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GOVERNMENT PRICE STATISTICS

TUESDAY, JANUARY 24, 1961

CoxGress or THE UNITED STATES,
SUBCOMMITTEE ON ECONOMIC STATISTICS OF THE
Joint Economic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to notice, in the Old
Supygr_ne Court Chamber, the Capitol, Hon. John J. Sparkman,
presiding.

Present : Senators Sparkman and Bush ; and Representative Curtis.

Senator SparkMaN. Let the subcommittee come to order.

This morning the Subcommittee on Economic Statistics of the Joint
Economic Committee opens public hearings on the price statistics col-
lected and disseminated by the Federal Government. Price changes
have an important bearing on many public and private economic poli-
cies, and have been a matter of continued interest to the Joint Eco-
nomic Committee from its organization almost 15 years ago. These
hearings will be based on a report submitted to the Bureau of the
Budget by the National Bureau of Economic Research entitled “The
Price Statistics of the Federdl Government.”

This report was prepared at the request of the Bureau of the Budget
and enlisted the time and talents of a distinguished group of experts.
At this morning’s hearing, we welcome Dr. Raymond T. Bowman,
Assistant Director for Statistical Standards, Bureau of the Budget,
who will present the report, summarize it and give some of the back-
ground. As soon as the full committee’s work in connection with the
President’s Economic Report is completed, and the report filed with
the Congress, the subcommittee expects to hold additional hearings at
which we shall hear from the members of the committee who prepared
this report, various technicians from Government agencies involved,
private experts and users of such statistics.

Dr. Bowman, it is a pleasure to welcome you again to a hearing of
this subcommittee. You may proceed in your own way, and make
such statement as you see fit. We are glad to have you.

STATEMENT OF RAYMOND T. BOWMAN, ASSISTANT DIRECTOR FOR
STATISTICAL STANDARDS, BUREAU OF THE BUDGET

Mr. Bownman. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, I want to thank
you very much for your invitation to appear before your sub-
committee.

On behalf of the Bureau of the Budget, I wish at this time to trans-
mit to your committee, for subsequent review and appraisal, a report,
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“The Price Statistics of the Federal Government,” submitted to the
Bureau of the Budget by the National Bureau of Economic Research.

Senator Sparkman. The full report and its attachments will be
printed as a part of these hearings.

(The report referred to wiligsbe found at the end of this day’s
proceedings, pp. 9-526.)

Mr. Bowman. Thank you, Mr. Chairman.

I understand that it is the intention of the Subcommittee on Eco-
nomic Statistics to hold hearings at a later date at which the mem-
bers of the Price Review Committee, which prepared the report, repre-
sentatives of the appropriate Government agencies, and other tech-
nicians and economic analysts will be invited to testify. Such hear-
ings will be of major importance in formulating the eventual recom-
mendations and actions which will be required to achieve better price
statistics. The interest of the Joint Economic Committee in the de-
velopment of more adequate and better integrated Federal statistics
has been of major assistance in the past. Your continued interest and
expert discernment of the statistical needs, as evidenced by these
hearings on price statistics, are extremely welcome. It is my expecta-
tion that these hearings will be as productive of real improvement
as were the earlier hearings on a similar report analyzing the national
accounts.

The report on price statistics is the work of a special committee of
distinguished economists and statisticians appointed by the National
Bureau of Economic Research under a contract made for that pur-
pose by the Bureau of the Budget. )

The title of the committee was the Price Statistics Review Com-
mittee of the National Bureau of Economic Research. The Commit-
tee included individuals of outstanding ability in the fields of eco-
nomic and statistical analysis as well as extensive experience in the
practical problems of compiling economic statistics both under the
auspices of the Government and in private research organizations.
Tt was thus a broadly representative group encompassing various
professional points of view in regard to the price statistics field. The
members of the committee were: Dr. George J. Stigler, University of
Chicago, Chairman; Dr. Edward F. Denison, Committee for Kco-
nomic Development; Dr. Irving Kravis, University of Pennsylvania;
Dr. Albert Rees, University of Chicago; Dr. Richard Ruggles, Yale
University; Dr. Boris Swerling, Stanford University; Dr. Dorothy
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Brady, University of Pennsylvania; Dr. Philip J. McCarthy, Cor-
nell University.

The Price Review Committee also arranged for the writing of 12
papers dealing with special problems. These papers are not an in-
tegral part of the report, and their recommendations, except where
specifically included in the report, must be considered as those of
the respective authors. They contain a great deal of useful supple-
mentary information on the price statistics of the Federal Govern-
ment and make recommendations or provide comments on significant
problems in the price collection and price index area. The National
Bureau submitted them for consideration along with the Committee’s
report and I have attached them to the report presented to this hear-
ing in the hope that they may be printed as supplemental material

with it.
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Representative Curris. Mr. Chairman, I want to be sure that is
what he referred to earlier. ]

Senator SparemaN. As I understand, that is the material you re-
ferred to a while ago.

Mr. Bowman. Yes,sir, it was all together.

Representative Cortis. Very good.

Mr. Bowsman. Thank you, Mr. Chairman.

The authors and titles of their papersare: : )

Philip J. McCarthy: Sampling Considerations in the Construction
of Price Indexes with Particular Reference to the U.S. Consumer
Price Index.

Victor Zarnowitz: Index Numbers and the Seasonality of Quan-
tities and Prices. ,

Harry E. McAllister : Statistical Factors Affecting the Stability of
the Wholesale and Consumers’ Price Indexes.

Eleanor M. Snyder: Cost of Living Indexes for Special Classes of
Consumers.

John Flueck: A Study in Validity: BLS Wholesale Price Quota-
tions.
p Peter O. Steiner: Consumer Durables in an Index of Consumer

rices.

Albert Rees: Alternative Retail Price Indexes for Selected Non-
durable Goods, 1947-59.

Zvi Griliches: Hedonic Price Indexes for Automobiles: An Econo-
metric Analysis of Quality Change. '

"~ Walter Y. Oi, David E. Lund, and Paul P. Bestock: An Index of

Motor Freight Rates.

Geoffrey Shepherd: Appraisal of Alternative Concepts and Meas-
ures of Agricultural Parity Prices and Incomes.

Ear]l R. Swanson: Unit-Value Pricing of Prices Received by
Farmers. _

Reuben A. Kessel: The Measurement and Economic Implications of
the Inclusion of Indirect Taxes in the Consumers’ Price Index.

I should like to explain briefly the background and circumstances
under which the report was prepared. :

The price statistics of the Federal Government make up an im-
portant segment of the factual data which constitute our economic
and social intelligence. They are widely used not only by the Federal
Government, but by all segments of our economy, business, labor,
State and local governments, and research organizations.

In addition to the knowledge which they provide about the price
movements themselves, they are also the link to measures of real out-
put by their use as deflators and they help in the assessment of the
growth in economic well-being generally.

The importance of these data for economic analysis has gained
special recognition in recent years due to the general interest in evalu-
ating the effects and forces of inflationary trends in our economy.
Hearings of the Joint Economic Committee on the Relationship of
Prices to Economic Stability and Growth for the 85th Congress and
on Employment, Growth, and Price Levels for the 86th Congress
focused attention on the need for reliable price statistics for the
analysis of current economic problems of the highest importance.
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A comprehensive critique of the Consumer Price Index was pub-
lished by the President’s Committee on Cost of Living in 1945 and a
special subcommittee of the House Committee on Education and

abor held extensive hearings on the Consumer Price Index and
issued a report in 1951. Other congressional reports, including those
of this Committee, have touched on the problems of the various
indexes discussed in the report submitted to you today.

The Bureau of the Budget is aware that notable improvements and
modernizing changes have been made in the price statistics of the
Government during the past decade. Nevertheless we believed, in
view of the importance of the problems involved, that the time had
come for a complete reexamination and reevaluation of the price
statistics program of the Federal Government with a view to the
development of recommendations for its continued improvement.

Such a review was appropriate at this time for the further reason
that the Department of Labor was beginning a 5-year project to
revise the Consumer Price Index and the results of the Review Com-
mittee’s deliberations could be given consideration before the new
index is published in January 1964.

The task outlined by the Bureau of the Budget and accepted by the

. National Bureau of Economic Research was broad in scope. It called
for a review of uses, concepts, methods and research activities related
to the Federal price-statistics program. No part of that program was
excluded and the Review Committee was free to study related prob-
lems that it considered important and was instructed to take into
account not only the needs of the Government, but also those of busi-
ness, agriculture, labor, and the general public.

The Committee was asked to give special attention to the four
major price series which the Government compiles. These are the
Indexes of Prices Received and of Prices Paid by Farmers, compiled
by the Agricultural Marketing Service, U.S. Department of Agricul-
ture, and the Indexes of Consumer Prices and of Wholesale Prices,
compiled by the Bureau of Labor Statistics, U.S. Department of
Labor. The greater part of the report of the Review Committee
relates to these indexes, although several other areas, such as export-
import prices are also discussed.

The Price Statistics Review Committee met at approximately
monthly intervals beginning in the autumn of 1959. Discussions were
held with the staffs of the statistical agencies in Washington respon-
sible for compiling the major price indexes and with officials of other
agencies. A substantial amount of special work involving compila-
tion of data and analysis was performed by the major price-statistics
agencies at the request of the Committee, and staff members of the
agencies cooperated fully in making their time available for discussion
with Committee members.

A preliminary draft of the Committee’s report was made available
to the statistical agencies for comment and, after the receipt of such
comments, the final draft of the report was transmitted to the Bureau
of the Budget by the National Bureau of Economic Research on
November 30, 1960.

The Bureau of the Budget believes this report from the National
Bureau of Economic Research provides the expert guidance sought.
Its recommendations deserve and will receive very careful considera-
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tion. It will be the task of the Bureau of the Budget, in consultation
and cooperation with the price-statistics compiling agencies of the
Government, to arrive at joint decisions as to what extent and in what
manner the recommendations of the report can best be implemented.

The summary of the conclusions reached by this Committee is at-
tached to this statement. At this time, the Bureau of the Budget is
making no comments on these recommendations, since they are still
under study. However, I shall be glad to place myself at the disposal
of this subcommittee to appear again after other witnesses have been
heard, and try to answer any questions which the subcommittee may
care to ask.

May I repeat again my appreciation of the interest of this com-
mittee in the development of improved Federal statistics. Your at-
tention to our problems is sincerely appreciated.

Senator SeparkMaN. Dr. Bowman, you have this summary.
Would youread it? We will follow you.

Mr. Bowman. I would be happy to.

The Price Statistics of the Federal Government: Review, Ap-
praisal, and Recommendations:

SUMMARY

The Price Statistics Review Committee has made a detailed study
of the three main price indexes compiled by the Federal Government:
the Consumer Price Index, the Wholesale Price Index, and the indexes
of prices received and paid by farmers. Much of the report of the
Committee is concerned with detailed questions (which, however, have
substantial influence in the indexes) such as the appropriate detail of
specification of the commodities whose prices are collected. Portions
of the committee’s recommendations aimed at improving the quality
of the price indexes can be summarized as follows:

I. ALL INDEXES

1. Schedules of periodical revisions of weight should be adopted.

(I might say, Mr. Chairman, that it has been our practice to periodi-
cally revise the weights of the indexes about every 10 years. The
Committee does suggest that it might be wise to consider some revision
every 5 years.)

2. Probability sampling should be used, so that the precision of
the index can be measured.

3. New commodities should be introduced more promptly.

4. The price collection agencies should be given funds for research
divisions. The development of methods of coping with quality
changes (some of which are discussed in the report) should be a
major task of such divisions.

II. CONSUMER PRICE INDEX

1. The present index should be extended to include single persons
as well as families, and the index should cover rural nonfarm as well
as urban workers. A

2. A more comprehensive index for the entire population, not only
the wage and salary earners, should be made.
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III. WHOLESALE PRICE INDEX

1. The structure of the overall index should be revised to reflect
the prices of a condensed input-output table for the commodity pro-
ducing industries.

2. The individual product prices should, where feasible, be col-
lected from buyers (not from sellers, as at present) to get more in-
formation on actual transaction prices.

IV. INDEXES OF PRICES RECEIVED AND PAID BY FARMERS

1. The statutory prescriptions of the obsolete base (1910-14) and
the inappropriate use of interest and taxes per acre, which are not
prices, should be reconsidered.

2. The coverage of the indexes (particularly that of prices paid for
living) should be increased.

3. The indexes for farms as production units should be segregated
from the index for farms as consumer units.

4. The method of pricing should be shifted over to “specification
pricing,” and enumerative methods of collecting data should be
adopted at least for commodities difficult to speci%y.

In addition to the committee’s report, there are a dozen staff papers
which deal with such problems as sampling, the differential movements
of consumer price indexes for rich and poor families, quality changes
in automobiles, and the validity of wholesale price quotations.

This addition to my statement is really the first chapter in the re-
port of the committee and constitutes their summary.

Thank you, Mr. Chairman. '

Senator Spareman. Thank you, Dr. Bowman.

You stated that the Bureau of the Budget itself has not yet taken a
position on the whole study, but that it is carefully considering it and
that you will be prepared when we hold hearings later in the spring
to appear and answer questions at that time.

Mr. Bownan. That is correct.

Senator SparEMAN. We shall certainly expect to have you and we
look forward to that occasion.

Isthere anything further? Mr. Curtis.

Representative Curris. I would like to join with the chairman in
thanking this group for this very splendid work. I want to find out if
‘two points are included in these studies, and if they are not, possibly
by giving this little warning that I would like to ask questions along
those lines, the witnesses might be prepared to discuss the matters.
It may be that they are covered.

One is the recent—and it is a fairly recent thing, the use of these
various machines for computation and so on in the field of economic
statistics—what has that impact been and what is it likely to be?
I know in the Military Establishment they are getting to the point
where with the use of machines they can get real inventory control.
Is the impact of cybernetics discussed in the papers, just the bare
bones; the impact of all these newly developed business machines,
and how they improve gathering and collating our statistics, and how
we might look forward to future improvement?
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Mr. Bowaran. It is not part of the paper, Mr. Congressman, but
the electronic data processing equipment is being used in the com-
pilation of price statistics.

The agencies, in particular the Bureau of Labor Statistics, will be
able to indicate some of the newer things that are being done in the
use of machine tabulations to handle the price data and to make some
of the calculations that have to be made.

Representative Curris. Would you say it is true that a great deal of
the advancement in economic statistics comes from the advancement
in the electronic data processing equipment? Has that been one of
the basic underlying factors in putting us in a position where we can
do better?

Mr. Bowman. It has been a main element in getting things out
more promptly, and also to handle complicated tabulations of one
sort or another.

For instance, the census of population this time was for the first
time in the history completely tabulated on electronic data processing
equipment. In fact, a microfilm of the schedule that was made
out by the enumerator went right into a machine (film optical sensing
device for input to computers or Fosdic, for short), which converted
it directly onto tape and the tape went to the computer. This has
been a major improvement, and the data for 1960 will be available
in half the time that it took for the 1950 census.

Representative Curris. The other question is this: I notice in the
review of the various indexes a great deal of attention is being paid
to quality change. I am not sure what language would be correct to
use, so you can supply that, but does that include the increased
variety or choice, frequently referred to by economists?

The thought I am getting to is this: In the consumer price index,
take travel—the fact that I have a variety of schedules to choose from
in going back to St. Louis, leaving at different times. The price itself
would not reflect that choice that is available to me. Yet the choice is
a cost item; the fact that there are a number of flights that I could
take. In this element of quality, is variety—that is the term I have
used—reflected? In these papers is thought directed toward that
aspect of the cost of living?

Mr. Bowman. Variety is certainly one of the elements that is con-
sidered in the analysis of what might be called the environment in
which prices are made. This is one of the problems of sampling
prices. In other words, a sample of, let us say, the cost of living
m 1850 and a sample of the cost of living in 1960 would be quite
different because the various commodities that are available and the
various services that are available are different. Yet, when you are
making price comparisons, you have to be comparing the price of the
same thing over the period of the comparison, or at least if not the
same thing, you have to take into account the extent to which it has
changed so that you measure the price change and not something
else. This is the area in which the report of the committee will be
subject, I am sure, to the greatest amount of controversial statements.

Everyone agrees that the problem of the quality change is one of
the difficult problems in the development of price index numbers.
Everyone does not agree as to how to take account of the quality
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challl‘ge or just exactly how much of the change has been a change in
quality.

In other words, it could be argued that there have been no increases
in the price of automobiles over the last 30 years. That would as-
sume that the whole change was a change in quality. There are dif-
ferent people who would argue different ways on this. One of the
suggestions of the Committee is that we do not know enough about
measuring quality changes yet to say specifically how quality changes
should be taken account of in price index numbers. But certainly
more research work should go on in this area. That is one of the
reasons that they recommend this special research section of the price
statistic units to study, in particular, quality change problems.

My own feeling is that this should not relieve some of the private
research agencies from doing this sort of thing, because they are in a
very good position to indicate ways in which we might measure quality
changes.

Representative Curris. What I have referred to as variety would
not really be quality, would it ¢

Mr. Bownax. I think you could interpret it as a type of quality,
but it seems to me it would be the quality of the overall level of living,
rather than the quality of particular items that would be affected.

Representative Curtis. That would be even harder to measure. The
real question, or the only question I really have for you at this time
is whether the papers cover those aspects.

Mr. Bownman. The papers defimitely cover the quality change as-
pect even to the mention of variety, and even to the mention of the
problem of the fact that people’s tastes themselves change. This
makes it even more difficult to say what you mean by quality change.

The first item is not covered by the papers, but can be covered by
one of the witnesses from the agencies.

Representative Corris. Thank you.

Senator Spargman. Thank you, Dr. Bowman.

The record of these hearings will be published as expeditiously as
possible so they can be available to interested parties, especially those
invited to testify later when we resume these hearings. The circula-
tion of the full text of the report of the Price Statistics Review Com-
mittee, and Dr. Bowman’s statement, will enable later witnesses to
develop carefully considered and helpful appraisals of its conclusions
and recommendations for presentation to this subcommittee.

The subcommittee stands adjourned.

(Whereupon, at 10: 35 a.m., the subcommittee was adjourned.)
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RELATION OF THE DIRECTORS TO THE WORK AND PUBLICATIONS OF THE
NationaL Bureau oF EconomIc RESEARCH

1. The object of the National Bureau of Economic Research is to
ascertain and to present to the public important economic facts and
their interpretation in a scientific and impartial manner. The board
of directors is charged with the responsibility of insuring that the
work of the National Bureau is carried on in strict conformity with
this object.

9. To this end the board of directors shall appoint one or more di-
rectors of research.

3. The director or directors of research shall submit to the members
of the board, or to its executive committee, for their formal adoption,
all specific proposals concerning researches to be instituted.

4. No report shall be published until the director or directors of
research shall have submitted to the Board a summary drawing
attention to the character of the data and their utilization in the
report, the nature and treatment of the problems involved, the main
conclusions, and such other information as in their opinion would
serve to determine the suitability of the report for publication in ac-
cordance with the principles of the National Bureau.

5. A copy of any manuscript proposed for publication shall also be
submitted to each member of the board. For each manuscript to be
so submitted a special committee shall be appointed by the president,
or at his designation by the executive director, consisting of three
directors selected as nearly as may be one from each general division
of the board. The names of the special manuscript committee shall
be stated to each director when the summary and report described
in paragraph (4) are sent to him. It shall be the duty of each mem-
ber of the committee to read the manuscript. If each member of
the special committee signifies his approval within 30 days, the manu-
script may be published. If each member of the special committee
has not signified his approval within 30 days of the transmittal of the
report and manuscript, the director of research shall then notify each
member of the boar(f,) requesting approval or disapproval of publica-
tion, and 30 additional days shall be granted for this purpose. The
manuscript shall then not be published unless at least a majority of
the entire board and a two-thirds majority of those members of the
board who shall have voted on the proposal within the time fixed for
the receipt of votes on the publication proposed shall have approved.

6. No manuscript may be published, though approved by each mem-
ber of the special committee, until 45 days have elapsed from the
transmittal of the summary and report. The interval is allowed
for the receipt of any memorandum of dissent or reservation, together
with a brief statement of his reasons, that any member may wish
to express; and such memorandum of dissent or reservation shall
be published with the manuscript if he so desires. Publication does
not, however, imply that each member of the board has read the
manuscript, or thaf either members of the board in_general, or of
the special committee, have passed upon its validity in every detail.

7. A copy of this resolution shall, unless otherwise determined by
the board be printed in each copy of every National Bureau book.

(Resolution adopted October 25,1926, as revised F ebruary 6,1933,
and February 24,1941)
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NationaL Bureau oF Economic ResearcH, Inc.,
New Y ork,N.Y.,November 30,1960.
Mr. Raymonp T. Bowman,
Assistant Director for Statistical Standards,
Bureau of the Budget,
Washington, D.C.

Drar Mr. Bowman: I transmit herewith “The Price Statistics of
the Federal Government : Review, Appraisal, and Recommendations,”
a report made by the Price Statistics Review Committee of the Na-
tional Bureau of Economic Research at the request of the Office of
Statistical Standards of the Bureau of the Budget.

The report has been approved by the Board of Directors of the
National Bureau, in accordance with its usual procedure, as meeting
the objectives of the National Bureau—‘“to ascertain and to present
to the public important economic facts and their interpretation in a
scientific and impartial manner.” As the resolution of the Board
governing the relation of the Directors to the work and publications
of the National Bureau states, approval by the Board does not, how-
ever, imply that each member of the Board has read the report, or
has passed upon its validity in every detail. .

I request that the report be substituted for the preliminary draft
transmitted to you on September 30, 1960. The present report is the
final report of the Committee, subject only to necessary corrections,
before publication, of any typographical or other errors that may
have crept in during the final stages of its preparation.

Attached to the report are a number of Staff Papers prepared for
the use of the Committee. The papers are not an integrarl) part of
the report, and responsibility for their contents rests with their re-
spective authors. However, the papers contain a great deal of use-
ful supplementary information and comment on the price statistics -
of the federal government and deserve consideration along with the
Committee’s report.

The price statistics of the federal government are of great impor-
tance. They are put to many uses by individuals, business enterprises,
trade unions, and other private organizations, as well as by govern-
ments. Whatever can be done to improve these statistics and deepen
users’ understanding of them deserves serious attention. It is the
hope of the Committee and of the National Bureau, as I am sure
it 1s of the Bureau of the Budget, that this report will further such
improvement and understanding when its contents are studied not
only by the Bureau of the Budget and the federal agencies respon-
sible for the price statistics, but also by other governmental agencies
and the public at large. If the Bureau of the Budget does not make
the report public, the National Bureau will undertake to do so in
accord with our discussions.

As is stated in the Introduction to the Committee’s report, arrange-
ments between the National Bureau and the Office of Statistical Stand-
ards of the Bureau of the Budget for the preparation of the report
were concluded on July 2, 1959.  We are deeply grateful to the public-
spirited members of the Price Statistics Review Committee, all of
whom devoted a substantial portion of their time and energy during
the year following to the difficult task of preparing the report; and to
the many persons inside and outside the federal government who par-
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ticipated in the discussions, provided essential information, and re-
viewed drafts of the report. I want to add a special word of thanks
to Professor George J, Stigler of the University of Chicago and the
National Bureau Staff for his direction of the entire enterprise.

On behalf of the National Bureau, I would like to express our
appreciation to the Office of Statistical Standards of the Bureau of
the Budget for this opportunity to be of service.

Sincerely yours, A
SoromoN FABRICANT,
Director of Research.

Natronar Bureau oF Economic Research, Inc.,
New York,N.Y., November 30,1960.
M. Soromon FaBricanT,
Director of Research,
National Bureau of Economic Research,
261 Madison Avenue,New York,N.Y.

Dear Mr. Faprrcant: The Price Statistics Review Committee, or-
ganized by the National Bureau of Economic Research, herewith
submits its report as approved by all members of the Committee.
Attached also are the staff papers which are offered on the responsi-
bility of the individual authors.

Sincerely yours,
Dororry S. Brapy,
Epwaro F. Den1son,
Irvine B. Kravis,
Painre J. McCarray,
AvBerT REES,
Rrcuarp Rucerss,
Boris C. Swerning,
GEorGE J. SticLER, Chairman.
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SUMMARY

The Price Statistics Review Committee has made a detailed study
of the three main price indexes compiled by the Federal Government :
the Consumer Price Index; the Wholesale Price Index; and the In-
dexes of Prices Received and Paid by Farmers. Much of the report of
the committee is concerned with detailed questions (which, however,
have substantial influence in the indexes), such as the appropriate
detail of specification of the commodities whose prices are collected.
Portions of the Committee’s recommendations aimed at improving
the quality of the price indexes can be summarized as follows:

I. All Indexes:

1. Schedules of periodical revisions of weight should be
adopted.

2. Probability sampling should be used, so that the precision
of the index can be measured.

3. New commodities should be introduced more promptly.

4. The price collection agencies should be given funds for re-
search divisions. The development of methods of coping with
quality changes (some of which are discussed in the report) should
be a major task of such divisions.

II. Consumer Price Index:

1. The present index should be extended to include single per-
sons as well as families, and the index should cover rural nonfarm
as well as urban workers,

2. A more comprehensive index for the entire population, not
only the wage and salary earners, should be made.

II1. Wholesale Price Index:

1. The structure of the overall index should be revised to re-
flect the prices of a condensed input-output table for the com-
modity producing industries.

2. The individual product prices should, where feasible, be col-
lected from buyers (not from sellers, as at present) to get more
accurate information on actual transaction prices.

IV. Indexes of Prices Received and Paid by Farmers:

1. The statutory prescriptions of the obsolete base (1910-14)
and the inappropriate use of interest and taxes per acre, which
are not prices, should be reconsidered.

2. The coverage of the indexes (particularly that of prices paid
for living) should be increased.

* 8. The mdexes for farms as production units should be segre-
gated from the index for farms as consumer units. '

4, The method of pricing should be shifted over to “specifica-
tion pricing,” and enumerative methods of collecting data should
be adopted at least for commodities difficult to specify.

In addition to the Committee’s report, there are a dozen staff papers
which deal with such problems as sampling, the differential move-
ments of consumer price indexes for rich and poor far_nilies, quality
changes in automobiles, and the validity of wholesale price quotations.
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I
INTRODUCTION

1. The Price Statistics Review Committee was formed under a con-
tract which was entered into by the Bureau of the Budget and the
National Bureau of Economic Research in July 1959. The salient
provision of this contract, which established the mandate of the
Committee, is: ) S

The scope of the review shall include but is not limited to the
following:

a. Uses of indexes

b. Concepts and structure of existing indexes

¢. Timing of the collection and publication of the data

d. Specification and collection problems

e. Introduction of prices of new commodities and services

f. Program of revisions in indexes ' )

g. Use of probability methods in collection of prices

h. Consumer expenditure surveys

1. Continuing research program in price index methodology

This review shall include the Bureau of Labor Statistics’ Con-
sumer Price Index and Wholesale Price Index and the Agricul-
tural Marketing Service Index of Prices Paid by Farmers and
Index of Prices Received by Farmers, and the price collections
related to these indexes which are useful for other purposes. The
review may, in the discretion of the National Bureau of Eco-
nomic Research, be extended also to other price indexes prepared

- by the Federal Government, and indexes not now prepared by

the Federal Government but to the preparation of which con-
sideration might be given.

The review should take into account not only the needs of the
Government but also those of the general public, including busi-
ness, agriculture, labor, and private research organizations. At-
tention should be given to the need for data reflecting current
economic conditions and also to the need for basic information
required for meaningful historical analyses and studies of price
and cost relationships. Some attention should be given to the
special problems which arise as a result of the use og the indexes
for wage adjustments and price supports.

2. The possible scope of the Committee’s survey was therefore ex-
tremely wide: it included not only the study of the main price series
compiled by the Federal Government but also the minor price series
and important areas of economic life for which price series are not
available. Yet even the exhaustive investigation of every procedure
now undertaken in the compilation of a single major price index, and
its comparison with alternative procedures, would require time and
resources many times greater than we possessed.

23
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3. Accordingly, we have been compelled to be severely selective in
the scope of our survey. Our main efforts have been devoted to the
three principal price areas:

The Consumer Price Index (CPI)
The Wholesale Price Index (WPI)
The Indexes of Prices Paid and Received by Farmers

Lesser attention is paid to import and export price indexes, construc-
tion cost indexes, and asset price indexes. Nor have we scrutinized
every detail of the procedures followed in constructing the major
indexes. The systems of weights have been examined only from the
conceptual viewpoint, and many operational procedures have been
passed over. Qur intuitions as to where to concentrate our studies
have no doubt been imperfect, but concentration was unavoidable.

Our decision to concentrate upon problem areas in the price statis-
tics fields means that we have purposely passed quietly over aspects of
the work of the price statistics agencies which are especially strong or
worthy of commendation. We believe that such concentration is more
useful than comprehensive but less intensive appraisal, but we regret
the. corollary that much fine work of the agencies is not discussed.
This orientation should be kept in mind in reading our report.

4. The staff studies which accompany our report were prepared by
the indicated authors and represent their individual viewpoints. The
Committee accepts the views and findings in these studies only to the
extent made explicit in the Report. These forbidding, if necessary,
remarks should not conceal our large debt to the authors of the staff
papers, and our gratitude to them for the important contributions they
have made not only to our work but to the general field of index num-
bers. A special expression of indebtedness is due to Harry E. McAl-
lister, who was also secretary of the Committee, and to Thomas F.
Mosimann, who was our liaison representative from the Bureau of the
Budget. We also wish to acknowledge assistance from Raymond W.
Goldsmith and Nancy Ruggles.

5. Our debt to the price-collecting agencies—the Bureau of Labor
Statistics, the Agricultural Marketing Service, and the Bureau of
Foreign Commerce—and to other agencies (the Bureau of the Census
and the Interstate Commerce Commission) is immense. These agen-
cies have made numerous and extensive special studies, despite the
heavy burdens of their official duties; they have instructed us in count-
less ways; and they have maintained unfailing cooperativeness under
the ordeal of endless questioning. Their dedication to the improve-
ment of the price indexes is one of our major resources in the area of
price statistics.



II

GENERAL PROBLEMS IN THE PRICE INDEX PROGRAM
OF THE FEDERAL GOVERNMENT

1. THE INSTITUTIONALIZING OF THE INDIES

Every observer of the price statistics area must be impressed with
the extent to which the leading indexes are becoming institutionalized.
The CPI is becoming an integral part of the area of collective bargain-
ing, through its extensive use in wage escalation. The WPI is receiv-
Ing an mcreasing role in business contracts covering even fairly short
periods of time. The Indexes of Prices Paid and Received by Farmers
are at the foundation of agricultural price-support policies of the
Federal Government.

Such a development is of course inevitable in an inflation-conscious
age—after all, price indexes are made to be used. There is, however,
a growing threat to the maintenance of the scientific quality of the
indexes arising out of their use in private contracts and public policy.
The important legal commitments which rest on the indexes normally
lead the parties to press for strict comparability in the concepts and
procedures employed in compiling the index. This attitude is easily
comprehended : if the indexes are revised with the effect of costing one
party to a commitment a large sum of money, the index appears to be
contributing its own statistical uncertainties rather than removing
those in the dollar quantities to which it is applied.

But this demand for strict comparability is shortsighted even from
the viewpoint of the parties who use the indexes for legal commit-
ments. It would be unwise to contract for 20 years with a person to
be supplied with a 1960 automobile if one wished a given type of
transportation : the strict “comparability” of the identical automobile
over time would not conceal its increasing decrepitude. Index num-
bers also deteriorate with age—and often no less rapidly than auto-
mobiles, Strict comparability in the items priced and the weights
assi