I am one of those who find no fault
with this administration presuming to issue policy advice which
can be taken or left to the Fed. I think the policy advice is wrong-
headed, but you’re right to issue it if it is clear.

What monetary growth do you expect to achieve as the base of
your program, if your advice is followed?

Mr. WemENBAUM. There is no unique path of monetary growth.
Consistent with our projections, there are a variety of fluctuations
in the monetary aggregates and in velocity which would achieve
our objectives.

Now in a prior statement to another committee, I did urge the
Federal Reserve, contrary to last year, where they operated at one
end or beyond their target range, I urged the Federal Reserve System
to try harder to stay at the midpoint, within the middle of their
range. It's my understanding that is how the Federal Reserve policy
has been performing, especially more recently, since my statement,
which may be happy coincidence.

Representative REuss. Well, I’'m still puzzled at how you get the
growth figures you do without knowing what your monetary supply
1s going to be. And specifically, as I view the monetary targets which
you advise the Fed to follow, that isn’t going to provide enough money
to meet your targets.

Therefore, I'm led to the conclusion that you all must be including
in your calculus an absolutely unprecedented increase in velocity,
because I frankly suspect that that’s what you’'ve got hidden away
in the safe some place. I'd love to hear it.

Mr. WeipENBAUM. First of all, technically, we're referring to the
growth of nominal GNP. Velocity and monetary growth are related
to nominal GNP. If you look at the nominal GNP the we're fore-
casting for 1981, it’s 11.1 percent, which certainly is consistent—if
anything, it'’s g little lower than the 11.3 percent, which is the com-

osite of private forecasters, according to the authoritative ‘“Blue

hip Economic Indicators” I cite in the table in my prepared
statement. )

Look at next year. We have 12.8 percent nominal GNP. Again,
the composite is 13.0. I think we have a very reasonable expectation
of economic growth, consistent with the bulk of private forecasters.
Hence, monetary policy, that is the growth of the money supply
and velocity, could be in normal ranges and help achieve the objectives
that we’ve depicted.

Representative REUss. And what are those velocity targets?

* Mr. Wemexsaum. We don’t presume to provide velocity targets.
I just point out that a variety of reasonable combinations of growth
in ‘monetary aggregates and accompanying velocities that could
achieve eigher the 12.8 percent growth in nominal GNP we forecast,
or a slightly higher, which might be a higher velocity, the 13, that
private forecasters are projecting for 1982.

Representative REuss. That’s just the kind of information which
would be very helpful to the committee. Would you furnish when
you review your testimony some examples of velocity scenarios which,
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coupled with our monetary increase scenario, will give you the growth,
nominal or real, that you envisage?

Mr. WemENBAUM. I will be pleased to respond to your question
for the record, to the best of my ability.

[The following information was subsequently supplied for the

record:]
VELOCiTY SCENARIOS

To give some idea of the range of velocity growth rates consistent with a steady
reduction in money growth over time and our nominal GNP assumptions, we
provide six velocity growth scenarios. These are derived using the Federal Reserve
1981 growth target ranges for M-1B and M-2, reducing the target ranges one-
half percentage point in each subsequent year. The three scenarios for each ag-
gregate are based on the upper limit, midpoint and lower limit of the respective
ranges. (The Federal Reserve has not announced target ranges for the monetary

base.)
VELOCITY SCENARIOS

[Percent change, 4th quarter to 4th quarter]

Velocity (M-1B) Velocity (M-2)
Money growth Lower end Midpoint Upper end Lower end Midpoint Upper end-
assumption of range of range of range of range of range of range
1.7 6.4 5.2 5.2 3.7 2.3
10.0 8.7 1.4 7.4 5.9 4.4
9.1 1.8 6.5 6.5 5.0 3.5
8.0 6.7 5.4 5.4 3.9 2.5
8.0 6.7 5.4 5.4 3.9 2.5
8.0 6.7 5.4 5.4 3.9 2.5

Note: Nominal GNP is from administration's economic scenario, and for this presentation does not change with varyin,
assumptions of money growth. In 1981 M-1B zrowth ranges from 314 to 6 percent and M-2 growth ranges from 6 to
percent, In each successive year, both ranges shift d dby lgp tage point (e.g., in 1986 the growth ranges
are 1 to 3 percent and 34 to 614 percent for M-1B and M-2, respectively).

Representative Reuss. Thank you very much. Congressman Wylie.

Representative Wyvie. Mr. Chairman, you suggested to Mr.
Weidenbaum a little earlier that he seek the highest counsel in the
administration to develop an economic policy. It was my impression
that you are the highest counsel.

Mr. WemipENBAUM. The President, I think, is the gentleman that
the chairman referred to. He is the highest authority, the ultimate
decisionmaker in the executive branch, and also, I’'m pleased to say,
the No. 1 economic communicator. I’m a pale second in that connection,
I reluctantly admit.

Representative WyLie. If that’s a clarification, I'll accept that. I
think that you’ve performed very well this morning and I have no
further questions at this time, Mr. Chairman.

Mr. WeipEnNBauM. Thank you, sir.

Representative Reuss. Congressman Richmond. )

Representative Ricumonp. Just briefly, Mr. Chairman. Mr.
Weidenbaum, in theory, I think we both agree that whatever Congress
does this year should materially encourage savings, correct?

Mr. WEIDENBAUM. Yes, sir.

Representative Ricamonp. That of all the westernized nations,
we're far below the next-most-industrialized nation. Every other
westernized nation saves beween 7 and 12 percent of their annual
income, right, o even more.

Mr. WeipENBAUM. Your point is very valid.
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Representative Ricamonp. Now how do you feel—let me just ask
you the question again—about a very, very simple $1,000 per individ-
ual, or $2,000 per family, tax exemption which, it appears to me in
my very simple mind, would instantly encourage people to go right
back to their established savings and thrift institutions and recapi-
talize them.

Mr. WemENBAUM. Mr. Richmond, I don’t think it’s a bad idea; it’s
just I think we have a better idea. That’s what it really boils down to.

Representative Ricamonp. Mr. Weidenbaum, at least my idea is-
a sure one. In other words, people wouldn’t get the exemption unless
they actually saved money in a thrift institution.

Mr. WempENBaUM. It's a sure reduction in tax collections.

Representative Ricamonn. It's also a sure increase in the use of
savings banks and thrift institutions because right now, at 5% percent,
no one can afford to save money at a thrift institution.

Mr. WemENBAUM. I’'m not convinced, very frankly, that you would
get much of an increase. 1 think you would get more of an increase in
the thrift institutions from the prompt adoption of the President’s
program.

Representative Ricumonp. If you didn’t get much of an increase,
then you wouldn’t need much of a tax exemption, right? So therefore,
my idea for giving people a $1,000 personal tax exemption for savings
1s a sure winner no matter how you slice it.

Mr. WemeNBauM. I found over the years that those narrowly
targeted tax incentives are not very productive. .

Representative Ricamonp. Except don’t you think in order to
keep the entire Nation’s thrift industry alive, we ought to do some-
thing that’s narrowly targeted, quickly, clean and very simple?

. Mr. WempENBAUM. No, sir. I don’t think that the public’s interest
isserved by narrowly targeting benefits to specific industries.

Representative Ricumonp. Thank you, Mr. Chairman.

Representative Reuss. Thank you. Senator Abdnor.

Senator ABDNOR. Mr. Weidenbaum, just looking at the Department
of Labor statistics, I was noticing that food and beverages come in
at an estimated 10%-percent inflation rate a year.

Mr. WemENBAUM. Yes, sir. .

Senator ABDNOR. During the period of time, do you have any idea
what happens to net farm income? I know that’s not a large category.

Mr. WeipEnBAUM. I don’t have the data with me. I'll be glad to
provide it for the record.

Senator ABpNOoRr. Wouldn’t you say it’s considerably less, that
net income has risen very little? .

Mr. WemEeNBAUM. I call your attention to page 7 of the ‘“Economic
Indicators,” which is a publication that we prepare for the Joint
Economic Committee, and you will see the rise in net farm income
for-various perieds. In current dollar, of course, it has been mcreasing
in the last quarter of 1980. There was no increase in constant dollars.
It was $8.5 billion, seasonally adjusted annual rates, which is the
same as the third quarter. It certainly has been declining markedly.
Again, the data show that, as compare({ with the past. )

So in constant dollars, net farm income, Senator, has been going
down. The type of data that is not in this table, very frankly, is the
net income of farmers for nonfarm activities.
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Senator ABpNOR. My point is that I hope we will all realize that
even as our food prices are going up, the ones that are producing
the food are actually going backward. I think we sometimes lose
sight of that. I think it’s something that’s not brought up often enough.
I think sometimes in the metropolitan areas, because of the food
prices, there is the idea that farmers and producers are making an
exorbiant profit when, in reality, they’re going backward all the
time. Things like droughts and disasters make it an even more serious
situation.

I just wanted to make that point so that we don’t lose sight of it
While savings are very important, the farmer—while he has little
income and savings—has a lot of liability in that farm.

Mr. WempenBaUM. The data on page 7 bears out your point, Senator.

Senator ABpNor. Thank you.

Representative Reuss. Thank vou. Chairman Weidenbaum, we
are, as always, most grateful and we hope that we’ll see you soon.

Mr. WemenBAUM. Thank you, Mr. Chairman, and members of
the committee.

Representative REuss. We now stand in adjournment,

[Whereupon, at 11:19 a.m., the committee adjourned, subject to
the call of the Chair.]
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ConGrEss OF THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 10 a.m., in room 2154,
Rayburn House Office’ Building, Hon. Henry S. Reuss (chairman
of the committee) presiding.

Present: Representative Reuss.

Also present: James K. Galbraith, executive director; and William
R. Buechner, professional staff member.

OPENING STATEMENT OF REPRESENTATIVE REUss, CHAIRMAN

Representative REuss. Good morning. The Joint Economic Com-
mittee will be in order for a look at the consumer price figures for
August and the overall inflation situation.

We are delighted to welcome before us this morning Hon. Jerry
Jordan, who in his previous career in banking was frequently a valued
witness before the committee and is now a member of the President’s
Council of Economic Advisers.

During the spring and summer of 1981, one of the few bright spots
in the economy has been the slowing down in the inflation rate with
consumer prices during the past 6 months rising at an annual rate of
just under 10 percent. The Producer Price Index has been even more
encouraging, with the prices of finished goods going up only 5.3 percent
at an annual rate for the last 3 months, and intermediate goods rising
only 4.4 percent and crude materials increasing 4.7 percent.

1t is, however, still not clear that this relief will be only temporary,
with worse inflation yet to come. So today we shall be discussing not
only the current inflation situation, but we will also explore where we -
may be going and what policy direction we should be taking.

Senator Paula Hawkins and Congressman John Rousselot have
prepared opening statements and since they are not able to be here at
the moment, under the rule and without objection, their statements are
received in full in the hearing record; and also the press releases
entitled “The Consumer Price Index—August 19817 and ‘“Real
Earnings in August 1981.”

[The opening statements and the press releases follow]

OPENING STATEMENT OF SENATOR HAWKINS

It is a pleasure to welcome you to the Joint Economic Committee, Mr. Jordan.
We are increasingly concerned that the consumer price index actually ex-
acerbates the inflation it is designed to measure.

(109)
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. Alot of people do not realize the CPI is based on the spending habits of Amer-
icans in 1972 and 1973. It does not take into account any changes in people’s
buying habits since then. It does not, for example, reflect the fact that people
are buying fewer petroleum products today as a result of the sharp increases in
OPEC oil prices in the 1970’s.

It also does not take into account the fact that while food is bought regularly
and quickly consumed, other things such as houses and automobiles are bought
1rre%ularly and held for long periods of time. Many economists direct their criticism
of the CPI at what is considered to be a distortion, which counts for 25.8 percent
of the overall index.

As the Congressional Budget Office said in a report last June, housing services
are consumed over a long period, and their treatment in the CPI as just another
commodity means they receive a tremendously large weight compared with
other consumer expenditures. Also, a house can be resold, often for a considerable
profit. Therefore the higher house prices for more than 90 percent of the population
who do not buy a house in any given year are more the equivalent of a decline in
the cost of living than an increase.

We trust that the council of economic advisers is seriously rethinking this index.

I look forward to your testimony.

OPENING STATEMENT OF REPRESENTATIVE ROUSSELOT

Providing for Adequate Benefils

Mr. Chairman, inflation drains the Nation’s productive potential by expand-
ing entitlement outlays for each increase in the Consumer Price Index. Presently,
the Federal Government operates 38 major retirement programs of which almost
all are indexed to inflation. As was developed in Tuesday’s Joint Economic
Committee hearing on social security, reductions in inflation can substantially
reduce entitlement program outlays.

The problems of the éonsumer Price Index have been stated well in recent years.
Primarily, they have focused on the over weighting of the housing component
in the CPI, and the fact that this index does not properly take into consideration
the substitution effect—that consumers will substitute their purchases with
similar goods, like tea for example, when one good they used to purchase, such
as coffee, increases in price.

Other possible indices should be explored so that a measure which more ac-
curately measurés the rate that prices increase may be used. Recently, some
have suggested the Implicit Price Deflator for measuring changes in prices.
This measure, proponents point out, takes into account the changes in quanti-
ties purchased. The CPI, as you know, is instead a fixed basket measure, using
the same basket of goods since 1972. It has also been said that the Implicit Price
Deflator provides a more comprehensive measure of prices of goods and services
than does the CPI.

Inflation obviously affects the evel of federal outlays, taxation, and budget
deficits. An accurate inflation measuring index therefore is important as long

_as federal programs are indexed to changes in prices.

Mr. Chairman, this committee has a mandate to advance policies for stable
prices, and I hope this hearing will serve as a forum for a wide range of views on
the economy.
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THE CONSUMER PRICE INDEX--AUGUST 1981
The Consumer Price Index for All Urban Consumers (CPL-U) rnse 0.8 percent before
seasonal adjustment in August to 276.5 (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) Lncreased 0.7 percent before seasonal adjustment in August to 276.5
(1967=100). The CPI-U was 10.9 perceat higher and the CPL-W was 10.8 percent higher than in
August 1980.

CPL for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for All Urban Consumers rose 0.8 percent in
August, following increases of 1.2 percent in July and 0.7 percer{t in both May and June. Most
of the slowdown in August was attributable to a smaller increase in the housing component . .
Nevertheless, housing costs still registered a substantial advance and accounted for over
one-half of the August CPI increase. Indexes for transportation, food and beverages, and
other goods and services also rose less than in July. The medical care component continued to

register a substantial increase, and the indexes for apparel and upkeep and entertainment both

Table A. Percent Changes in CPL for All Urban Consumers (CPI-U)
Seasonally adjusted Unad justed
Compound
Expenditure | Changes from preceding month | annual rate 12-wos .
category 1981 3-mos. ended ended
Feb. Mar. Apr. May June July Aug. Aug. '8l Aug. '81
All items 1.0 6 o4 .7 .7 1.2 .8 11.5 10.9
Food and beverages .3 4 0o -2 .2 .8 .7 7.5 7.2
Housing .6 .5 .7 1.3 1.1 1.6 1.0 16.2 12.8
Apparel and upkeep .8 1.0 .2 =2 .l .5 .8 5.7 4.9
Transportation 2.4 .9 -.l -3 .3 .8 +6 6.8 12.3
Medical care .9 -9 .9 . .9 1.0 1.3 1.3 15.3 11.5
Entertainment L0 .5 .2 .5 .4 .2 .7 5.4 6.9
Other goods and services .6 .7 o7 1.2 .7 .6 .5 7.6 9.8
(Data for CPI-U are shown in tables 1 through 3. See table C for monthly data on a ternative

CP1 measures)
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increased more in August than in recent months.

Rising shelter costs accounted for about three-fourths of the 1.0 percent increase in
the housing component. Home financing costs rose 1.8 percent, reflecting an increase of 1.3
perceat in mortgage interest rates and 0.4 perceat in house prices. The 1ndexes for property
taxes and property insurance also rose sharply in August. The 1.2 percent increase in reat
was.the largest in over 12 months. Prices for fuels and other utilities advanced 1.} percent
as charges for electricity, telephone services, and water and sewerage rose substantially.
These increases were partially offset by declines in prices for fuel oil —- for the fifth
consecutive month -- and in charges for natural gas.

The transportation component advanced 0.6 percent in August, following a 0.8 percent
increase in July. Smaller increases in the indexes for public transportation and new cars and
a sharp decline in automobile finance charges were largely responsible for the moderation. On
the other hand, used car prices rose sharply for the third consecutive month. Gasoline prices
continued to decline, but by less than in each of the preceding 4 months.

The food and beverage component rose 0.7 percent in August. Prices for grocery store
foods increased 0.9 percent, the same as in July. For the second consecutive month,
substantial increases in the prices for beef, pork, poultry, and fresh fruits and vegetables
were largely responsible for the advance. Partially offsetting these increases were a sharp
decline in egg prices and a small decrease in milk prices. The other two components of the
food and beverage index -- restaurant meals and alcoholic beverages == both increased 0.5
percent in August.

The Au.gusr. rise of 1.3 perccnt.in the medical care component was the eighth consecutive
large increase. The index for hospital rooms rose 2.2 percent in August, following
subatantial increases in both June and July. Professional services charges -- physicianms',

dental, and other professional services —— rose 0.9 percent. The index for medical care
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commodities, which includes prescription and non-prescription drugs and medical supplies,
advanced 1.1 percent.

The index for apparel and upkeep rose 0.8 percent in August, compared with an increase
of 0.5 percent ia July. The introduction of fall and winter wear was largely respounsible for
the increase.

The indexes for entertainment and other goods and services rose 0.7 and 0.5 percent,
respectively, in August, follc;wing increases of 0.2 and 0.6 percent in July.-

CP1-U Experimental Measures

August iocreases in the experimental CPI-U measures ranged from 0.9 to 1.2 perceant,
after seasonal adjustument. (See table C for monthly data ‘on all alternative neasures of
homeownership.) The CPI-U All Items using rent substitution (X-1) increased U.9 percent in
August, following a 0.8 percent increase in July. The residential rent component increased
1.2 percent, substantfally more than in recent months. The CPI-U All Items using outlays with
average interest costs (X-5) also increased 0.9 percent in August. The l2-month changes in
the all items indexes from August 1980 were 9.5 percent for the CPi-U, X-1, 10.1 percent for
the CPI-U, X-5, and 10.9 percent for the CPI-U.

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
rose 0.8 percent. Th.e housing component rose 0.9 perceat and accounted for o'ver one-half of
the August increase. Homeownership costs advanced 1.0 percent, reflecting a 1.3 percent
increase in mortgage interest rates and a 0.4 percent 1nn‘rease in house prices. The index for
rent rose 1.2 percent. The index for fuel and other utilities advanced 1.0 percent as charges
for electricity, telephone, and water and sewerage services rose sharply. The food and
beverage component advanced 0.7 percent in August. Grocery store foods rose 0.9 percent,
primarily due to sharp increases in beef, pork, poultry, and fresh vegetables. The
transportation component increased 0.t percent. Increases in used car prices and public

transportation were partially offset by declines in automobile finance charges and gasoline
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prices. Apparel prices rose 0.5 percent in August, and the index for medical care increased
1.0 percent. The indexes for entertainment and other goods and services rose 0.7 and 0.5

percent, respectively, in August.

Table B. Percent Changes in CPI for Urban Wage Earners and Clerical Workers (CPI-¥W
Seasonally adjusted Unad justed
Compound
Expenditure - Ch from preceding month annual rate 12-mos .
category 1981 3-wmos .- ended ended
Feb. Mar. Apr. May June July Aug. Aug. '81 Aug. '8l
All items 9 6 W4 6 W70 1.2 .8 11.2 10.8
Food and beverages 2 4 0 -2 .3 .8 .7 7.3 7.2
Housing 6 .5 .7 1.3 1.1 1.8 <9 16.6 12.7
Apparel and upkeep 5 W7 6 0 .l .9 .5 5.9 5.6
Transportation 2.4 3 -1 32 .9 .6 6.8 ° 12.5
Medical care .9 1.0 .8 .7 .9 .7 1.0 11.3 10.6
Entertainment .2 .3 3 .3 .3 o4 .7 6.0 7.0
Other goods and services .6 .7 .6 1.2 .6 .6 .5 6.7 9.1
(Data for CPI-W are shown in tables & through 6.)
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CONVERSION OF THE CONSUMER PRICE INDEX TO 1977=100 STANDARD REFERENCE BASE

Background

Effective with release of the January 1982 index, the standard reference base period for both
the Consumer Price Index for All Urban Consumers (CPI-U) and the Consumer Price Index for
Urban Wage Earners and Clerical Workers (CPI-W) will be 1977=100. Rebasing of the CPL and
other Federal indexes to 1977 is mandated by the Office of Federal Statistical Policy and
Standards (OFSPS). The base period for general-purpose Federal index series is revised
approximately every 10 years. In announcing the latest rebasing, OFSPS noted that base
periods are changed in order to "facilitate the visual comprehension of rates of change from a
base period that is not too distant in time.” .

Effect of Conversion

Rebasing of the CPl is a straightforward arithmetic operation which does not alter the picture
of economic events which it provides. Percent changes computed from the CPI will be the same,
except for small differences due to rounding, regardless of whether the 1967=100 or 1977=100
series 1s used. For example: ’

Ann.

Avg. June Increase

1977 1981 in index Percent
Base Period index index points increase
CPI-U (1967=100) 181.5 271.3 89.8 49.5
CPI-U (1977=100) 100.0 149.5 49.5 49.5

Rebasing of the CPI does not involve changes in the base period expenditure weights, which
continue to relate to 1972-73. The method employed in converting to the 1977=100 refereace
base does not affect the continuity or statistical comparability of the index series.

Scope of Conversion

All Consumer Price Index series which currently have a base period on, or pripr to, January
1977 will be rebased. Historical data for rebased series will be available from the Bureau of
Labor Statistics in machine-readable as well as hard-copy form. As a convenience to users,
BLS will continue to publish all items indexes, for the U.S. city average and for.the 28 local
areas for which CPi's are avallable, on their current reference base, i.e., 1967=100, in most
cases. Publication of index series on the 1957-59=100 reference base will be discontinued
effective with release of data forJanuary 1982.
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Method of Conversion

In practice, the BLS will convert the 1967=100 base CPI series to the 1977=100 base by
dividing each value in the 1967 base series by its 1977 annual average, multiplying the result
by 100, and rounding that product to one decimal place. For example, the U.S. city average
all items CPI-U for June 1981 is 271.3 ¢n the 1967=100 reference base. The 1977 annual
average value for this series, again on the 1967=100 base, is 181.5. The June 1981 value for
the CPI-U on the 1977=100 reference base is thus:

271.3 181.5 x 100 = 149.5
From the equation above it can be seen that a 1967 base series can be derived from tne 1977
based series: .

149.5 x 181.5 100 = 271.3

For users who wish to maintain a 1967 based series after introduction of the new reference
base, BLS will publish a set of conversion factors, based upon the above relationship, which
can be used make the conversion from a 1977 base to a 1967 base. BLS will also publish
conversion factors which will enable users to convert all items indexes on the 1977 base to
the 1957-59=100 base. ’

Note to Index Users

As noted earlier, percent changes in an index series will be the same, except for small
differences due to rounding, regardless of whether they are computed from the 1977 or 1967
base series. The same is not true, however, for changes measured in terms of index points.
This can be seen clearly from the example given in the section "Effect of Conversion.” Some
escalator agreements, such as in wage or rental contracts, employ index point changes in CPI
series for adjusting payments. Users who chose to switch from the old to the new reference
base in such situations should be aware that doing so could have a substantial effect on their
ad justments.



Table C. Official CPI-U and Experimental Measures using alternative approaches to homeowmership costs: 1967=100.

Relative Unad justed percent Seasonally adjusted percent changes
. importance Unad justed indexes change to Aug 1981 from from-
Group
December 1977] July 1981 |Aug. 1981 Aug. 1980 July 1981 May to June June to July |July to Aug.
ALL ITEMS

CPI-U 100.0 274.4 276.5 10.9 0.8 0.7 1.2 0.8
Flow—of-Services Measures A

CPI-U~Xl (Rent Substitution) sseeeees 100.0 249.0 250.¢ 9.5 . 0.7 0.6 0.8 0.9

CPI~U~X2 (User Cost Current Interest) 100.0 269.3 271.6 13.9 0.9 0.6 1.1 1.2

CPI-U-X3 (User Cost Avg. Interest) .. 100.0 260.1 262.1 13.2 0.8 0.4 l.1 1.0
Qutlays Measures .

CPI-U-X& (Current INterest) eeeesesss 100.0 269.8 271.8 10.9 0.7 0.6 L.t 0.9

CPI-U-X5 (Average Interest) .. 100.0 260.5 262.3 10.1 0.7 0.7 0.8 0.9

" HOMEOWNERSHIP

CPI-U ‘22,8 358.0 361.8 1.7 1.1 1.5 2.1 1.1
. Flow-of-Services Measures

CPI-U-Xl (Rent Substitution)}_/....... 14,5 207.8 210.3 8.9 1.2 0.4 0.5 1.2

CPI-U-X2 (User Cost Current Interest). 11.4 358.0 364.7 42.0 1.9 1.6 2.8 2.8

CPI-U-X3 (User Cost Avg. Interest) .. 10.0 282.4 286.9 44,6 1.6 0.5 2.0 2.6
Outlays Measures .

CPI-U-X4 (Current Interest) eeeeessss 10.0 428.0 434.6 21.0 1.5 1.8 2.3 1.3

CPI-U-X5 (Average Interest) .. 8.7 311.7 315.9 15.2 1.3 1.1 1.1 1.3

1/ Residential rent, not seasonally adjusted

L11
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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-1: (1) The weight for this
rental equival is the esti 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 comp is designed to h in

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

Experimental Measure 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. Asin X-1 and
in X-2, this measure covers the entire homeowner popula-
tion. (2) The prices for all components except mortgage
interest costs and apprecistion are current hly prices.
As in X-2, appreciation is represented by a S-year moving
average of the changes in house prices. However, X3 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-

residential rents for all types of housing units, not just
changes in rents for units that are typically owner occupied.
The CPI rent P 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 insurance, maintenance 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

p The debt equals the amount owed,
and the equity component is the amount owned, i.c., pay-
ments on principal plus appreciation from the time of pur-
chase to the base period. Each component was sub-
sequenily multiplied by the average mortgage interest rate

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
h are rep d in this b 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

pp or equity el are used. As in X4, not
all h are rep d in this b
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.
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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 ics began publishi

visits of the Bureau’s trained
naires are used to obtsin public utility rates, lome fuel
prices, and certain other items.

In calculating the index, price changes for the various

CPI's for two population groups: (1) A new CPI for All
Urban Consumers (CPI-U) whlc.h covers npproximately
80 percent of the total i | civilian p

items in each tocation are d together with weights
which r:pmem their tmponmoe in the spending of the

priate population group. Local data are then com-

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 hnve been excluded from CPI coverage, such as

ial, 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 gervices 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 esta-
blishments. All 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

blned to obtain a US. city average. Separate indexes are
also published by size of city, by region of the country,
for crossclassifications of regions and population-size
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 area
since the base period. ’

The index price changes from a desigr re-
ference 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 dollars as follows: The price of a
base period “market basket” of goods and services in the
CPI has risen from $10 in 1967 to $22.20.

For further details see the following: The Consumer
Price Index: Concepts and Content Over the Years, Report
517, revised edition (Bureau of Labor Statistics, May
1978); The Revision of the Consumer Price Index, by
W. John Layng, reprinted from the S I Reporter,
Febmary 1978, No. 78-5 (US. Dept. of Commerce),

i in the Medical Care Service Component of the

d

all 85 locations. Prices of most other dities and
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

Consumer Price Index, by Daniel H. Ginsburg, Monthly
Labor Review, August 1978; and CFJ Issues, 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
changes in index points because index point changes are
affected by the level of the index in relation to its base
period while percent changes are not. The example in the

panying box ill the putation of index
point and percent changes.

Percent changes for 3-month and 6-month periods are
expressed as annual rates and are computed according to
the standard formula for compound growth rates. These
data indicate what the percent change would be if the
current rate were maintained for s 12-month perod.

index Point Change

CPI 236.4
Less previous index 233.2
Equals index polnt change: 32

Percent Change

Index polnt ditference 3.2
Divided by the previous index 233.2
Equals: 0.014
Resuits multiplisd by one hundred 0.014x100
Equals percent change: 1.4




120

A Note on Seasonally Adjusted and Unadjusted Data

Because price data are used for different purposes by
different groups, the Bureau of Labor Statisti

the Consumer Price Index unadjusted for seasonsl variaticn.

seasonally adusted as well as unadjusted chmge: each
month.

For analyzing general price trends in the economy,
seasonally adjusted changes are usually preferred since they
eliminate the effect of changes that normally occur at the
same time and in about the same magnitude every yelr—
such as price g from ch

S ! factors used in computing the scasonally ad-
justed indexes are derived by the X]l Variant of the
Census Method I S 1 Adj 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., dsta from 1975
t.hrough 1979 were replaced at the end of 1979. The

conditions, production cycles, model changeovers, holi-
days, and sales.
The unadjusted data are of primary interest to con-

of all items and 35 other aggregations
is derived by bining the of 45
selected components. Each year the seasonal status of
every series is reevaluated based upon certain statistical

sumers concerned about the prices they actually pay. Un-  criteria. If any of the 45 selected components changes
adjusted data also are used ex ly for escalation pur-  its 1 status, I data from 1967 forward for
poses. Many collective b gr and  the all items and for any of the 35 other aggregations,
pension plans, for ple, tie p jon changes to  that have that series as a component, are replaced.
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24 Hour CPI Mailgram Service

. Consumer Price Index data now are available by
mailgram within 24 hours of the CPI release. The new
service is being offered by the Bureau of Labor Statistics

hrough the National Technical Information Service of
the U.S. Department of Commerce.

The CPI1 MAILGRAM service provides unadjusted
and seasonally adjusted U.S. City Average data both

for the All Urban Consumers (CPI-U) and for the Ur-
ban Wage Earners and Clerical Workers-(CP1-W) In-
dexes as shown on the CPI-U sample page below. The
unadjusted data include the current month’s index and
the percent changes from 12 months ago and one month
ago. The- scasonally adjusted data are the percent
changes from one month ago.

AVERAGE (1947:

CONSUMER PRICE KNDEX ;Dl ALL URBAN CONSUMERS (CPL-U):
10

Y4 NOT SE--§DN!LLV ADJUSTED

u.s. city

UNADJ UNADJUS'ED S
GROUP INDEX PER CHG FER CHG PER C“G
navy FROM 12 FROM 1 FRO®
197y MO AGO MO AGO MO AGU
ALt ITEMS 21461 10.8 1.2 L2 ]
ALL ITEMS(1957-59=100) 2¢9.0 - - -
FOOD AND BEVERAGES 228.2 1.2 3 .7
roco 23¢.3 1.4 ] .7 .
0CD AT HOME 233. 4% 1.3 7 -5
CEREALS AND BAKERY PRODUCTS 216.2 9.5 ] 1.0
MEATS, 'DUI'I(V. FISH, AND ESS 262.2 19.4 9 .
DAI!Y PRODUCTS 233.8 Mn. 7 .8
FRUITS AND VEGETABLES 226.8 “3.4 ' -.2
FOOD AWAY FROM HOME 26t 1m.7 1 T4
HOUSING 22. 4 1.3 1.2 1.2
RENT, lESlD'N’Xll 173.8 6.3 1.0 1.9
HONEQWHERSHIP 4.9 14,6 1.3 1.3
FUEI. AND OTHER UTILIT 212.2 1.7 2 2.2
COAL, AND BO\"LED GAS 386.3 23.2 4t «.8
GAS (PI?ED) AND ELECTRICITY 251,46 8.2 2.4 2.6
HOUSEHOLD FURHISHINGS LKD O®ERATION 139.2 1.5 .3 .4
APPAREL AND UPKEEP 146. 1 3.9 .4 .0
TRANSPORTATION 207.7 13.6 2.4 1.3
NEW CARS 1563.8 8.7 .y 1.9
USED CARS 235.4 11.3% 2.2 -.5
GASOLINE 247.7 29.1 5.5 5.0
PUSLIC TRANSPORTATION 193.3 3 B .7
MEDICAL CARI 236.3 8.9 .5 .6
MEDICAL CA'E SERVICES 256.¢ 9.4 .5, N
ENTERTALKHENT 187.¢8 6.6 .7 .5
OTHER GOODS AND SERVICLS 193.9 7.5 -4 .5
PERSONAL CARE 17 173.9 7.5 N} .6
COMMODITIES . 23%.8 10.9 1.2 .3
CCINIODITIE FOJD AND BEVEPIGES 172.9 10.9 1.5 1.0
D: s FUOD AND [EVEKAGES 195.7, 12.0 2.0 1.9
DURABLES 1892 3.0 1.1 -$
SERVICES 229.5% 10.3 1.1 1.3
I.l IVE"S LESS FeoD 263.9 1.9 1.3 1.2
JSHERGY t/ 260.8 19.8 6.2 4.2
ALI. leHS LE>S FOOD AND ENERGY 206. 9.5 .Y .9

ORDER FROM: National Technical Information Service, 5285 Port Royal Road, Springficld, Virginia 22161

Please enter . subscription(s) to CONSUMER PRICE INDEX MAILGRAM (NTISUB/158).
Subscription rates: $95.00 in contiguous U.S. and Hawaii, $110.00 in Alaska and Canada.

NAME:

STREET ADDRESS:

CITY, STATE, ZIP:

( ) ENCLOSED s Purchase Order b

( ) CHARGE s ___to my American Express Account #
( ) CHARGE b 8 .1o my NTIS Deposit Account §#

( ) BILL ME $

SIGNATURE REQUIRED
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CrlI-U

TABLE 1. Consucer Price Index for all urbsn consunmers: U.5. city average, by expenaiture Category ana cozSodity and service group,
1967=100

kelative Unagjusted Seasonally adjusted

Group importance, Unadjustea inaexes eroen: change to peccent change trom-
December July Aug. 198k tron- may to  Jume to  July to
1980 1981 1981 Aug‘ 360" duly 1961 June July Aug.

Expenditure category

All items. 100.000 2744 0.9 0.8 0.7 1.2 0.8
AlL 1temnt1957-59100) - 19.2 - - - - -
'000 ang bevezlgen.. 18.309 268.9 A .2 -8 .
17.322 276.2 ] 2 -8
12.003 271.6 4 1 -9
Cereals ana bakery proaucts 1/ 1.507 272.4 1 .6 a .
Meats, poultry, Iish, and e . 4.047 254.1 .1 . 1.3 1.
Dairy product: . 1.603 2442 -2 .6
Fruits and vegetanles. . 1.682 284.4 It ‘6 2.3 1.
Sugar and sweets . -505 360.0 “ .2 .
Fara ang oil . .31 263.0 1 .1 -2 .
Nonalconolic beverages . 1.321 410.3 .7 -5 .9
Other prepared £0ods i/ 1.008 256.3 6 . 7 .6
00 away troa home... . 5.319 292.4 Lo .5 -7 -5
Alcoholic beverag . . -987 200 . “ -5 .6 -5
. . 45519 297.0 12, R 1.1 1.6 1.0
. < 31.650 8.5 13, 1.1 1.3 19 [
Rent, residential L/.. . 5.120 207.8 . 1.2 . .5 1.2
Other rental conts 14 293.6 1 1.7 .3 1.2 1.8
. 25016 358.0 1 1.1 1.5 2.1 11
. . 10,303 2714 . 14 18 4
Financing,. taxes, ana insurance 1/..  11.963 480.0 2 1.7 1.9 2.7 17
Maintenance and cepairs... . 3.550 319.3 1 o “ 11 .6
Maintenance and repair secvices... 2.737 349.0 12, .5 R 1 .7
Maintenance and repaur
commod it . . .813 249.3 7.2 -1 .5 .7 .1
Fuel and otner uuunu . . 6.550 325.1 14.3 N 9 1.5 1.1
PUELE <vrieiinnnns . 4.796 417.2 15.7 .6 11 1.3 .9
Fuel oil, coal, and botclea gas i 1.296 6729 20.1 -5 -6 -6 -.5
Gas (piped) and electricity . 3.500 357.6 14.1 .9 1.7 2.0. 1.4
Other utilities and public services 1/ 1.754 180.8 10.3 1.6 .5 2.1 1.6
Household turnishings ana operstion 7.6 .2 .5 .9 -
Houserurnisnings ...... 6.3 -1 5 o .
Housekeeping supplies 1/ . 8.8 .2 3 -6 .z
Housekeeping services 1/ s 9.3 .5 . .8 -5
Apparel ana upkeep. e 4.9 15 1 .5 -8
Apparel comnodities. e It 1.7 - .5 -8
ana PN 5.8 11 .2 .6 .9
voacn ppa N 2.1 2.8 -5 8 1.0
Intants’ and toalers’ oparel . 8.1 Ls 1.2 -1 1.5
Pootwe: . 5.1 5 .0 1 4
Other appnrel Commoaities 1/.. ... 2.0 -8 .0 a R
parel services ... . 10.5 .5 7 .9 ]
Teanaporcation: . -12.3 Nt .3 .8 .6
Private transpor . 1.5 3 1 " -6
New cars. . 6.0 3 1.1 -6 .
. 29.3 2.5 1.2 2.0 3.2
. 9.5 -3 1.5 1.0 -3
Maintenance and repair . . 5.0 .7 .5 i .8
Other private transportation ..... 8.1 . 1.0 159 .2
Other private trans. c i 7.0 1.6 .0 Y 1.6
Other private trans. services . 8.4 3 1.2 1.3 -1
Public transpoctation L/. 24.9 1.1 2.1 6.3 11
Hedical care..... 11.5 1.2 1.0 13 13
Medical care commodities . 1.3 .9 .3 .9 1.1
Medical care services .... 1.6 1.3 1.1 1.4 1.3
Professional services 1/ 111 .9 .7 1.7 .9
Other medical care service: 12.1 1.7 1.4 1.2 1.6
Entertainment ... 6.9 .5 .‘ .2 N
Entertainment commodities 7.4 " . -3 .6
Entertainment services 1/. 6.1 .7 3 -2 .7
Uther gooas and services ... 5.8 -5 7 -6 .5
TODACCO PrOQUEES L/vveer.n 7.5 . ] .1 3
Personal care 1/ . 9.1 .7 R .6 .7
Toilet gooas and pereonal care
2pPLiances 1/.veeess 2712 10.1 .6 .9 .0 -6
Personal care services 1/.. 869 8.4 .8 .6 1.0 .8
Personal ana educational expenses . 1.364 12.5 .5 .9 1.1 .5
School books and supplies .... <170 1.4 . .6 -8 3
Personal and educational services . 1194 265.8 12.7 .5 .0 11 -5
Commodity and service group
ALl items... 1€0.000 2744 216.5 10.9 0.8 0.7 . 0.8
Commoditigs. 58.396 255.0 256.2 8.2 5 “ . -6
Pood and beveugel 16.309 268.9 270.1 7.2 .2 .8 .7
Commodities 00 everages . 40.087 244.7 245.8. 8.8 ‘s .1 .5
Nooduranles less food and beverages. 17.761 262.9 263.9 8.8 " - N .3
Apparel commodities, 4192 175.1 178.0 “1 [ -1 .5 .8
Nondurables less food, beverages,
and apparel 1/... . 13.569 2.4 2.4 10.2 .0 .0 -1 -0
Durables, . . 22,327 229.6 230.9 8.7 -6 1.0 1.2 1.0
Services. .. . . 41.60¢ 308. 312.2 1406 1.1 1.2 1.8 1.2
Rent . . 5.120 207.8 210.3 8.9 1.2 ] .5 1.2
Housenola services less Femi ooeii 22.592 374.8 3719.9 18.2 1.4 14 2.2 1.5
Transportation service: . 9.760 215.0 275.7 11.9 .3 1.2 2.2 -4
medical care services . 3.933 19,2 323.4 1.6 1.3 1.l 1.4 1.3
Other services .. . 4.200 237.8 239.1 9.1 -6 -6 .8 -6
Special ingexes: .
All items less food..... 82.678 272.1 .9 iL.6 .8 .0 1.3 -8
ALl itens less shelter.. 68.350 2614 9.6 .6 ] .9 .7
All items less mortgage interest costs ...  90.173 260.9 5.2 Y 6 .9 -9
All items less home,purcnase and
ctgage interesc costs .. 79.870 259.7 9.6 .1 -6 .8 .9
All icemb less medical care 95.283 274.9 10.8 .7 .7 1.2 .8
Commodities leas 100d...... 41.074 243.8 8.7 .5 - 7 .5
Nondurables less food. 18.747 258.4 8.7 .3 -2 1 3
Nondurables leas food and appazel 1/ 14,555 296.0 10.0 1 .0 -1 1
Nonaurables .. . 36.069 268.1 8.0 - -1 -6 .6
Services less rent. 36.484 1.7 15.4 1.1 1.3 2.0 1.2
Servicea less medical care _/ 37.672 308.8 14.9 11 1.3 18 1.1
Energy L/ 10.834 416.1 12.2 -1 -7 . .1
All items less energy . 89.166 265.6 10.7 .8 9 1.4 .3
All itens less tood and 71844 261, 1.5 -9 1.0 14 -9
ms0d1ties less tood and energy 31.739 220.9 8.1 7 .2 1o .9
Enecgy commoaities L 7.335 49,9 11,3 -3 -5 -4 -3
Services less energy 38.104 308.3 4.6 1.1 11 1.8 11
Purchasing power of the consuser dolla
1967781.00 1/....... - $.362 -9.7 -5 -.8 -l -5
957-592$1.00 1/. - m - - -

1/ Not seasonally adjustea.
NOTE: Index applies to a month as a wnole, not to any specific date.




TABLE 2. Consuser Price Index for all

coenocity and secvice group, 1967100

Apparel and upk:

Entercainment ..

Al

Bp!

Seazonally adjusted

Group nay
1981

neats, poultry, fish, and -gg:
Dairy producto
Fruits ana vegetable
Sugar and nuoer.l
Pats and o
Non.lcohuhc b'v.uqel
Other prepared toods 1/.
rood away froo
Alcoholic beverage

Other rental costs -
Honeownership. ...
puschase 1

Malacenance ans fepaird.
mMaintenance and repair services.
Maintenance and repaic

coczodities L/.
Puel ana other utility

URLS cvmranorie
Puel oil, coal,
Gas (piped) and e “ee

Othar Shisieien ane pubtic services 1

Household furnishings and operation ..

Hougetuzrnishinga
Housekeeping supplies 1/.
Housexeeping cnncn .

Apparel Coamoditie

Men's and boys' lpplt(l
ana girla® apparel
Inante' and todalece’ appacel 1/

-
©

ana repair
Other private teanoportation .
Other private trans. comodities 1/.
Uther private trans. services .
Public trensportation 1/..

e services
{onal services 1/
Other pedical care secvices .

Entertainment commoditics

Pecsonal care 1/
Toilet goods and personal care
appliances 1/.......
Personsl care services i/.

/zn 2
265.9
. 250.9

Food and beverages.. 63.9
Commodities less food and beverages 241.0
Nondurables lecs food and beverage 263.3

Apparel commodities
tood,
and apparel L/.

Rent, residential 1/
Household services less rent
Trangportation service
medical cace services .
Othec secvices .....

ecial Lndexelx

ALl itea: €. 266.6
AlL rtems shelter 255.4
All items leso mortgage interest COSts . 2544

All items less home purchase ang

All itens less eodical care.

Cozmodities less Lood
I

Services less llllt
Secvices less medical care 1/

Energy 1/..-
All iteas less enezgy

mortgage interest costs

Energy coascaities 1/..
Secvices less energy.

1/ Not seanonally acjusted.

urban consusers:
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1381

indexes
Juiy  Aug.
1981 1981
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1980
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CPI-U

TASLE 3. Consuner Price Ingex tor all urban consumers:, Selected areas, all items index, 1967=100 unless othervime noted

Other Indexes Percent change to Percent change to
Area i/ Pricing index  may  June  July  Aug. Aug. 1981 rrom- July 1981 from-
Schedule base 1981 1981 1981 1981  Aug.  June  July  July May  June
1980 1961 1981  1$80 198} 1981
U.S. City average.......oeevvenenss 269.0  271.3  274.¢  276.5 0.9 0.8 10.7 2.0 1.1
Chicago, Ill.-Northwestern Ind..... " 264.5  269.1 272.7  275.8 12.5 L0 311
Cetroit, mien.. PIOV " 275.2  280.5 283.1 283.5 jrest 1 1 29 3
L.A.-Long seach, Anaheia, . n 267.)  267.9 272.2  274.8 1.1 1.0 9.4 1.8 1.6
. .Y.-Northeastern N.J . n 256.7  258.6  262.5 264.8 10.0 .9 5.9 2.3 1.5
Philadelphia, Po.-M.J...... " 26L.9  265.4  267.8  270.5 0.0 1.0 9.7 23 .3
Anchorage, Alaska 1 10/67  244.6 - 61 - - - 7.7 -6 -
Baltimore, Ma..... T 269. - 272 - - - 8.0 1.2 -
Boston, Mas . 1 26306 - 266.3 - - - 10.5 1.0 -
Cincianati, Ohio-Ky.-Ind . 1 271.7 - 2733 - - - 6.5 -6 -
Denver-8oulder, Colo. . 1 208.2 - 2942 - - - 12.5 2.1 -
Alani, Pla... I 1 11777 143.2 - 6.l - - - 9.4 2.0 -
Hilvavkee, Wis. Jo 1 218.5 - 285.6 - - - 13.5 2.5 -
Noctheapt Pennsylvania.. 1 259.9 - 266.0 - - - 10.9 2.3 -
Portland, Oreg.-wash.... 1 278.5 - 280.8 - - - 1.1 .8 -
St. Louis, Mo.-Ill...... 1 268.0 - 269.4 - - - 10.0 .5 -
San Diego, Calit........ 1 297.5 - 305.4 - - - 13.2 2.7 -
Seatcle-Everect, W . 1 274.7 - 2823 - - - 10.7 2.0 -
washington, D.C.-Ma.-Va 1 264.7 - 287 - - - - a1 .9 -
Atlanta, Ga... 2 - 269.2 - 27601 12.0 2.6 - - - -
surtalo, W.Y. 2 - 2572 - 2603 9.9 12 - - - -
Cleveland, Ohio. 2 - 2853 - - 2Ba.¢ 12.0 -3 - - - -
Dallag-Fort worth, Tex. 2 - 286.0 - 288.2 L5 .8 - - - -
Honolulu, Hawaii. 2 - 252.8 - 256.6 1.5 1.5 - - - -
Houston, Tex. 2 - 2929 - 23407 9.7 -6 - - - -
Kansas City, mo. 2 - 270.5 - 213 8.2 B - - - -
Minneapolis-St. 2 - 27601 - 286.6 4.6 3.8 - - - -
Pittsburgh, Pa. . 2 -3 - 217 10.8 2.4 - - - -
San Francisco-Oaklana, Celif. 2 - 27400 - 87.9 187 5.1 - - - -
Region 3/
i
Northeast . 2 12/77 - 26 - 1456 10.6 2.1 - - - -
Noreh Central. 2 12/77 - 1469 - 1493 10.7 1.6 - - - -
South . 2 12717 - 46,7 - e 1na 1.6 - - - -
west. 2 12/77 - 143 - 150.7 .1 2.3 + - - -
2 12/73 - 32 - 10.8 2.2 - - - -
2 12/717 -l - 11 1.9 - - - -
2 12/717 - 1480 - 1.1 1.8 - - - -
2 12/77 - 5.8 - 10.6 1.9 - - - -
2 12/17 - laas - 10.6 1.3 - - - -
negion/population size class
cross classification 3/
Nortneast/A. . 2 12/717 - - 421 10.1 2.2 - - - -
. 2 12/77 - - 1523 1.3 1.5 - - -
. 2 12777 - - 8.2 9.9 1.4 - - - -
. 2 12717 - - 152.4 12.5 3.3 - - - -
. 2 12/77 - - 1s0.s 16 2.5 - - - -
2 12/77 - - 14801 9.9 1.0 - - - -
2 12/77 - - 1sL.6 12,0 2.0 - - - -
2 12/77 - - 1512 10. 1.4 - - - -
2 12/71 - - 1853 12.3 1.8 - - - -
2 12/77 - - 14504 9.4 2.2 - - - -
2 12/17 - - s 1. 1.8 - - - -
2 12/717 - - 1464 9.1 1.7 - - - -
2 12/77 - - 1477 10.1 1o - - - -
2 12777 - - 1453 10,3 1.5 - - - -
2 12/27 - - 14722 1.6 1.7 - - - -
west/D.. 2 12/71 - - 17 9.1 .5 - - - -
1/ Acea is generally the Standard metropolitan Statistical Acea (SMSA), exclusive of farms. L.A.-Long Beach, Anaheim, Calif.
ia a combination of two SMSA's, and H.Y., N.Y.-Northeastern N.J. and Chicago, Ill.-Northwestern Ind. are the more
extensive Standard Consolidated Areas. Area definitions are those established by the Office of Management and Budget in
1973, except for Denver-Boulder, Colo. which does not include Douglas County. Definitions do not include revisions made
since 1973, . R .
2/ Poods, fuels, and several other items priced every month In all areas; most other goods and services priced as indicated:
» - Every msonth.
L - January, march, #ay, July, September, and November.
2 - February, April, June, August, October, and Decenber.
3/ kegions are defineg as the four Census regions.
. The population size classes are sggregations of areas which have urban population as defined below:
Al Moce than 4,000,000, .
A-2 1,250,000 to 4,000,000, .
8- 385,000 to 1,250,000,
c 75,000 to 385,000,
o Less chan . .
Population size class A 18 the aggregation of population size classes A-l and A-2.
NOTE: Price changes within areas are tound in the Consumer Price Index; differences in living costs anong sreas are tound in

Pasily Budgets.
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CPI-W

TASLE 4. Consuser Price Lndex tor urban wage earners and clerical workers: U.S. city average, by expenditure category and

cocmodity and service group, 1967=100

Relative Unadjusted Sessonally adjusted

Group icporcance, Unaajusted iadexes  peccent change to percent change from-
Decerber July Aug. Aug. 1981 from- May to  June to  July to
1980 1981 1981  Aug. 1980 July 1981 June July Aug.,

Expenditure category

A1} itens..
All icens(1937-59-100)
000 and beverages.
food. .
Food at hose.
Ceceals ana bakecy products 1/

Aeats, poultry, tun, and eggs

100,000 274.6 10.8 0.7 0.7 1.2

‘e

BLUnrabNEYY @

20.001 269.4

“o

S

~
~

Lma

PrbraLLwow NHuaOONKE

Nonalconolic beverages .
Other prepasea toods 1/.
Food away from hooe.
Alconolic peverage

—-r
meluatotiiosoworoaawan

Rent, residential i/
Ocher rental coats .
Homeownelship.

o

Pina:

sanwlubasueuoo
N
Whambrohoan
e e

-

Maintenance and repairc
Commoditien 1/.
Fuel ana o!her utilicies
ue

e
-

[P P o - O R N S S I

Other utilities and public
Household furnishings and opecation .
Houseturnishings
Housekeeping supplies 1/
Housekeeping mervices 1/
Apparel and upkeep
Apparel coamoait
sen's and boys' apparel
women®s and girls' apj
Intants’ anc toddlers® npp.ul §Y

beLalbimobronnmn

Apparel services .

N e

Other peivate ccaneportation -
Other private trans. commodities _/
Other private trans. services .

Public transportation L/.

.2
9
1
s
7
4
5
4
5

3
1
1
3
7
i
7
3
7
2
Y
0
2
5
3
9
3
2
9
9
8

oo

e

brlow mevruumvorossoo®

°

medical cace secvices

Professional service. .5

Entertainment ...... vaee
En(tltllnlem. Cwl‘lel
Entertalnpent Services 1/....

Other goods ana
Tooacce products J
Personal care 1/.-

Toilet gooas and personal care
appliances L/
Personal care services 1/.
Personal and educational expenses ..
School books and suppli.
Personal and educaciona

NNLBC WNFBUONUARMBUANERWLRABANO SRR

Cozaodity and service group

. 100,000
61,243
zn 001

. u 885
4.222

=
avblom

~

Nondurablea L
and apparel _/
Durables
Services .
Rent, residential 1/
Housenola Becvices less rent
Transportation services..
Medical care services .
Other services . .

14.664
22.357
57

T
o

LUbbhbhbwe
Urabhreta

;p«:ul indexes:
itens less tood..

£y
S

- B1.07¢ 213.1 275.2
- 71.247 260.9 262.3
. 90.675 260.0 261.%

Al
All
All 1tems 1

Dortgage interest costs
ALl itens less-medical care.
Commoaities less £000....
Nondurables less food....
Hondurables less tooa and
Nondurabls
services 1
Secvices Lew feaical care v
Energy 1
All icens less energy
ML itens leds fooa and energy -
Gommoaities leas £ood and enersy.
Sae:gy commodities 1/..
Services less energ:

Purchasing pover Of the consunes dollars:
19677$1.00 1/..
1957-59=$1.00 1/

&
ES

81.611 259.0 260.5
95.713 273.1 274:9
42.317 243.5 244.7
19.961 260.4 261.2
15.739 299.8 300.9

'
oYY

°

S

- ehnbaronbroune Sow

1/ Not seasonally adjusted.
NOTE: Index appliea to a oonth as a whole, not to any specitic date.

85-554 0 - 82 - 9
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TABLE 5. Conguzer Price Index Lor urban wage eacn:
category and cocmodity ana service group, 1967=100 °

Seasonally a2djustea indexes

June
1981

July
1981

Group Mev
1381

All icems..

Cerealn and hakery produces 1/.
Meacs, poultry, tish, and egql

Nonalcoholic beverages .
Other prepared foods 1/.
Food away trom home.
Alcoholic b-veragal
Housing
snelter.
Rent, residential 1/
Other rental costs .
Homeownership. ......
Home purchase 1/.....
Financing, taxes, ang i
Maincenance ans repairs.
Maintenance and repait
maintenance ana repair
comaodities 1/.

I\Ill ana other utilities

, ttled gas 1/
Gas {piped) ana electricity .
Gther ubiireres ung public services 4/
Household turnishings and operati
Housetucnishings .
Housekeeping supplies 1/.....
Housekeeping services 1/.
Apparel ana upkeep.

pPAL
parel services .
Transportation.

Gasoline .
Maintenan cepair
Other private transportation . pene

Other private trans. commodities l/.
Other private trans. services .
Public transportation 1/
Medical cace
medical care ¢ ities ..
medical care services .
Protessional services 1/.
Other medical care servic
Entercainment .....
Entertainmenc couoanus .
Entertainment -exnc
Other goods a vices
Tobacca proaucts _/
Personal care L,
Toilet goods ana personal care
appliances L/.
Personal care serv. .
Personal ana equcational expenses ..
School books and supplies .
Personal and educational mervices

All ice

Commoditiea.
Fooa and beverages..
less £ood and
Nondurables less food and
Apparel Somacditie
o
and apparel 1/.

Duzables

Services.
Rent, residencial i/
Household services les:
Transportation secvice
Meaical care
Octher services ...

Special indexe

All itens less £000.. . .
All itens less shelter. . -
All ltems less mOrtgage interest costs .....
All items less home purchase and

@Ortgage interest costs . .
All itens less medical care. .

Comzodittes less £ood
Nondurables less food.
Nondurables less food and apparel

9y
food and energy.
Energy coamoditi
Services less encrgy.r.

300.3

Not seasonally aajusted.

1/
BUTE: Index applies to a month as a whole, not to any specific date.

ers and clerical workerss

CPI-W

Seasonally acjustec U.S. city average, by expenaiture

Seanonally ac)ustec annual rate
percent cnange for-

Aug. 3 conths ending in 6 ponths ending 1o
1981 Nov. . s Aug, Pen, .
1980 1981 1961 198t 1981 1981
Expenditure category
4.0 113 6.5  11.2
zss 3 17.1 3. .8 7.3
18.0 3.2 4 7.3
11 2 7.6
13.4 8 3.9
-13.7 60 13
12.5 .8 2.8
6.1 2 129
-1.4 4 -27
2.1 2 -3
2.1 ‘ 1.4
iL.e 5 8.1
9.9 4 6.3
10.8 9 7.9 6
10.6 2 16.6 3
7.5 s 1.5 ‘4
7.5 .0 8.8 8
9.3 s 17.9 5
7.4 2.9 3
-8.0 8 163 1
19.7 2.1 29, 5
12.9 6.9  10.5 9
34805 6.3 10.9  13.6 2
243.1 .2 5.2 43 3.4 4.7 3.8
326.6 6.4 28,4 10.8 15,0 15.8 12.9
415.1 3.7 351 124 138 ls4 13.1
677.9 4.0 1012 6.1 =61  45.4 -.2
355.1 36 149 5.2 22.7 9.1 18.9
6.7 118 6.4 18.6 9.2 123
6.2 7. 8.6 7.6 6.9 8.1
5.4 5.7 8.6 5.6 7.2
3.5 8.6 4.8 10.2 6.6
5.3 15.9 7.4 7.3 11.6
6.7 s.1 5.9 5.7 5.5
6.0 1.6 5.5 4.6 5.1
8.3 5.4 6.3 6.0 5.8
5.5 4.4 4.8 4.6 4.6
2.2 9.2 1.7 9.2 1.
8.4 6.5 5.7 5.3 6.1
-2 -6 4.0 3 1.7
1.0 7.8 9.5 12,4 6.6
16.2 43 6.8 19.9 5.5
6.1 4.0 . 19.8 '
.2 16.4 6.9 . 11,5
85.2 -0 29.3 476 13.2
5.5 -3.0 -10.3 2.6 -6.8
11.3 8.5 8.1 9.4 8.3
5.9 6.9 8.5 8.0 8.7
5.7 6.1 . 7.0 5.8
5.9 8.9 9.9 8.1 9.4
20.6 1.3 83,7 193 30.8
9.5 16.5 113 10.4 10.9
8.9 133 124 10.4 12.9
9.5 10.0 1Ll 10.4 10.6
9.6 9.8 6.9 1L.0 8.3
9.4 10,2 15.6 9.6 12.9
9.4 8.6 3.8 6.0 3.0 4.9
6.8 9.6 5.9 6.2 9.2 6.0
10.7 6.6 .6 5.3 8.1 2.9
9.6 9.4 10.5 6.7 9.5 8.6
4.8 10.2 116 2.4 7.5 6.9
232.4 7.3 8.9 9.6 [t 8.¢
229.4 7.7 14 134 7.1 2.5 10.2
235.7 6.9 6.8 6.1 7.5 6.8 6.8
267.2 20,5 9.7 11.0  10.3 158 10.9
2405 12.8  15.8 8.9 7.7 143 8.3
273.9 2109 8.8 1.1 11.e 152 1.3
Commodity and service group
- 4.0 113 6.5 1.2 12.7
255.6 143 0.2 2.6 69 12.2
269.1 17.1 3.7 .8 7.3 10.2
3.0 13 3.6 6.8 13.4
3 2901 45 3 e
6.0 3.3 46 5.5 4.6
1.3 35.8 7.6 -5 17.3
17.¢ 1.7 43 o 9.2
13.5 131 130 17.8 1303
10.8 7.5 8.0 8.8 9.1
16.2  16.9  17.2 236  16.6
9.6 110 9.3 16.1  10.3
9.5 1.3 10,0 111 10.4
12.5 8.2 5.6 8.1 10.3
2745 13.0 138 8.0 12.1
261.1 5.0 7.9
261. 5.0 9.7
260.0 5.9 9.1
274.0 6.4 111
2435 6.7
260.7 .9
300.0 .1
268.9 4.6
332.4 19.2
309.4 18.7
3.9
13.4
1409
1.7
-7
309.2 17.5
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TABLE 6. Consumer Pride Index tor urban wage earners and clecical workerss

otnervise not.

Area 1/

U.S. CILy average.....eeceasanes .

Chicago, [11.-Norchwestern Ind
Betroll, MICH. . covrraransessses
LoA--Loog sesch, Anabeis, calit.
H.¥.-Northeastern N.J
Prrisge phia, Pa.-N.J

Anchorage, Alaska.
Balcisore,

Boston, Mas:
Cincinnati, Ohio-ky.-ina
Denver-Boulder, Colo.
miani,
Milwaukee, Wi

washington, D.C.-md.~Va.

Atlanta, Ga.
Butfalo, N.Y
Cleveland, ON3o.
Dallas-Port worth,
Honolulu, Hawail...
Houston, Tex...
Kansas City, Mo.
Minneapolis-St. paals minn. - wis
Pictoburgh, Pa
San Francisco-Oaklana, Calif

Region 3/

Noctheant.
North Central
South....
west.. ...

Population size cl.

y

Region/population size class
cross classitication 3/

Northeast/A.

Northeast/s.
Nocth Central/s.
Soutn/i

"

Pricing
schedule

e ———— X233

TN

NRNN

TSI

NNNNNNNNRNRNRNNN

Other
index
base

10/67

11/17

R

Incexes
June
1981

Jul;
1981

274.6

CPI-W

Selectea areas, all itens index, 1967=100 unless

Percent cnange to

Aug.

Avg.
1980

1981 fron-

June  July

1981 1981
o
1
1

R ERREEN]

Ve

R

Percent change to
July 1981 frem-

July May  June
1980 1961 1981
10.7 2.0 1.2
10.0 3.0 l.¢
10.6 2.8 1.1
9.9 2.1 L3
10.0 2.5 1.7
9.5 2.1 1.1
7.5 .7 -
9.1 1.9 -
10.6 1.1 -
6.6 1.1 -
12.9 2.2 -
9.4 1.7 -
1.8 ° 2.7 -
10.6 2.2 -
10.7 11 -
3.5 3 -
13.1 2.7 -
10.4 2.3 -
$.1 1.4 -

R
RN

Caivaa
R

R

1/ Ares is generally the Standard neucpouun Suuluul Aces (SMSA), exclusive of faras. LA.- -Long Beach, Anahets, Calit.
te.

is a combination of two SMSA'

since 1973.

s, and
extensive Standard Conzolidated Are
1973, except for Denver-Boulder, Ca

rn N.J. and Chicago, Ill.-Northwestern Ina.

the moce

Axu doumuan- are those eatablizhed by the Office ot Mansgement and Budget in

. which doe

not include Douglas County. Definitions do not include cevisions made

2/ Poods, Cuels, and several other items priced every month in all areas; @ost other goods and pervices priced as indicated:

M - Every montn.

1 - January, March, May, July, September, and November.
2 - February, April, June, August. Ocr.obtr. and Decesber.

A-2 1,250,000 to

[ 385,000 to

< 75,000 i
han

our Census regi
gqreg.uonu "% aceas which have urban population as detined below:

o Less t 000,
Population size class A is the aggregation of population size classes A-1 and A-2.

NOTE: Price changs
Panily Budgets.

within aress are found in the Consunec Price Index; differenc

in-1iving costs anong ar

are tound in

R
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United States
Department X
of Labor -

Bureau of Labor Statistics Washington, D.C. 20212

Mary Lee Seifert (202) 523-1364 USDL-81~46%

Rathrya Hoyle (202) 523-1913 TRANSMISSION OF MATERIAL IN THIS
RELEASE 1S EMBARGOED UNTIUL 9:00 A.M.
(E.D.T.); Thursday. Seotemher 24, 1981

Advance copies of this reléase are made avallable to the press with
the explicit understanding thaty prior to 9 a.m. FEastern time: (1} Wire
services will not move over their wires cooy based on information in this
release,; (2) electrounic media will not feed such {nformatioan to member
stations, and (3) represeatatives of news organizations will not coatact
anyone outside the Bureau of Labor Statistics to ask questions about or
golicit comments about information in this release.

* ok R X X A F X F
¥k X X B K *

REAL ZARNINGS IN AUGUST 1981
Preliminary real earuings figures for August-—covering full-time aad part-
time workers on p.roduccton or nonsupervlso‘ry 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 earnlags--or earnings ia coastant dollars--for
August were calculated by adius'tlng earnings in currveat dollars for changes in the
Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

*Real gross average weekly earnings increased 0.5 percent from July to

August after allowance for the usual seasonal varfation. A 1.0 percent {ncrease
in average hourly e;rntnqs and a 0.3 percent increase {n average weekly hours
were partially offset by a 0.8 iacrease in the CPI-W. (See Table A.) .

Over the year,; real average weekly earanings were down 0.9 perceat. 4 9.4
percent increase in average: hourly -ea:nlngs and a 0.3 percent increase in average

- weekly hours were offset by a 10.8 percent {ncrease in the CPI-W. Before

adjustmeat for chaunges i{n the CPI-W and seasonal change, average weekly earnings
were $259.88 {a August compared with $236.79 a year earlier. (See Table 1.)

*Real spendable earnlugs--average weekly earnings raduced by soclal securlty

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

‘earned the average amount and then deflated by changes in the CPI-W--increased
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Table A. fomposition of change ia real earalngs (production or
nonsupervisory workers on private noafarm payrolls)

(1) (2) 3 (4) (%) (5) (&)
Real
“Month Average Average Average Consuner average Average Real
hourly weekly weekly price weekly tax spendabl‘e
earaings hours  earanings index l/ earnings effect 2/ earnings 2/
1980 Percent change from preceding moath, seasonally adjusted
August 0.9 0.3 1.2 0.8 0.4 0.2 0.2
Sept. 0.6 0.3 0.9 1.1 -0.3 0.1 -0.4
October 1.0 ° 0.9 1.0 1.0 (4 0.1 -0.1
Nov. 1.0 0.9 1.9 1.1 -0.1 0.1 -0.2
Dec. 0.5 0.9 0.5 1.9 -0.4 0.1 -0.5
1981
January 0.7 0.9 0.7 0.8 (4) 0.7 -0.7
Feb. 0.7 -0.3 0.4 0.9 =0.5 0.1 0.6
March n.7 0.3 1.0 0.5 0.4 0.1 0.3
April 0.7 0.3 1.0 0.4 0.6 0.1 0.5
May 0.5 -0.3 0.3 0.5 -0.4 (4) =0.4
June 0.7 =0.3 0.4 9.7 -0.3 (4) -0.3
July p 0.5 0.9 0.6 1.2 -0.%6 0.1 -0.7
Aug. p 1.0 0.3 1.3 0.9 0.5 0.2 0.4 .
1980 Perceat change from same month a year 4¢Q
August 7.9 -1.4 6.4 12.7 -5.6 0.9 -6.4
Sept. 7.8 =-1.4 6.3 12.6 =5.h 0.3 -5.4
October 8.6 1.1 7.3 12.5 -4.7 1.0 -5.6
Nov. 9.1 -0.9 8.2 12.7 -3.9 1.1 -5.9
Dec. 8.8 -0.3 7.9 12.5 -4.1 1.0 -5.1
1981
January 9.5 0.9 9.5 11.7 =2.0 1.8 -3.8
Feb. 9.5 -0.3 9.1 11.4 -2.1 1.8 -3.8
March 9.2 0.9 9.2 10.5 -1.2 1.8 -2.9
April 9.2 9.3 9.5 10.0 -0.4 1.8 -2.2
May 9.3 0.5 9.9 9.8 0.1 1.8 -1.8
June 8.9 0.3 9.2 9.5 -0.3 1.7 -2.9
July p 9.9 0.6 9.7 10.7 -1.0 1.8 -2.8
Aug. » 9.4 0.3 9.8 10.8 -0.9 1.8 =2.7

Note: The following relatioaships hold approximately:
columa (1) + column (2) = column (3)
columa (3) - colum (4) = colum (5)
column (5) - column (6) = colunn (7)

p = prelimninary

l/ The deflator for the constant dollar serles preseated in this ctelease is
derived from the the Consumer Price Index for Urban Wage Earners and
clerical Workers (CPI-W). :

2/ When comparing spendable earniags estimates for perlods subject to the same
Federal tax laws, the percent change in average tax effect Ls a measure of
the progressive effect of the Federal tax system on average earnings. This
is the case for comparisons within 1980 and withia 1981 and of 1980 to 1979
as the oaly tax law change effective {n 1980 was aa lacrease in the soclal
security tax base which was already above the level that would affect such
comparisons. In January 1981, both the social security tax base aad tax
vates increased. When comparing gpendabla earnlngs est{mates for periods
subject to differenc tax laws, {.e.; 1981 to 1980; the percent change ia
average tax effect reflects both the orogressive effect and the effect of
the tax law change. ¢

3/ Spendable earaings are caleulated by deducting soclal security and Federal

income taxes applicahle to a worker (in this case a macried worker with 3

Jdependents filing a jolat return) who earaed the 3ross average weekly

earnings of all production ot nonsupecrvisory workers.

4/ Less than 0.05 peccent.
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0.4 percent from July, seasonally adjusted. Over the year; real spendable
earnings were down 2.7 perceat. (See footuote 2; table A; for explanation of
over-the-year average tax effect.)

*The Yourly Earnings Index in dollars of constant purchasing power was

up 0.4 percent from July to August. Compared with a year ago,/ the index was down
1.4 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-wage and low-wage industries.
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Explanatory Notes

The earnings series presented in this release are de-
rived from the Bureau of Labor Statistics monthly
establishment survey of employment, payroll, and
hours. The deflator used for constant dollar earnings
series presented in this release is derived from the Con-
sumer Price Index for Urban Wage Earners and Clerical
Workers (CPI.W).

Earnings series from the monthly establishment
survey are estimated arithmetic averages (means) of the
hourly and weekly earnings of all production or non-
supervisory jobs in the private nonfarm sector of the
economy. Weekly earnings estimates for each industry
are obtained by dividing the estimated industry
payroll—for all production or nonsupervisory jobs—by
the corresponding employment level. Hourly earnings
est'mates are similarly derived by dividing payroll by the
number of corresponding paid hours. The weekly and
hourly earnings estimates for aggregate industries, such
as the major industry division and the total private sec-
tor averages reported in this release, are derived by
summing the corresponding payroll, hours, and
employment estimates of the component industries. As
a result, each industry receives a ‘‘weight’’ in the
published averages that corresponds to its current level
of activity (employment or total hours). This further im-
plies that fluctuations and varying trends in employ-
ment activity in high-wage versus low-wage industries as
well as wage rate changes influence the earnings
averages. The Hourly Earnings Indexes (HEI's) adjust
for this effect by assigning a fixed weight to the various
component industries that is derived from the in-
dustries’ base period aggregate paid hours estimates.
The HED's utilize a further adjustment to the component
industries in the manufacturing sector to adjust for the
varying impact that overtime hours have on the earnings
estimates. The manufacturing sector is the only sector
for which the requisite overtime data are available.
There are no attempts to adjust the HEI's for the impact
of fluctuations and varying trends in occupational
employment within industries and other factors which
also influence the trends in earnings averages.

Spendable Earnings are calculated from the average
weekly earnings estimates by deducting the social secu-
rity and Federal income taxes applicable to a single
worker or to a married worker with three dependents
who earned the gross average weekly earnings of all pro-
duction or nousupervisory jobs. Real Spendable Earn-

ings are spendable earnings expressed in constant (1977)
dollars.

There are several characteristics of the series
presented in this release that limit their suitability for
some types of economic analyses. 1) The denominator
for the weekly earnings series is the number of private
nonfarm production or nonsupervisory worker jobs.
This number includes full-time and part-time jobs as
well as the jobs held by multiple job holders in the
private nonfarm sector. These factors tend to result in
weekly earnings averages significantly lower than the
corresponding numbers for full-time jobs. 2) Annual
earnings averages can differ significantly from the result
obtained by multiplying average weekly earnings times
52 weeks. The difference may be due to factors such as
turnovers and layoffs. 3) The series are the average
earnings of all production or nonsupervisory jobs, not
the earnings average of *‘typical’’ jobs or of jobs held
by “‘typical”” workers. Specifically, there are no ad-
justments for occupational, age, or schooling variations
or for houschold type or location. Many studies have
established the significance of these factors and that
their impact varies over time.

The Bureau of Labor Statistics also publishes current
earnings data from the Current Population Survey, and
those data can be analyzed without some of the limita-
tions noted above for the establishment survey series.
The cps data, for example, can be used to compare the
earnings of household heads to those of other
demographic groups. For more information on the CPs
data, see 8LS Report 601, ““Technical Description of the
Quarterly Data on Weekly Earnings from the Current
Population Survey.”’

Seasonally adjusted data are preferred by some users
for 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 underlying trends
and cyclical movements. Changes in average earnings
may be due to seasonal changes in the proportion of
workers in high-wage and low-wage industries or occu-
pations or to seasonal changes in the amount of over-
time work, and so on. The seasonally adjusted data are
presented in table 2.

Income tax law changes that become effective during
the year may produce misleading year-to-year com-




132

parisons of changes in the tax liability from the spend-
able earnings series. For example, in 1977, the calcula-
tion of spendable earnings following the enactment of
the Tax-Reduction and Simplification Act of 1977, ef-
fective June 1, 1977, concentrated the entire 1977 reduc-
tion in the subsequent 7 months of that year, The
Bureau of Labor Statistics develops and publishes ‘‘an-
nual average' spendable earnings formulas which
distribute the impact of tax law changes over the entire
calendar year. These formulas can be used to make
meaningful year-to-year comparisons in tax liability
changes.

For a comprehensive discussion of the spendable

earnings series and other wage data, see the following
articles: Jack Alterman, ‘‘Compensation per Man-Hour
and Take Home Pay,”” Monthly Labor Review, June
1971; Thomas Gavett, ‘‘Measures of Change in Real
Wages and Earnings,”” Monthly Labor Rev.ew,
February 1972; Norman Samuels, ‘‘Developing a
General Wage Index,"”” Monthly Labor Review, March
1971; Paul Ryscavage, “Two Divergent Measures of
Purchasing Power,”” Monthly Labor Review, April
1971; and, Paul O. Flaim, ‘‘Weekly and Hourly Earn-
ings Data from the Current Population Survey,'
Special Labor Force Report 195, Bureau of Labor
Statistics, 1977.
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Table 1. Paraltgs of proluctlen or casupsrvisary wockers on privats nomigricultural payralls hy aajor tafuszry diviston

Gross aversge | Tourly sacnilegs Groes avecage Spendable average veekly earniags 2/
bourly earaiags tadex 1, veekly earnings Garcied varker STagle worker
ladustey (1977 = 106) -wteh 3 wity no

iny. [Tely Tl
1980 }1981p[19815§1989 |19815]19310

Faly [Aug . |Auznat

July [Wwiuar |Ranat | Jaly |Aweust [Rugust | July  [Aegust
19915 | 1981 | 1980 | 19s1p | 1981p | 19%0 | 1981p | 19815

TOTAL PRIVATE: 3/
Carrent dollaraseceensss
Constant (1977) dollarss| 4.95] 4.79| 4.79] 93.2| s1.8] 91.0

Mialag:
Curvent dollars.........| 9.16]10.07{10.17[135.0{148.50149.4
Conataat {1977) dollarsd] 6.66) 6.55| 6.48] 99.2] 98.1} 98.1

Construction:
Cucrent dollars.........}10.06|10.73§10.83[123.61131.9]132.9
Conscant (1977) dotlarsp] 7.304 7.095 7.11 89.9| 37.14 87.2

Manufactur tng:
Curcent doliars.........| 7.30| 8.02| 3.93[130.9{142.4[143.0
Constant (1977) dollsrsal 5.3t] 5.30{ 5.27[ 95.1f 94.1) 93.9

Transportation ani

public utilicte
Cutrent dollars.
Constant (1377} dollars:

8.94) 9.73] 9.95[127.9]139.4]142.4
6.50{ 6.43} 6.93| 93.9} 92.1{ 93.5

Trade, wholesale and
tetatl:

Curcent doliars..vaasnas| 5.49( 5.91{ 5.92[128.6]138.2[138.7

Constant (1977) dollarsa} 3.99] 3.91} 3.39] 93.5| 91.4 91.1

Pinance; Lasuraace.

and real sstate
Current dollars. voo| 5.93] 6.28] 6.36/128.0{137.8|139.4,
foustant (1977) dollarsa! 4.24] 4,15 4.18) 93.1 91.1] 9t.5
Servicea:
Cucrent dollars.ecessens| 5,911 6,33} 6.401125.4[136.5]138.0
Constant (1977) dollaesh] 4.23] &4.18] 4.20] 91.2 90.3} 90.5

$6.471$7.24167.30{128.2]138.91140.5$235.79

272.16,

$257.02($259.98{$207.69[$221.691$223.95(5190.01|$202.80|5204.79
169.978 170.44] 151.08] 156,92 146.98| 139.19] 134.04] 134.46

436.02] sa1.38] 325.23] 349.74] 355.95] 293.99] I14.57] %94
295.86) 289.81] 236.53) 231.18] 232.99] 213.74| 207.91| 209.42

a04.52] 405.04] 319.10] 329.29] 329.55) 291.19] 297.06| 297.37
267.36] 245.95] 225.53{ 217.53% 216.45| 204.50] 196.34] 195.25

317.59] 320.40| 246.25| 266.99 269.92{ 225.11| 243.40] 245.1%
209.91| 210,37} 179.09| 176.66] 176.54] 153.72| 160.97] 150.98

197.25| 396.01] 295.94| 317.31| 323.18 269.90} 236.81¢ 292.91
255.95| 260.02{ 21%.1%] 209.72{ 212.33] 195.56] 199.56} 191.73

193.26) 193.58] 154.90] 173.07] 173.31] 149.50} 157.57) 157.91
127.73) 127.10] 119.93] 116.39] 113.80] 108.00} 104.14] 193.52

227.96] 231.50| 199.38] 199.90| 202.47) 171.94] 182.65( 185.11
150,57} 152.00] 137.00] 132.06| 132:94] 125.06} 120.72] 121.54

208.99| 211.20} 173.33] 185.15} 186.94] 157.49] 168.38] 170.55
138.06] 138,67} 126.06] 122.38) 122.74] 114.83] L11.62) 111.98

p = praliminacy

1/ Adjusted for ovartiue (nanufacturing oaly) aod {ater-
tndustey swployrent shifts.

2/ Speiable earntngs are calealated by feducting soctal
sacurity sad Federal incose taxes applicable to 2 worker who
sataed the 3ross average weekly eacnings of all productlon of
aonsuparvisory workers. 4 techalcal note on the calculatlon
and uses of ths spendable eicaings series (s avallable oa
request.

3/ 7ata relate to production and related workers {1 ataiag
and “manufacturing; comstruction workers {a coustruction; and
aonsupervisory workers i transportatlon and pihlic utllities:
trade; flnance, finsarance; and real sstate, and services.
facluded L this group ace approxieately four-fifths of 1ll
workecs on private industry paytolls.

4/ Tha deflator for the constant dollar sertes preseated
in This relesse'ts derived from the the Consumec Price Index
for Uchan Wigs Earners and Clerical Workers (CPL-¥).
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Table 2. Carnings of production or nonsupervisory workers on private nonagricultural payrolls; seasonally ndjusted

1980 991
Asqust | Sept. bet] Wov. | Hec. | January] ¥eb. | Wsreh | spril | ey | Jase (July b |Ag. 3
<

GCross aversge

s6.721 s6.76 $5.93) s6.90] s6.94| s6.99] s7.08| sr.00| sr.a4f s8] sr.z3] sr.21] sroae
Constant (1977) dollarsi/. 490 ea7]  so98l es7f  ass|  auss]  auss]  aane]  aoms]  eiss|  ass]  alm2]  ause
Hourly escnings todex 27

(1977 = 100) .
128.7) 129.4f 130.8] 132.1] a3zel 13| ussof sl 13e.7] 1ara] el 1m.0] wen.s
Constant (1977} dolla 93.9f 9331 93zf 933 9r.7| 92.8] 92.7] 92.8] evaf 93l e2.9 e2.2] 92.8

e $236.545238.6315241.10]$243. 57| $244. 98] $246. 75 $247.41($250.28{$252.75[8253.45{$254.50] $255.90($259.10
1/, 172.53] 172,08} 172.09] 171.89] (71,19 t71.12| 170.20] 179.96] 172.06} 171.37] 170.92| 169.91] 170.59

Curreat dollars
Coustent (1977) dolla
Sptud.lhll 1verage
ekly sacnings

Cu!rcnl: dnlllrl 207.49] 209.08} 210.95| 212.93] 213.90} 213.96] 214.75] 216.52| 218.48| 219.00] 219.80] 220.85{ 223.26
Constant (1977) dollar l/. 151.34) 150,74} 150.57] 150.20] 149.48] 14B8.38] 147.49] 167.96} 148.73] te8.07] 147.52] 146.55| 147.08

peprelintnary. . 3/ Spendable earntngs are calculated by deducting socisl
1/ e deflator for the constant dollar series presented securlty ani Federal lacoms tazes applicable to s wocker {tn
in This rtelease Ls lerived frow the the Consumer Price [ndex this case a married vorker with J dependents flling 4 f{olnt
for Ucban Uage Zarners and Clerfcal Workers (CPI-W), Teturn) who earned tha groes aversge weekly eacalngs of 1ll
2/ Ses footnote 1; table 1. oroduction oc nonsupervisary wrkers.

Table 3. Percentsge change 1/ over the year in earntaqs of productlon or nonsupervisory wockers
on private nonsyricultural payrolls by wajor tadustry diviston
August 1930 - August 1981

Rourly earniags | 5ross verage Spendsvle avarage weekly earnings 37

tndex 2/ veekly earniags Marriad worker | Single woeker with
(1977 =" 190) with 3 depenients 70 dependeats
Carrent|(1977)4/] Current|(197118/] Curcent|[(197147| Currear] (1977387
dollacs|doltars | dollars dollarsldollacs | dollarsdollars
TOTAL PRIVATE, . 9.1 -1.4 9.8 1.8 -2.7 7.9 -2.7
Malw.... . 10.7 0.t 1. 9.1 -1.% 8.3 -2.9
Construct ton, . 7.5 -1.9 8.7 6.3 -4.0 5.9 -4.5
Manufacturing . 9.4 -1.3 1.4 9.2 -1 8.9 -1.7
Transportacion and piblic atiiittes. 1.3 0.5 1.5 9.3 -1.3 B.6 -2.0
Teade, vholessle and rezatl.. 7.9 -2.6 7.9 5.1 =5 5.3 -4l
Flnance, insursace, and teal 2.9 -t.7 9.4 7.5 -39 1.6 -2.8
Service 10.1 -0.6 9.8 7.9 -2.4 B.9 ~2.5
1/ Based on preltatnary data for the curceat wonth of 11l oroduction or nonsupervisory vorkers.
(44t are not sevsonally adjusted). &/ The Jeflator for the constaar dollar secles
2/ See footnote l. tadle 1. steseated {n this rele s derived fron the the
3/ Spendable caralags are calentated by Zeducttng Consumer Price Index for Urban Wage Earners and Cleri-
socal security and Pedecal (acome taxes apolicable to cal Vorkers (CPI-W).

4 workee vho earned the qross avecige weekly earnings
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Representative REuss. Mr. Jordan, please proceed in your own
way. I'm aware of the fact that you haxe a date downtown and will
have to leave here sometime before 11 o’clock, but I think we can get
through with the enlightenment that you're going to give us by that
time. The Consumer Price Index, as I understand it, went up 0.8
percent in August, which works out to just a little under 10 percent
annually and is in line with recent CPI inflation.

Would you describe what has happened and perhaps break it down
a bit so we can examine it?

STATEMENT OF HON. JERRY L. JORDAN, MEMBER, COUNCIL OF
ECONOMIC ADVISERS

Mr. Jorpaw. Yes. Thank you, Mr. Chairman.

Tor the first 8 months now of 1981, we have seen a pattern of in-
flation measures emerge: Some of the series that you mentioned, the
Consumer Price Index or the variations of-it, the Producer Price
Index, the GNP deflator, all suggest that inflation is going to come in
under 10 percent for the full year of 1981.

A midyear review by the administration looking at all of 1981
indicated that we thought the Consumer Price Index would be slightly
under 10 percent in 1981 compared to 1980.

The broader measures of inflation, the gross national product
deflator, would be well under 10 percent. The figures in our July
forecast were revised downward compared to our February forecast.
We have now seen a pattern where most private forecasters are re-
vising down their inflation forecast, not only for 1981 but for 1982.
We think that we are on course and that inflation will decline further
by 1 or 2 percentage points in 1982.

Representative REuss. The Department of Labor’s Bureau of Labor
Statistics’ release accompanying these figures breaks down to some
extent what happened in August. It says that indexes for transportation,
and food and beverages rose less than in July. That tends to indicate,
does it not, that the oil market softness which dealt OPEC a happy
blow, and the beneficent effect of the weather on crops, were helping us
all by keeping those two items from zooming upward as they have in
the past? Is that a fair statement?

Mr. Jorpan. Yes; we do look at individual components on a month-
to-month basis as we do to try and understand what the pattern is,
the changes. We do take account of the factors you cite.

For instance, in July, the transportation component was influenced
bff some midyear fare or rate increases in transportation, but the over-
all pattern there is very favorable. 4

epresentative REuss. The Bureau of Labor Statistics’ release goes
on to say that housing costs did register a substantial advance in
August, though it was not as bad as in July, and accounted for one-half
of the total August Consumer Price Index increase. That is very largely
due to extraordinarily high interest rates, is it not? ]

Mr. Jorpan. Yes; it's mainly the reflection of earlier increases 1n
mortgage rates that are averaged into the Consumer Price Index over a
%el"lod of time. That was a fairly predictable component of the Consumer

rice Index. As interest rates generally decline for the balance of 1981
and as we move into 1982, we are expecting that component of the
Consumer Price Index to show much smaller increases or even some
actual declines.
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Representative REuss. Well, then, would it be fair to say overall
that for the improvement in inflation in the August figures we can
thank God and a bountiful harvest for the food decrease and thank
the confusion in the ranks of OPEC for the transportation and energy
decrease, but the item that really looked bad, housing c osts, is largely
due to high interest rates, and those are the results of policies under-
taken by the Government of the United States?

Mr. Jorpan. We don’t look at what’s happening to housing costs—
interest rates—as being a reflection of policies undertaken in 1981, but
earlier policies that were inflationary. We still view the interest rates
as being mainly a function of inflation and inflation expectations which
are built up over very long periods of time, and so the increases, es-
pecially in some of the longer term interest rates such as the mortgage
rate, we think reflect the fact that the economy is still suffering from
very substantial overall inflation and inflation psychology, and so
these interest rate levels are not a target of policy—they are not an
instrument of policy; they are something that we think that the policies
will work to bring down, given time. ‘

When you look separately at the various components of the inflation
measures in the overall Consumer Price Index, you can explain at
times why from month to month or even over a 6-month period one
component goes up or another component goes down. But when you
look at the total Consumer Price Index, it still reflects the fact that
monetary growth has been lagged out over a 2-year period or much
longer. The correlation between the rate of growth of the money supply
and the Consumer Price Index 2 years later is quite good and we think
that there’s no accident that the rate of monetary growth in 1979
during the spring and summer, the second and third quarters, was
about a 10-percent annual rate, at that time about the highest rate of
growth supply for two quarters that we had ever seen, and now 2 years
later we are seeing inflation running around the 10-percent rate.

Now our analysis suggests that monetary growth having declined in
1980 and continued to decline in 1981 is a pretty good predictor that
inflation in 1982 and 1983 will similarly decline.

Representative REuss. My goodness, I wish you had told us all that
last February. Of course, you weren’t around. You didn’t join the
Council until when? .

Mr. Jorpan. April.

Representative REuss. So you're exempted from my churlish com-
ments. But good Lord, your leader, our friend Murray Weidenbaum,
was up here in February saying, “Look, you just pass the President’s
program of budget cuts and a big tax decrease, and with firm control
over the monetary aggregates by the Fed, interest rates will come down
and the stock market will go up.” A lot of people believed him and, of
course, just the opposite is true.

The President’s program was passed by Congress with remarkable
speed and almost immediately there ensued even more atrocious in-
terest rates and collapse of the stock and bond markets. Next time, if
it was all foreordained in what happened in 1979, please tell us that
enacting your program isn’t going to do any good until 2 years.

Mr. Jorpan. That's as far as the Consumer Price Index. Our re-
luctance to forecast inflation coming down even faster—I'm more
optimistic probably than most private forecasters on inflation, but
knowing that the lags are fairly long between monetary actions, and
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the inflation rate constrains us from becoming as optimistic as I
would like to be about inflation. )

As far as interest rates go, it’s certainly been disappointing that
short-term interest rates haven’t declined sooner and started pulling
down longer term rates, but we have noticed in the last 5 weeks that
short-term interest rates have been declining week in and week out,
and since the time the President signed the tax package in early Aug-
ust, within a short period after that, the Federal funds rate started
declining, and it’s now declined almost 250 basis points in the last
5 weeks, and we think that’s a very favorable trend and we are ex-
gecting continued declines in short-term interest rates through the

alance of this year and into next year and that will pull down long-
term interest rates, including the mortgage rate.

Representative REuss. Well, what happened to the big psychologi-
cal boost that the stock market was alleged by the administration to
start receiving the moment the President’s program was passed? The
Dow Jones is down 100 points since the President, amid toasts of
champagne, signed the tax bill. What went wrong here?

Mr. Jorpan. I don’t know that something went wrong on the stock

market. T have never been able to predict it. I have been amazed at
the people that have had even a mild degree of success at times at
predicting the stock market. I don’t know whether they were smart or
lucky, but I know I don’t know how to do it.
" Interest rates I'm more comfortable about as to what the relation-
ships are—a general relationship over a period of time related to mon-
etary growth and inflation—but that has never helped me in knowing
what to make of the stock market.

We were encouraged that the dollar was so strong in 1981 as a
symbol of confidence in the U.S. economy, real rates of return on
real investments rising, being attractive to both our own citizens
and to foreigners. Americans who had previously been investing
abroad decided to repatriate their assets and bring them back home
and foreign investors finding it attractive, and the price of gold
going down, which I take as a symbol of confidence that the dollar
was looking a lot better. .

So to pair these up with what has happened in the stock market
is difficult. It may be the stock market reflects short-run concerns
and uncertainty about the ultimate outcome over the budget, but
I don’t know what to make of it as far as relating it to the tax package.
The budget is still an unsettled matter.

Representative Rruss. Well, if the stock market is as flaky as

you believe it is, was the administration justified in proclaiming
that the assets of its program would result very promptly in improv-
ing the stock market, as it did? Would you have done that if you
had been here?

Mr. Jorpan. No; I have no confidence in my ability to predict
the stock market. .

Representative Reuss. Well, I wish you had been here.

The September 14 issue of Bond Week quotes an analyst for Jef-
fries Co. as saying:

The Federal Reserve has eased its monetary policy in the past 2 months.
That easing has had major implications for the bond market and, along with
worries over the budget deficit, has increased concern among bond buyers that
the pace of inflation could flare up again in 1982 and 1983.
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Where, in your judgment, is the Federal Reserve going astray at
the present time?

Mr. Jorpan. I don’t believe they are going astray. I think that
.what he may be referring to is the fact that the short-term interest
rates have been declining. That in many ways is an encouraging
sign, but I do not view it as a more stimulative policy. We think that
the long-term effect of relatively slow monetary growth is going to
be declines in both short-term and long-term interest rates, but we
were aware that short-term interest rates had to decline first. We
were concerned that people might misinterpret declining short-term
Interest rates as being a caving-in on the will to fight against infla-
tiﬁ)n, and I don’t believe that that is the correct interpretation at
all.

We expect interest rates to decline the rest of this year and all of
next year, but we don’t think that that should signal that we are
not as determined to fight against inflation or that the Federal Re-
serve is not persisting in its anti-inflation policies. We think that
declining interest rates is consistent with a restrictive anti-inflation
monetary policy.

What was disturbing in the last couple days was some fairly sharp
declines in short-term interest rates with increases in long-term
interest rates and the dollar showing a little weakness. That may
signal that inflation psychology for the longer term is not improving,
that there may be a belief that in the near term there will be less
inflation, less credit demands, but that long-term investors are still
unwilling to revise down their expectation of inflation over the next,
say 10 to 20 years, and we view that as a very serious problem,

Representative Rruss. One final question. You just said that
long-term investors may be feeling that while inflation is going to
get better for the next few months that it may flare up again. Do you
think those long-term investors are out of their minds in having that
feeling or do you think they could be well grounded?

Mr. Jorpan. Well, I think it's a very rational response. The risks
are not symmetrical for long-term investors. Even if they think the
probability is maybe only 5 or 10 percent that inflation will rise
again, if that 5 or 10 percent turned out to be true, they would not be
happy about having bought long-term bonds when later the interest
rates go back up and the prices decline. They have done that several
times before. One comment to me from a Wall Street investor was
that he didn’t know anybody that hadn’t lost their last job from
buying bonds too soon. So they say, yes, they believe in the program
90 or 95 percent, but there’s that little bit of doubt that causes them
to hold back. Until they see what happens on the budget and know
the total fiscal package is put together and consistent with the mone-
tary policy, they are unwilling to start buying long-term securities.

Representative Reuss. Thank you very much, Mr. Jordan. We
appreciate your frank answers and your being here. And knowing
that you need to get back, I’'m going to adjourn the committee.

We now stand adjourned. .

[Whereupon, at 10:30 a.m., the committee adjourned, subject to
the call of the Chair.]
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