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-MONITORING INFLATION

FRIDAY, AUGUST 22, 1980

Conaress oF THE UNITED STATES,
Joint EcoNomic COMMITTER,
Washington, D.C.

The committee met, pursuant to notice, at 10:15 a.m., in room 6226,
Dirksen Senate Office Building, Hon. Lloyd Bentsen (chairman of
the committee) presiding.

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

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

OPENING STATEMENT OF SENATOR BENTSEN, CHAIRMAN

Senator BEnTsEN. This hearing will come to order.

Mr. Kahn, for the first time In a year and a half you have had a
chance to come before us with some good news, and you’re so happy
I understand you’re almost ready to shave your mustache and declare
a victory, from what you told me.

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

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

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

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

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

Without objection, the press releases entitled “The Consumer Price
Index—July 1980,” “Consumer Prices: Energy—July 1980,” and
“ﬁ{eal Earnings in July 1980” will be inserted in the hearing record at
this point. .

[The press releases referred to follow :]



_ United States - (
\ . Department h ?
. ‘ of Labor -

Bureau of Labor Statistics Washington, D.C. 20212

Patrick Jackman (202) 272-5160 USTL~80-521
: 272-5064 TRANSMISSION OF MATERIAL IN THIS RELEASE
Kathryn Hoyle (202) 523-1208 IS EMBARGOED UNTIL 9:00 A.M. (EDT)
523-1913 Friday, August 22, 1980

THE CONSUMER PRICE INDEX—JULY 1980

The Consumer Price Index for All.Urm.n Consumers (CPI-U) rose 0.1 percent before
seasonal a&justn'ent in July to 247.8 (1967=100), the Bureau of labor Statistics of the U.S.
Department of Labor announced today. The Consumer Price Index for Urban Wage Earne;s and
(_llerical Workers (CPI-W) also increased 0.1 percent before seaspna.l adjustment in July to
248.0 (1967=100). The CPI-U was 13.2 percent higher and the CPI-W vas 13.0 percent higher
than in July 1979. ' .

CPI for All Urban Consumers (CPI-U)—Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for A1l Urban Consumers was unchanged from
June to July. This compares with increases of 0.9 percent or more in each of the preceding 18
months and marked the first time since March 1967 that the CPI did not register an increase.
The index for housing declined 0.7 percent, as a result of a 5.7 percent decline in mortgage
interest rates. This decrease offset the acceleration in food and beverage prices, as well as

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

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

Seasonally adjusted Unadjusted
Compound

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

Jan. Feb. Mar. Apr. May June July July '80 July '80
All items 1.4 1.4 1.4 .9 9 1.0 0 7.6 13.2
Food and beverages .1 0 1.0 .5 3 S5 . .9 7.5 7.6
Housing 1.4 1.4 1.6 1.3 1.5 1.8 -7 1.1 16.1
Apparel and upkeep .9 6 2.0 .3 -2 0 4 .9 7.2
Transportation : 3.1 2.8 1.7 .6 3 -2 A4 1.6 15.9
Medical care . 1.3 1.5 9 T 5 .5 .7 7.4 1.1
Entertainment 1.0 1.2 1.3 .8 .6 .6 .8 8.8 9.3
Other goods and services | 1.1 1.0 .5 .6 .8 8 .5 8.6 9.4

(Data for CPI-U are shown in tables 1 through 3.)
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The decline in the bmsing component” in July followed a 15-month pemod of increases of
1.0 percent or more and was the first decrease since March 1973. Home financing costs
declined 5.6 percent, reflecting the 5.7 percent decrease in mortgage interest rates and an
increase of 0.5 percent in house prices. ’l'he index for rent roseé 0.5 pércent in July,
following increases of 1.0 percent or more in each of the previous 2 months. Prices for
shousehold fuels continued to increase but not as much as in the 2 previous months. Charges
for nmatural gas and electricity rose 1.4 and 1.0 percent, mspectively,-\#hile fuel oil prices
continued the moderate trend evident since April. The ‘index for household f;.xmishing and
operations rose 0.6 percent in July, the same as in May and June.

Prices for grocery store foods rose 1.2 percent in July, after increasing only 1.5
percent during the first 6 months of the year. Prices for beef-, pork, and poultry rose
sharply, following 3 months of declines. The indexes for fruits and vegetables and dairy
producté also registered sabétantial increases in July. Prices for sugar and sweets continued
the sharp upward trend which began in Jamuary. Prices of the other two components of the food
and beverage index--restaurant pnals and alcoholic beverages—rose 0.5 percent in July, less
than in recent months.

The transportation component rose 0.4 percent in quly, following a decline of 0.2
percent in June. -New and used car prices rose 0.9 and 0.7 percent, respectively, and were
primarily responsible for the July increase. Gasoline prices declined,' following seasonal
a.djﬁstmant. for the third consecutive month, but not as much as in May or June. Prices for
tires and other petroleum products—motor oil and coolant—rose substantialy in July. Automo-
mobile finance charges, which had advanced sharply earlier this year, declined 2.6 percenf in
July, following a drop of 0.8 percent in June. The index for pubiic transportation rose 3.4

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




The medical care index rose 0.7 per(;ent in July, following increases of 0.5 percent in
both May and June. Charges for hospital and other medical services rose 1.5 percent.
Physicians' fees rose 0.6 percent in July, the same as in June. The index for medical care
commodities rose 0.8 percent,.about the same as the monthly increase during the first 6 months
of 1980, ’

The index for apparel and upkeep rose 0.4 percent in July. Seasonal sales were
' prevalent, but most clothing items registered smll increases, following seasonal adjustment.
Charges for apparel services rose 0.3 percent in July, following a 0.6 percent increase in
June and substantially larger increases earlier this year. The index for entertainment rose
0.8 percent and the index for other goods and services increased 0.5 percent in July,
following increases in June of 0.6 and 0.8 percent, respectively.

CPI for.Urban Wg.gg Earners and Clerical Workers (CPI-W)—Seasonally Adjusted Changes
On a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers

was unchanged from June to July. This compares with increases of 0.9 percent or more in each
of 't.he‘ preceding 18 months. The housing index declined 0.7 percent as mortgage interest rates
declined 5.6 percent. This decrease offset both the advance im the food and beverage index
and the comparatively moderate increases in most other categories of consumer spending.

The decline in the housing component in July followed a 17-month period of increases of
1.0 percent ar more and was thé first decrease since March 1973. Home financing costs
declined 5.6 i)ement. reflecting the 5.6 percent decrease in mortgage interest rates and an
increase of 0.5 percent in house prices. The index for rent_n.:se 0.5 percent in July,
following increases of 1.0 percent or more in each of the previous 2 months. Prices for
household fuels continued to increase but not as much as in the 2 previous months. Charges
for natural gas and electricity rose 1.0 and 1.2 percent, respectively, while fuel oil prices
contimued the moderate upward trend evident since April.



Prices for grocery store foods msel_‘l.l percent in July, after increasing only 1.6 per-
cent during the first 6 nnnths of the yea.r Prices for bee.f, pork, -and poultry rose sharply,
following 3 months of declihes- The :I.ndem for fruits and. vegetables and dairy products also
registered substantial mcmases in July. Prices for suga.r and sweets contimued the sha.m
upward trend which bey.n in January. Prices of the other two components of the food and
beverage index—restaurant meals and alcoholic beverages—-rose 0.5 and 0.6 peroent,
respectively, in July. ]

The tmnsportatiﬁl component rwe 0.4 percent in Juiy, foliowing adecline of 0.3
percent in June. New and used car prices rose 0.8 and 0.7 percent, vespectivély, and were
primarily x"esponsib];e far ;he' July increase. Gasoline prices declined fgr the fdxrtb
consecutive month, following seasonal acUustumit, tut not as much as in May or June. Prices
for tires and other petroleum products—motor oil and coolant—rose su\sca.ntia].l_y ;n July.
Automobile finance charges, whicH had advanced sharply earlier this year, declined 2.9 percent
in July, following a drop of 0.2 percent in June. The index for public transportation rose
4.6 per-cent, reflecting a large increase in intracity mess transit fares.

' :I‘he medical care index rose 0.8 percent in July, compared with an increase of 0.4 per-
cent in June. Charges far hospital and other medical services rose 1.8 percent as many
hospitals changed their pr:leelstnxctune in July. )

The index for apparel and upkeep rose 0.5 percent in July. Seasonal sales were.
prevalent but most clothing items registered smll increaseq, following seasonal adjustment.
Charges for apparel services rose 0.3 percent in July, about the same as in June and ’
substantially less than increases earlier this i’ear. The index for entertainment rose 0.4
percent and the index for other goods and services increased 0.5 percent in'July. following

increases in June of 0.7 and 0.8 percent, i’espectively.




Teble B. Percent Changes in CPI for Urban W% Earners and Clerical Workers (CPI-W
. Compound
Expendi ture from month annual rate 12-mos.
category 1980 3-mos. ended ended’
) Jan. Feb, Mar. Apr. May June July July '80 July '80
All items 1.4 1.4 1.4 1.0 9 .9 4] 7.4 13.0
Food and beverages .2 0 9 7 S5 5 9 7.8 7.9
Housing 1.5 1.4 1.6 1.4 1.5 1.9 -7 n.3 16.1
Apparel and upkeep 8 9 1.7 3 Jd -.3 5 1.1 6.8
Transportation 3.1 2.8 1.7 .6 2 -3 .4 1.3 15.7
Medical care 1.3 1.5 9 .8 6 .4 8 7.5 11.4
Entertaimment .8 1.2 1.8 .8 S5 7 -4 6.9 8.4
Other goods and services | 1.4 .9 4 K- .8 .8 5 8.5 9.1
(Data for CPI-W are shown in tables 4 through 6.)




Technical Notés

Brief Explanation of the CPI

The Consumer Price Index (CPI) is a measure of the
average change in prices over time in a fixed market basket
" of goods and services. Effective with the January 1978

index, the Bureau of Labor Statistics began publishing
CPI's for two population groups: (1) A new CPI for All
" Utban Consumers (CPI-U) which covers approxi

visits of the Bureau's trained representatives. Mail question-
naires are used to obtain public utility rates, some fuel
prices, and certain other {tems.

In calculating the lndex, price changes for the various
items in each locati aged together with weights
which

80 percent of the total noninstitutional civilian popuht.lon,
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 histor-
eal]y hnve been excluded from CPI coverage, such as

gerial, 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, lh:lter, and
fuels, transportation fares, charges for doctors’ and dentists’
services, drugs, and the other goods and services that people
buy for day-to<ay 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 ciated 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
all 85 locations. Prices of most other commodities 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

P thei:lmpomncelnthn:pendhgoftheﬂ
appropriate population group. Local dsta are then com-
bined to obtain a US. city average.” Separate indexes are
also published by size of city, by region of the country,
for cross-classifications of regions and population-size
classes, and for 28 local aress. Area indexes do not mea-
sure differences in the level of prices among cities; they
only measure the average change in pﬂeel for each area .
since the base period.

The index measures price changes from a designated re-
ference date— 1967 ——which equals 100.0. An increass 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
CP1 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 Statistical Reporter,
February 1978, No. 78-S (US. Dept. of Commerce), -
Revisions 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 Smﬁﬂu. February 1980)

A Note About Calcuiating 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 fllustrates 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 standard formula for compound growth rates. These
data indicate what the percent change would be if the
current rate were maintained for a 12-month period.

Index Point Changs
CPI 2364
Lees previous Index . 233.2
Equals index point change: 3.2
Percent Change
index polint difference : 3.2
Divided by the previous Index 233.2
Equats: 0.014
Results multiplied by one hundred 0.014x100
*Equsis percent change: 14




A Note on Seasonally Adjusted and Unadjusted Data

 Because price dsta are used for different purposes by
different groups, the Bureiu of Labor Stetistics publishes
seasonally adusted as well as unadjusted changes each
month.

For amlyzing general price trends in' thn economy,
seasonally adjusted changes are usuzlly preferred since they
eliminate the effect of changes that normally occur at the
same time and in about the same magnitude every yen—
such as price Iting from changl

the C Price Index unadjusted for seasonal variation.

Seasonal factors used in computing the seasonally ad-
justed indexes are derived by the x-n Variant of the
Census Method II S ] Adj The up-
dated semnnl dats st the end of 1977 repllced data from
1967 through 1977. Subseo annual upd; have re-
placed S years of seasonal dats, ¢.g., data from 1975 .
!luou@ 1979 were replaced st the end of 1979. The

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

The unadjusted data are of primary interest to con-
sumers concerned about the prices they actually pay. Un-
adjusted data also are used extennvely for escalation pur-
poses. Many collective b gr and
pension plans, for le, tie jon ch to

PIes P )

of &l items end 35 other aggregations
is derived by bining the sezkonal of 45
selected components. Each year the seagonal status of
every series is reevalusted based upon eena!n mumul
criterda. - If any of the 45 selected

its seasonal status, seasonal data from 1967 forward for
the all items and for any of the 35 other aggregations,
that have that series 83 a component, ere replaced.




24 Hour CPI Mailgram Service, . )

Consumer 'l"rice index data now are available by hlll-
gram within 24 hours of the CPI release. The new service

is being offered by the RBureau of Labor Statistics through -

-.the National Technlusl Information Suvlee of the US,
Department of Commerce, -
The CPl MAILGRAM service provide: umdjuned :nd

seasonally aljusted data both !‘or.the All Urban Consumens

(CPIU} snd for the Urban Wage lamners and Clerical
Workers (CPI-W) Indexes as shown on the CPI-U sample
page below.’ The unadjusted data include the cuprent
month's indox and the p h from 12

230 snd one month ago. . The scasonally adjusted data are
the percent changes from one month ago.
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TABLE 1. Consuser Price Index for all urban consumers: U.S. City average, Dy expenditure category and cosscoity and service group,
19672100 .
N

Relative Unagjusted Seasonaily acjusted

Group 1mporta unadjustea indexes percent cnangs to percent :nang' Troe
eceaber June July July 1980 from- Apr. to May to  June to
1979 1980 1980 July 1979 June 1980 way June July

€xpenciture category

AL fteas . 0.1 0.9 1.0 0.

All items(i9572594100. . - - .
Foo0 and beverages. . 1.1 .3 .5 .
¥ 1 3 3 1.
i 2 Y 1

1s .8 1.0 6
S oouiteys Flsh, an eods. . 2.4 -2.0 -x 1
Deiry producta: . 6 1.8 6 1
Cruits ana vnq'ublu 1.5 2.3 .5 1.
Sugar and seest: 3.2 2.3 a7 3.
. Pt and oll -3 -2 -a -
Honalcohoiic beverages . . 2 s .
Other prepared foods .6 14 1.0 1

€000 avay from ho s 5

Alconolic beverages. . 7 .

0
9
0
2
.8
.2
.2
]
2
3
3
-0
. .5
. 3
-6 1.5 .8 -7
-1.2 1.6 1 -1.4
.5 1.0 2 K
.6 3 2 2
-1.6 1.8 3 -1.8
s i3 2 .5
-8.0 2.5 9 -4l
-6 .7 1 .6
3 7 4 .5

Waintenance and repair
conmooities 1/.... 1.0 .7 1.0 1.0
fusl ano otner utilitifs 1/... i.2 2.0 2.3 1.2
: 1. 2.5 2.7 14
ruerioil, toai, ana bettieagas 171 .3 -1 5 .3
Gas (piped) ana mlactricity 1/...... 1.8 3.5 3.6 1.2
Otner utilities and public services 1/ -6 5 1.1 -6
Household furnishings anc operation .... 3 6 .6 -6
ununfumtsnxngs . . Bt 5 6 .6
Housekeeping sup| -8 1.2 7 8
Mousekeeping "nlcts L .5 6 .6 .5
foparel and uokesn 6 -2 -0 i
Aoparel cosaodity 7 1 “
3 400 voys: 8 s s 6
voaen? d girls' apparel .6 -5 -1
Infants® ang"todolers: soparel .9 1.5 9
Footwear. .3 2 1.2
other spparel comacdities 1/. A 1.3 1
Apparel services 1/. 3 -6 )
Transportation...... -$ -2 .
rivate transpostation. 3 -4 2
w . a1 3
-1 .7
-1.0 -5
-6 7
4 1
1
1

Other private trans. services
Public transportation 1/

neaical care..... . g
Meoical care comsodities ... . .8
Medicat care services L/.. . .7

Professional services 1/... . 7
Otner meoical cere services L/.. .8

Entertainaent 8
Entertainmen .8
Entestainaent Services 1. -8

Gther goods vi )
Tobacco praﬂul:n . 2
Personal c

Tollet goads and personal care
appliances 1/. . . 1.1 .5 1.4
Personal care services 1/, . 2 s .6
Personal ang educational nxpanu: . 5 .3
School books and supplie . .5 5 7
Peraonal ana sducationsl services ol .8 5 2

A1l items.
Commogities
Food and baverages . .
Commogities less fooo ano be M
Nonourables less food and :mu-gu .
Apparel commodities.. .

247.8
23

.3
.6
. 1.6
Rent, fesidential 1/ 1.0
Househald services less rent . 2.1
Transportation services 1.6
Medical care services L . s
Other services ... . -8
Special indexes:
Al items less 100Q........... 22.3a8 245.5 a8 -2 1.0
ALl iteas less shelt 69.090 234.9 1.1 -6 .5
All itess less lnrtglua interest costs 91.3a6 2354 11.2 .6
Al items less hos chase ano
mortgage intersst i costs 80.950 233.5 11.0 6 .6
All iteas less ssdical care. 95.183 246.4 13.3 .9 .0
Conmodities 41,408 221.4 i2.8 N 5
Noncurables 18.736 236.3 17.7 2 .3
Mandurables 14.29 269.3 21.3 3 .2
Nencuraales 36.391 2485 12.6 .
Services 1 35,668 250.0 174
Seivices less meaical care L 36.921 271.0 16.6
Energy 10.313 367.8 29.0
AL iteas less enefgy . 89.687 238.3 1.5
All atess sess (000 and energy - 72,032 233.7 1z.8 .2
Cosmooities lesy foas ana energy 34.488 201.2 8.8 -6
€nergy conaooities 6.920 404,y 34,8 2
Services less energy. 37,50 271.8 1s.8 -1.0
Purcnasing pover of tne cansuaer aolia
1967+31.00 1 - $.408 -11.6 0 .0
1957-59081. ED JAOONN 387 - - - -

L/ Not seasonally sdjusted.
WOTE: Inaex applies to & month as a whole, not to any specific date. N
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TABLE 2. Consumer Price Index for all urben consuamers: Sessonally adjusted U.S. city average, by expenditure category end
comaadity and service group, 1967+100

Seasonsily adjustec indexes seasonatly lﬂjusleﬂ sonual rote
ne change
Group Apr . May  dune  July 3 months ending L & aonths emunu 1n
1980 1580 1980 1980  Oct.  Jan.  fpr.  July Jan.
1979 1960 1980 1980 1980 1950

€xpenatture category

ALL items......... - - - - 13.8 185 1.7
Food anc beverages. 200.2  246.5 7.9 8.4 6.8
fooo .. 250.5  252.9 7.9 8.2 6.7
¢ fome 266.0 2689 7.2 7.7 6.0
reais and bakety products i 285.9  247.8 1301 13.2 12.0
Mmats, poultry, fish, and eggs. 229.6 2323 -5.0 5.3 -6.8
Dairy ProductS............ 1.7 23008 9.0 12.6
Fruits ano vegetables.. 22,3 286.7 -3 Frn
Sugar ang Sweets . 322.0  353.1 7.6 48.5
Fats ano oils 238.8  237.9 7.2 33
NooaLconolic beverages ... 390.8 3919 19.9 a6
Other prepared 7600s ~.vv.v.s 2314 2335 7.5 1a.8
£000 away from hose.. 266.1  267.3 10.6 8.3
Alcoholic pevereges. . 186.0  187.0 8.5 8.2
267.0  265.1 17.1 15.0
286.8  282.8 20.8 15.0
1Y 191.1  192.1 5.5 8.9
Otnet rental costs- 263.7  264.1 1.9 10.4
Hoaeownership 32,0 315.3 23.6 16.4
Woe purchase 17 252.6  253.9 16.8 10.0
Financing, taxes, and insurance 418.2 3996 35.1 24,1
Matntenance and repairs 285.2  286.9 10.
309.7 3112 10.8
Maintenance ang repair
comaooities i/... 228.0  230.3 .5
Fuel and other utilities 1 282.2  285.5 9. 12.8
Fuels 1/ 355.8  360.8 . 17.2
Fuel oil, coal, ana gottied gas 1/. 558.7  560.4 42,1 3.3 2.9 550
Gas (plped) and electricity L/........ 308.8  314.3 7 239 als 6.5
Other utilities and public services 1/.. 164.9  165.9 7.0 2.0 9.2 2.7
Housenoto furnisnings ana aperetion ... 5.2 206.4 5.3 9.0 il.0 7.7 7.2
HOUSETULRISNINGS . .ouv.n. 1741 175.1 a5 8.0 9.6 6.9 6.2
Housekeeping supplies i/.... 285.0  287.3 4.6 117 47.7 1l 8.1
Housexeeping services 1/.... 269.1  270.3 g.1 8.8 9.6 6.8 8
Apparel ang upkeep. . 7.2 1119 6.z 7.8 12.8 2 8.0
Acparel cosmonitles. . 169.7  170.4 7.4 6.5 1.6 -2 7.0
's and boys' apparel..... 166.6 1676 6.4 3.5 5.7 17 a8
oaen+3 a0 Qirls’ appare 15373 15304 4.0 3.7 8.6  -8.2 3.9
Infants® ana togolers’ appnu i, 250.9  283.0 1.0 2 17.8 15,7 5.5
Footwear. 188.8  191.0 8.3 7.7 5.5 7.7 8.0
Other apparel commodities 1/..... 205.3  205.5 9.8 219 437 7.3 2006
Apparel services L/. 233.6  234.4 13.9 164 18.0 7.9 151
Transportation. ... 247.7 24 15.8  25.1 226 16 203
Private Lrlnspurlauonu. . 247.5  208.0 13,1 2a.2 2.0 2 195
. 1789 180.3 2 8 12,7 8.1 a7
. 1932 196.8 -2,z 1a.s -13, -8.0 5.8
. 372.1  370.a 45.0  58.6 587 .19 516
Malntenance nd repair ceeeen 267.3  269.3 9.1 9.8 133 8.9 9.5
Other private transporta ceies 225.2  225.% 10.3 9.5 230 9.8 10.2
Oiner private trans. cossosities’ i 195.5  197.7 21.6 8 127 7.6 18.2
Other private trans. services . 235.2  235.0 8.5 8.3 25.1  10.5 8.2
Pablic transportation I . 22,2 250.5 26.7 8.4 17.0 272 32
Medical care. . . 26a.7  266.6 0.6 13.8  13.0 7.4 12.2
ueaical clre “Commodities . 167.6  168.9 8.0 103 .38  10.9 9.2
re services 1/, e 285.9  288.0 0.9  la.s 138 6.7 12.7
Professional serviced 251.8  253.5 7.2 1.2 ls. 8.8 10.2
Diher acdioal care services i 321.2 3297 1.8 155 110 8.9 15.1
Entertainaent . 200.7  206.4 7.2 7.3 . 2.6 7.2
Entertainment commoaities 207.3  208.9 &5 101 17 7.6 9.5
Entertainment services 1/.......... 2014 203.1 4.7 3.6 131 9.6 a2
Other goods ano services 213.4  2lal5 M.2 a.8 8.4 8.6 10.0
Tobacco products 1/. 203.4  203.8 1.0 118 43 1004 1009
Personal care . 212.0 2le.4 7.1 9.4 1.2 9.3 8.1
Tollet goous ang personal care’
appliances 205.1  207.9 6.5 8.4 1Ly 127 8.4
Personal tare services . . 219.6  220.9 6.2 9.2 11.0 7.0 7.7
Personsl and educationsl expenses .. 232.5  233.1 17.7 7.6 8.2 6.4 12.5
Senool books ana supplies . 209.6  21:.0 [T X 8.3 6.9 8.5
Personal angd eaucational services 238.1  238.6 19.8 6.5 8.4 6.5 13.0
Comsodity and service group
ALl items.. - - 134 15,6 15.9 1.6
Comnodities. . 230.0  230.8 231.6 233.0 2.8 151 12.2 5.3
Food ana beverages. 242.1  222.9 2482 286.3 7.9 8.8 6.2 7.3
Commodities less food and beverages.... 2208 221.6 222.2 223.2 147 134 150 A
Wondurables less fooa and beverages. 240.0  240.5  240.6 24l.a 0.2 2.9 272 2.4
Apparel cossodities. 169.8  169.7  170.4 7.4 6.5 -6 -2
Nondurables less food, neveugu.
and apparel . 281.0  280.9  281.2 26.5  30.1 34 l.a
Ourables......... e, 206.3  207.4  208.5 9.1 las 5.2 - 6.8
Services.... . 269.8  2784.7  272.5 151 16.4 217 0.8
Rent, resiosntisl i/ . 188.9 191.1 192.1 13.1 6.1 6.5  Ll.a
Household services less rent . . 3205  329.5 323.1 18.3 22,7 295 118
Transportstion services..... . 241.1 2427 2a4.5 1.7 138 205 12,8
Medical care services 1/ 284.7  285.9  288.0 0.9 a6 1338 6.7
Other services 216.a  217.7 8.8 10.4 7.4 12.0 7.9
seectal indexes
AL itews 1633 foog. . 262.6 245.2  204.8 w8 17.5 183 7.7
M1 itoms Tese shesier . 232.9 2340 235.6 1. 12,9 1309 6.9
ALl items less mortgage interest costs 233.2 a5 23509 12.0 133 12 7.3,
ALl items less home purchase and
mortgage interest costs . 81,5 232.6 234.1 0.3 12, 13l 7.0
All iteas less meoical care. 243.8  245.8  245.8 137 159 16.0 7.7
Commodities less food. 219.8  220.4 221.4 4.4 181 15,0 a.s
Nondurebles less food. 235.5  235.8  236.6 19.6  23.7 2.6
Nondurables less food and apparel . 268.2  268.5 269.0 25.2  28.0  32.2 2.6
Wondurables ..... 242.5 2433 2449 laal 162 16.0 a9
Services less rent 285.1 290.5 287.8 15.5  17.9 240 11.0
Services less medicel care 1, 265.7 271.0  268.9 1.5 7.0 213 118
Energy 363.9 3649 366.0 35.5 359 Az 5.7
A1 items less energy 235,35 237.8  237.8 13 laa 7.8
All items less food an 231.0 233.5 2331 15,5 14,7 7.9
Commogitie 199.5  200.6 201.8 ¢ 131 7.4 7.0
€nergy comsodities AD8.2  400.5  400.0 48.0 52,9 3.3 5.3
Services less energy. 267.6 272.0  269.3 154 18.0  2l.a 8.8

1/ %ot seasonally adjusted.
NOTE: Index spplies to & month as & shole, not to any specific date.
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CPI-U

TABLE 3. Consumer Price Index for 81l urban consusers: Selected sreas, all itess index, 1967-100 unless otherwise noted

ther noexes Perceat change to Pezcent cnange to
Area )/ Pricing index Apr. May  June  July J uly 1980 froo- June x;ao
schedule oase 1980 1980 1980 1980  Jul May  June  Jun Sy
2 1575 1seb  isss 197 xsau 1380
U.S. city average..... e, e 202.5  2a4.9  247.6 13.2 0.1 143 21 1
Gnicags, L1L.-dortnestern Ina. " 200.1  243.1 -6 16,3 3.4 2.
Oetroit, “ - N -2 192 34 33
A.-Long Beach, Anahel " -6 b3 2.2 .
, V.-North.u:ttrn [® " 7 1.6 18 1.2
ebphia " 7o 2.1 13
Anchorage, Alssks 1 10767 - - - -
8altimore, na. . Y - - - -
Boston, Mas: . h - - - -
Cincinnatt, *oniocky Y - - - N
ver-goulder, Colo..... . 1 - - - -
. 1 /77 - - - -
. 1 - - - -
- 1 - - - -
Portiand, Oreg.-wash . 1 - - - -
St. Louis, Mo.-111.. . 1 - - - -
San Dlego, Calif. 1 - - - -
Seattie-Everett, wasn. 1 - - - - -
-.snxnumn, 0.C.+Mg., 1 - - - - -
Atlants, Ga 2 242.2 B - 2.9 -
. 2 235.4 - - 7 -
Clevolmn “onio, 2 250.1 - - 1 -
Daiias-Fort sortn, Tax 2 256.4 - - 2.0 -
Honolulu, Hawaii. 2 221.8 - - 0 -
Houston, Tex.. 2 266.5 - - 2.2 -
Kansas City, Mo.-Kans. . 2 247.8 - - 1.6 -
ulnne.yolss-sz Paul, Minn 2 246.4 - - B3 -
Pittsburgh, 2 246.1 - - 2.2 -
San Frantascooaxiand, Caiif H 248.0 - - - 1.8 -
Region 3/

2 12/77  126.8 - 1291 - - - - 13.0 1.8 -
2 12/77  131.3 - 137 - - - - 1. 2.6 -
2 12/77  130.8 - 1330 - - - - 13.9 2.0 -
2 12717 132.7 - 13 - - - - 6.1 2.1 -
2 12/77  128.9 - 1LY - - - - 1.8 2.3 -
2 12/77 131.1 - 13 - - - 14,4 2.0 -
2 12777 131.6 - 1342 - - - 1.2 2.0 -
2 12/77  130.9 - D33 - - - 13.7 1.8 -
2 12777 128.6 - 1320 - - - - a0 2.6 -

Region/populstion size class

cross classification 3/
Mortheast/a. . 2 12777 125.0 - 127 - - -
North Central/a.. 2 12777 1332 - 1367 - - -
South/A. 2 12/77 130.7 - 1338 - - -
West/A 2 12/77  132.8 - 131 - - -
Northemst/8 . 2 12777 129.0 - 1310 - - -
Nortn Centrai/s.. 2 12/77 1309 - 1344 - - -
2 12777 1317 - 1347 - -
2 12/77 13401 - 13.0 - N
2 12/17 132.7 - 1358 - - -
2 12777 12809 - Bl - - -
2 12777 131.3 - 13301 - - -
2 12/77  13l.a - 133 - - -
2 12/77 127.4 - 13l - - .
2 12/77  128.7 - 1Bl - - .
2 12777 12803 - 13l - - -
z 12/77 130.4 - 1A - - -

(MSh), axclusive of faras. LA
%2, nd Chicago, ‘111

-Lnng Besch, Anghels, Calif.
n Ind. are the more
hose established by the afuc. or ™anagesent and Budget in
n does not inc uu- Douglas County. Osfinitions oo not include revisions made

1/ Area is generally the Standard Metropolitan Stetistical A
is a comdinstion of two SMSA's, and N.Y., N.¥.-No.
extensive Standard Consolidated Areas.
1973, except for Denver-Boulder, Colo. w
since 1973.

2/ Foods, fuels

ve

®ost other goods and sarvices priced as Indicated:

and several other items priced every maath in all a
o

y .
1 - Janu oy March, May, July. Septesber, and November.
2 - Februi ril, June, August, October, ang Decombar.
3/ Regions sre a-nneﬂ as the four Census regions.
The population size classes sre aggregstions of areas w¥hich have urban population as defined below:
A1 lhln 1,000.000

A-2 1,250,000 to 4,000,000.
8 385,000 to 1,250,000,
C 75 000 to  385,000.

ess than ,00(
Pupuuuon uu Class A 1s the agoregation of populstion size classes A-1 and A-2.

MOTE: Price changes within areas are found in the Consuser Price Ingex; differences in living costs among areas are found in
Family Budgets.

73-905 0 - 81 - 2
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TABLE 4. Consumer Price Index for urban wage earmers and clerical workers:
commodity and service group, 1967=100

Group

Relativ

importance, Unacjusted incaxes

Decemper June July
it 1980 1980

All items. 2e8.0
M1 {teasiigs7-59+100} . 288.
a . 249.1
. 255.5
2514
Cereuls ong Dakery prooucts i/ 248.0
Meats, poultry, fish, and eggs 236.1
BGairy progucts....... 229.2
Fruits and vegetadles 253.
Suger ang sweets L/ 354.6
ats ano olls. . 240.6
Nanllcuho“c beverages 396.2
Other prepsreo fooos . 232.1
Food away from nome 2712
Alcoholic oeverages 185,
neuunu 265.1
she 284.3
Rsm, rest 191.8
Other rental costs . 265.5
Homeownership....... 3170
Home purchase 1/..... . 254.3
Finsncing, taxes, a0 1nsunnu . 405.0
Malntenance snd repal 265.1
Maintenance and npn 309.0
Maintenance and repair

commodities i/. 2313
Fuel ana other utilities 1/. 286.1
Fuels 1/ 360.3
N 561.9

Gas (piped) and electricity 1/

Other wtilities and puplic services L
Wousenolo furnishings ano operation ..
- Housefurnishings ..
Housekeeping suppiies 1/.
Housexeeping services 1/
Apparel ano upkeep.....

Appa;

ot

Gasoline .

Na
ot

Publ

Megical care
Megical
Medical car

Professional service
Other wedicai care slnicu i

Entertainaent ...
Entertainsent commoaities
Entertainment services i/.

other

Tooacco prooucts i/.
Personas care L/. .
Toilet goods and personal care’

rel comsoaities
R ooys' ap|

T .
men's and girls® apparel....
infants' ana todulers' apparel 1/
Faotwear
her apparel commodities L
Apparel services 1
Transpor

intenanc
ner private transportation

Other private trans. commodities y‘
Other private trans. services .

ic transportation Lf..

commooities .
services L/

n

QooUs ano services ...

appliances i/...

Personal care services L/.

Personal and educational upunsu Caeens
School pooks and supp.
Personsl ang educstional servié

100.000 247.8 248.0
si.870 233.0 233,48
Food and b ... 2464 229.1
Connodltles 1ess foa and beverages ... 223.4 224.2
Nonguradles less food and beverages... 2a3.2 243.5
Apparel commouities . 158.8 168.0
Nonourables less food, auenues,
and apparel cerenenians 284.1 264.9
Duradles... . 206.8 208.0
Services.. . 275.1 2731
Rent, residential i/ . . 190.8 1.8
Housenalo services less tent ... . 3319 325.9
Transportation services....... 242.7 243.9
services i/ 207.3 289.3
21 218.6
80.763 245.7 248.3
71.962 235.7 257.2
811 items less mortgage interest costs ...  91.812 236.0 237.8
ALL Ltems less home purchase ana
ortgage interest costs . . 82.675 238.3 235.8
AL1 items jess eegical care.. . 95.628 216.5 246.6
Commodities less food.. . . 42,68l 221.6 222.4
Nonduranles less focd.. . 19.9a8 238.3 238.7
Nondurables less food and lnnlre) . 15.a39 271.4 72.2
_ Nondurables . . 39.188 203.7 247.2
" Services less L 33140 291.2 280.6
Services less acoical Gare 3u.481 271.8 269.4
Ene: . 11.115 371.8 373.9
11 Trens lass nergy | . 88.885 237 237.6
ALl items loss food ana energy . £9.648 232.7 232.1
Commoalties less food and energy......  34.900 199.8 200.6
Energy comsodities ... . 7.740 205.6 A06.14
Services less ensrgy. N 19 1% 272.5 269.8
Purchasing poser of the consumer gollia
1967+$1.00 1/ .. - $.404 $.403
1957 59-51 80 4/eiinninns feererens - L7 a7

v
NOTE:

Not sessonally .oJusun.
Incex applies to

nth as a whole, not to any specific date.

CPI-W

U.S. city average, by expenoiture category and

una

djusted

percent change to
July 1980 from-
July 1979 June 1980

Expenditutre category

13.0

N
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1.1
1.1
1.3

s
1.6
-6

service group
0-L
i

Seasonaily sajusted
percent change from-

Apr. to May to June to
Hay June July

‘o
°

o
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i

rhuudLBIREBRLUNRBO LW
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1.0 -3 1.0
.5 3
-7 s 4
.6 % -6
-8 .7
0.9 0.9
W3 .3
.5 .3
-3 .2
.2 a
-.2
.3 -1
i .
1.7 1.9
1.0 Ll
2.1 2.9
1.8 8
.6 .3
1.0 8
1.0 1.0
% .4
-6 K3
-6 -4 -6
.9 K) .0
& -2 .4
.2 N ..
3 .0 -2
s .2 -6
1.7 2.0 Tl
1.7 2.4 -8
3 3 -2
.9 .9
1.0 1.2
N .3
3 -9
1.5 1.8
-1.0 -1.0
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TASLE 5. Consuser Price Inasx for urosn wage earners ana cierical workers: Seasonally aujustea U.S. city average, by expenditure
categiry anc commodily ang service group, 1957s100

Seasonaily agjustea lnaexes Seasonally adjustea annual rate
percent change for-
Group Apr. May  June  July 3 months enging in 6 montns enaing fn
1380 1580 1580 1980  Oct.  Jan.  MApr.  July Jan, uly
1979 1960 1980  i%80 1980 1980

Expenaiture category

1s and bakery procucts
Meats, poultry, fish, and .ggs.

By e

N

17 .
Financing, taxes, wno insirance .
Maintenance and repair

LoooulrlLnbaooaLuihLnbian
mbbnboE~bbhLANBON DL IO

3097 307.9 307.8

226.5 228.8 231.3
276.4  283.0 286.1
346.0

55.2

S
e

PBBrE BNNLOONNOGONANNOSORORVN0E YR uEYaW I BN NCTCROO PRV R NWE TR o -

-

Apparel commodities.
Wen's and Doys' apparel.
women's and giris’ apparel.
Infants' and tocdlers’ apparel }
Footwear.
mnar apparel comsodities 1/.

ared s .

Trangportation

Tivat

Py

Gl!allnl .
Mainten
Other prlvlte tnnsnaruuon
Other private trans. comsodities }/.
Other private trans. services
Public r.nnsponlucn /.
Medical c
unulcll cln nn-lotuun -
Nedical care services 1/.
Professional services 1/
Other aedical c vl

T TN Ty

e b

[ Sy Srure)
Noloe orSasovwiiuehowabolwudditucunvneunana

Entertainment commodities
Entertainment services 1/.
Other goods and services
Tobacco progucts 1/.
Persanal care 1/...
Toilet goods and pu:sonu care

| spplimnces 1/.
Personsl care service: .
Perspnal ano educational -xp-nsu

School books ana supplies
Personai ang eoucational s

e

MNLLUS ancrbbaRRNLLDRNRERB - ORELBRO RSN RS

I

8
2
9
1
9
3
o
2
4
2
9
8
2
3
7
2
8
2
8
Q
1
7
-0
.2
r
.3
3
6
7
1
.8
9
9
B
8
0
-8
3
2
5
1
7
6
8
8
7

Bom3Y uwmDoBLOUNRLURLABNGIBRONBUESLRDBRbUWODUEN

ALl itess... - - - - 13.2 1.6
Coamodities 230.3 231.1 231.8 233.1 11.9 .7
Food|and beversges. 202.6  243.7 245.0 247.2 7.9 .1
Commpdities less food and beverages. 221.1 2218 222.2 223.1 1a.0 ..
less fnuo and 282.2  242.8  242.7  243.5 20.7 la.a

Apparel cossoditie: 169.9 169.6 168.9 169.8 .6 .5

N
-

1

s

7

9

A

6 5
7.1 6.7
8.0 5.9
66.0  270.4  275.6 15.4 16.3
, resid 18.5 183.7 150.8 12.9 8.3
Household servi 3l6.7 3233 3%2.8 15.2 2004
Transportation services 236.9 241.1 2a3.0 2aa.7 10.5 17
Medical care services L/. 2845 2863 287.3  289.3 12.5 102
Othes services ..... 2148 2165 2186 2192 0.6 9.9

Special

ALl St 242.8 245.3 244.8 14.6 12.7
233.7 2347 236.2 106 10.3
2338 23511 236.3 11.8 9.9
lu:tqﬂge interest costs 232.4 233.4 234.9 1l.0 10.1
All itdms less medical care 24305 205.8  205.7 133 .
Coamodities less food. 220.1 220.5 221.4 13.9 9.5
Nonduraoles less fooa 237.7 237.8 8.7 2001 1.2
Nondurab. l'l! food 270.3 270.3 270.8 25.% 16.2
Nondurables . .. 244.1 244.5 246.0 13.9 10.4
Services less rent. 286.0  291.8 260.7 15.8 17
Services less mecicel care 1/. 266.3  271.8  269.4 16.3 16.6
Energy 365.5 367.7 366.8 369.5 36.3 22.2
all At!l’ less lntrgy e 232.7 234.9 237.1 237.1 10.5 10.1
All items less food and energy 227.7 2300 232.7 231.9 ua u.a
Commodities less food and energy 197.1 198.2 199.2 200.4 6.9 7.
Energy comsodities 407.3  405.5 a02.a 401.3 a7.8 2008
seryices less energy 2640 268.3  273.0 270.0 3.8 109

no: seasonally adjusted. .
Index spplies to s month a3 & whols, not to any specific date.




TABLE 6. Consuser Price Index for url
othereise noted

area 1/ Pricing o
schedule base
2
U.S. City average...ecessesciseeses
Cnicago, 1il.-Northeestern lnd "
Ostrolt, Mich [
"
“
1 10767
i
voston, Mass. 1
Cincinnatd, Ohla-Ky 1
Genver-doulder, ¢olo. i
1 jevias
1
1
1
st. Loun, 1
San Olego i 1
Seattle- Evouu. wash 1
washington, 0.C.-Md i
atlanta, Ga 2
duffalo, N.Y. F]
Claveland, Onlo. 2
allas-foit worth, Tex 2
Honaluiu, Hawail . 2
Houston, Tax. z
Kansas City F
Minneapolis-St.Paul, 2
Pittspurgh, P 2
San Francisco-Oaxland, Calif. F]
Region 3/
Maptneast... 2 w2
North Centraie... < 1211
2 1277
2 wn
2 2/77
2 2/77
2 2/77
2 2/77
2 2177
Region/population size classs
ctoss classification 3/
Northeast/a... 2 aum
2 1277
2 w2
H wm
2 2077
2 277
2z 2/77
2 2/71
2 2/71
2 2/77
2 2/77
2 12/77
2 12777
2 12177
2 12177
2 wn

1/ Area is generally the St
is a cosbinatlon of two SMSA
axtensive Standard Consolida

Apr,
1980

16

ban wage earners and clerical workers:

Incexes
y .

1980

ERY

Juni
1980

247.8

1973, except for Dlnvlr-Bouln.l‘. Cnln. -nlch uou not include Oougl

since 1973.

w - Every month.
1 = January, March

¥
2 - Fabruary, Apeil, June, August

¥ feglons are dafines a3 the four Census regions.

e on size ciasses are
A than 4,000,

A2 1,250,000 to 4,000,000,
[ 385,000 to 1,250,000.
¢ 75,000 to  385,000.

than

. May, luly, September, and Novesosr.
. October, snd Deceaber.

CPIW

Selecteo aress, all items index, 1967s100 unlass

Percent change to Percent change to

July July 1980 from- Juns Asuu from-
1960 July Way  Jung uay
99 b e o 1980 e
248.0 13.0 1.2 0.1 4.2 -1
247.0 3.9 1.6 4 16,3 2.1
252.1 1.7 1.3 -1 2.8
251.5 16.0 -4 -2 .3
238.4 1.3 1.8 .7 11
prw 13.1 2.3 . 1.6
224.8 8.9 -8 - -
230.3 13.3 1.2 - -
240.9 12.7 17 - -
259.1 la.4 2.5 - -
265.8 11.1 1.3 - -
1347 15.2 2.9 - -
253.9 13.7 .3 - -
283.2 1a.0 3.1 - -
252.2 0.7 -l - -
245.9 3.1 oy - -
265.7 1.0 .3 - -
251.6 16.5 1.9 - -
2u8.7 2.1 2.8 - -

YRR
IR EEREEEE
IR EERRRRE]

R
i
N
v
)

Peaes
DRI

R

R
AR

EEREERR

=

-Not I dna. sre the sare
p1isned by the OFFice of Hanape

o Budget In
County. Durinitions do not inciude tevisions msde

2/ Foods, funls. and several other items priced every month in all areas; sost other goods and services priced as indgicated:

lons of aroas which have urban populstion as defined below:

75,000.
Pnpuhuon size class A is the aggregatian of population size classes A-1 and A-2. >

NOTE:
Faaily Budgets.

Price changes within areas are founc in the Consuaer Prics Ingex; dafferences in living costs nmg areas ars

found in
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CHART 1. CPI-W: All ltems, food and beverages, 1969—80

All items ’ : AL _
ndex, 1967=100 2.0 | o
(Not seasonally adjusted) ’ — %?8
/ — 220
— o ~ 160
7 | — 140
P . —{120
-
Percent change # ) T '100
12-month span - 13.0 Percent
T 1-month span - 05 1 40
. o
"o -1 2
e I ."" el MW,“ N - 10
- ) * 1 —] 0
— -10
Food and beverages _
ndex, 1967=100 @ 2 . P2 | B
(Seasonally adjusted) : — 5?8
L— | J5%
_./\_’— -
— 160
. : — 140
_ — 120
Percent change = 7 — 100
12-month span # . . 7.8 Percent
--=-~1t-month span | 1.3 — 40 -

1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980

* Unadjusted data used to calculate 12-month percent change. Percent
changes over 1—month spans are cnnual rates caiculated from seasonally
adJusted data.

s August 1973 = 92 percent



18

CHART 2: CPI-W: Hous’ihg, dpparel and upkeep, 1969-80

Housing ' 1 | sen-
ndex, ) . 285.1 - log
!Sooaonolly cdlusted) . :1 328
/ %2
S : / ' — 200
' o -~ 160
7 | e
Percent change * ‘ JUL — 1
12—meonth 16.1 Percent
Z22-= fmonth ‘span 8.8 q 40
. o, 30
N T ool | 20
U .% - S S e Zar ',V)zt — 10
' ) * ‘ 2y
"Apparel and upkee » -
ppéndex, He7mite " : o | T
Seasonally adjusted) — 3?8
— 220
1=
: . 1 | q1e0
‘ | e =T ' — 140
/-—"’T”- o :".VT.-A-” —120
Percent change ¢ ’ T — 100
12—month apan 6.8 Percent
------ -month apen &3 | 4 40
—-1.30
—1 20
— 10
— O
~-10

1969 1970 1971 1972 17.3" 1974 1975 1976 1977 1978 {979 "1880 =

Enod;usted dato used to calculate 12—-month ?orcent change. Percent
e dovera 1-movnh spans are onnuol rates calculated from seasoially
ad]uste
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Semi-

CHART 3: CPI-W: Transportation and medical care, 1969—80
Transportation w
7=100
geasonolly adjusted) 8.3

/-/—-—-—’

—]

T

Percent chaonge =

(Seasonally adjusted)

//

]

JUL
12—-month span 15.7
----- 1—month span .4

[}

'

l‘l a . ! ’r"V\ ,l'l \ “"”“ '
.““ ‘!F pri- kj—;.\-“ Afs,. ! "—W N o 2 ¢ ‘\‘.
‘l hd v 0 e v v 3

Medical care ' n
Index, 1967=100 267.8

\

RN
800

Percent change +

12-month span
----- 1-month span

FAS

(Y4

B

~

A
Y

.
AL T 7y
L
"

bl

bllusssdugeeloeeluudcdudsalusdulul
1969 1970 1871 1972 1973 1974 1975 1976 1977 1978 1979 1980
» Unadjusted data used to calculate 12-month percent change.

log
228
220
200 -
180
160

—1 140
120

— 100

P41l

1

Percent

11

[

1
— = D) Gl b
000000

-

58

3

|
—_
]
[= ]

| I
s8 o N
5 o ©

[ 1
5

Ll
'
o

Percent

changes over 1—-month spans are annual rates calculated from seasonally

adjusted data.
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CHART 4: CPI-W: Entertainment, other goods and services,
1969-80 :

40

Entertainment ' -
logex, 1067100 Fes | T
Seasonally ad]justed) : - %g

‘ ) 1 220

7 — 140

Percent change * Ju — 100

12-month span : 8.4 Percent
~-==-1-month span 8 =

—1 30

l'\. » " o 'Iﬂ ] 20

]

A i \Wﬂgrf_dg""\' YL ~ A ik lg
' -10

Other goods_and services -

|ndex, 1967=100 ‘12!1'3.7 tog

(Seasonally odjusted) 328
220

200

180
160

140
120

§

L1it]

\
\

//

1

/

]

/

Percent change s L

12-month span 9.1 Percent
-~ == {—month span S.8 - 40

ety

1869 1970 1971 1872 1973 1974 1975 1976 1977 1978 1979 1980

» Unadjusted data used to calculate 12—month percent change. Percent
_ changes over 1-month spans are annual rates calculated from seasonally
adjusted data.



Table C.

in experimental measures: Percent change over 12 months

HOMEOWNERSHIP COMPONENTS used in official CPI-U and

Table D.
alternative h

Official ALL-ITEMS CPI-U and EXPERIMENTAL MEASURES using

8 change over 12 months

Experimental measures

Experimental measures using alternative

Official of homeownership Official o rship P 8
C C r
Price Flowof~-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 X-5 12 months ended { Urban | Rental X2 x-3 X~4 x5
Con— equiva-| User coet| User cost| Outlays | Outlays Conm— 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 (CPI-U) | using curreat average current |average
CPI interest | interest | interest{ interest CPIL interest | interest [interest |interest
rent cost cost cost cost rent cost cost cost cost
7.6 2.8 11.0 8.0 11.0 6.0 4.7 3.9 4.9 4.6 4.7 4,2
10.2 3.8 7.1 3.5 13.2 8.3 6.1 5.2 5.6 5.2 6.0 5.7
10.2 4,5 4.2 1.7 12.6 10.1 5.5 4.5 4,5 4.2 5.2 4.9
2.7 3.8 -12.1 -8.9 0.3 7.7 - 3.4 3.5 1.6 2.2 3.2 3.8
4.1 3.5 2.4 3.2 4.8 6.2 3.4 3.3 3.2 3.3 T 3.4 3.5
7.7 4.9 23.0 18.9 10.8 4.4 8.8 8.5 10.4 10.0 9.2 8.7
13.3 5.4 16.9 12.9 14,9 9.1 12.2 11.1 12.6 12.1 12.3 11.8
7.9 5.2 2.8 34 7.1 9.0 7.0 6.6 6.4 6.4 6.8 6.9
3.8 5.5 -l.1 1.9 2.7 7.6 4.8 5.1 4.3 4.7 4.8 5.2
9.2 6.5 2.5 0.4 10.4 9.0 6.8 6.3 5.9 5.7 6.6 6.5
12.4 7.3 5.7 -1.1 12,0 5.3 9.0 7.9 7.8 7.1 8.5 7.8
t 1979 seeenees 1640 7.5 20.1 13.2 15.9 7.0 August 1979 ...... 11.8 10.1 11.5 10.7 11.0 10.2
September 1979 .....  16.1 7.6 18.3 11.5 16.4 7.5 September 1979 ... 12.1 10.4 11.7 10.9 11.5 10.6
October 1979 .e.c..e  16.8 8.4 22.2 15.5 17.2 7.8 October 1979 ..... 12.2 10.5 12.2 11.3 11.5 10.6
November 1979 ¢..... 18.3 8.1 24.5 16.3 19.0 7.9 November 1979 «... 12.6 10.5 12.5 11.4 11.8 10.6
December 1979 «ceses  19.8 7.9 28.2 20.5 22,6 11.2 December 1979 +... 13.3 10.8 13.2 12.1 12.5 . 11.3
January 1980 sveeeee 21,1 8.1 30.7 22,0 24.4 11.5 Jamary 1980 «....  13.9 11.2 13.9 12.7 13.1 11.7
20.6 8.5 31.2 23.3 24,5 12,1 February 1980 .... 1l4.1 11.6 14.3 13.1 13.4 12.1
21.7 8.9 38.0 29.7 26.5 12.7 March 1980 . 14,7 12.0 15.5 14,1 13.9 12.5
22.2 8.7 42.3 33.1 27.7 12.9 April 1980 14.7 1.7 15.7 14,2 13.8 12.3
22.8 8.7 42.8 33.9 28.3 13.3 May 1980 +.. 4.4 11.4 15.4 13.9 13.5 11.9
23.8 9.4 47.7 36.5 30.6 13.5 June 1980 .... 14.3 il.1 15.6 13.7 13.4 "11.5
July 1980...0000000e  19.9 9.2 36.0 27.5 24.5 13.9 July 1980 ..eveeen 13,2 10.8 14.0 12.6 12.5 1.3
Relative importance
December 1977 22.8 14.5 11.4 10.0 10.0 8.7

12
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Explanaii_ons of Homeownership Measures

Official CPI-U includes five components. (1) The weights
for property taxes, property insurance, and home main-
tenaice and repairs represent expenditures of ail home-
owers in the base period. The weights for house prices and
contm:ted mortgage interest cost represent only those

who Ily 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 estimate of the rental
value of all owner-occupied homes in the base period com-
piled from a specific question asked on the 1972-73 Con-
sumer Expenditure Survey. This covers the entire stock of

owned homes. (2) Prices used are the current rents col-

lected for the residential rent component of the Cl’l The
CPI rent p is designed to ref in
residential rents for all types of housing units, not just
changes in rents for units that ne typically owner occuplzd
The CPI rent p is, therefore, not for

this measure.

PPIOp

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 resulti

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 weishum 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 are current thi;

As in X-2, appredntlon is represented by a S-year movlng .
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 perliod
age distribution of mortgage loans.

Experimental Measure X4: (1) The weights for this out-
lays spproach include expenditures actually made in the
base period for property taxes, property insurance, and
maintenance and repairs. The weight for the mortgage in-
terest term is calculated in the same manner as in X-2. How-
ever, no appreciation or equity terms are included. Not all
homeowners are represented in this measure becauss thoss
who made no mortgage debt payment in the base period
are excluded. (2) The prices used for each of these items
are current ons.

1 M.

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 owed,
and the equity component is the amount owned, i.e., pay-

ments on principal plus appreciation from the time of pur. .

chase to the base period. Each component was sub-
sequently multiplied by the average mortgage interest rate

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
ppreciation of equity el musedAslnX-4not

all h are d in this

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.
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United States -
Department é)}

News :::

Bureau of Labor Statistics Washington, D.C. 20212

Kay Ford (202) 272-5177 USDL~-80-523
Betty Rice (202) 272-5080 TRANSMICSION OF MATERIAL IN THIS RELEASE
Kathryn Hoyle (202) 523-1913 IS EMBARGOED UNTIL 9:00 A.M. (EDT)

Friday August 22, 1980
CONSUMER PRICES: ENERGY - July 1980

The Bureau of Labor Statistics of the U.S. Department of Labor released today the
average retail prices for gascline, fuel oil, natural gas, and electricity for July 1980.
These average prices are compiled from data collected by BLS in conjunc;:ion with the
Consumer Price Index.

Gasoline and Fuel 01l .

The U.S. average price for all types of gasoline rose to $1.247‘. July prices of leaded
regular gasoline averaged $1.216; unleaded regular, $1.271; and leaded premium, $1.307. 1In
the 28 cities for which gasoline prices are published (table 3), prices of all types of
gasoline averaged highest in Honolulu, San Francisco, and Chicago and lowest in Dallz'xs,
Kansas City, Milwaukee, and St. Louis.

The U.S. average price per gallon of fuel oil rose to $1.022 in July. In the 15 cities
for which fuel oil prices are published (table 1), the price per gallon averaged highest in
Seattle, Anchorage, and Washington, D.C., and lowest in Baltimore and Northeast Pennsylvania
{Scranton).

Electricity and Natural Gas

The U.S. average price for 500 KWH of electricity was $31.51, up 58 ceats from June.
The July price for 40 therms of natural gas was $17.18, 19 cents higher than June. The U.S.

price for 100 therms was $40.42, $1.56 higher than June.
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Table 1. Average prices for utility (plpea) gas, electricity, sno fuel ofl, U.S. city sverage and selecteo areas

Area, region and population size
class

per 40 therms

June
is80
U.S. city average L/........ $16.989
Chicago, I1l.-Northwestern Ind...... 16.061
Botroft, Mich..oooiisoiionioinenses 17.369
_L,l =Lang. 3.

N. v.-Nonheutern N. J 27.087
Pnil-uelonlu. PR.-N.Juunens 21.186
anchorage, Alaska. 9.640
Baltimore, Md... 18.590
Boston, Mass. 22.186
Cincinnati, Ohio-Ky 16.830
Denver-goulder, Colo. 16.978
Miami, Fla..o. 21.080

17.930
19.167
Portlang, Oreg.-w 24.790
St. Loufs, Mo,-Iil. 15.529
San Oiego, Calif.. 12.615
Seattle-Everect, Wash. 26.671
washington, D.C.-Nd,-! 18.851
Atianta, G 17.110
Buffalo, N.Y. 18.69%
Cleveland, Onio. 15.883
Dallas-Fort Worth, Tex 12,411
Honolulu, Hawall 2/ 56.610
Houston, Tex. 15.990
Kansas City, Mo.-Kans. 12.628
Minneapolis-St. Paul, Mian. 14,935
Pittsburgh, P 14.732
San Francisco 16.500
Reglon 3/
Northeast. .. 22.219
16.059
16.065
15.299
Region/population size class
cross classification 3/
Northeast/A. . 22.183
North Central/A. 16.094
16.758
1a.9a5
22.706
15.557
14.000
16.793
20.067
15.829
15.367
14.639
26.827
15.028
16.897
15.221

July
1960

$17.184

16.174
17.560

21.186

26.671

19.003

15.810
18.396
15.883
11.670
59.260
15.990
12.632
18.605
14.763
l6.900

22.122
16.124
15.841
16.099

22.072
16.157
16.582
15.962
22.956
15.676
13.622
16.991
18.962
15.861
15.367
1a.589

1/ Honolulu not included for utility (plped) gas.

3/ Prices are for propane only.

3/ Regions are defined as the four Census reglons.
= the populltlon size classes are -guragltians af sreas which have urban population as dafined below:

re than 4,000,000.
A 2 - 1, 250 000 to 4,000,000.
B - 365,000 to 1,250,000.
C - 75,000 to  385,000.
$ than 75.000

26.506

utility (piped} gas

per 100 theras

June
1980

$368.858
35.57%

45.778

19.790
41,400
46,681
38.885
38.214
44.150
41,152
39.755
56.977
4,462
31.7al
55.479
4l.921

37.380
82.649
35.285
27.842
138.410
34.240
2%.018
t32.919
31.935
56.898

47.750
35.518
35.449
39.574

36.353

July
1960

$40.415

35.861
36.982
43733~
57.222
45.778

20.080
41.960
46.681
37.716
32.35a
46.020
41.152
39.755
56.977
34.666
35,931
55.879
42.213

56.898

47.518
35.675
34,375
46.158

47.459

36.867
34.369

&
Popul-tlon size class A is the aggregstion of population size classes A-1 and A-2.

Electricity
per 500 Kun
June July
1980 1980
$30.931 $31.513
37.197 37.064
32.327 32.081
- - 35.808
50.216 52.267
33.730 35.170
21.573 21.871
34.180 34.190
32,673 32.979
23.250 23.160
32.069 32,324
29.763 29.992
23.960 31.560
25.170 25.600
i7.954 17.607
27.888 27.888
38.422 48.668
11.502 10.656
31.560 32,512
24.124 24.174
26.867 26.046
31.527 31.978
25.699 26.088
36.950 37.130
29.940 30.370
32.548 33.986
25.966 26.038
27.864 28.142
290136 29.136
37.856 39.042
30.863 31.263
26.302 26,902
28.181 28.295
39.983 41.403
32.274 32.820
29.281 29.665
29.061 29318
29.551 29.772
26.726 26.392
220305 23.337
26.845 26.651
29.896 30.363
21.952 22.135
24.274 24.569
24.937 26.956
28.303 26.803
26.485 26.264
26.542 26,157
16.523 16.815

Fuel oil #2
per gallon
June July
1980 1980
. $1.017 $1.022
1.019 1.016
1.011 1.011
M- - - —NA -
1.031 1.041
999 1.000
1.031 1.058
.961 963
1.012 1.022
.985 .985
NA NA
NA '
.982 .980
968 969
1.033 1.029
NA NA
NA NA
1.072 1.084
1.049 1.054
NA NA
1.028 1.029
NA NA
NA NA
NA NA
NA NA
NA NA
.985 977
NA NA
NA NA
1.020 1.027
1.000 .99
1.005 1.019
1.045 1.050
1.0i9 1.026
999 997
999 . 1.002
1.067 1.076
.989 990
1.001 .999
1.032 1.028
1.033 1.028
1.063 1.070
1.019 1.017
A A
1.031 1.058
1.033 1.046
.999 997
1.021 1.021
935 939
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Table 2. Average unit prices and consumption ranges for utility (piped} gas ang electricity for U.S. city average and selected
areas

Average price per thern Range of thers Average price per KwH Renge of KwH
of utility (piped) gas cm\sulpllon for of electricity consumaption for
Azea, reglon and popuiation size July 1580 July 1980
class June July June July
1980 15980 Low High 1980 1980 tow High
U.S. city average 1/........ccuunn oo 30.408 1 1,688 30.063 30.064 3 9,782
Chicago, [11.-Northwestern lnd. .340 30 701 168 2,484
Oetrott; Mich.... 7388 7 381 [ 9,031
t.A.-Long Beach, Mlhelﬂ Cal1f, 2357 193 14 8,224
N.Y., W.Y.-Northeastern N.J. 697 2 1,011 2 4,928
Philagelphis, Pa.-N.J....... 454 1 257 155 2,582
Anchorage, Alask .19 65 1,588 120 2,182
Baltimore, Md... 456 150 157 9,588
Boston, Nl 1] .532 3 291 130 68,880
Cincinnstl, uu 391 37 248 46 1,211
Denver-Boulder, Coln. «Al3 13 335 386 6,975
Miani, Fla...... .759 52 181 2,973
Milwaukee, Wi 427 10 280 178 2,503
Northeast Pennsylvani .509 4 119 3 2,173
Portlsng, Oreg 588 4 200 323 4,375
371 3 228 204 2,100
.336 5 115 17 4,830
592 2. 553 210 8,243
wasnington, D.C.-Md.-Va. -468 9 267 10 7,290
Atlanta, Ga 479 . 418 237 5,345
Buffala, N. V 416 37 249 4 $,060
Cleveland 2376 2 369 205 8,586
Dlllliafort inr h, Tex. .291 33 429 .23 3,936
Honoluly, H: i1 2/. 1.826 1 35 300 4,453
Houston, Tex .320 a3 297 242 5,156
Kansas City, Mo.-Kans -306 9 387 65 2,102
Minnsapolis-St. Paul, Minn.-wis, 343 16 562 18 1,834
Pittsburgh, Pa 2312 72 270 21 5,035
San Francisco-Oakland, Calif. .570 52 3 16 7,997
Region 3/
Northeast.. 520 .518 1 1,011 9,78
North Central. s .355 -357 1 701 18 9,031
South. 408 399 2 776 3 9,588
West 1/.. e . <423 .468 2 1,688 14 9,301
quson/popuhuon size class
sification 3/
.518 +516 2 1,011 .087 21 9,060
.356 .358 2 01 <063 18 9,031
<415 .408 3 429 058 110 9,588
<416 475 2 553 .060 4 8,243
540 -545 3 512 L0861 2,889
.337 .38l 34 643 051 186 7,099
<390 -386 2 776 .046 L] 8,793
.481 <494 4 351 .05& 55 9,301
.516 -505 1 268 .065 9,762
412 .417 1 387 042 l08 3,626
<346 <346 10 330 0351 3 8,548
345 “344 7 1,688 .053 120 7,454
.826 .821 5 2a3 .054 117 4,921
«331 <340 2 320 -057 18 3,732
.557 573 & 220 -031 23 9,485
.350 2341 3 255 .027 97 #,070
1/ Honolulu not included for utility (piped) gas. .

2/ Prices sre for propane onl
3/ Reglons are definea as the’ four Consus reglons.
The population size classes are aggregations of sreas which have urban population as defined below:
A-l - Mora than 0 :

A-2 - 1,250,000 to 4,000,000.
[:] - 385,000 to 1,250,000.
4 - 75 ODD to )BS 000.

o than
Pﬂnullllon tlxe l:ll!s A ll thl lqguvluon of populstion size classes A-1 anc A-2.
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Table 3. Gasoline average prices per gallon, U.S. city average ana selscted aress

Ares, region and population size
class

Area 2/
U.S. CHLY BVETGE. . verusrearranesen

Chicago, 111.-Northwestern Ind.
DOLEOLE, MICN. L eueererrenrsens
L.8.-Long Beach, Anaheim, Calif

. N.Y.-Northeastern N.J
Philsdelphia, Pa.-N.J...

Anchorage, Alaska.
Beltimore, Md
Boston, Mass....
Cincinnati, Ohio-Ky.-Ing
Denver-8guloder, Colo.
uiani,
Milvadkee, Wis.
Northeast Pennsylvania.
Portland, Oreg.-wash.

St. Louis, Mo.-I1l

Sen Diego, Calif.....
Seattle-Everett, wasl
washington, D.C.<Md.

Atlanta, Ga.
Buffalo, N.Y
Cleveland, Ghio
oallas-Fort worth,

- Honolulu, Hawaii .
Houston,
Kansas City,
Minneapolis-St. Paul,

&

Pittsburgh, Pa..esos...
San Francisco-0akland, Calif .
Region 3/
Northeast

Reglon/population size class
cross classification 3/

Northeast/A.

$1.246

Gasoline,

all types 1/ Leaded regular
June July June July
1980 iss0 1980 1980
$1.2a7 $1.217 $1.216

1.307 1.303 1.271 i.267
1.286 1.277 1.265 1.255
1.270 1.274 1.231 1.230
1.293 1.289 1.267 1.262
1.249 1.2a1 1.223 1.213
1.267 1.289 1.237 1.262
1.267 1.268 1.237 1.232
l.221 1.222 1.206 1.207
1.221 1.225 1.193 1.197
1.195 i.199 1.475 1.176
1.230 1.235 1.2i3 1.213
1.195 i.188 1.171 1.163
1.219 1.217 1.200 1.198
l.227 1.243 1.203 1.217
1.199 1.189% 1.i78 1.166
1.285 1.277 1.289 1.227
1.258 1.259 1.237 1.230
0 1.289 1.231 1.262
1.264 1.263 1.224 l.222
1.288 1.288 1.265 1.265
1.210 1.226 1.1%0 1.203
1.180 1.177 1.160 1.157
1.352 370 1.310 1.332
1.190 1.193 1.168 1.171
1.189 1.182 1.168 1.161
1.228 1.216 1.219 1.197
1.261 1.262 1.240 1.240
1.307 1.305 1.270 1.264

1.268 1.265 1.285 1.281
1.238 1,237 l.211 1.209
1.227 1.229 1.199 1.200
1.263 1.267 1.223 1.224

1.272 1.268 1.2a7 1.2a2
1.255 1.250 1.224 1.218
1.230 1.23¢8 1.201 1.205
1.279 1.281 1.243 1.239
1.258 1.256 1.233 1.231

19 1.232 1.1%0 1.203
1.222 1.218 1.196 1.189
1.265 i.269 1.220 1.218
1.264 1.266 1.248 1.247
1.215 1.214 L1.197 1.196
i.216 1.21% 1.189 1.191
1.240 1.25%0 1.209 1.217
1.272 1.266 1.254 1.252
1.236 1.238 1.215 1.212
1.258 1.267 1.224 1.232
1.210 1.219 1.192 1.202

1/ Also includes types of gasoline not shown separately

ely. .
2/- area is generally the Standarg Metropolitan Statisticel Area (SMSA), exclusive of farms. L.A.-Long Beach, Anshelm,

Unleaded regular

June
1980 .

July
1580

Leadeo premium

June
1980

$1.300

1.303
1.308
NA

1.383

July
1980

$1.307

Celif. is a combination of two SM5A's, and N.Y., N.Y.-Northeastern N.J. and Chicsgo, Ili.-Northwestern Ind. are the more

extensiveStandard Consoligated Areas. Area definitions are those established by the Office of Management and Budget

in

1973, except for Denver-Bouloer, Cold. which doss not include Oouglas County. Definitions do not ianclude revisions made

since 1973.

- Wore than 4,
A-2 - 1,250,000 to 4,000,000,
B8 - 385,000 to 1,250,000.
c - 75,000 to  385,000.

] - Less than 75,00
Population size class A 1s the
NA/ Data not adequate for public:

3/ Regions ars defined as the four Census regions. .
The population size classes are aggregations of sreas which have urban population ss oefined below:
A-1 000,000,

3.
aggregation of population size classes R-]l and A-2,
on.
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TECHNICAL NOTE

Beginning in February 1978, the Bureau of Labor Statistics (BLS) began
publishing two Consumer Price Indexes: A new CPI1 for All Urban Consumers
(CPI-U) and a revised CPI for Urban Wage Earners and Clerical Workers
(CPI-W). The previous report on fuel and utility prices and indexes was
compiled from the unrevised CPI-W and was discontinued effective with data
for June 1978, Due to changes in compilation methods, the price data
published in this report are not strictly comparable with those from the
unrevised CPI-W. . ’

Prices are usually available for the U.S. city average, 28 large urban
areas and 12 areas reflecting the four Census regions cross-classified by
three population sizes. However, not all energy commodities and services are
used in every area of the country. Fuel oil, for example, is not a common
heating fuel in some urban areas, particularly in the South and West. Where
no average prices are available, the-designation NA will appear--average
price not available. NA will also appear if the data sufficiency criteria
have not been met in any given month. For example, if there are fewer than
five usable.fuel oil prices for a published city or region size class, no
fuel oil prices for the area will be published.

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

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

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

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

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

1 therm = 100,000 BTU's (U.S. Department of Energy).
1 kwh = 3,412 BTU's (Edison Electric Institute)
1 gallon #2 fuel oil = 140,000 BTU's (U.S. Department of Energy).
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™~
REAL EARNINGS IN JULY 1980
Preliminary real earnings figures for July--covering full-time and part-—
time workers on production or nonsupervisory jobs in.:he private nonfarm sector of
the American economy--were released today by the Bureau of Labor Statistics of the
U. S. Department of Labor. Real earnings-—or earnings in constant dollars——for
July were calculated by adjusting earnings in current dollars for changes in the

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

*Real RrOSS average weekly earnings were virtually unchanged from June to
July afcgr allowance for the usual seasonal variation. A 0.3 percent increase
in average hourly earnings was offset by a 0.3 percent decline in average weekly
hours with no change in the CPI-W. (See table A.)

Over the year, real average weekly earnings were down 6.8 percent. A 7.5
percent increase in average hourly earnings was offset by a 1.9 percent decli;e in
average weekly hours and a 13.0 percent increase in the CPI-W. Before adjustment
for the CPI-W and seasonal change, average weekly earnings were $233.69 in July
éompared with $221.76 a year earlier. (See table 1.)

*Real spendable earnings--average weekly earnings reduced by social security
and Federal income taxes applicable to a married worker with three dependents who
earned the average amount and then deflated by the CPI-W--were virtually
unchanged from June; seasonally adjusted. Over the year, real spendable earnings
were down 7.4 percent. (See footnote 2, table A, for explanation of over—the-
year average tax effect.)

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

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

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

m [€) [€)) (%) (5) (6) ay
Real :
Month Average Average Average Consumer average Average .Real
hourly weekly weekly price weekly tax spendable
earnings hours earnings index 1/ earnings effect 2/ earnings 3/
1979 Percent change from preceding month, seasonally adjusted
July 0.7 0.0 0.7 o1 0.4 0.1 =0.5
August 0.8 0.3 1.1 1.0 0.1 0.1 4)
Sept. 0.6 =-0.3 0.4 1.1 -0.8 (4) -0.8
October 0.3 0.0 0.3 1.0 -0.7 (4) -0.7
Nov. 1.0 0.0 1.0 1.0 0.1 0.1 =0.2
Dec. 0.8 0.3 1.1 1.2 =-0.2 0.2 0.3
1980
January 0.3 -0.3 (%) 1.4 -4 0.0 1.4
Feb. 0.6 =~0.3 0.3 1.4 ~1.0 (4) -1.1
March 0.9 -0.3 0.6 1.4 0.7 0.1- -0.8
April 0.5 -0.3 0.2 1.0 ~0.8 (4) -0.8
May 0.5 =0.6 ~0.1 0.9 =-1.0 (4) -0.9
June p 0.9 0.0 0.9 0.9 (4) 0.1 -0.1
July p 0.3 0.3 (4) “) (4) 0.0 (&)
1979 Percent change from same month a year ago
July 8.1 -0.8 7.2 11.5 -3.9 0.0 -3.9
August 8.2 ~0.6 7.6 12.0 -3.9 (4) =4.0
Sept. 8.2 =03 7.9 12.4 -3.9 0.1 T =40
October 7.5 =0.6 6.9 12.4 4.9 -0.1 ~4.8
Nov. 7.8 -0.6 7.2 12.8 4.9 - (4) ~4.9
Dec. 8.0 -0.6 1.4 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 =65
May 8.1 -1.4 6.5 14.4 -6.9 0.8 ~7.6
June p 8.2 ~l.4 6.7 14.2 =6.6 0.9 =7.4
July p 7.5 -1.9 5.4 13.0 . =6.8 0.7 =7.4

Note: The following relationships hold approximately:
column (1) + column (2) = column (3)
coluan (3) - column (4) = column (5)
column (5) = column (6) = column (7)
p = preliminary
1/ The Consumer Price Index for Urban Wage Earners and Clerical Workers

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

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

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

4/ Less than 0.05 percent.
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3.7 percent. (See tables 2 and 3.) The index excludes the effects of overtime in
manufacturing and of interindustry shifl;.s, such as the shift of workers between

high-wage and low—-wage industries.

Explanatory Notes

eamnings are by taking the average
weekly pay for all production or nonsupesvisory jobs, both
full-time and part-time, and then deducting social security
and Federal income taxes spplicable to a single worker or

to a married worker with thres deoendents who made this

amount.

Real spendable earnings rapresents the buying power of
the spendable earnmgs of a wnrker esrning the average pay
and with the after for

fying wage for pi ion or
workers 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

} and d Y lay shifts, such as
shifts of workers between high-wage and low-wage
industries. ”

visory

price changes froin the 1967 base period, that is, adjust-
ment by the appropriate Consumer Price Index for Urban
Wage Earners and Clerical Waorkers. {Ses Michsel Buso,
“Changes in the Spendabls Earnings Serles for 1878,”
Employment and Earnings, Mareh 1979.)

The earnings series from which spendable and real
spendable earnings are derived—-—gross average weekly
earmngs—-:s an- arithmetic average of the earnings of all
pr or visory jobs, part-time
jobs. Therefore, it is less than the average weekly asrnings
of full-time wage earners. It should be noted that the series
on spendable earnings reprasants only the average earnings
for those rank-and-file workers whose weskly pay approxi-
mates the averages indicated. The actual earnings level of
married workers with thres dependents tends to be higher
than the average figures given sbove, 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. Month-to-month and year-to-
year changes in actual spendable earings for this worker

it J data are p! d 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 cyclical “trends. These!
changes in averags earnings may be due to seesona! changes;
in the proportion of workers in high-wage and low-wage in-
dustries or occupations, or to ssasonal changes in the
smount of overtime work, and so on. The seasonally ad-
justed data are presented in table 2.

Income tax Isw changes that become effective during the!
year may produce misieading year-to-year compamons of
changes in the tax lisbility from the
series. For example, in 1977, the calculation of spendable
earnings following the of the Tex R and
Simplification Act of 1977 {effective June 1, 1877) con-
centrated the entire 1977 reduction in the subsequent
7 months. The Buresu of Labor Statistics develops and
publishes “‘annual average” spendable earnings formulas
which distribute the impact of tax law changes over the
entire calendar year. These formulas siiould be used to

might also differ from the average in
this release.

The Bureau of Labor Statlstics 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 households of specific size
and composition. For a discussion of mm series, see Paul
M. ge, “Annual Earni of | td Heads,”
Momhly Labor Review, August 1975.

The hourly earnings index is designed to measure under-

Y y in tax lisbility changes.
For a p i of the le sarn-
ings series and hourly earnings index, and their relation to
other wage data, see the following arcicles: Jack Alterman,
“Compensation per Man-Hour and Take Home Pay,”
Monthly Labor Review, June 1871; 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
Contrasted,” Monthly Labor Review, April 1971,




Table 1. Eamings of production or nonsupervisory workers on private agricultural peyrolis by major industry division

Gross Hourly nvlninw aver, Spendable averags weekly earnings ?
erem index Gross aversge
Industry hourly samings - {1967 - 100) weekly danings [ Married worker with 3 dependents | Worker with no dependents

July |June |July |July |June |July | July June July July June July July June July
1979 |1980p|1980p| 1979 [1980p|1980p| 1979 1980p | 1980p | 1979 1980p | 1980p [ 1979 1980p | 1980p

TOTAL PRIVATE: ?

Currentdollars. . ............. $6.16|$6.61]5$6.621230,0]249.2|250.4[$221.76|$233.991$233.69$196.26 |$205.56 {$205.33 |$179.351$188.05|$187.84

1967 doklars. . .......ounnns 2.81| 2.67] 2.67{104.8[100.6{101.0| t01.08| 94.43| 94.23| 89.45| 82.95| 82.79| 81.75| 75.89| 75.74
Mining: . .

Currentdollars............... 8.54] 9.11] 9.08|267.4]286.2{287.1] 356.12( 394,46 384.99] 296.71| 324.36| 317.74 ) 269.66| 293.14| 287,47

1967 dollars. .. ....vuiinnnnn. 3.89} 3.68f 3.66/121.9|115.5|115.8| 162.32| 159.18| 155.24( 135.24| 130.90} 128,12 122.91 ' 118.30f 115.92

9.921222.3|234.7{237.2] 350.03} 371,801 372.99} 292,28 308.14| 309.01 265.77) 279.58| 280.29
4.00]101.3} 94.7] 95.7| 159.54| 150.04| 150.40} 133.22| 124.35| 124.60] 121,13| 112.82{ 113.02

7.28|235.2(257.5/259.8| 268.13 283;68 283,19| 231.46) 243.26| 242.89| 211.88| 222,43 222.10
2.94}107.2103.9(104.8] 122.21| 114.48| 114.19| 105,50} 98.17| 97.94| 96.57| 89.76| 89.56

8.19| 8.77] 8.81|248.9|268.0[269.1] 327.60( 347.29| 350.64| 275.93{ 290.28| 292.72 251.45( 264.02| 266.16

* Transportation snd public utilities:

Current dollass.
3.73) 3.54] 3.55/113.5|108.2[108.5| 149.32| 140.15| 141,39} 125.77] 117.14} 118.03} 114,61 | 106,55| 107.32

Wholesale and retail trade:

Current dollars. 5.05| 5.43| 5.45|223.8]240.9(242.3| 168.17] 175.93] 177.67} 157.26| 162.48| 163.66 | 140.00 [ 145.81| 147,11

1967 dollars. ............ .| 2.30] 2.19] 2.20}102.0} 97.2| 97.7] 76.65] 71,00 71.64} 71.68| 65.57| 65.99| 63.81] 58.84} 59.32
Finance, insurance, and real estate: .

Currentdollars. .............. 5.28{ 5.75| 5.72|210.4)228.2)227.2| 191.14| 209.88} 208,21 172.57| 187.01{ 185.71| 157.03 170.69| 169.47

1967 dollars. . . ....oeinenen 2.41) 2.32| 2.31| 95.9f 92.1} 91.6| 87.12| 84,70} 83.96] 78.66| 75.47| 74,88 71.57{1 68.88| 68.33
Services:

5.29] s5.82| 5.79}226.8}247.6]246.9| 176.16} 190.90| 191.65] 162.64} 172,41] 172.90| 145.98] 156.86| 157.41
2.41] 2.35} 2.33)103.4] 99.9] 99.6] 80.29] 77.04| 77.28| 74.13] 69.58| 69.72] 66.54| 63.30{ 63.47

]
2

Adjusted for overtime ( ing only) and 2 shifts. struction; and aonsupervisory workers in transportation and public utilities; teade; finance, insurance, and rest
Spendable.sarnings are calculsted by deducting sociel seurity and Federal income taxes spplicable to @ #5tate; and services. Included in this group are approximately four-fifths of all workers on privete industry
worker who earned the gross average weekly earnings of all production O nonsupsrvisory workers. A technicet  Psyrolls,
note on the ion snd uses of the sernings series is available on request. p=preliminary,

3 Dsta relate to production and related workers in mining snd menufacturing; construction workers in con-

(45



‘on private nonagricultural payrolls by major industry division
July 1979 - July 1980

Hourly earnings Gross average Spendable average weekly earnings 3
index ?
Industry {1967 = 100) weekly eamings Married worker Worker with no
with 3 dependents
Current | 1967 Current | 1967 Current { 1967 Current | 1967
dollars | dollars dollars { dollars dollars | dollars | dollars dollars

TOTALPRIVATE ..........covvnvnnnn 8.9 ~3.7 5.4 -6.8 4.6 ~7.4 4.7 =7.4
Mining .............. 7.4 -5.0 8.1 -4.4 7.1 =5.3 6.6 =5.7
Construction . ... 6.7 =5.6 6.6 -5.7 5.7 -6.5 5.5 =6.7
Manufacturing. 10.5 -2.3 5.6 -6.6 4.9 -7.2 4.8 -7.3
Transportation and public utilities. . 8.1 ~4.4 7.0 -5.3 6.1 ~6.2 5.9 -6.4
Wholesale and retail trade ....... 8.3 4.2 5.6 -6.5 4.1 -7.9 5.1 =7.0
Finance, insurance, and real estate . 8.0 -4.4 8.9 =-3.6 7.6 -4.8 7.9 -4.5
Services. ...l 8.9 -3.7 8.8 -3.7 6.3 -5.9 . 7.8 4.6

! Based on preliminary data for the current month. Hourly sarnings index changss sre based on sesmonally adjusted dets. Groes snd weekly

changas are based on dats that are not sessonally adjusted.
2 See footnote 1, table 1.
3 Calculated for workers who earned the average weokly sarnings.

Table 2. € g of prod or y workers on privete nonegricuitural payrolls, aily adjusted
Series 1979 1980
July |August | Sept. |October{ Nov. Dec. January| Feb. March | April May [June p JJuly p
Gross average hourly earnings: _
Currentdoflars................ $6.17| $6.22| $6.26] $6.28] $6.34| $6.39| $6.41| $6.45] $6.51| $6.54| $6.57| $6.63] $6.65
1967 doflars .......... .00 2.82 2.82 2.80 2.78 2.78 2.77 2.74 2.72 2.7 2.69] 2.68 2.68 2.69
Hourly eamings mdex (1967=100):
Current doltars ¢ 230.8} 232.3] 234.3| 235.0] 237,3] 239.4| 240.3| 242.4| 245.2| 246.2] 248.3{1 250.7| 251.3
‘957‘40""“" ~~~~~~~~~~~~~~~~~ 105.5[ 105.2| 104.9( 104.2{ 104.1| 103.8| 102.7] 102.2{ 102.0| 10i.4] 101.4] 101.5| 101.7
Gross sverage weekly earnings: )
- Current dollars $219.65($222,05($222.86($223.57{$225.70[$228.12|$228.20($228.98]$230.45]$230.86$230.61($232,71$232.75
1967 dollars .......... ..| 100.43] 100,52] 99.76| 99.10| 99.03| 98.88| 97.52] 96.53| 95.82| 95.08} 94.16] 94.18] 94.15
Spendable average weekly earnings®:
Current dollars 194.62| 196.49| 197,12] 197.65| 199.27| 201.10| 201.17) 201.76] 202.87] 203.18)] 202.99] 204.59| 204.62
1967 dollars .......... SREREE 88.99 88.95] 88.24( 87.61] 87.44| 87.17] 85.97| 85.06] 84.35] 83.68| 82.89] 82.80] 82,78
1 See tootmote 1, table 1. pepreliminary.
2 Calculsted for married worker with thres dependents who earned the average weekly sarnings. cecorrectsd.
Table 3. Percentage change' over the year in earnings of pr or visory work

€e
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Senator BenTseN. I'd like to now defer to my colleague, Congress-
man Reuss for any comments he might have.

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

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

Representative Reuss. OK. I’'m proud of you. :

Senator BENTsEN. Chairman Kahn, we are pleased to have you and
you may proceed.

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

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

Mr. Chairman, I feel today very much like the mythical draftee that
we used to talk about when 1 was in the Army 37 years ago. During
the entire period of his basic training, he walked around the camp
and picked up imaginary pieces of paper, examined them very care-
fully, and each time would say, “That’s not it,” and throw them away.
Finally, after 2 or 3 months of that he received a medical discharge
for psychological reasons and they handed him his discharge and he
looked at the paper and said, “That’s it.”

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

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

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

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

The CPI in the first quarter of 1980 rose at an 18.1-percent annual
rate. In the second quarter of this year that 18.1 percent had dropped
to 11.6. Food had helped us more than we deserved in the second quar-
ter, but that was 5 points. Energy was on a downslide, 8.1, but mort-
gage interest costs were 55-percent annual rate. The July figure again
then is 0.0. Food, however, has now turned around quite properly.
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This is, of course, partly because of the unfortunate effect of the
weather, but it is more importantly the result of a necessary recovery
in prices at the farm. When the July figure was 0.0 annual rate, food
was 12.1 annual rate; energy is still on the bottom side of 8.7 ; but now
home purchase, insurance, and taxes is —25 annual rate and mortgage
interest is down something like 51 percent at an annual rate.

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

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

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

I must, however, as you again fully expected, have to observe that
while we are at long last out of double-digit rates of inflation, that the
extreme exacerbation of inflation that we have been so worried about
has gone, at least for the time being, inflation still is a clear and present
danger and we must frame our every economic policy in consideration
of the fact that the core rate of inflation is probably still at the 9- or
9.5-percent level. These lower numbers are, as you point out, in part,
a consequence of recession; they are almost certainly lower than the
basic cost structure in our economy; and therefore we still have to
deal with a basic rate of inflation which, while not substantially higher
than it has been for the last decade—this core rate has been over 6
percent for the last decade—now this 7.5, 7.9 percent is really not sub-
stantially different from what it was in preceding years, but neverthe-
less, 1t is too high. There is that constant danger of its resurgence if
the economy heats up too fast, and resurgence will show up almost
certainly first in resurgence of interest rates if we rekindle inflationary
expectations, and that of course means a killing of our hope for a
recovery of the economy as well.

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

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

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

Now the acceleration of wage settlements is understandable, given
the past rate of increase in the CPI, but it builds in a core of under-
lying rate of inflation of 9 to 10 percent. It emphasizes the vital im-
portance of wage and price restraint, especially in an economy that
Is In recession when unemployment 1s increasing, and the necessity
again of addressing ourselves—I have never given a piece of testi-
mony before you, Mr. Chairman, in which I have not observed in the
end that we have to address ourselves to the tougher long-run ques-
tions which hinge around the question of productivity. _

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

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

CONSUMER PRICE INDEX

[Seasonally adjusted, percentage changes]

December 3 mo ended 1—
1979 relative

importance Julyto  October January Agril July June to
1979 1980 1980

percent) uly 1980 July

All items.. 100.0 13.2 13.4 15,6 15.9 7.6 [
Food. 17.7 7.6 1.9 8.6 6.0 7.4 1.0
od at hom - 12.2 6.8 7.2 8.2 4.5 1.4 1.2
Domestically produced. 10.0 5.6 5.1 7.1 2.8 1.5 13
imported2. ______.___ 2.2 12,5 14.9 7.9 17.2 10.3 .6
Food away from home._.__ 5.5 9.4 9.5 11.7 9.0 1.5 5
Housing less fuels2..______.___ 40.4 15.3 16.7 17.8 17.4 9,7 ~.8
Home purchase2_____.____ 10.4 13.3 17.9 15.8 7.5 12.6 .5
Mortgage interest costs. . __ 8.7 36.4 36.0 54.9 54.0 6.8 =56
ent? ___ ... 5.3 9.2 13.1 6.1 6.5 11.4 .5
Energy ... 10.3 29.0 35.5 35.9 2.3 5.7 .3
Transportation less gasoline.... 12.9 7.8 4.5 12.7 10.2 5.6 .8
Public transportation2_____ 1.1 27.1 26.7 38.4 17.0 21.2 3.4
3.7 1.5 .7 8.8 12.7 8.1 .9
Apparel and upkeep. 5.1 7.2 8.2 7.8 12.4 .9 .4
Medical care_.. 4.8 11.1 10.6 13.8 13.0 1.4 .7
Entertainment. 3.7 9.3 1.2 7.3 14.0 8.6 .8
_Other goods and s 4.1 9.4 1.2 8.8 8.4 8.6 .5

All items less energy.__.._. 3 - 89.7 11.5 11.3 14.4 12.6 7.8 0

All items less mortgage interest

costs(MIC). ... ______. . ._ 91.3 11.2 12.0 13.3 12.2 7.3 .6
All items less energy and MIC_.____ 81.0 8.7 8.6 9.6 9.5 8.2 .6
Underlying rate2__________________ 47.9 9.7 8.1 10.5 12.4 7.9 .6

T Annual rates of change,
2 Not seasonally adjusted.

3 }'he Consumer Price Index excluding the costs of home purchase, finance, taxes and insurance; and food, energy and
used cars.

Source: U.S. Department of Labor, Bureau of Labor Statistics, and the Council on Wage and Price Stability.
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Senator BENTsEN. Thank you very much, Mr. Kahn.

I looked at the substantial preponderance of my Democratic col-
leagues here as related to my Republican colleagues and I wonder if
that relates to the good news this morning.

Mr. Kagn. I'll leave that interpretation up to you, Mr. Chairman.

Senator BenTseN. There’s a school of thought that says that the
expected rate of inflation is a major determinant of interest rates. Now
we have seen a substantial reduction in the rate of inflation over the
last several months, but recently interest rates have begun to climb.

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

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

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

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

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

One of the ways that you beat inflation is by having more efficient
production, putting more goods on the shell at a cheaper price, by
having better tools in the hands of American working people. Now
that is the goal of a substantial part of that tax cut and that part of
it at least this committee I would think from its previous reports would
be encouraged by. You at COWPS have been recommending that type
of thing for some time.
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Mr. Kann. That’s correct, Mr. Chairman. We have never had any

disagreement between us on the desirability of reversing that long-
‘run productivity trend. I have always cautioned that the issue was one
of timing and particularly in light of the inescapable effect of the re-
cession on the budget, in any case, with all the automatic stabilizers,
and also we have cautioned about the dangers of trying to enact a
tax cut on a very short notice before November 3. I'm not anything
like the principal developer within the administration or exponent or
spokesman on the question of fiscal policy and the tax cut. As you
know, the President has emphasizéd caution. You point out that there
are parts of the tax cut, important parts, which are productivity
oriented. I think there’s a fear that other things will get attached to
it in haste and I’'m merely repeating what the President himself has
said. I don’t have an independent judgment on that. .

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

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

Mr. Kamw. T think it’s terribly important how we proceed, too.
I'm also fully aware that some other things may be added on the floor
and it is ever so. But I also know that when it finally gets to conference
many, many of those things are then dropped to put 1t back within the
confines of what one would think should be done. As a member of the
Finance Committee, let me say I have never seen much difference in
the pressure on a tax bill, regardless of when it is offered, and I have
all the scars to prove it. There is always intense pressure on any kind
of a tax cut that’s brought up, be it before or after an election.

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

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

Representative Reuss. There’s a vote in the House, Do you want
to make the vote? :

Representative HeckvLer. Yes, I do.

Representative Reuss. Why don’t you go first then.

Representative HeckLER. Thank you very much.

I’d like to say, Mr. Kahn, you have good news and bad news. The
good news is the zero growth in the inflation rate as measured by
the CPI, and that is good news. The bad news is the 22-percent in-
crease in the Producer Price Index announced last week, and that is
very serious and very negative news.

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

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

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

Mr. Kaun. Partly, it’s because of the effect of food. Partly it’s very
heavily influenced by automobiles and that is very heavily influenced
by an erroneous seasonal adjustment. It’s just one of those crazy
things in which the automobile manufacturers have changed the tim-
ing of their announced price increases and the seasonal still has the
old months. So instead of seasonally adjusted, it’s 2.2 percent, which
takes you way over 25. The raw figure 1s 1.4 percent, but the critical
thing, if you take the last 3 months, automobile prices annual aver-
age rate of increase is 9 percent at the wholesale level, which is within
our standards.

As I say, I do honestly believe it’s very mistaken to just take those
3 months. I could take the preceding 8 months and have it below.

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

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

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

rices.
P Mr. Viscusi. It depends a lot on the component——

Representative Heckrer. Let’s discuss food. That’s going to be a
major consumer Concern.

Mr. Viscusi. That would be fairly rapid.

Representative Heckrer. By fairly rapid, would you say next
month ¢

Mr. Viscust. Within the quarter I would say.

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

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

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

Mr. Kan~. Yes; Mr. Viscusi is an expert on that, but that’s going
to lag several months. 4

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

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

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

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

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

You were propelled to greatness this morning, largely by interest
rates, and I want to keep you on that Matterhorn you have now
ascended. Everything was great in July, now Chase Manhattan has
raised the prime rate; and the lead headline in the Wall Street Jour-
nal this morning is: “Rising Interest Rates Hurt Housing Again,
Boding 111 for the Economy.”

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

You have as much jurisdiction over interest rates as you do over
anything else—a mighty power of suasion is what it amounts to. You
were respected before today and you’re going to be defied for at least
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a few days. I encourage you to use this position of strategic strength
to call together the Nation’s 20 leading banks and ask them as a patri-
otic matter not to increase their interest rates in this recessionary
period ; point out that increases in interest rates may well give away
the inflationary gain; and that the best way you can think of to impel
fiscal prudence on the Congress, either in spending or tax reductions,
is by a reasonable interest rate structure; point out that the too little
money supply flurries which are used as an excuse by the banks to raise
interest rates don’t, in your opinion—if that is your opinion, as I hope
1t is—justify increasing rates. One was due to social security checks
floating around. Another, yesterday, is because the Fed has engaged
in one of those 5-day buy-backs of securities; it doesn’t alter the money
supply at all, but money markets are using that as an excuse to raise
the rates. Point out to the major banks that if they would cut down
as the Fed asked them to do before it went limp some months ago on
loans to the Bunker Hunts for commodity speculation, loans for the
greatest rash of corporate raids and takeovers we have had in some
time, and excessive foreign lending, they would then be able to lend
at reasonable interest rates and without increasing them to produc-
tivity enhancing investment. Expanded investment is the last best
hope of getting us out of this inflation.

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

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

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

I get letters from people almost daily saying the way to solve your
problem is just to decree reductions in interest rates, and I have taken
the position—which I think is professionally the correct one—that
the high interest rates from which we have suffered in the past are
far more intelligently looked at as the consequence of inflation rather
than something that can be remedied by administrative fiat; that they
are the consequence of the highest, almost hysterically insatiable, de-
mand for credit in which circumstances there would have been nothin
the Government could have done to hold them down except to expan
credit. We can get to the selective aspect of it you referred to and, as
you know, I'm very sympathetic to that, and any attempt to hold
Interest rates down, given that inflationary expectation, would only
have pumped up the money supply. It would have been self-defeating
because it would have meant that you had even more hysteria, more
people buying houses at 16-, 17-, and 18-percent mortgages.
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I’'m worried that an attempt to correct what may really be an un-
justified administered temporary increase may be more harmful than
helpful, and I would welcome your reaction to that.

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

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

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

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

Senator BENTSEN. Senator Proxmire.

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

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

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

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

negatively.
enator Proxaire. Still come in negatively ?

Mr. Viscust. Right.

Senator Proxmire. So what we get in September—the CPI—is
likely to be also to some extent perhaps, at least in my view, an under-
statement of the inflation rate.

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

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

Mr. Viscust. This would be part of the weighted average.

Senator ProxMIre. So everything we get before the November elec-
tion will tend to hold down the CPI below what it would be otherwise.
It’s a very happy kind of situation.

Mr. Kaux~. Just one factual point, Senator. I don’t think I want
to make a case that the kind of “all other” items went up more in July
than June. If you take out those volatile ones—that 1s, energy and
food and

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

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

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

Mr. Kaun. Exactly. I'd have to say it’s kind of——

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

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

Senator Proxuire. It’s increased more?

Mr. Kaun. The increases have been enormous already.

Senator Proxmire. But you gave fantastic statistics about how the
annual rate of increase in food prices are 90 percent in the latest month.

Mr. Kanx. I gave you the value at the farm. That’s the latest month.

Senator ProxmIre. That’s passing through so that in the next 3 or 4
months it will go up. How about gasoline prices; they declined last
month. What’s the outlook for gasoline prices ?
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Mr. Viscust. They are expected to remain fairly flat for the next
coming months,

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

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

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

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

Senator Proxmire. That’s right.

Mr. KanN. Pm sure you would agree with me in the last 4 months
monetary policy has made a very powerful contribution to the decline
in the underlying figures.

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

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

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



Senator Proxsare. My time is up.

Senator BexTsen. Congressman Mitchell. )

Representative MrrcuerL, Thank you, Mr. Chairman.

It’s good to see you again, Mr. Kahn.

Mr. Kang~. Thank you, sir.

Representative Mrrcuer. I want to share the good news of no
increase in inflation with the 8.2 million people who are unemployed.
I think we need to get the word out to them and I guess they would be
so ecstatic about this news that they would switch over from the
cheapest cuts of hamburger to filet mignon. They will stop drinking
the cheapest beer and maybe get some Chateaubriand. Let’s get the
word out to them that a miracle has been accomplished. We have
stopped inflation temporarily and their lot is better. I'm being
facetious.

‘What can we do to stimulate the economy to help 8.2 million plus

ple who are out of work, some of whom are running out of unem-
ployment benefits and other reserves that they have had ? It i1s not pos-
sible to come up with some kind of stimulus to assist these people with-
out triggering another round of inflation ¢

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

Representative MrrcHELL. Relieve their plight?

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

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

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

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

Mr. Kann. Absolutely ; absolutely.

Representative MrrcHELL. Interest rates—this has been referred to
by my other colleagues. My estimate is that they are going to continue
to rise unless there is the kind of intervention by you and others which
Congressman Reuss alluded to, unless there’s strong intervention,
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strong jawboning. Absent that, what’s your prediction on the increase
in interest rates? Absent intervention on the part of the President and
you and others to try to pull these interest rates down?

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Representative HeckLer. Thank you, Mr. Chairman.

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

Mr. Kaun. The first question relates to the way in which the CPI
is constructed and the fact that it imparts some upward bias because
the CPI is the price of a market basket of go in portions that
- were bought several years ago, therefore, of course, there will be a
.- tendency for the current distribution of purchases to be somewhat
~]ess. The measurements of that that have been made in the past tend
to say that we are talking about maybe one-tenth of a point per year
over 10 or 15 years. It’s not a huge influence. I don’t have any doubt
that over the last year there’s been some exaggeration of the increase
in the cost of living for that reason—the slightly mistaken compo-
sition of the CPIL.

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

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

There’s no way that I know of combating inflation without some
restraint. That restraint is in some degree unfairly distributed, but
there is no restraint more unfairly distributed than what happens
as a result of inflation. Inflation 1s erratic and cruel. You should

see the letters I have gotten over the last year from people who are
trying to live on fixed incomes, retirement,

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

I don’t mean to sound hardhearted or nonunderstanding, but there’s
bound to be some suffering, and all I can ask myself is to the extent I
influence Government policy, is it disproportionately borne by people
that can’t afford to buy ¢ I have to worry about people who are really
poor and living on small fixed incomes and under those circumstances
I’m not sure that Government policy at this time ought to try to help
young couples, regardless of income, to compete in the market for a
good that everybody seems to think 1s a good hedge against inflation.
As I say, we have to be selective. I can easily solve that problem and
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say that the Government could subsidize everybody that wants to buy
a house. The variable mortgage rates will help to some extent, intro-
ducing changes in the pattern, but I’'m not sure that’s the proper thing
for me to worry about as being our most serious inflation problem.

Representative HeckLEr. Unfortunately, my time has -expired.

Mr. Kaun. 'in sorry if I used up your time.

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

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

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

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




50

would be that any interventions I might make, at least at this stage,
ought to be purely private and exploratory and I take your suggestions
very seriously.

Representative Reuss. Jawboning farmers, of course, I would agree
is irrelevant; but coming out as you have, 1 believe, for a close look
at the old Brannon plan which tried to support farmer income rather
than farmer prices seemed to be something you could well do there.

Mr, Kann, Yes. . _

Representative Reuss. And again, I think jawboning of bankers—
Please be reasonable—wouldn’t get you very far. I'm not advocating
that. What I’m advocating is a close look at the composition of their
portfolios. After all, the Fed did that last October 6. It’s unfortunately
gone limp and I tried to give you some of the reasons why that is
what’s likely to happen when the Fed takes on the banking system,
but you don’t have their impediments.

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

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

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

So I think probably there’s no way of making one statement about
the cost versus the benefits that applies at all times. My first hook was
on the balance of payments of Great Britain, and the best thing that
ever happened to the British economy was the devaluation—giving
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up that fight to cling to gold—and the devaluation that took place at
a time back in September and October of 1931. I believe the devalua-
tion of the American dollar in the 1930’s was helpful.

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

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

Senator Proxmire. Mr. Kahn, you’re Chairman of the Council on
Wage and Price Stability, COWPS ¢ -

Mr. KauN. The Council, yes.

Senator Proxmire. Well, as you know, that agency’s life expires on
September 30. This is August 22. It’s passed the Senate and it has
not passed the House, as I understand 1t. It passed our body and we
reported it out. It would seem to me that the credibility of your
agency of COWPS is absolutely essential. In other words, if the
workers in this country and the businessmen in this country don’t
feel that COWPS has clout and force and effect it can’t be effective.
It’s the belief that is so important.

Can you give me two or three specific cases since the Mobil Oil
situation where COWPS has taken an action to hold prices down and
1t’s worked ?

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

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

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

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

Mr. Viscust. Both of them combined were $15 million.

Senator ProxMire. Roughly what?

Mr. Viscust. $15 million. '

Senator Proxmire. Can you tell us what the price difference was as
far as the consumer is concerned in paying for gasoline? Can you
translate that?

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

Senator Proxmire. I understand and I'm trying to elicit more. Can
you give me another example ?




52

Mr. Kanx. We had a couple in the hotel field. I want to be care-
ful—Holiday Inns was one. I’m sorry; I can’t tell the other.

Senator Proxmire. For the record, give me what you can.

[Tge] following information was subsequently supplied for the
recor

-EXECUTIVE OFFICE OF THE PRESIDENT,
CoUNCIL ON WAGE AND PRICE STABILITY,
Washington, D.C., September 3, 1980.
Hon. WILLIAM PROXMIRE,
U.8. Senate, Washington, D.C.

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

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

Here are a few other such successes since the Mobil settlement:

Ford Motor Company. agreed to keep its management pay below the low
end of the second year pay range to compensate for its noncomplying col-
lective bargaining agreement with the UAW.

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

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

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

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

With warm regards,

Sincerely,

. ALFRED E. KAHN, Chairman.
Enclosure.
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A i th .deut o : T T ° _" Tt eI
Exdautive Office of the Prest - . Council on Wage and Price Stability
T ‘600 Seventeenth St. N.W.
Washington, D.C. 20506
Telephone 202-456-6757
EMBARGOED UNIIL 12:00 NOON ) FOR_FURTHER INFORMATION
Tuesday, July 8, 1980 1202) 456-6757

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

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

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

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

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

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

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

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

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

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

Since inflation remains a serious problem "we expect that :
the pay/price standards program will be continued," the Council said.
However, in the paper, the Council observed that the fundamental
question before it is whether there should be a third program year.
The Council asked for public comments on this point.
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The Council solicited comments on the merits of switching
the program from 2 price limitation to a cost passthrough basis,
adjustments in the base period, the level of the price standard, alter-
ations in the profit limitation and the modified price standards,
and. the question of a three-year cumulative standard vs. a one-year
standard. It noted, however, that "the less radical and extensive
the changes, the more we can capitalize on the experience gained
by companies and by the Council in applying the standards over the past
two years."

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

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

The purpose of this document is to solicit public comment on one of the central
components of the broed anti-inflation program that the President announced in October
1978—the voluntary pay and price. standards. During the first year of the orogram, the
standards restrained the rise in prices and employment costs in the industrial sector of
the economy. But accelerating inﬂation_'\ created problems for designing the second-year
program, and we observed at that time that some of the pn‘)visions of the standards
ereated distortions or inequities. To initiate the process of evaluation and review and to
enc surage public participation, we published an Issue Paper on August 7, 1979, requesting
comments on the first-year standards. The paper included an economic review of the
first program year as well as a discussion of conceptual and practical issues on which we

particularly wanted the public to focus.

The response to the Issue—Paper- was helpful in developing the second-year
standards—not only in revealing how the public perceived the program but also in getting
the public's views on some of the options for resolving the technical issues. After
considering the responses to the Issue Paper, the Council on September 28, 1979,
published interim final second-year price standards. With minor changes, these standards

became final on November 1, 1979.

As a result of comments that this program, unlike previous ones, had not included
.a clearly defined role for representatives of labor, management, and the public, the
President created the Council's Pay Advisory Committee. The Committee, composed of
18 members—six representatives each from labor, business, and the general public-—-was
ziven a variety of tasks, with its principal assignment being to recommend modifications

e

of the pay standard, including the basic pay limitation, the inflation assumption



60

evaluating cost-of-living-adjustment clauses, and the adjustment for employee units not
covered by such clauses. The Council's Price Advisory Committee was also created to
include six representatives of the general publie and it was asked to comment on the

revised price standard developed for the second program year.

As we approach the end of the second program vear, we confront the question,
once again, of whether the pay and price standards should be extended for a third year,
and, if so, with what changes, major or minor. Historically, programs like this tend to
diminish in effectiveness over time and may develop distortions and inefficiencies.
Against these considerations, we must weigh the manifest need for continued pay and
price restraint, and the doubt that restrained monetary and fiscal policy alone ean limit

inflation except at excessive costs.

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

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

year's, it includes an evaluation of the standards program to date, drawing on both
published aggregate data and aggregated company-specifie data supplied to the Couneil
(although the latter are available so far-only for the first program year). This evaluation
(presented in Section 0) constitutes a é@htow review of the standards program.
Section Il attempts to identify both fundamental issues—including the most fundamental
one of whether the standards should be continued in something like their present form—

and technieal issues on which we wish to have ,tt}e public’s comments.
2 !
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The situation with the pay standard differs from that with the price standards.
The Couneil adopted the present pay standard only recently after lengthy consideration
by and consultation with the Pay Advisory Committee. We have therefore decided that
it would be premature to publish a discussion of pay-standard issues at thié time,
although éomment on this subject is not precluded.

3

73-905 0 - 81 - 5§
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I. EVALUATION OF THE PROGRAM

Our evaluation begins with a review of wage and‘ price developments both before
and during the program (Subsection A). This eursory review provides evidence about the
program's effectiveness—based upon both what actually happened dﬁring the program and
estimates of what would have happened in lthe absence of the program. Subsections B
and C use aggregated company data supplied to the Council to assess the extent to which
companies were constrained by the standards and to quantify the amount of
noncompliance with the standards and the various sources of slippage (i.e., variation from'
the basic pay and price limitations attributable to exemptions, exceptions, and

exclusions).

A. Analysis of Aggregate Wage and Price Data

1.  Price Performance

When the anti-inflation program was announced in October 1978, the annual rate
of inflation—as measured by the Consumer Price Index (CPI—was running about 9
percent (see Table 1). During the first quarter of the program, the inflation rate changed
very little, but in early 1979 it escalated sharply to about 13 percent. Then, after
remaining in the 13-to-14-percent range throughout 1979, it rose sharply again in early
1980 reaching an annual rate of 18 percent, before falling iﬁ April and May to an annual

rate of 11 percent.

These accelerations are commonly cited as evidence that the pay/price-standards
program was ineffective. That summary conclusion is not well founded. The standards

program necessarily excludes many prices from_its coverage; it makes no sense to apply
4
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standards that call for price restraint in markets where sellers have little or no
discretion in setting prices—i.e., in highly competitive markets, where attempts to hold
prices below market-clearing levels would quickly generate damaging shortages. We
therefore excluded from the program prices set in organized exchange markets. We also
excluded raw-material prices, generally, because most are determined in highly
competitive world markets, and attempts to restrict these prices artificially could
quickly reduce domestic supplies. Also excluded are prices set by sales contracts in
effect before the program, prices of new or custom products (since it is impossible to
compute price changes for these commodities), and interest rates (since these are
competitively determined and are heavily influenced by poliey decisions of the Federal
Reserve Board). Despite these exclusions, about 60 percent of the economy is covered by
the price standards, as compared to about 45 percent under the Nixon Administration's

mandatory controls.

The surge in the inflation rate in 1979 and early 1980 was the result primarily of a
sharp acceleration in prices not covered by the standards. The world-wide economic
expansion that continued throughout 1979 sent raw-material prices skyrocketing. These
soaring raw-material prices rippled through the American economy, foreing many

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

limitations, which allow uncontrollable cost increases to be passed through,
.6
f
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The most dramatic raw-material price surge was the 110-percent increase in
crude-oil prices during 1979 and early 1980. This. jump contributed to the 80-percent
increase in the U.S. energy-commodity prices during that period. In fact, the energ;y,-
commodity component of the CPI, accounting for only 7 percent of the weight, was
“directly responsible for one-fifth of the overall’increase in consumer prices in 1979, and

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

There were, moreover, substantial indirect effects, not only because energy is an
important input into the production process, but' also because. rising consumer prices
elieit higher wage demands, and so inflate labor costs. It has been estimated that the
total effect of energy-price increases is roughly double the direct effect, although much
of the indirect effect is lagged. We independently estimate that at least 2 percentage
points of the inflation rate in early 1980—oﬁ top of the 5.2 points of direct impact—is

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

Of course, not all of this increase in energy prices can be attributed to th;a
doubling of crude-oil prices during this period;.a large part is attributable to the
substantially expanded margins of both petroleum refiners and' gasoline and home-
heating-oil retailers and distributors. Earlier this year, the Council published a detailed

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

February 25, 1980).
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Another important contributor to the recent surge in the CPl was the steep climb
in interest rates. This contributes directly to the measured rate of inflation through the
homeownership componAent of the CPL Mortgage interest costs increased 35 percent
during 1979, and at an annual rate of 54 percent in early 1980. Thus, the mortgage-
interest component of the CPI, whose weight is only 8-1/2 percent of the total, was

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

Taken together, energy-commodity prices and mortgage-interest costs, which
accounted for less than one-sixth of the weight of the CPl, were responsible for nearlv
half of the inflation in 1979 and for over half of the inflation in the first quarter of
1980. Even more dramatic, they accounted for three~fourths of the acceleration in

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

No reasonable anti-inflation program could have prevented the surge in inflation
caused by the escalation of crude-oil prices and interest rates. No petroleum importing
country has insulated itself from the world-wide explosion of crude-oil prices. The U.S.
economy has, indeed, been the hardest hit, because it is the most energy-intensive
country in the world other than Canada (see section V of the Council’s Inflation Update.
released June 12, 1980). Similarly, any attempt by the Federal Reserve Boarr to prevent
the surge in interest rates by accommodating the large demand for credit would have
exacerbated the inflation by expanding the money supply even more rapidly and addiné to
aggregate demand. The degree to which interest rates can be lowered by expanding the
money supply is limited since high interest rates are as much a result as a cause of high
inflation rates. (The inflation rate affeets interest rates by influencing price
expectations and hence the expected real rates of return from any given level of interest

rates.)
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For these reasons, both crude-oil prices and inte'rest'rate; have been execluded
from the program, and the very large part of inflation -for which they have been
responsible cannot beé attributed to noncompliance with the standards. On the other
hand, this experience demonstrates the limitations of wage -and price standards as an
instrument for combatting inflation: they are essentially powerless to prevent inflation

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

The proper .measure to be used in assessing the program's effectiveness is the
behavior of prices in the secfor of the economy that it covers. No precise index is
available. As a proxy, we have used the CPI-based underlying inflation rate (the CPI less
the food, energy, homeownership, and used-car components). This and other underlying-
rate concepts, which are intended to measure fundamental inflationary pressures in the
industrial and service core of the economy f(in contrast with the effects of exogenous
shoeks sueh as the crude-oil price increase) are discussed in the Council's latest Inflation

Update (June 12, 1980).

The CPl-based measure of the underlying rate of inflation was 6-1 /2 percent when
the program was announced in October, 1978. It accelerated very little until the third
quarter of 1979, when it moved up to.8 percent. Another gradual inerease, to about
8-1/2 percent, in the fourth quarter of 1979 was suceeeded bv an abrupt ascent to about
12-1/2 percent in the first quarter of 1980. The rise in the underlving inflation rate ]
reflected in this measure was genuine; on the other hand, the 12-1/2 percent figure
exaggerates it, since it reflects, in large part, the temporary surge of energy costs
through other sectors of the economir; a surge that would be expected to abate, with a

lag, once the surge of energy prices themselves abated.

i 9
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Like the changes in the entire CPI, accelerations or decelerations of even the
underlying inflation rate do not in themselves provide clear evidence of the effectiveness
or ineffectiveness of the program. The ideal test,’ of course, is a comparison of the
actual inflation rate with the rate that would have prevailed in the absence of the
program; we will report some results of such comparisons in the final segment of this
section. Another approach is to compare the price increases that actually took place

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

The underlying inflation rate during the 1976~77 base period—as measured by the
CPI residual--was about 6-1/4 percent. Because the first-vear price standard called for
price increases 1/2 percentage point below those in the base period, one would expect,
with universal compliance and no slippage (i.e., in the absence of larger p_rice increases
attributable to exceptions and exclusions from the general standard), an underlying rate
of inflation during the first year of 5-3/4 percent. The actual rate was 7-1/? percent,
suggesting slippage and/or noncompliance of about 1-3/4 percentage points. As will be
seen in the next section, most of the slippage is attributable to the passing through of the
surge in raw-material prices throughout 1979 under the exceptions and alter.native

standards available to those with uncontrollable cost increases.

In the second yesar, the price standard was loosened by 1 pecentage point. Hence—
again with universal compliance and no slipti:age—-one would exoect the underlving rate of
inflation to have been about 6-3/4 percent. The actual annual rate during the first
quarter of the second program year was 8-1/2 percent, indicating slippage of about 1-3/4
percentage points—the same as in the first program vear. The apparent slippage
increased substantially in the first quarter of 1980, but appears to have declined since

then,
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To conclude, inflation rates in the sectors covered by the standards appear not to
have been inexplicably larger than would be expected with universal compliance and no
slippage. Because there was substantial sliopage. attributable to the surge in raw-
material prices, the aggregate price data do not support the contention that the

standards were ineffective.

2. Wage Performance

The pattern of changes of wages and other measures of labor compensation
suggest that the pay standard has had a definite restraining influence. Wage inflation
during the first year of the ﬁmgmm was slightly below the rate in the preceding vear,
despite the sharp acceleration that took place in the cost of living and concomitant
decline in real wages (see Table 2). Union wages went up by 8-1/2 percent, aqd\nonunion
wages by 7-1/2 percent. The average incregse in total private labor compensation (wages
plus priva‘te fringe benefits) was about 1/2 percentage point higher than in wages alone,

because fringe benefits increased by 12 percent.

The 8-1/2 percent increase in total private labor compensation during the first
year of the program was about 1-1/2 percentage points above the 7-percent pay
standard. It thus appears that the amount of slippage on the pay side was slightly smaller
than on the price side—a result that is not surprising in view of the substantial increase

in raw-material prices during that year.

Wage inflation appears to have accelerated somewhat in late 1979 and early
1980. The rate of increase of the hourlv earnings index moved up to 9-1/2 percent in the
second half of 1979 and to 10 percent in the first quarter of 1980.
: .

Lol
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Table 2
Selected Measures of Employee Compensation

First Progran Year

Second Progran Year

Change over Previous Quarter

Fiscal Fiscal

1978 1979 78: 111 1830V
8.8 8.3 8.0 10.0
8.4 8.2 8.0 8.4
8.0 1.7 8.2 8.

7.9 8.4 8.7 8.2
8.0 7.3 7.8 4.5
8.6 8.9 8.7 8.7
8.4 8.6 9.0 8.8
8.2 8.3 8.6 8.8
10.3 12.0 12.3 9.1
1.7 12.2 5.0 7.4
0.1 -3.4 -8.3 -0.4
-3.2 -3.9 -2.4 -0.4

79:11 19:111 19:1v
6.1 8.8 R.6
7.0 9.6 9.2
7.8 8.7 10.0
8.7 9.1 10.8
7.8 7.8 9.5
7.9 8.8 8.0
8.2 8.9 9.1
7.4 8.1 8.7

15.2 15.2 12.6
5.2 6.2 6.6
-5.7 -3.4 -4
-9.5 -4.4 -5.6

- - - - -~
pOOS S0 9?
« e . . .

- w) N W - e o -

13.3

~7.1
-11.8

Mareh
to

My

3.7
6.5

-4.8
-4

*/ Viscal year figures for the Mploynent (ost Index and all hourly and real-earnings serles are Septanber-to-Septenber changes and
quarterly figures measure three-nonth changes.

tourly conpensalion, productivity, and unit lator costs are for all aployees in
the nonfarm business seclor, fiscal year flgures mcasure third quarter 1o third quarter changes.

SAKMCES:  OVPS calculalions based on date fran U.S. Department of labor, Bureau of labor Statist ics; and U.S. Department of

Comerce, Bureau of Feonomle Analysis.
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An interim pey.standard was in effect during the last quarter of 1979 and the first
quarter of 1980 while the Administration awaited the recommendations of the Pay
Advisory Committee., During this period, the Council implemented an automatic 1-
percentage-point catch-up adjustment for workers in employee units that were in
compliance during the first program year and did not have cost-of-living-adjustment
clauses, which raised the standard to 8 percent for the great majority of workers. The 9-
to-10 percent increases that actually occurred in this period thus reflect a difference of
about 1 to 2 percentage points, which is comparable to the difference in the first

program year.

3. Wage Distributions

The behavior of average wage increases provides some indication of wage
restraint under the program. The intent of the standards, however, is not to restrain all
wage increases, but rather to vdiscourage inereases in excess of the stipulated ceiling
after allowances for exceptions and exclusions, without elevating increases that
otherwise would have been below it. We can roughly assess our success in achieving

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

Figure 1 shows distributions in the first program year (1978:IV to 1979:I) and the
base period {(1977:IV to 1978:I). (For simplicity, we refer to the former of these periods

as 1979 and the latter as 1978). The data are nominal wage increases for all workers.
13
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It is clear from these distributions that the bulk of the increases was redistributed
from the 8-1/2-to-10-percent to the T7-to-9-percent range between 1978 and 1979.
Moreover, there is no evidence of an upward shift of the c.oncentration of workers at the
lower end of the distribution—i.e., no evidence of a tendency for the ceiling to become
also a floor. As a result, the average (mean) pay increase was lowered from 8-1/2
percent to 8 percent. The downwerd shift in the distribution between 1978 and 1979
would be even more pronounced if we were to show real rather than nominal wages,

because the rate of increase in the CPI rose from 8.3 percent to 12.1 percent in this .

same interval.

To summarize, despite the substantial inflationary pressures on wages during the
first program year, there was a downward shift in the upper range of wage increases and
no upward shift in the lower part of the range. The fact that a substantial number of
workers received increases:just above 7 percent.is largely the consequence of the various
exceptions; and exclusions incorporated into the standard to avoid inequities and market

distortions. We examine these adjustments in detail in Section I-R, which also contains

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

The previous sections provide impressionistic evidence that the standards program
was reasonably effective in preventing the spillover of the energy-price surge into the
industrial wage/price structure. The relatively modest escalation in wage inflation and
in the underlying inflation rate (compared to the much greater escalati;an of the overall

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

15

and price increases.
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In order to assess rigorously the effectiveness of a program whose purpose is to
alter the course of events, it is necessary to estimate (as best one can) what would have
happened in its absence; Obviously it is not possible to perform an experiment over the
life of the program that would compare what would have happened hoth with and without
it. It is possible, however, to construet models that predict the hehavior over time of the
relevant variables and to use such models to simulate what would have happened to these
variables in the absence of the program (and of any other structural changes that may
have oceurred in the wage/price process that could have egused the results to differ from
what would have been predicted from h}storical experience). A comparison of the
simulated results with what actually happened allows one to assess the effect of the
program, assuming that the advent of the standards was the prineipal structural change

in that proceS.

Because of numerous statistical problems, constructing wage/price models that
generate reliable simulations over the program period is difficult. Some preliminary

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

Economic Report of the President, January 1980) and by the Council {see our Interim

Report on the Effectiveness of the Pav and Price Standards, May &, 1980).

Using a variety of models developed by others as well as its staff, the CEA
estimates that the annual rate of growth of wages during the first program year would
have been 1 to 1-1/2 percentage points greater were it not for the standards. Our
simulation exercises suggest that the annual rate of growth of average'hourly earnings
was 1.8 to 2.0 percentage points less than it would have been without the program. We

also estimate that the CPl-based underlying rate of inflation (the CPI less the costs of

16
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/

food, energy, used cars, and home purchase, finance, taxes, and insurance) would have
been 1.1 to .1.5 percentage points higher; hence, the overall inflation rate—assuming that
the program had no effect on the costs of food, energy, used cars, and home purchase,

finance, taxes, and insurance—would have been one-half to three—quarters of a

percentage point higher.

These simulation results suggest that the program had a greater restraining effect
on wages than on prices. There are two major reasons for this difference. First, the
price standards could not and should not have constrained the orices of primary energy
goods, houses, interest rates, and food at the farm; hence, the effect of the price
standard on the covered sector is diluted when it is evaluated on the basis of its effect on
the entire Consumer Price Index. Second, even within the covered sector, tﬁere was
more slippage on the price than the wage side, primarily hecause of the unavoidable

passthroughs of energy and other raw-material costs.

It would, therefore, be incorreet to conelude from these simple comparisons that
the standards bore diseriminately unfairly on wages. In fact, labor's share of total
income was not compressed relative to the profit share. Since the program was
announced, the profit share has decreased from 10.0 percent to 8.5 percent, while labor's
share has increased from 75.4 percent to 76.4 percent. Almost half of the increase in

" labor's share, however, is attributable to rising social insurance taxes; the share of wages
and salaries plus private fringe benefits inereased by only 0.5 percentage points—from
55.9 percent in 1978:UI to 66.4 percent in 1980:I see Table 3). More important,
simulation studies carried out by the Counecil in its Inflation Update (June 12, 1980}

suggest that the observed changes in income shares during the program period are

17




Toble 3
‘ . Nationa) Incane Shares Nuring the Program Period

f (percent)

|

i

‘ labor Caupensation

‘ Soclal Woges, Salarles,

Corporate Interest Rental Proprielors Total labor Insurance and Private

; Profits 1/ Incane Incane 2/ Ineane 1/ Campensation Taxes Fringe Benefits 3/
1e78:111 10.0 6.4 1.5 6.7 75.4 9.5 5.9
1978: 1V 10.2 8.8 1.5 6.9 75.0 9.4 65.6
1979:1 8.6 6.6 t.5 6.9 75.5 8.0 5.6

‘ 1979:11 9.1 6.6 1.4 6.8 75.8 9.9 86.0

; 1979: 114 8.3 6.8 1.4 8.7 5.9 8.8 66.1

j C1979: 1V 8.9 7.0 1.4 6.8 76.0 0.8 8.2

I —  1980:] 8.6 7.3 1.3 6.4 78.4 10.0 66.4

| o

| 1/ Before laxes with inventory valuation atjustment and capltal consumption adjustinent .

2/ With capital consumption adjustment.

3/ Fringe benefits fnclude aployer payments for private pension, health and welfare funds, cawpensalion for injuries, directors® fees,
and puy of the mbiilary reserves.

SOURE:  U.S. fepartment of Comnerce, Purean of Feonamie Anatysis
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explained largely by business eycle variables—i.e., that the program had no (statistically
significant) effect on income shares. This is not surprising, as the program was designed

to be neutral with respect to income shares.

B.  Analysis of Companv-Specific Pay Data

As part of its monitoring effort, the Council collected data on pay-rate increases
granted during the first program year by compliance units with 10,000 or more

emplovees. These data shed additional light on the effects of the program on wages.

The pay standard requires companies to partition workers into three categories:
those employees subject to a collective-bargaining agreement, all management
employees, and all other (nonmanagement nonunion) employees. Hence, separate
statistics are available for these three groups. In all, the pav reports cover 7-1/2 million
workers—close to a third of them in management units, about a fifth in collective-
bargaining units, and the rest in the all-other categbry. The reports do not cover workers
excluded under the low-wage exemption (those with straight-time hourlv wages of $4.00
or less on October 1, 1978) or collective-bargaining units whose contracts were not
renegotiated during the first program year. By subtracting these excluded groups from
the total work force, we estimate that the number of workers covered by the pay
standard in the first vear was 48 million; thus, the pay-reporting forms encompass ahout

15-1/2 percent of the covered work force.

I:19
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The average increase in wages plus fringe benefits (before adjustments for
exclusions and exceptions) for workers in the reporting universe was 7.5 percent in the
flrst year of the program~—11.0 percent for union workers and 6.8 percent for both the
management and nonmanagement nonunion groups combined. (See Table 4.) The
discrepancy between this 7.5 percent and the 8.B-percent increase in private hourly
compensation, in fiscal-year 1_979‘ for the entire economy f(see subsection A) is

attributable to several factors.

First,#the applicable betiods tor the data reported in Table 4 do not conform
precisely to the Council's first'program year (essentially fiscal-year 1979). For example,
the first year of a collective-bargaining agreement signed late in the first program year

would extend well into the second program year,

Seecond, many of the collective-bargaining contracts contain cost-of-living
adjustment (COLA) clauses, and the cost of these, as reported to -us, are based on
companv.assumptions about the prospective inflation rate. Other data supplied by these
companies indicate that they assumed, on average, an inflation rate of about 9.4 percent-
-substantially below the 13.5 percent that the CPI actually increased, on average, during
the first year of collective-bargaining agreements signed during the first year of the
program (estimated roughly as the average of the CPI'increases over the nine annual
periods, September 1978 to September 1979, October 1978 to October 1979, and so on up
throug'h May 1979 to May 1980). With an assumption of an average recovery rate of 60
percent (i.e., that a one-percentage-point inerease in the CPI results in an average
COLA-payment of 0.6 perceﬁts.ge point), this average under-forecast of the CPI increase

resulted in a 2-1/2 percentage-point underestimation of COLA payments. Because
|
20
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Table 4
Pay Muta for Reporting Wnits 1/

Collective 23/ All-
All 2/ Rargaining Managemeni Other
Workers . Wits Wnits Whits
Naiber of Workers ) 7,410,162 1,209,054 2,415,305 1,815,713
Percenl of Workers 100.0 18.8 2.8 48.7
Annual Awmual J
Average over Averoge over

Flrst Year Life of Contract Plrst Year lLife of Contract

fe

Wiad justed Peccentage Pay-Rate Increase 1.8 7.1 11.0 8.9 6.8
Adjusted Percentage Pay-Rate Increase 8.3 8.1 1. a.8 5.8

T AdJustment ) 1.3 1.0 3.1 2.1 0.8
v

e percenlage Increases are obtained by averaging across amployee units, wsing base-perlod mploynenl as wolghts.

S0
oo

Pay increnses for collective-bargalning units are calculated fn two wuys: ‘Ihe flrst-year calenlations represent the costs of
the first year of collective-bargalning agreancnis negotlated during the program period, while the annual-average data pertain
to the (gemmtric) average annual rate of incresse over Lhe life of the contract. Decause of front-loading, the firal-year

estlmntes for multl-year contracls are usually larger than the annual averages.

62
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- approximately 3 percent of the workforce signed collective-bargaining agreements with
such clauses during the first program year, this undervaluation accounts for about 0.1
percentage point of the one point difference between the reported increase and the

national aggregate increase.

Another factor explaining this disparity is the exclusion from the reporting sample
of the increases under collectiveb;rgaining agreements signed before the announcement
of the program. We estimate that these averaged 8.1 percent and that the affected
workers account for about 14=1/2 percent of the total workforée. Thus, the exelusion of
these workers from the reperting universe accounts for another 0.1 percentage point of

" the 1.0 point disparity.

Finally, the low-wage exemption accounts for a substantial share of the
dispar'ity. Approximately 35 percent of the workforee was excluded under this
exemption. We estimate that, on average, these excluded workers received 9-1/2-
percent increases during the first program year (the increes;a in the minimum wage was
9.4 percent, and workers slightly above the minimum wage received comparable
increases in order to avoid wage compression). After appropriate weighting of these
percentage increases by the low level of wages involved, we estimate that the low-wage

exemption accounts for about 0.4 percentage point of the one—point difference.

The three quantified factors—underestimation of the costs of COLA clauses,
exemption of increases under pre-existing contracts, and the low-wage exemption—
aceount for about six-tenths of the l.0-percentage-point disparity between the increase
in the national aggregate wage level and the increase shown by our reporting universe.
The small remainder can be attributed to statistical error and the possible differences

“between the wage inereases of reporting and nonreporting qompliance units (for example,

!._ 2.
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most of the workers covered hy construction and teamsters settlements—which tvpically

provided for very large increases—are in compliance units with less than 10,000 workers).

As noted above, the average reported first-year increase under collective-
bargaining agreements was 11.0 percent. The average annual increase over the lives of
the contracts was 8.9 percent. The first-year pay standard restricted the increase in
each year of a multi-year contract to no more than 8 percent and the average annual
increase to no more than 7 percent. The fact that the reported increases are above the
respective limitations does not necessarilv mean that these increases were not in
compliance with the pay standard. For the purpose of evaluating compliance, the pay
standard provided for several departures from actual costs. The most important of these
adjustments is attributable to the CP! assumption used in evaluating COLAs. The §-
percent inflation-rate assumption stipulated by the standards turned out to be below the
actual inflation rate and below the assumptions made throughout the vear by emplovers.
In addition, the standard provided a number of exceptions and exclusions, in order to
assure that it does not generate unnecessary inequities or inefficiencies.

Adjustments such as these lowered the average pay-rate increases of all three
categories of employees, as measured under the standard; but the adjustment was
especially dramatic in the case of collective-bargaining units. The average downward
adjustmen£ for union workers was 3.1 percentage points for the first year and 2.1
percentage points for the annual average over the lives of the contracts. In contrast, the
average adjustment for both management and nonmanagement nonunion units was 0.8
percentage point. Thus, the average chargegble first-vear increase for union workers
was 7.9 percent (slightl_v below the 8-percent limit}, and the average annual chargeable
inerease over the lives of contracts signed during-the first year was 5.8 percent (slightly

below the 7-percent limit). The average chargeable increase for both management and

o
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nonmanagement nonunion workers was 5.8 percent (substantially below the pav
standard). The average downward gdjustment to the average increase of 7.6 percent for
all workers in the first year was 1.3 percentage points, which results in an average

chargeable pay-rate increase of 8.3 percent.

The adjustments for each group are summarized in Table 5. (The components are
deseribed in detail in Appendix A.) This table shows that half of the diserepancy between
reported actual and chargeable pay-rate increases is attributable to discrepancies
between the COLA assumption stipulated by the standards and the evaluations made by
the employers. As would be expected, this COLA adjustment was most significant in the
case of union employee units, accounting for 1.5 of the 2.1 percentage points of
adjustments for these workers; it was also impertant for the nonmanagement, nonunion
unit_s, accounting for more than a third of their total adjustment. The two "maintenance
of benefit" adjustments for health insurance and pensions also contributed substantially
to the disparities between actual and chargeable pay increases for all groups. The
exclusion of overages attributable to formal annual pay plans aﬁnounced before the
beginning of the program were important for both categories of nonunion workers. The
exclusion of promotions and qualification increases for employee units using the "fixed
population” method of calculation was significant only for management units; exclusions
for incentive pay, on the other hand, were a significant factor only for the
nonmanagement, nonunion units.
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Table 5
Contributions of Various Components to
Adjustments of Wages and Salaries 1/
(First Program Year) -

All Workers Union 2/ Management Others

Total Adjustment 3/ 1.0 2.1 0.8 0.8
Contribution of:
QOLA evaluation _ n.5 1.5 0.1 0.3
Meintenance of health 0.1 0.2 0.1 0.1
benefits
Pension plans 0.2 0.2 0.2 0.1
Formel annual pay plans 0.1 NA 0.2 0.1
Excluded promotions and 0.0 NA 0.1 0.0
qualification increases
Excluded incentive pay 0.0 0.0 0.0 0.1
Exceptions 0.1 0.3 n.1 0.1

-
l\

See Appendix A for descriptions of these adjustments.

[
'\

Annual average over the life of the contract.

Corponents may not add to total because of rounding (effect of weighted average
method is negligible, see Appendix A).

25

»
'\



84

Each of the foregoing adjustments of actual pay increases was an integral part of
the basic standard and was therefore self-admin‘stere& bv the companies. The pay
standard also allowed for special exceptions for tandem relationships between different
employee units, increases necessitated by acute labor shortages, the exchange of pay
increases for phasing out of productivity-inhibiting work rules, and the correction of |
inequities. The slippage in the standards accounted for by these Council-granted
exceptions was significant for all three groups, but it was muech larger for the union

groups than for management and nonmanagement, nonunion groups.

While much can be learned by examining the averages of the pay-rate inereases,

there is also something to be learned from the distributions. Figures 2, 3, and 4 show the
distribution of both actual and chargeable pay-rate increases for all reporting workers,
union employee units, and nonunion employee units. (We do not show distributions for the
managerﬁent and nonmanagement units separately because the two are similar.) In each

case, the estimates are weighted by the number of employees in each compliance unit.

The top charts in the three figures show that unadjusted rates of pay increase
were widely dispersed and often considerably above the 7-percent standard. The
nonunion pay-rate increases roughly follow a normal distribution; the union increases, in

contrast, are bunched in the 8-1/2-to-9-1/2 percent range.

As our foregoing discussion of the differences between reported actual increases
and those chargeable under the standards suggests, the disparity in the rates of pav
increase for union and nonunion workers is narrowed considerably by the removal of the

portions that are not chargeable. \ - -
26



»
w
w
>
Q
ol
&
s
w
w
Q
Z
e
=
Q
<
-4
w

FRACTION OF EMPLOYEES

€
H
2
H
&

(percent)

85

Figure 2 .
Distribution of Workers by Unadjusted Pay Increases 1/
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Figure 3

Distribution of Union Workers by Unadjusted Pay Increases LY
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Figure 4
Distribution of Nonunion Workers by Unadjusted Pay Increases 1/
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With these adjustments, almost a third of the nonunion workers are in the 6-1/2~
to-T-percent range, sixty-five pefcent are in the 5-1/2-to-T-percent range, and only
about 5 percent had inereases of more than 7 percent. On the other hand, half of the
union pay increases are slightly above the 7-percent standard—in the 7-to-7-1/2-percent
range. About 34 percent are slightly below the standard—in the 6-1/2-to-7-percent
range. The distribution of wage increases for union workers was heavily influenced by a
number of major settlements that were slightly above the 7-percent standard. The most
notable cases were rubber and autos, where the collective-bargaining agreements were
found out of compliance but: the companies involved were not listed as noncompliers
because of their éommitments to take corrective action (most frequently by exercising

additional price restraint).

C.  Analysis of Companv-Specific Price Data

In the first program year, we asked all firms with sales of $250 million or more in
the last complete fiscal year before October 2, 1978, to file price, gross-margin, or
‘profit-margin data with the Council. Approximately 1,300 companies were of this size;
in their reports they disaggregated their operations into 2,101 compliance units. In
addition, we asked 235 smaller companies in selected industries to file price-monitoring

forms (PM-1s),

Of the reporting compliance units, 801 filed under the basic price deceleration
standard, 546 under the va}ious gross-margin star;dards available to selected industries,
815 under the profit-margin limitation, and 9 under the professional-fee standard; 165
were exempted from the price standards because 75 percent or more of their revenues
came from the sale of excluded products (see Table 6).

- 30
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The following analysis is based on samples of these PM-1 forms; not all of the
forms have been entered in our computer file, in part because we did not require

computer-compatible forms until the second quarter of the second program vear.

During the first program year, 371 compliance units reported price data to the
Council. (This number is greater than the 801 that filed under the price deceleration
standard beéause it includes some compliance units that received exceptions, permitting
them to file under the alternative profit-margin limitation, on the grounds of
uncontrollable costs or inability to compute,) The revenue-weighted average price
increase during the base period for a sample of 83 percent of these firms was 6.35
percent. This translates to a 5.8—percént average allowable price increase after account
is taken of the required price deceleration of 0.5 percentage point and the maximum (9.5
percent) and minimum (1.5 percent) allowable program-year increases. This is virtually
identical to the 5.75-percent average allowabie increase that we estimated on the basis

of aggregate data for the entire economy when the standard was first promulgated.

The fact that the actual average price increase of 9.36 percent for this group
during the first program year far exceeded the 5.8-percent limit does not necessarily
signify widespread noncompliance because many of these firms received exceptions to
the price deceleration standard. Because this sample underrepresents compliance units
that received profit-margin exceptions (since fewer ot; them filed price data) it eannot be

used to estimate the slippage attributable to the availability of this exception.

When we remove from the sample the compliance units that received profit-
margin exceptions, we find that the revenue-weighted average price increase of the
remaining units during the first program year was 5.44 percent, as compared to an
average allowable increase of 5.92 percent for this Agroup (see Table 7). Compliance units

accounting for 87 percent of the revenues in this sample reported price increases below
32.%



Reported conpliance with
price standard

Not ices of Probable
Nonconpllance (sent or
In process)

hder Analysis

‘fotal

Table 7

Conptlance tnits Fliing Under the Price-Neceleration Standard

Fractlon of Average Allowubie Average Actual

Revenue Covpllance Price Increase Price Increase Difference
Share 1/ Whits 3/ (percent) (percent) (percent)
M 1) [£}) 1§1) - (1]
© - 3)
.8718 .8217 8.77 4.59 -1.18
.0821 0503 7.43 22.18 14.75
.0465 .1280 6.07 13.33 7.28

1.0000 1.0000 - 4.02 6.44 0.52

1/ Total revenues (thousands) = $227,351,071.

2/ 7olal campliance units = @56.

Contribution to
Total Prlce
Increase

(Le_l'ﬂl_:ﬁe polnis)

4.00

0.82
6.44

16
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their allowables. Moreover, the compliers were highly concentrated near those
allowables: 50 percent of them were no more than a half percentage point below their
ceilings. This suggests that the standard was constraining for a large proportion of the

companies (see Figure 5).

Eighteen percent of the compliance units, accounting for 13 percent of the
revenues, reported price increases above their allowables. Not all of them are out of
compliance; many will ultimately be found to have properly self-administered ekceptions,
or to have been eligible for alternative sta:ndards, or to have misinterpretated the

standards or made caleulation errors.

Thirty-three notices of probable noncompliance have been sent, or are in process
of being sent, to companies in this sample. Analyses of the other 84 cases of overage are
continuing, usually in discussions with the company. Some of these discussions have
resulted in the companies taking corrective action to come back into compliance. (There

have been over 20 publicly announced corrective actions totaling over $130 million.)

The 8.44-percent price increase by compliance units in the samplé that were not
granted profit-limitation exceptions is, of course, considerably below the 12.5-percent
inerease in the CP! during the first program year. The §.1-point difference between
these two figures is explained by three factors: (1)the rapid increases in some
components of the CPI that are not covered by the standards (most notably mortgage
interest costs); (2) the passthrough of some large raw-material cost increases (most
notably crude-oil costs) under the profit-margin limitation and the various gross-margin

standards available to particular industries; and (3) some noncompliance.
|34,
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The distribution was truncated at 14 percent; compliance units accounting for 5.77 percent of
revenues in the sample had price increases that exceeded their allowables by 14 percent or more,
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We have already discussed the first of these, in contrasting the behavior of prices
covered and the prices not covered Sy the standards. However, since the sample includes
some compliance units that were eligible for alternative standards or that self-
administered exceptions, the 6.44-percent price increase is not indieative of actual price
increases by firms on the price deceleration standard. Thus, to estimate the slippage and
noncompliance attributable to the profit-margin exception, we must restrict the sample
of compliance units filing price data further to exclude all firms, that were eligible for an
alternative standard: this cuts the sample to 317. Compliance units in this sample that
filed under the price deceleration standard had a revenue-weighted program-year price
increase of 5.57 percent; their allowable increase was 6.61 percent. The concentration
of the price increases of this group just below the allowable is even more pronounced
than in the larger sample (see Figure 6), probably because this smaller sample excludes
many companies that have self-administered exceptions or that have converted to an

alternative (gross margin) standard.

Compliance units in this sample that were granted profit-margin exceptions on
average -exceeded by 13.23 percentage points the price increases they would have been
allowed had they remained on the basic price deceleration standard. (We cannot
estimate the portions of this excess attributable respectively to noncompliance and to
the fact that the profit-margin exception simply permits larger price increases.)
Slippage and noncompliance thus contributed 4.64 percentage points to the total price
increase for this group (obtained by multiplying 13.23 by the revenue share of enmpanies

under the profit-margin limitation).
36
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These calculations are summarized in Table 8. Compliance units under the price
deceleration standard increased prices on average by 5.6 percent, whereas companies
with profit-margin exceptions (to the price deceleration standard) increased theirs by
19.8 percent. Weighting these two figures by revenue shares, we obtain a total price
inerease of 10.6 percent. This increase, calculated from company specific data, is
remarkably consistent with increases in comparable economy-wide price indexes during
the first program year, which ranged from 9-1/2 percent to 11 percent. The Gross
National Product deflator rose 9.6 percent; the fixed-weighted Personal Consumption
Expenditure Deflator increased 10.0 nercent; the CPI less mortgage interest costs—which
are not covered by the standard and are not passed through under the profit-margin
limitation—rose 10.5 percent; and the Producer Price Index for finished goods increased
11.2 percent. This suggests that price increases of companies eligible for the various
gross-margin standards—which are not included in our sample but are, of course, inéluded
in the comparable aggregate indexes—were roughly equivalent to those not eligible for

these alternatives.

Because the average allowable price increase for compliance units not eligible for
the alternative standards was 6.6 percent—about one percentage point above the 5-3/4
percent estimated average allowable for the entire economy—it would appear that
compliance units eligible for the alternatives had below-average base-period price
inereases. This implies, in turn, that the noncompliance and slippage among companies
eligible for the various gross margin tests (i.e., the difference between their actu.al price
increases and what they would have been allowed under the price deceleration standard)

was greater than the slippage among companies that were not eligible for an alternative

[
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Table 8

The Price Standard and Profit-Vargin Slippage

Contribution to

Price Change Total Price Increase 1/

Price-deceleration standard

Allowable 6.61 4,28

Underage . =1.44 -.93

Excess 0.40 .26

Actual . 5.57 3.1
Profit-margin limitation

Allowable 6.58 2.32

Slippage and Nonconpliance 13.23 4.66

Actual 19.31 5.98
Total 10.59

1/ The contributions were calculated by multiplying the first colum by the
relative revenue shares of compliance units under the price deceleration
standard and the profit-margin limitation (.6476 and .3524, respectively).

standard. There is no way to test this conclusion, because price data are not reported by
compliance units under these ;altemative standards., We do know, however, that the
combination of slippage and noncompliance in petroleum refining and marketing was
much larger than 4-1/2 percent—the estimated profit-margin slippage for compliance
wnits not eligible for alternative standards—primarily because of the passthrough of a

56-percent increase in the cost of crude oil (see the Couneil's Petroleum Prices and the

Price Standards, February 25, 1980). Similarly, the slippage in the food processing and
distribution sector appears to have been about 5-1/2 percentage points: aggregate data
show a base-period increase of about 4-1/2 percent ‘and a program-year increase of 10
percent.
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D. Conelusion

In this section, we have examined the efficacy of the standards program in
restraining wage and price inflation. All of these analyses confirm our impression, based
on day-to-day dealings with companies, that it has induced considerable restraint.
Although the inflation rate accelerated markedly during the program period, most of this
acceleration can be attributed directly to the passthrough of a surge in raw-material
costs. We never expected the standards program to prevent such a passthrough, nor did
we intend it to dor so: any attempt ‘to limit raw-materials costs or their passthrough

would have produced serious distortions and shortages.

Our statistical analysis suggests that, had the standards not been in place during
the year and a half ending in March 1980, the annual rate of increaée of labor
compensation would have been almost 2 percentage points higher, the underlying rate of
inflation 1 to 1-1/2 percentage points higher, and the overall inflation rate almost 1/2 to

3/4 percentage point higher.

The social benefits of the program depend, of course, on the gains from reducing
inflation. Such gains cannot be measured directly. If, however, we are willing to take as
given the social commitment to lower the inflation rate, then we can measure the
benefits of the program by referring to the social costs of reducing the inflation rate by
alternative methods—namely, additional fiscal and monetary restraint. A conservative
estimate, based on recent econémetric evidence, is that, in order to generate a sustained

lowering of the underlying inflation rate of 1 percentage point by fiscal and monetary
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restraint alone, we would have to increase the unemployment rate by 1 percentage
point. This translates into a 2-percent reduction in output, or 47 billion dollars of lost
GNP. These estimates are, of course, inferential and are subject to statistical error;
nevértheless, even if they were off by several orders of magnitude, the social benefits of

the standards program would remain extremely large.

The social eosts of the program are much harder to quantify; they are reflected in
the administrative burdens imposed on companies and in any loss of output caused by
induced economic_ inefficiencies and market distortions. (The directly measurable costs
of the program as reflected in the Council’'s budget are miniseule compared to the
apparent social benefits.) Perhaps because of the substantial flexivility.in the standards,

however, we have seen no convincing documentation of significant induced inefficiencies.

Of course, documentation that the pay and price standards were beneficial during
the first year and a half does not, in itself, demonstrate that they should be continued.
The critical question is whether or not these standards can continue to be a potent force
for wage and price restraint in the 'year ahead. The answer to this question depends in
part on economic conditions during the next year and in part upon the degree to which

strains within the standards program have made it less viable.

There is now a consensus view that the economy has moved into a recession. It
may be argued that standards are not needed during recession because market forces will
restrain pay and price increases. On the other hand, it can he argued that standards are
most needed during a slowdown or a recession in order to make the slowdown work as
much as possible toward reducing the underlving inflation rate. This argument is
especially forceful when the recessi;m takes place in the aftermath of a large increase in

consumer prices, because these increases continue to provide pressures to increase wages
a1 )
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in order to catch up for past decreases in the standard of living, despite the fact that
labor markets are weakening. Finally, it can be argued that it is necessary to keep the
standards in place to prevent another serious surge of inflation when the economy begins
to recover in late 1980 or early 1981, narticularly since the underlying rate of inflation is
expected to hover near double-digit rates through most of the recession.

i
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ML MAJOR ISSUES IN THE DESIGN
OF THE THIRD-YEAR PRICE STANDARDS

A. Threshold Issues

The foregoing analysis suggests that the standards have helped to limit the rate of
inflation. Because inflation continues to Ee a serious problem, despite the.onset of
recession, we expect that the pay/price-standards program_v}ill be continued. We
recognize factors which suggest the opposite, however. There is some basis for the view
that the effectiveness of programs like these may diminish over time and that the
distortions and inefficiencies they introduce—no matter how flexible their design and
administration—become increasingly burdensome. In addition, the recession mav tend to
make such standards less useful. While, therefore, we expect to carry the present
program into a third program year, we solicit pubiic comment on the general question of
whether a third year of pay and price standards following the general outlines of the first
two years is a useful component of an anti-inflation program.. We ask that those who
respond in the neggtive give serious gonsiéeration to what alternative program, if any,

would be rhore desirable.

Assuming that the present program is continued, there is another threshold
question that must be resolved before deciding the form of the third-year standards:
whether it is better to proceed, as in the past, with standards for a 12-month period, or
alternatively, whether they should be reevaluated (and modified, if aporopriate) within a
more limited period of time (e.g., quarter by quarter or every six months). While it can
be argued that more frequent modifications are preferable, especially in times when the
economy is in an unusual state of flux, the mere possibility of changes in the standards
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during the year would subject companies to greater uncertainty and render them
unwilling or unable to ‘develop effective long-term compliance plans. And, if a major
program change were in fact made, it would impose substantial additional administrative

costs on both the companies and the Couneil.

In any event, retaining a 12-month concept for the third program year would not
preclude us from mod?fyinz the standards during the year if changing economic
conditions made this advisable. During the past year, for example, we initially set the
third-quarter price limitation at'the same level as for the entire two vears, but at the
same time announced that, if price developments earlier in the year suggested the need
for more restrictive quarterly limits, the third-quarter ceiling might be adjusted
downward. And then, in late March, after the annual rate of inecrease of the CPI reached
18 percent, we announced a tightening of the third-quarter limit. Similarly, we could
loosen the standards within the framework of an annual program. I-‘c;r example, during
this past year, we developed a modified standard for companies that use a significant
amount of gold and/or silver, and we adjusted the price limitation for airline companies

that had experienced large increases in fuel costs.

Assuming that we retain a 12-month program period, the remaining price-standard
issues are best considered in the following order: (1) the price limitation versus cost
passthrough, (2) the level of the aggregate price standard, (3) the choice of a base period,
(4) adjustments to the base period, (5) the range of allowable price increases, (5) a-one-
year versus a three-year cumulative standard, (7) changes in the profit limitation, (8)
excluded products, (9) modified price standards, (10) company organization, (11) self-
administration of uncontrollable-cost exceptions, and (12) price prenotification. I
discussing these issues and expressing our preferences for particular resolutions, we are

influenced by the consideration that the less radical and extensive the changes, the more
"
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both the Counecil and the affected companies can benefit from their experience over the
past two years. At the same time, some changes are necessary, and others might even

reduce the administrative costs of the program.

B,  Specific Issues

1. The Price Limitation versus Cost Passthrough

The basic price limitation is cast in terms of a company's average rate of pricé
change for all of its g;roducts. This approach gives gompanies maximum opportunity to
adjust their relative prices in response to varying demand and supply conditions, while
providing for overall restraint in their pricing. The second-vear standard limited a
company's average rate of price increase over the first two program years to its average
inerease over the two-year base period. It has been suggested that this standard should
be replaced by one permitting pasthroughs- of all costs (like the current profit
limitation), rather than having prdfit restrictions apply only when companies are faced
with uncontrollable cost increases or are unable to make price calculations. In the past,
we have rejected this suggestion, preferring the- price limitations for the following

reasons:

o Price limitations involve fewer accounting complications and are easier to

monitor than cost passthroughs.

o Price limitations do not vary with changes in costs. This pro‘-/ides companies

with incentives to resist cost inflation.

o Price limitations permit firms the full henefits of increased productivity.

-
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o So long as exceptions are provided for companies that eannot comply with the
price limitations because of uncontrollable cost increases, there is no inherenf
inequity in having the price limitation as the basic standard. The Council has
approved exceptions for full cost passthrough in individual cases and has
approved passthroughs of particularly large, uncontrollable increases in the

costs of specific inputs (e.g., gold and silver, and airline fuel).

These last specifie édjustments demonstrate our commitment to enabling .
companies to remain on the price limitation, rather than their resorting to the cost-plus-
profit limitation. It was to improve the likelihood ‘of their being able to do so that the
Price Advisory Committee recently recommended that we revise the overall price
limitation upward for all companies to reflect the recent increase in the pay standard to
the 7-1/2-to-9-1/2 percent range. In declining to follow that recommendation, we
reasserted our preparedness to adjust price limitations for individual companies or
industries on an ad hoe basis to account for unusually severe increases in cost, whether of
labor or other inputs. We renew that pledge, and invite reasonable proposals to

accomplish this objective.

2. Establishing the Level of the Aggregate Price Standard

For the first and second program years, the aggregate price standard was derived
from the pay standard, assuming a constant percentage markup of prices over unit labor
costs (i.e., constant labor and nonlabor income shares) and a trend productivity growth
rate of 1-3/4 percent (the average ir'\crease during the previous 10 years). If the nexus is
retained in the thir& vear, three determinations must be made: (1) the level of the pay
standard, (2) the estimate of trend productivity, and (3) the differenc'e: in the amounts of
slippage inherent in the pay and price standards. . »

46 |
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The pay standard now in effect is a range of 7.5 percent to 9.5 percent. Undér it,
annual pay-rate increases are expected in normal circumstances to average about the

midpoint of the range.

As a result of the recent collapse in productivity growth, the 10-year-average
measure of trend productivity growth has decreased from 1.74 percent in 1977 to 1.35
percent in 1979. Some argue for the use of a more recent time period for calculating

this variable, on the ground that the 10-year average overstates the ecurrent trend rate.

Conceptually, the measure of trend productivity should be based on relatively
recent data, which are more relevant to current costs and prieing decisions. At the same
time, the data must extend over a period sufficientlynlong to encompass experience from
both the expansioné.ry and contractionary phases of the business cycle, in order to
produce a measure tpat is relatively stable and insensitive to cyelical influences.

i

The Council éhose the ld-year period‘ because it met these objectives. The ten
vears ending in 19“77 incorporate approximatelv two complete business cyeles and
produce a rel;ativelyl| stable index. This can be seen clearly in Figures 7 and 8, which

compare a ten-year trend with a six-year and a four-year trend, respectively.

Assuming an 8.5-percent pay standard and equal slippage for pay and price, the

aggregate price standard for various productivity growth trends would be as follows:

Productivitv trend _ Aggregate price standard

1.75 (eurrent assurﬁption) §.75

1.35 (new lﬂ‘l—year trend) 7.15
\

1.25 (4-year trend) 7.25
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As noted in Section II, the apparent slippage on both the pay and price side$ during
the first program year was about 1-1/2 to 2 percentage points. Most of the slippage in
the price standard is attributable to the passthrough of substantial raw-material cost
inereases; a large portion of the pav slippage resulted from a 9.4-percent increase in the
minimum wage, which affected the wage increases of the 35 percent of the workforce
excluded by the low-wage exemption. There should be less slippage in the pay standard
during the second and _third program years, because the minimum wage increased by only
6.9 percent in 1980 and will o up by 8.0 percent in 1981; both increases are below the
8.5-percent midpoint of the current pay-range standard. There should be less slippage on
the price side as well, because raw-material price increases should be much more
moderate as world economic growth slows. Whether the equality of slippage in the pay

and price standards can be expected to continue is uncertain.

Once an aggregate level is established, the next step is to compare it to the
aggregate base—period price change and then translate that into company-specific price
limitations. Thus, for the first two program years, the aggregate two-year price
standard was 13 percent; because the aggregate price change during the 1976-77 base
period also was 13 percent, the two-year price limitation for each company was set equal

to its cumulative price increase over the 1976-77 period.

Similar logic would be followed to establish company-specific third-year price
limitations. The three-year aggregate standard would be calculated by compounding the
aggregate two-year standard (13 percent) with the aggregrate price standard for the
third year. For example, if a 7.15-percent standard were chosen for the third vear, the
aggregate three-year price standard would be 21'.1 percent (([1.13 x 1.0715] -1) x 100,

}
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The difference between the aggregate three-year standard and the base-period
rate of price increase compounded over three years (20 percent) would be used as the
adjustment factor to calculate companv-specific three-vear price limitations.
Continuing the above example, we subtract 20.0 percent from 21.1 percent to obtain the
adjustment factor of 1.1 percentage points. Thus, an individual firm would calculate its
allowable three-year price increase by compounding its average am}ual base-period price

inerease over three years and adding 1.1 percentage points.

3.  The Choice of a Base Period

The logical structure described in subsection 2 implicitly assumes that there is
some continuity over time in the differences among companies and industries in their
respective productivity and cost trends, and that their relative price changes in the
recent past adequately reflect these differences. In other words, the standard assumes
that, in géneral, industries_that experienced relatively rapid productivity growth (hence
low rates of cost increase and low rates of .price inerease) in 1976-77 will continue to do
so during tr;\e program period and that their allowable price increases should be

correspondingly lower.

For the first and second program years, we selected the 1976-77 two-vear period
as the reference period for calculating the price limitation. We excluded earlier years
because underlying cost trends had been distorted by the 1974-75 recession and the large
energy price increases in 1973-74. We excluded the period since 1977 to avoid penalizing ~
companies that had reduced their rates of price increase in cooperation with the

Administration's informal program, announced in January 1978.
51
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These advantages of 1978-77 as a reference period are still valid for the third
program year. Moreover, retaining the same base period for the third program year

minimizes the administrative costs of the program for both companies and the Couneil.

There is some sentimenf, however, for moving the base period forward on the
ground that it would then more closely reflect current cost trends and product mixes.
Such a change also would expand the coverage of the program by including products

introduced and companies formed during the first two program years.

Nonetheless, incorporating 1978 in the base period would be inequitable, for it
would penalize companies that had exercised price restraint under the Administration's
anti-inflation program during that period. Incorporating 1979 would be even more unfair;
companies that had conscientiously complied with the first-year sta:;dards would have
relatively lower allowables than those that had not complied. Moreover, if the base
period were moved forward enough to encompass the explosion in energy and ofher raw-
material costs, it would be equally unrepresentative for a program period in which the
raw-material price increases are expected to abate. Finally, changing the hase period
would impose additional costs on companies—which would have to recalculate their base-

period price changes—and on the Council—which would have to process the revised data.

4,  Adjustments of the Base Period

While the base period is suitable for the vast majority of companies, we recognize
that in individual instances a company's base period ma_il not adequatelv represent its
normal cost/revenue relationships. We a.nti\cipated such problems by providing undue-
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hardship and gross-inequity exceptions designed in bart to provide relief in the case of-
unrepresentative base periods. It has, however, taken us more time than expected to
-formulate criteria for such relief, because of the difficulty of defining criteria that
would permit desirable adjustments without opening gaping loopholes.

Toward the end of the first program year, we bégan making adjustments for
unusual and nonrecurring events during the base period—e.g., ‘unusually high start-up
costs, floods, fires, and strikes. More recently, we have provided relief for companies
whose base-period profits were temporarily depressed because of readily identifiable, -

transitory, noncyclical developments.

Other criteria for adjusting base periods have been suggested to us but not
accepted. For example, some companies have asked that they he allowed to raise their
profit margins to an industry-wide average. This would have the effect of substantially
increasing the average profit margin, because, of course, every company below the
average would move up to it whereas no company above the average would be foreed to
come down to it. The result of such a universal acceptance of the propriety of cateh-ups

would be a slippage in the standards so serious as to threaten their effectiveness.

It has also been suggested that base—period adjustments be allowed for anv
company (or complianée unit) that incurred a loss during the base period. We
acknowledge that a loss position cannot typically be representative of a viable long-te:;m
operation. Nevertheless, the Council has not automaticallv-made adjustments in such
cases, for several reasons. First, it is not necessarily an undue hardship for a compliance
unit that is part of alarger company to be in a loss position; many companies mav carry
nominally losing operations for considerable periods of time for valid business reasons.

Second—and more important—it is- difficult, if _not impossible, to develop workable and
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equitable criteria for an adjustment. Zero growth in profits might sound more reasonable
than a negative number, but those who object to a negative number would surely object
also to zero. Moreover, it is arbitrary to distinguish between companies slightly below -
and those slightly above zero. The onlv logical outcome of that process would be
something that -also has been suggested—that the Council set "reasonable” rates of return
for companies with negative—or low—base-period profits. It seems clear, however, that
we will not allow ourselves to be drawn into rate-of-return regulation for large segments

of the economy.

Although none of the base-period adjustments made by the Council to date have
involved the price iimitation, we have adjusted program-year price changes to achieve
the same result, as in the above-cited cases of airline companies and companies using

substantial amounts of gold and/or silver.

We believe that adjustments of base-period data will be increasingly important in
the third program year,' hecause the inequities caused by unrepresentative base periods
ecumulate the longer companies are constrained by their base-period performance. We
therefore strongly urge public comments on possible ways of accomplishing this without

gutting the standards.

5. The Range of Allowable Price Increases

During the first program year, a company’s average price increase was not held
below 1-1/2 percent, and not permitted above 9-1/2 percent, whatever its base-period
rate of price change. In the second vear, we narrowed that range to avoid inequitable

treatment of firms with verv low base-period rates of change without unduly relaxing the
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standard; specifically, we set the price band at 3-1/2 percent to 8-1/2 percent for the
second vear alone. Because the second-year standard was a cumulative two-year
limitation, the range of allowable price increases for the two vears was 5 persent to 19

percent.

To determine the range of allowable price increases for the third vear, it is
instructive to examine the relationship between alternative ranges and levels of the
aggregate price standard. Clearly, raising (lowering) either of these bounds increases
(decreases) the aggregate price standard. Table 9 shows the level of the aggregate price
standard for various values of the upper and lower bounds, assuming that the allowable
rate of increase is set equal to the base-period rate of increase (of course, subtracting a
"deceleration” factor would lower each value in the table by the amount of the
deceleration factor). The constructed values are based on a sample of 727 compliance

units.

Changing the bounds within moderate ranges has little effect on the aggregate
price standard. For example, the chan_ge in the bounds from 1-1/2 percent and 9-1/2
percent in the first year to 3-1/2 and 8-1/2 percent in the second vear had no effect on
the aggrega;e price standard; both pairs yield an aggregate price standard of §.27
percent (assuming no Mge in the deceleration factor). Note also that this figure
differs little from the aggregate price standard with no upper or lower.bound (5.35

percent). .
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Table 9
Relationship Between Alternative Ranges of

Allowable Price Increases and the
Aggregate Price Standard 1/

"Alternative Upper Bounds

No Upper

_Bound _ 9.5 9.0 85 80 1.5
No Lower B :

_|.. .Bound - -— -86.4 " 8.1 5.1 5.9 5.8 5.5
1.5 8.8 .3 6.2 8.1 5.9 5.7
2.0 8.5 6.3 6.2 .1 5.9 5.7
2.% 6.5 8.3 6.3 .1 5.9 5.7
3.0 6.6 6.4 6.3 6.2 5.0 5.8
3.5 6.7 6.5 5.4 6.3 §.1 5.9
4.0 6.8 6.6 R,6 8.4 6.2 6.0
4.5 7.0 8.8 R.T 6.6 6.4 5.2
5.0 7.2 - 7.0 6.9 6.8 6.6 6.4

1/ Based on a sample of 727 compliance units with total sales of
$264 billion. The entries in the matrix are levels of the
aggregate price standard, assuming no deceleration or
acceleration from the base period.

Of course, the upper and lower bounds are not used to set the aggregate price
standard; rather, they are intended to change the distribution of allowable increases for
reasons of equity. The number of compliance units affected by changes in the range can
be determined by reference to the cumulative distribution in Table 10. For example,
raising the lower bound from 1.5 percent to 3.5 percent increased the proportion of units
affected from 14 percent to 25 percent, but lowering the upper bound from 9.5 percent

to 8.5 percent decreased the proportion of units affected from 85 percent to 77 percent.
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Table 10

Cumulative Distribution of Compliance Units
by Base-Period Rate of Price Change 1/

Base=-Period Percentage of

Rate of Price Change Compliance Units
less than 0.0 8.6
0.0 0.5 10.1
0.5 1.0 12.1
1.0 1.5 14.3
1.5 2.0 17.5
2.0 2.5 19.7
2.5 3.0 - 22.2
3.0 3.5 25.3
3.5 4.0 27.3
4.0 4.5 30.3
4.5 5.0 35.7
5.0 8.5 41.2
5.5 6.0 45.8
6.0 6.5 52.6
5.5 7.0 58.5
7.0 7.5 64.0
7.5 8.0 70.2
8.0 8.5 77.1
8.5 9.0 81.8
9.0 9.5 86.0
9.5 10.0 86.6
10.0 10.5 87.9
10.5 11.0 88.8
11.0 11.5 89.3
11.5 12.0 89.3
12.0 12.5 90.0
12.5 13.0 90.8
13.0 13.5 91.4
13.5 14.0 92.1
14.0 14.5 92.4
14.5 15.0 92.6
15.0 15.5 92.8
15.5 16.0 92.9
16.0 16.5 93.5
16.5 and above 100.0

1/ Based on a sample of 727 complianece units with total sales
of $264 billion,
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6. One-Year versus Cumulative Standard

There are essentially two choices for the design of the third-vear price standard:
(1) a one-year limitation on price increases, measured from the fourth quarter of the
second program year to the corresponding quarter of the third year; or (2) a cumulative
three-year limitation, measured from the calendar or fiscal quarter immediately
preceding the first program year (the base quarter) to the corresponding quarter in the
third program year. A variation of the second approach would be to have a three-year
cumulative limitation but to use the fourth quarter of a company's second program year

as its base quarter for calculating its third-year increases.

A one-year limitation, by making the third-year limitation independent of actual
and allowable increases in the first two program vears, would eliminate complexities
caused by the need to link changes in prices, gross margins, or profits of compliance units
that comply with different standards in different years. It also has the advantage of
moving the base quarter closer to the program year. This would expand the coverage of
the program because it would permit the inclusion of products introduced, and companies
formed, during the first two vears. In addition, because the base—quarter product mix is
used to calculate program-year price increases, using a more recent base quarter should
reduce problems created by changes in product mix since the third quarter of 1978,

However, a one-year limitation would penalize companies that did not inerease prices as
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much as their allowable during the first two years, and obviously benefit those who
exhausted—or exceeded—their two-year allowables. This would, in turn, provide
incentives for companies to use all of the allowable increases in subsequent periods—an

inflaticnary outcome that the Couneil is determined to avoid.

A cumulative three-year limitation has the advantages of familiarity and
continuity; most important, it does not penalize those who did not use all of their
allowables. Also, as noted above, it is possible to have a three-year cumulative standard
and designate the fourth quarter of the second program year as the base quarter for
caleulating the third-year price increases, thus permitting coverage of new produets and
companies and the use of more current product mixes. Incorporation of that property
into a cumulative (as opposed to a one-year) standard would thus combine the principal

advantages of one-year and three-year limitations.

7.  Changes in the Profit Limitation : —

During the first two program years, a profit limitation was available to
compliance units unable to comply with the price limitation or other price standards
because of an inability to calculate price changes or gross margins or because of
uncontrollable increases in the prices of purchased goods and services. It was essential
to have an alternative limitation available because large numbers of compliance units

were faced with mounting cost pressures during 1979 and 1980.

The profit limitation is intended to constrain increases in price approximately to
the increases in costs (thus preserving income shares). The second-year limitation
consists of two tests, both of which must be satisfied. The first, whieh is unchanged

from the first year, is that the profit margin for the second program year should not
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exceed the sales-weighted average profit margin for the best two of the compliance
unit's last three fiscal years completed before Oectober 2, 1978. The second test, which

was tightened for the second program year, is that the compliance unit's second-

. program-~vear dollar profits should not exceed its base-year profits by more than 13.5

percent plus any positive percentage gi'owth in physieal volume from the base year to the
second program year. Base-year dollar profits can be either (i) actual base-year profits
or (ii) base-year revenue times the average of the base~year profit margin and the best-
two-out-of-three-year average profit margin. In the first year, compliance units were
allowed to use the full best-two-oui-of-three-year profit margin in calculating base-year
dollar profits, rather than having to average it with the base-year profit‘ margin. We
estimate that the asymmetry inherent in both of these definitions of base-year profits—
allowing companies an upward adjustment if their base-year margin is below the best two
out of three (effectively allowing "eatch-up™, but not requiring a downward adjustment
if the base-year margin is above the best two out of three—resulted in potential slippage
a little less than half a percentage point. Companies that qualified for the profit-margin
limitation were allowed to increase prices, on average, by an additional 1.3 percentge
points because ;>t the optional adjustment of base year profits. Weighting this slippage
by the revenue share of companies under -the profit-margin limitation, we obtain the
above estimate of potential overall slippage (for all companies). Of course, the actual
slippage was less than the potential because market conditions did not allow all
companies to capitalize fully on the catch-up allowance. The second-year revision cut

this potential slippage in half.
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a. Extent of "eatch-up”

The extent to which the dollar-profit test permits a partial "eatch-up” continues
to be a matter of concern. As noted above, it grants some compliance units more than a
passthrough of costs plus the stipulated percentage growth in profit. It may, therefore,
be desirable to modify the profit limitation further by eliminating the alternative
calculation, by simply reducing the amount of allowable "catch-up" from 50 percent to
some lesser number, or by making the adjustment mandatory (requiring downward as well

as upward adjustments).

b. Choice of the base period

During the first two program years, a compliance unit could choose any two of the
last three fiscal years before October 1978 as its base perind for profit calculations. We
recognize that this period necessarily includes at least part of 1975, a recession _v.efiﬂd_*
could include part of 1978, during which an informal anti-inflation program was in
effect. Nevertheless, the two-out-of-three option eliminates the adverse effect of any

unusual profit margin that might have occurred during one year of this period.
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-As with the base.period for price calculations, the base period for the profit
limitation could be .moved forward. This, however, would create the same inequities as
- would a shift in the base for the price limitation, and would not necessarily better reflect
current cost trends. In individual cases where the base-period results are clearly
unrepresentative of normal :operations and produce serious inequities, we have made

-adjustments (see Section 4), and will continue to do so.

e, Requiring volume adjustments

As currently drafted, the profit limitation provides for an upward adjustment of
program-year dollar profits if a compliance unit experiences an increase in physieal
volume. If volumes decline, however, a compliance unit need not make any downward
adjustment. Whether or not the standard should be symmetric—that is, an adjustment for
volume be made mandatory in both directions—may be significant in the third program
vear, because significant declines in sales volumes are likely to take place during the
recession. The prineipal problem with a mandatory volume adjustment is that many
companies cannot readily develop phvsical volume indexes; indeed, many are under the

profit limitation for precisely this reason.

d. Treatment of interest expense

The definition of profit under the profit limitation includes interest expense—that
is, interest must be added to profits in calculating the profit margin. The principle
underlying this requirement is neutrality with respect to alternative forms of
capitalization. That is, we wanted to avoid favoring one form of financing over another,
and excluding interest expense (i.e., treating it as a cosi, which can be passed through)

would favor debt, as opposed to equity, financing. This approach had profound
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implications for many companies complying with the profit limitation because of the
surge in interest rates during 1979 and early 1980. Particularly affected were retailers,
who typically incur large short-term debt to finance inventories and accounts receivable;
companies with primarily long-term debt—principallv for capital investment—are less
affected by short-term fluetuations in interest rates.

) |

Two alternatives to the Couneil's approach have been suggested: (1) excluding all
interest expense and (2) excluding short-term interest expense. As we have observed, the
first of these would diseriminate against equity financing (although manv would contend
that neutrality requires inclusion of rental expense as well as interest expense to avoid
discriminating against companies that purchase—rather than rent—structures). The
second alternative was adopted in the Nixon Administration’s Economic Stabilization
Program and seriously disrupted capital markets by creating incentives for short-term

financing of even long-term capital projects.
Finally, the sharp downturn in interest rates, which is expected to continue
throughout the recession, should make this issue less pressing in the third year.

Nonetheless, we solieit public comment on this question.

e. Adjustments for productivity

In designing the standards, we have been cognizant of the danger that government
interventions like this one can cause inefficiencies. We have been particularly concerned
about possible inhibitions of incentives to engage in productivity-improving capital
investment. This is a matter of special concern because productivity growth is an
effective antidote to inflation, in that it provides a buffer between increases in labor
compensation and increases in unit labor costs. Indeed, the recent collapse of
productivity growth has been an important ?ozgributor to our current inflation problem.
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Our concerns are manifested in the standards in various ways, the most important
of which is the selection of the price limitation, rather than cost-passthrough, as the
basic standard. As we have already observed, companies that meet the basie prbice test
reap the fruits of higher productivity growth in the form of higher profits. On the other
hand, cost-passthrough limitations—whether of the profit-margin or gross-margin
variety—dilute companies' incentives to engage in costly projects that ecould im’prove
productivity, for two reasons. First, in many instances, those standards permit
passthroughs of the costs that the projects might save. Second, investment prospects
may require wider profit or gross margins if the additional investment is to be profitable,

or even feasible.

Unfortunately, universal reliance on a price limitation is not feasible because of
the need for relief for companies experiencing uncontrollable cost increases. As a result
of the world-wide explosion of raw-material costs in 1979 and 1980, many companies
were forced to resort to the alternative profit limitation. In addition, gross-margin
standards—which provide for passthrough of some, but not all, costs—were developed for

certain industries with highly volatile material input costs.

Those who contend that the profit-margin and gross-margin standards have, in
fact, inhibited capital investment have suggested that a special adjustment to éllowable
margins be made for improvements in productivity. In faect, the mix adjustments
currently available under the gross-margin standard for petroleum refiners partially
compensate for investments that result in changes in the mix of feedstock inputs or
refined products. This procedure, and_modifications of it, are considered in subseation

9e. Similar adjustments could be applied more generally.
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If adjustments were made for every capital investment program or for every
improvement in productivity, however, the restraining effect of these altémative
limitations would be severely weakened. Moreover, such adjustments would discriminate
against companies in industries where the opportunity for substitution of capital for
other inputs and/or for productivity improvement is relatively limited. In some high-
technology industries, rapid productivity growth is commonplace; in other industries the
technology simply does not lend itsef to appreciable improvement. Nevertheless,
because of the paramount social importance of revitalizing productivity growth, we
modified our procedures at the heginning of the second program year to provide that,
when the Council grants a request for approval of an exception, it may modifv the
exception to make allowances for documented extraordinary improvements in
productivity that are demonstrably attributable to unusual capital expenditure
programs. We anticipated that such a provision would produce a variety of requests, on

the basis of which we could formulate criteria that could contribute to productivity

growth without producing unacceptable slippage in the program. It elicited only a .

handful of requests, however—all of them received only recently.

8.  Excluded Products

Agricultural, fishing, forestry, and mineral products falling within specified groups

in the 1972 Standard Industrial Classification Manual were excluded from the program
‘ during its first and second years. The reason for providing an exclusion was, in the case
of most of these products, that their prices are set in competitive markets, in which
sellers have little control over prices and in which price ceilings might possibly give rise
to dﬁmaging shortages. The reason for relying on the SIC manual is that its classification

scheme is well-known, well-understood, and easily administered.
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While we are confident that the broad policies underlying both the exclusion and
our reliance on the SIC manual are sound, we invite comment on whether the provision

should be redrawn to include products now excluded or to exclude products now included.

9. Modified Price Standards

We developed the modified price standards as alternatives for industries for which
the price standard is unsuitable. This is the case where (1) price~change indexes are too
diffieult or burdensome to computie, (2) raw-material costs are highly volatile, or (3)
market characteristics necessitate special treatment. Modified standards are available
for a number of k%inds of companies, including retailers and wholesalers, food
manufacturers and processors, petroleum refiners, electric, gas, and water utilities,
insurance companies, professional firms, and financial institutions. A discussion of
suggested revisions of some of the modified standards follows (no issues have yet been
identified for the insurance (705.48 and 705.49), financial-institution (705.50),
professional-fee (705.46), and government (705.47) standards, but comments on these

standards are, of course, weleome).

a. Retailers and wholesalers

The most controversial aspect of the percentage-gross-margin standard is the
provision that allows companies whose percentage gross margins grew during the base
period to continue their expansion at the same rate during the program period, hut

restricts companies whose margins were not growing to the base-year percentage.
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Allowing the percentage gross margin to inerease has been criticized by some.
The Council adopted this policy because equal deceleration in the rate of growth of
dollar gross margin per unit of output and in the prices of goods purchased for resale
implies no change in the rate of growth of the percentage gross margin. Had all
companies under this standard been restricted to a constant percentage zro‘s margins,

the allowable margin during the first year would haveAbeen, 25.59 percent, 0.49

percentage point below the actual allowable.

Some retailers and wholesalzes, on the other hand, argue that compliance units
with zero or negative margin trends should be allowed a minimum positive trend—e.g., an
allowable increase of one percentage' point, Such a positive floor for t!-1e percentage-
gross-margin trend has been likened to the 5-percent floor for the allowable two-year
price limitation. The analogy is not apt, however, because constancy of the percentage
gross margin entails a positive growth in dollar gross margin per uﬁit (and in prices

charged) sc long as the prices of goods purchased for resale are going up. — 7" "

The Price Advisory Committee has suggested that the Council allow a company to
choose between (1) continuing to project a positive margin trend or (2) having a dollar-
for-dollar passthrough of the amount by which its program-vear interest costs exceed its
base-year interest costs. This suggestion was prompted by concern that the explosion in
interest rates in late 1979 and early 1980 had a particularly profound effect on
compliance units subject to the percentage-gross-margin standard. As noted above, the
current decline in interest costs should make this less of a problem’in the third program
year. Nevertheless, the Couneil invites comment on the issue. Commentators should
take note of the fact that the provision of alternatives necessarilv introduces additional
slippage into the standards, hecause companies inevitably select the one that allows them

the greater price increases.
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73-905 0 - 81 - 9



126

A separate question that has been raised is whether the Couneil should specify all
of the items to be excluded in calculating gross margin. Currently, under the
percentage-gross-margin standard, the retailer/wholesaler gross margin is defined as net
sales less the cost of goods sold. Some firms apparently inelude within the cost of goods
sold certain items, such as warehousing and transportation costs, that others do not.
Although consistency is desirable, there are so many accounting variations among
companies and among industries that the Council could not conceivably specify with the
precision desired the elements of costs to be excluded in calculating gross margin. We,

therefore, solicit suggestions for other alternatives.

b. Food manufacturers and processors

Some food processors and manufacturers have repeatedly asked to have the cost
of other items besides the food.used in their operations excluded in calculating their
gross margin, The alternative gross-margin standard was provided to these companies,
however, becguse of the volatility of farm prices; that is why only the cost of food
producets used in food manufacturing and processing is excluded in the calculation of
gross margin. The processors argue that there are several other elements of
uncontrollable costs that are sharply rising and should therefore be passed through; they

point specifically to packaging, interest, and energy.

The Couneil has provided special gross-margin standards to some industries so as
to avoid the full cost-passthrough provisions of the profit limitation. The more items
that are excluded from the gross margin, the less incentive there is for companies to
substitute inputs whose prices are going up more slowly for those whose prices are going
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up more rapidly—the more, that is, the gross-margin standard takes on more of the
infirmities of a profit limitation. Moreover, the profit limitation is available to
individual food processors (as well as other companies) that experience particularly large

and uncontrollable cost increases.

To the extent that rapidly rising costs of items not excluded under .the gross-
margin standard are a major problem, an alternative to excluding these specific items
from the gross margin would be to raise the allowable growth of the gross margin. This
might provide the requested relief, while avoiding the cost-plus character of the other
proposed remedv. The Price Advisory Committee has recommended that the Council

seek from the industry documentation of the extent of the problem.
e. . Petroleum Refiners

We developed a gross-margin standard for petroleum refiners for the same réason
as for food processors and manufacturers: their raw-material costs are large and highly
volatile. Unlike the other standards, however, we reviewed and substantially modified
this one after the beginning of the second program year. At that time, we required
refiners to disaggregate refining and marketing operations from all other operations for
purposes of compliance. In adr;lition, we tightened the standard by (1) .expressing the
limitation in terms of the gross margin per barrel, which has the effect of lowering
allowable dollar gross margins if volumes decline, (2) making the output-mix adjustment
mandatory, which eliminates an option, and thereby cuts down slippage, (3) specifying
more clearly that only the cost of goods sold may be deducted from revenues in
gsomputing the gross margin (that is, costs of crude oil and refined product placed in
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inventory must not be subtracted from revenues in this calculation), and (4) making the
intermediate (quarterly) limitations more restrictive than the end-quarter (two-vear)
limitation. Finally, we stipulated that, effective January 1, 1980, the cost of process
fuel used in refinery operations should be subtracted from revenue in caleulating gross

margins.

This review and modification resolved many of the questions that had arisen
during the first program vear and that were analyzed in the Council's report, Petroleum

Prices and the Price Standards, released February 25, 1980. Nevertheless, several

important issues remain, particularly with respect to the relationship between the
petroleum-refiner standards and national energy objectiv‘es. In a report released on

May 30, 1980, The Council's Petroleum-Refiner Standards, we concluded that the

standards strike a reasonable balance between energy goals and restraining inflation, but
pledged to continue to review outstanding issues and to develop poiicy options for the
third program year. The two principal areas of concern are (1) investment and energy-
conservation incentives and (2) the choice between a quarterly and an annual gross-

margin standard.

1) Investment and Energy-Conservation Incentives

It has been asserted that, by limiting gross margins (whieh inelude capital and
other non-petroleum costs), the petroleum-refiner standard inhibits incentives to invest
in expanded or upgraded refinery facilities (e.g., facilities that produce the same or a
lighter mix of products with heavier ox; sourer crude oil), and that, more generally, it may
discourage investments or processes that entail costs that have to be recovered in the

gross margin. Of course, constraining price increases alwavs runs the risk of inhibiting

investment incentives, and anv partial cost-passthrough standard creates incentives to
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favor the use of inputs whose costs are passed through. There has been no
documentation, however, that the gross-margin standard has significantly curtailed
investment expenditures or unduly interfered with energy conservation efforts. This may
be because of the availability of input- and output-mix adjustments of refiner margins,
which at least partially compensate for changes in non-petroleum costs {including capital
costs) associated with changes in the mix of inputs or outputs. Nonetheless, we
recognize that possible interference with investment incentives and energy-conservation
efforts would become.more serious the longer the voluntary standards remain in place.
"Consequently, we are requesting public comment on the following possible revisions to

the petrolenm-refiner standard.

Alternative mix adjustment. With the mix adjustments required under the current

gross-margin standard, the base-period margin is ealculated using the program-quarter
(eurrent) proportions of input and output quantities. This procedure compensates refiners
for mix-induced changes in non-petroleurn costs (including capital costs)—that is to sav,
it gives them credit for shifts to less costly crude-oil inputs and to more valuable
outputs—-to the extent that the base-period price differentials reflect current cost
differentials. It has been suggested, however, that this last condition is not being met,v
and, as a result, that the refiners’' standard discourages investments that would enable
refiners to adjust to a relative decline in lighter crude supplies and a relative increase in

the demand for lighter products.

An alternative procedure that would correct for these éeficiencies-—to the extent
they exist—would be to calculate the program-period gross margin using base-period
quantities, rather than ‘adjusting the base-period margin using current quantities. The
program-period gross margin would thus be the difference between (1) revenues that

would have been earned (at current product prices) on the mix of products sold during the
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base period and (2) the input costs that would have been incurred (at current input prices)
on the mix of inputs used during the base pericd. Any inereases in actual revenues
attributable to a change in the mix of sales toward higher-valued products would thus not
appear in the constructed (mix-adjusted) revenues. Similarly, any decrease in costs
attributable to a change in the mix of inputs toward lower-valued ones would not appear
in the constructed (mix-adjusted) costs, and therefore the resultant savings would not
show up in the constructed program-period gross margin. In other words, refiners would
retain the benefits of investments, conservation efforts, or other measures that improve
the productivity of refining operations—i.e., that produce higher-valued produets from
lower-cost inputs. (See Appendix B for a numerical examﬁle that compares these two

procedures.)

To the extent that this alternative procedure encourages investment more than
the current procedure does, the resultant increase in refinery produetivity would tend to
compensate for the reduced price restraint. To the extent that it merely provides
windfall gains for investments that have already been made or that would take place in
any event, there would be no offsetting advantage. One way to help ensure the former
result would be for us to commit now to use such a procedure only in later program vears

(if any), when investments being considered now would be coming on line.

Mix adjustments with an updated base period. Any mix-adjustment procedure

necessarily entails the use of the same quantities in computing the base- and program-
period gross margins. The alternative mix adjustment described above holds quantities
constant at their base-period levels, so as to eliminate inadequacies in the adjustment
attributable to obsolesence of the relative base-period prices of different kinds of crudes

and products. (When quantities are held constant at current-period levels, the mix
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. adjustment uses base-period prices, because in this event it is the hase-period gross
margin that is a constructed rather than an actual one. Conversely, when quantities are
held constant at base—period levels, the mix adjustment uses current-period prices,

because the current-period gross margin is the one that is constructed—not actual.)

Under either the current or the alternative mix adjustment procedure, a related
issue is whether the base period should be updated periodically. Under the alternative
mix adjustment, this would have the effeet of updating the quantities used in the mix
adjustment. Under the current mix adjustment, this would have the effect of updatin§

the prices used in the mix adjustment.

Under either method, whether updating the base would permit greater price
increases depends on .changes in relative prices and relative quantities. Individual
refiners, of course, might be disadvantaged by the selection of a new base period, just as
they may have been disadvantaged by the choice of the origimal base period. In either
case, however, exceptions may be available for companies whose compliance is measured

against an unrepresentative base.

Volume decreases. The alternative mix-adjustment p'rocedure described above is
designed to encourage improvements in productivity. A separate, but related, issue is
whether allowable dollar gross margins should change as volume changes (which in many
cases results in productivity changes). In the first program year, we permitted refiners
to increase their dollar gross margin to reflect increases in volume. In the second
program year, we extended this pripciple to volume declines, by expressing the limitation

in terms of the gross margin per barrel.
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Some refiners have argued that, since fixed costs (which constitute most of the
gross margin) do not decrease with decreases in volume, the per-barrel calculation undulv
restriets their profits, By the same token, of course, the standard rewards productivity
inereases that arise when volumes increase. Absent a compelling reason to the contrary-
-which we have not yet seen—we will probably conclude that the objectives of the anti-

inflation program are best served by symmetric treatment of changes in volume.

2) Quarterly versus Annual Standard

In the first program year, the refiners' gross-margin standard compared program
quarters with a base quarter. In developing the second-year standard, we proposed
instead that the "base-quarter gross margin" be the average quarterly gross margin in the
base year. On the basis of public comments, we reverted to the base-quarter measure

used during the first year.

It is now being suggested that the Council should move to an annual standard for
the program year. Some refiners have argued that, with a quarterly standard, the timing
of erude-oil and product acquisitions takes on undue importance because the acquisition
costs in each quarter affect the allowable prices that can be charged only in that
quarter. This may oceur even if the acquisitions are placed in inventory, because under
customary accounting, practices transitory changes in crudéoil and product inventories
can affect costs of goods sold. Accordingly, the refiners conclude, a quarterly standard
may thwart inventory accumulation objectives or encourage perverse pricing patterns. A
quarferly standard also raises problems when there are retroactive crude-oil price
increases (like the ones we experienced last winter) and when firms make annual, but not

quarterly, inventory-valuation adjustments.
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If we were to adopt an annual program-year gross-margin limitation, we would
also consider making the base-period an annual, rather than a quarterly, measure.
Conversion to an annual standard would also reduce the likelihood of unrepresentative

base-period margins.

d. Electrie, Gas and Water Utilities

When the standards program was first announced, there was much thought given to
excluding rate-regulated public utilities because utility prices are already regulated by
various state and local publie utility commissions (PUCs) as well as by several Federal
agencies. On the other hand, prices charged by ‘some utilities (e.g., power and gas) had
recently increased subst'a.ntia]ly and it was thought that exclusion of such a prominent
part of the economy would be undesirable in view of the economy-wide nature and
urgency of the inflation problem. Our solution was to recognize the primary role of the
State and local PUCs by asking them to administer our standards, whilé also delegating
to them the responsibility for granting exceptions. This division of labor was intended to
minimize the administrative costs of the standards program for utilitv companies and, a’t
the same time, to ensure that the obj‘ectives of the President's anti~inflation program

would be considered by the PUCs in their deliberations.

During the past year, there has been renewed interest in excepting utilities from
- the standards program. It has been argued that the standards are at best duplieative and
at worst inconsistent with the -approaches and/ov eriteria used by PUCs in evaluating

rate-increase requests. Public comment on this threshold question would be very useful.
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Assuming that § standard for utility companies will be a part of the third-year
program, we should consider whether it should be modified to make it more cbmpatible
with the regulatory practices of the PUCs. A relatively minor change would be to allow
utilities the option of using either the Counecil's base and program years or the test year
used by the PUCs. Those who choose the latter would not have the additional
computation costs required to demonstrate compliance with the Council's standard. On
the other hand, the transition to a different program period would itself raise
administrative and computational problems. In addition, allowing companies a choice

between alternatives introduces additional slippage in the standards.

A more substantial endeavor would be to recast the standard to coincide more
closely with the standards typically used by PUCs. This was the spirit of the Council's
recent revision of the gross-margin standard for electric and gas utilities, permitting
them either to include in the base-year margin the allowance for funds used during
construction of plant not yet in service, or to exclude from the program-vear margin a
part of the additional revenue requirements attributable to the entry of new plant in

service or construction work in process into the rate base.

The ultimate revision would be for the Council simply to defer to the PUC's, not
merely in the administration of its standards, as at present, but also in the standards to
be applied. The purpose of this change, as of those already made, would not be to
weaken price restraint on utility companies, but only to recognize that PUC's already
hﬁve the legal responsibility to restrain rate increases in the public interest, and that the
superimposition of the Couneil's standards could be either redundant or a kind of double

regulation to which no other industries are subject.
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The fact remains, hdwever, that, to the extent that the Council's standards have
an additional constraining influence, removing them would constitute a relaxation of the

standards. We invite comments on these possibilities.

10. Company Organization

At the beginning of the first program year, firms were given considerable latitude
(subject to certain accounting restrictions) in organizing themselves for compliance
purposes; some chose to report o the Council as one integrated unit, and others
disaggregated themselves into separate compliance units. We afforded such latitude
Iargely to hold down compeanies’ compliance costs and to accommodate firms with
operations in several different sectors of -the economy that are subject to vastly

different economic forces.

At the begimning of the second program year, we allowed companies to reorganize
themselves for compliance purposes, thus allowing them to respond to internal changes,
altered economic circumstances, and simple mistakes in choosing compliance
structures. We recognized that this would permit firms to group different portions of
their operations in ways that allowed access to various exceptions. While this freedom
ereated some slippage in the price standards, we believed the amount involved would
probably not be significant, particularly since we did not generally permit reorganization

during the program year.
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We must now confront the question of whether firms should again be permitted
complete latitude (subject to certain accounting criteria) to reorganize for the third
program year. The pros and cons have not changed from last year. Accordingly, at this
time we are leaning torward permitting such reorganization between program years, but

not allowing reorganization within the year.

Assuming that company reorganization is permitted between the second and third
program years, we are considering (at the suggestion of some) whether to require some
disaggregation for compliance purposes in the third year. The ability of highly diverse
firms to report as a single unit has made it difficult for the Council to obtain industry-
specific data from major producers in industries exhibiting high inflation rates and to
monitor effectively and equitably different companies operating in the same industry.
Equally important, the flexibility in company organization has created inequities among
companies in their access to modified price standards and in their ability to complv with
the price standards. An example of the first situation is that a company with 50 percent
or more of its revenues derived from food manufacturing or processing may report all of
its operations under the food-processing gross-margin standard, while & company with 49
percent of its revenues derived from these activities would have to disaggregate in order
to place its food-processing operations under that standard. An example of the second
(and more serious) type of inequity arises from the fact that a conglomerate reporting on
a consolidated basis might be able to offset high price increases in one area of its
operations with low price increases in another; as a result it might be able to comply

more easily than a company that operates only in the industry with large price increases.
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Nonetheless, specifving ways for companies to disaggregate for compliarice
purposes has several problems. Obviously, it reduces their discretion to adopt the
organizational structure they consider most suitable. It might disrupt their established
frameworks for managing their business activities, or impose additional reporting
burdens. It also would be difficult to specify the tvpes of acceptable or unacceptable
disaggregations. Most important, it would reduce the flexibility to adjust relative orices
in response to changing market conditions—a feature of the price standard that promotes

economic efficiency.

One approach would be to require disaggregation (as long as the accounting
eriteria are met) to the level of the major economic sectors as defined in the Standard
Industrial Classification Code (e.g., agricultural production; mining; construction;
manufacturing; transportation, communication, and utilities; wholesale/retail trade;
finance, insurance, and real estate; and services). Another possibility would be to require
a company applying a modified price standard to disaggregate the affected segment of
its operations as a separate compliance unit. Finally, we could approach this problem on
a case-by-case basis by placing suitable organizational-structure restrictions on grants of

exception.

The flexibility accorded to companies in organizing for compliance purposes also
can be used to shield the parent company {rom the adverse publicity of a nonecompliance
action against one of its compliance units. To inerease the incentives for compliance,

-the Couneil is.considering listing the parent as well as the particular compliance unit.

The Council solicits public comment on all of these issues of company

organization.
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11. Self-Administration of Uncontrollable-Cost Exceptions

The great majority of exception requests during the first two years have been
based on uncontrollable cost increases. This is an area where the Council has over time
refined the criteria both for eligibility and for the documentation needed to demonstrate
it. In fact, by the time we promulg'ated the second-vear price standards, these criteria
were so well developed that they could have been incorporated directly into the
standards. If that had been done, it would have had the effect of authorizing companies
that satisfied the eligibility criteria to self-administer the exception, just as companies
eligible for some of the modified standards for selected industries are able to choose

them.

Not only :hes the Council had two years of experience with administering this
exception, but the companies as weui have undoubtedly developed a good understanding of
the Council's approach to these cases. This is evidenced by the fact that most requests
for this exception are now routinely approved, although there are still a signficant

number of cases where insufficient data are provided.

Because of these developments and because we maintain an interest in reducing
compliance burdens, we are considering allowing -companies to self-administer
uncontrollable-cost exceptions during the third program year. One disadvantage would
be the greater likelihood that companies would self-administer exceptions to which thev
were not entitledy, although this danger could be minimized by requiring ecompanies to
notify the Council when they self-administer the exception and to submit supporting
documentation. An intermediate approach would be to permit self-administration of
uncontrollable-cost exceptions only by companies that had already received Council

approval during the second program year, on the ground that they are likelv to be

eligible, and presumably are relatively familiar with the technical questions involved.
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12. Price Prenotification

We assess compliance with the standards after price increases have been put into
effect. Price increases that exceed the standards come to our attention mainly when
companies file their quarterly compliance reports. We might, however, improve the
program’s effectiveness if we assessed compliance before price increases took place,
because companies typically are more willing to modify prospective increases than to
take after-the-fact corrective action—which may involve price rollbacks. In addition, if
we asked companies to notify us before they increased prices, it would facilitate rapid
reso'lution of possible misunderstandings or misinterpretations of the standards and
encoursge companies to maintain a closer and more current check on their compliance

posture.

Such considerations provided the rationale for the orice prenotification program
that the President announced on March 14, Because it is so late in.the second program
year, the Council will not initiate a prenotification program this year, and is using this
Issue Paper to solicit comments on whether there should be a program for the third year

and, if so, what it should look like.

The program that the Council is conéidering would be selective and voluntary,
seeking prenotification only where the benefits in improved price restraint clearly
outweigh the heavier reperting burdens. Prenotification would not be used to delay or to
suspend proposed price inereases, as it was in the Nixon Administration's Economic
Stabilization Program; the Council does not have statutory suspend-and-delav authority
and will not seek it. To the extent that the Council's intentions are misunderstood, a
prenotification plan may lead to anticipating price increases that will diminish any

[

benefits of the effort.
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The number of companies asked to prenotify would be kept small to limit the
reporting burden and to assure timely Council responses. Possible criteria for selection
are (1) problem sectors, (2) basic or keyv industries, (3) company size, (4) price leadership,
(5) degree of industry concentration, (f) historical industry pricing practices, and (7)

homogeneity of produet lines.

To help develop a prenotification program, the Council has consulted a number of
outside groups; these have raise? a number of problems with which we are still
grappling. First, because businesses often do not know the exact size of a price increase
until shortly—days or even hours—before the increase is implemented; therefore, it could
be hard to prenotify with sufficient lead time. Second, because of differences in
company pricing policies, different lead times would be appropriate for different
companies; even pricing within a company can vary from region to region and product to
product. Third, because data for prenotification are not kept in the ordinary course of
business, projecting compliance would ir;volve additional administrative cost. Because of
the difficulties involved in developing a workable prenotification program, the Council
strongly urges comments on this issue.
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Appendix A. Detailed Analvsis of Companv-Specific Pay Data

This appendix provides more detailed breakdowns of the company-specific pay

data issued in Section 0I-B.

In Table A-l, we provide the base-period and program-period data that were used
in ealeulating the unadjusted and adjusted pay-rate increases shown in Table 4. The pay-
rate increases shown at the bottom of the table can be calculated by dividing the
appropriate program-period level bv its corresponding base-period amount in the upper

half of the table.

The nature of the adjustments and exceptions for the program period that were
used in caleulating the overall statisties in Table A-I are shown in more detail in
Table A-Ml. For each category, we present the percentage of workers who received the
adjustments and, for those workers, the increase in the dollar adjustment over the
comparable adjustment for the base period and, the percent of the workers' base year pay
that these net adjustments represent. In addition, we show the magnitude and
percentage amount that these adjustments represent on average for all workers,

including those who received no adjustments (i.e., the weighted hourly adjustment).
Although the implications of the patterns were discussed earlier in the report,

some additional explanation of the adjustment categories is helpful in interpreting the

results.

73-905 0 - 81 - 10
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Pay Carponent

Muber of NMase-Perlod Reporting Workers
Percent of Rase-Perlad Raporting Workers

Pase Perlod (1P)

W nedjusied Tourly Pay iate
BB* Unad justed Wages and Salarles
1P UnadJusted lourly Cost of Incentive Pay
1P UnadJusted Wourly Cost of Benefits

W Total Adjustinents

1P Adjusted Iurly Pay Hate

Progran Period (PP}

P ‘hnﬂ]us[eﬂ—mfy Pay liate
PP Wnad justed llourly Wiges and Salarles
PP thadjusied lburly (ust of Incentive Pay
PP WadJusted lourly Cust of Benefits

PP ‘Tolal Adjustnents

PP Adjusted flourly Pay Rate

Unad Justed Pay-Rate Increna.e (%)
Adjusted Pay-Tnte Incrense (%)
thadjusted Minus Adjusted Increase %)

TARE A-1

PAY-1 luta

Couponents of llourly Pay U/

(In dollars)

Coliective
All Bargainlng Manageanent Other
Workers 2/ its 3/ Units Wnits
7,430,162 1,399,054 1,415,395 3,815,713
100.0 18.8 32.8 48.1
11.34 13.16 14.44 8.986
8.70 8.49 .23 7.09
0.42 0.13 0.7 0.29
2.13 1.54 2.44 1.58
0.1 0.0} 0.18 0.1t
.23 12.18 14.28 8.88
Pirst First
Year Annua | lzed Year Annwua b ized
12.20 12.1% 13.51 13.24 15.40 0.85%
.37 8.4 9.40 9.24 12,02 1.58
0.41 0.41 0.t4 0.13 0.77 0.28
2.41 2.39 3.08 3.87 2.62 1.687
0.28 0.24 0.38 0n.26 0.29 0.19
11.94 11,91 13,13  12.98 15.11 8.38
1.8 741 n.o 8.9 6.8 8.8
8.3 6.1 1.9 6.8 5.8 5.8
1.3 1.0 3.1 2.1 0.8 0.8

1/ T percenlage Incroases are oblained by averagling across aployee units, using base period aploynent as wolghts.
Conponents uny not add lo tota) because of rounding.

2/ Pay increases for collcctive bargaining units are calculated b

v two wayss ‘Mhe [lrst-year calculations represent the cosis

of the flest year of collective-bargaining agreancnls, negollated auring the program period, while the anhual-average

data pertain lo the ( comelr lc) average unnual rale o
first-year esthmtes for unlli-year conlracls are usus

t lucrease over the life of the contract. fecause of (rontl loading,
Iy larger 1han the annual averages.
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TADLE A-11

Program Perlod
PAY-1 ata AMdjustunents 1/

Collectlve 2/

Ad Justinent All Dargaining Managaneni Other
Category . Workers Whits WUits Units
Tolal Progran-Year Percent of Reporting Workers Alfected 83.2 85.8 47.17 4.2
Ad Justinent Iourly Adj. per Affected Miployee: Dollars 0.23 0.31 6.27 0.18
' Percent 2.0 2.5 1.9 1.9
Welghted lourly Adjustment: Hollars 0.13 0.26 0.13 0.08
Percent 1.1 2.2 0.9 0.9
lncent ive Pay/Sales Percent of Reporting Workers Affected 6.8 0.5 10.0 8.8
Cuwnlsslon Overages Hourly Adj. per Alfected Rrployee: MNollars 0.05 0.01 " 0.00 0.08
Attributable Percent 0.7 1.3 0.4 0.7
to Higher Volume Weighted Tourly Adjustment; Dollars, 0.00 0.00 0.01 0.00
Percent 0.0 6.0 0.0 0.1
(DA Payment Percent of Reporting Workers Affected 22.8 74.8 6.3 13.6
Overages fourly Adj. per Affected Miployce: MNollars 0.23 0.25 0.25 0.20
. Percent 1.9 2.0 2.1 1.7
Weighted lburly Adjusument: Dollars 0.05 06.18 0.02 0.03
Percent 0.5 1.5 0.1 0.3
Miintenance of Percent of Reporting Workers Affected 35.8 74.9 29.3 25.1
Health Beneflts flourly Adj. per Affectled Riployea: Dollars 0.04 0.04 6.04 0.01
Overages Percent 0.4 0.3 0.3 0.4
Weighted flourly Adjustents [ollars 0.01 0.02 0.01 0.01
Percent 0.1 0.2 0.t 0.1
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A justinent All Nargalning Managancnt Other
_Calegory Workers Units Wnits nits
Overages Mue to Percent of Reporting Workers Affccled 17.3 3.5 8.8 5.0
Non: Chwrgeable liburly Adj. per Affected liployees TMollars 0.07 0.02 .13 0.05
Changes In Nefined- Percent’ 0.8 0.1 0.8 0.8
Benelit Penslon Weighted tlourly Adjustment: Follars 0.01 0.0t 0.01 0.00
Funding Coslts Percent 0.1 0.1 0.1 0.0
Exclusion -of Uh- Percent of Neporting Workers Affected 6.3 2.5 16.3 16.2
Altered Pension Tourly Adj. per Alfected Rmployees [ollars 0.10 0.28 0.0% 0.05
Plan Percent 1.2 3.7 0.7 [N
Weighted Tourty Adjustiments Dollars 0.01 0.0l 0.0 0.01

Percent 0.1 0.1 0.1 0.1

™clusion of Percent of Reporting Workers Affecled 6.5 0.1 6.6 .8
Quallfied Profit- Hourly Adj. per Affected Miployce: [Dollars 0.15 0.65 0.04 0.04
Shar ing Ret | rament Percent t.4 5.4 0.3 0.5
Plans Weighted lburly Adjustinent: [ollars 0.00 0.00 0.00 0.00
. ' Percent 0.00 0.0 0.0 0.0
Overages Prom Percent of Reporting Workers Alfecled 18.9 NA 20.7 14.3
Foranl Amwal Pay lourly Adj. per Affected Miployec: Doliars 0.09 NA 0.10 0.08
Plans Percent 0.6 NA 0.7 1.0
Welghted lburly Adjustinent: Nollars 0.01 NA 0.02 0.01

Percent 0.1 NA 0.2 0.1

Effect of Fixed- Percent of Reporiing Workers Affecled 7.3 NA 1n.7 4.2
Pop. Method; llourly Adj. per Alfected Biployee: Dollars 6.1 NA 0.17 0.07
Pramwt lons Percent 1.2 NA 1.4 1.0
Welghted lourly Adjustinent: Tollars 0.01 NA 0.02 0.00

Percent 0.0 NA 0.1 0.0
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Ad Justinent
Category

Elfect of Fixed-
Pop. M:thod;
Qualiflcation
lncreases

Effect of Welghted
Avg. Mathod

(verages From
Pay Exceptions:
(WPS Approved

(wverages fram
Pay Ixceplions:
Sclf Adnlnistered

Percent of Reporting Workers Affecled
fourly Adj. per Affecled thployee: Nollars
Percent
Moilars
Percent

Weighted tourly Adjustment;

Percent of Reporilng Workers Affected
Iourly Ad). per Affected Riployce: MNollars
Percent
Nollars
Percent

Welghted tourly Adjustment:

- Percent of Reporting Workers Affected

Nollars

X Percent

Weightled tourly Adjustment: Iollars .
Percent

lourly Adj. per Affected Diployea:

Percent of Reporting Workers Affected
thurly Ad). per Affected Riployee: Dollars
Percent
Dotlars
Percent

Welighted llourly Adjustment:

ollective

All Bargainlng Manageanent Other
Workera Whits Uhits Wnits

3.4 NA 4.2 2.9
0.13 NA 0.12 0.13
1.3 NA 0.9 1.8
0.00 [, 0.00 '0.00
0.0 NA 0.0 0.0
3.2 NA 1.5 2.0
0.14 NA 0.22 0.08
1.3 NA 1.7 1.0
a.00 NA 0.00 0.00
0.0 NA 0.0 0.0
5.7 1.9 4.4 3.3
0.15 0.20 0.15 0.14
1.5 2.1 1.2 1.4
6.01 0.03 0.01 0.00
0.1 0.2 0.1 0.1
2.5 2.1 2.4 2.8
0.13 0.31 0.12 0.06
1.0 1.6 0.9 0.8
0.00 0.0l 0.00 0.00
0.0 0.1 0.0 0.0

1/ ‘the percentage Increases are obtalned by averaging across enployee units, uslng hase perlod amployneat as welghts,

2/ Annualized over the 1ife of contract.
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Adjustments for incentive pay overages attributable to higher volume are provided
in instances where physical volume inereases can reasonably be attributed to inereased
work effort or improved worker performance. COLA payment overages reflect the costs
attributable to the difference between the company's inflation assumption for costing out
cost-of-living escalators and the stipulated assumption of a 8-percent inflation rate. The
maintenance-of -health-benefits exclusion represents the costs above 7 percent involved
in maintaining the present levels of health insurance coverage, which the Couneil

excludes from consideration.

There are three retirement-plan adjustments. The first pertains to changes in
defined pension funding costs—that is, changes in costs attributable to altered actuarial
assumptions or poor performance of the fund's investments. The exclusion for unaltered
pension plans pertains to pension plans that link benefits to the level of wages and
salaries. In cases where the plans are not amended and the benefit structure remains
unchanged, companies could exclude all pension costs from the base period and program-
period pay rates. Finally, costs associated with profit-sharing retirement plans may be

excluded from the pay calculations when the formulas are not changed.

The adjustments for formal annual pay plans exclude from the chargeable
increases all pay increases above 7 percent that are made under pre—existing formal pay

plans. Only previouslv communicated increases are included in this exclusion.

| A6
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There are two types of adjustments pertaining to the method of computation used
to determine compliance. If the fixed-population method is used, pay increases resulting
from promotions or qualification increases.are excluded. I the unit-average method is
used and the mix of workers changes from the base period, the pay increase calculations
can be done using the base-period weights, with the difference in the resuits being

excluded from the chargeable increases.

The final two adjustment categories are for exceptions granted by the Couneil or
self-administered by the company. _The categories for both kinds of exceptions are
identical: acute labor shortages, tandem relationships, gross inequity, or undue hardship,
“and productivity-improving work-rule changes.

The key pages of the Counecil's PAY-1 form in which the data in Tables A-I and
A-Il are based are reproduced as Table A-OL The blanks in the form have been

completed using the average amounts for-all of the reporting companies.

Finally, we have included in Attachment A-I a summary of the pay standards from
the Council's Compendium. This discussion summarizes the factors guiding the design of
the pay standard. Part 6 of this excerpt material provides a detailed description of the
criteria for exceptions and exemptions from the pay standard.

A-T
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‘Table A-I11
part III-Pay Rate Data 1/
(a) (B)
Base Period Program Period
Pay Rate Pay Rate
1. Straight~Time Wage and Salary: [S_g.]_g_‘ ‘S_g._?i_{_ l 1
(Projected COLA at__ % CPI:5_ _._ _ )
2. Incentive Pay (where applicable):
a. Sales commission and
incentive pay: =000 mmrm e =t 2z
b. Bomses and other ammual in-
centive gay: @00 e tem= e == pid
c. long temm incentive pay: 00 ____ . = —=——- s
d. Total hourly cost of incentive
pay: _ Q482 _041_ 2%
3. Benefits:
a. Pay for time not worked e - 3¢
b. Savings and thrift plans: = 2 - 3t
c. Qualified cdefined-benefit
retirement plans: -——tem = - . 3c
d. Health benefit plans: o o . 3
s - —==== 9
e. Other insurance plans: °~ = _ __ _ _ N 3
————— €
£. Other (total): R
-t — - e - — 3f

g. Total hourly cost of fringe

benefits: l _.2'.2.3-! l __2,22_[ 3c

4. Hourly Pay Rate (Sum of 1+2d+3g): Fii34] r?l 21 Ll

4

’ J O Y
5. Annual Percent Pay-Rate Increasc:

IT THE ANNUAL PERCENT PAY-RATE INCREASE IS 7 PERCENT OR LESS
(AND FOR MULTI-YEAR AGREEMENTS, NO INDIVIDUAL YEARLY INCREASE
IS ABOVE 8 PERCENT) AND DEFINED-BENEFIT PENSION FUNDING COSTS
ARE UNCHANGED, THE EMPLOYEE UNIT IS IN COMPLIANCE AND ITEMS
6-8 NEED NOT BE COMPLETED.

1/ Components may not add to total because of rounding.

A-8
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(a) (B)
Base Pericd Program Pericd
Pay Rate Pay Rate
6. Adjustments to pay rate (where
applicable)
a. Altemate base adjustment -$_0.00_ ga
for borus plans:
b. Sales camission/production
incentive pay due to higher
volume: $_001_ e
c. COLA payments beyend 6 per-
cent increase in CPI (attach
copy of formula): _005 6
d. Maintenance of health benefiss
cost increase above 7 percent : 2001 0 o
e. (1) Nen-chargeable changes in
defined-benefit pension
funding costs: _0o1 6e(l)
(2) Exclusion of unaltered
gension plan: _0.09 _ B )
£. Exclusion of qualified profit- ) )
sharing retirement plan: _e02 2002 0 4
g. Qverage fram formal anmual
gay plans: J201 e
h. “Overage fram pay excepticns
(1) Approved by CWPS (TA__ES WR__WH_ ): _08 1 ey
(2) Self-Administered(TA_ 1S__ WR__WH_ ): _000 4y
i. Effect on average wage
if fixed population
method used, 705B-4 (b) N
(1) Pramotions (in base period §_ _._ _ _ )i - 0_9 ]_ —  6i(l)
(2) Qual:.f:.cat.lm increases (in base
period §_ _._ _ ): 2800 i
j. Effect on‘pay rate if weighted
average method used, 7058-4(e) : _0.00 0 gy
k. Total adjustments : ]s -0, L . , E_Q._Z_‘}_lsk
7. Adjusted Fourly Pay Rate 123 | si1.91 7
(Difference 4-6k): 00 B=__"" 2 @ |\ ==-=-=
8. Adjusted Annual Percent - 51

Pay-Rate Increase:
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Part I:

DESIGN OF THE PAY/PRICE STANDARDS

The pay and price standards have been crafted carcfufly 1]
strike a balance among four principal criteria:
effectiveness. simplicity. equity, and economic efficiency.

To be effective. the goals of the standards were targeted to
be ambitious enough for widespread compliance to reduce
inflation significantly without being so ambitious that
compliance becomes impractical. Also for effectiveness,
the standards were designed to apply to a wide range of
diverse economic activities.

Against the need for widespread coverage, every effort has
been made to rewin simplicity. And. in fact, the basic
standards remain simple for most businesses to apply.
However, some increased compiexity has come about in
response to requests from large businesses for more
specificity and due to the need to provide modifications
that account for the institutional characteristics and
operational realities of certain industries. .

For purposes of equity, the standards request moderate
restraint from the widest possible range of individuals and
organizations; no one group is asked to shoulder a disprop-
ortionate share of the burden. But, as in any effort to break
into a pay/price spiral, some are bound to0 be affected so-
oner or t0 a somewhat greater degree than others. In
recognition of this fact, the standards inciude several

The price deceleration standard provides each firm with its
own numerical limitation on price increases during the pro-
gram year. For each firm, this limitation is derived by
deducting oae-half of a percentage point from the average
annual rate of price increase over the (976-77 period. If
every compaany in the U.S. economy were to adhere
precisely to this standard, the program-year inflation rate
wouid be about 5-3/4 percent. This figure is obtained by
deducting haif of a percentage point from the 6-1/4
percent annual rate of increase in the Consumer Price
Index, ‘exciuding food, during the 1976-77 period.

However, not ail firms will be able to achieve price
deceleration, due to ‘raw-material price increases,
previously negotiated labor contracts, and other factors.
To comply with the price standard, these firms will resort
to the profit-margin exception. which allows unit-cost
increases to be passed through on a percentage basis up to
6-1/2 percent and on a doilar-for-doliar basis_thereaiter. .
Given full compliance with the price standard, including
this exception, inflation would be about 6-i/2 percent in
absence of raw-material shortages or ecxternal supply
shocks.

The standards were designed to make this price objective
i with full pli with the pay standard,
functional income shares (i.c.. constant profit

explicit provisions aimed at avoiding the imp. of
major inequities.

As with most government intervention in the marketpiace,
the call for restraint in pay and price decisions runs the.risk
of inducing some ic inefficiencies by distorting
market incentives and signals, resulting in a misallocation

margins and a constant labor share of total national
income), and the estimated long-term productivity trend.

The pay standard requests that average increases in wage
rates and private fringe-benefit costs per hour not exceed 7
percent’ over the program vear. However. with full

li actual private hourly compensation costs will

of resources. This concern is reflected through the
standards, evidenced by the general focus on average prices
and pay cates rather than on those of individual products
and workers, thus allowing refative prices and pay rates o
respond to market conditions.

[n designing and revising the standards, adherence to these
criteria forced numerous difficult decisions required to
balance conflicting objectives. In particular, most efforts to
add sensible exception provisions and to provide the degree
of flexibility needed to minimize potential inequities and
market distortions directly reduced the potential
effectiveness of the standards. Conversely, most efforts to
increase potential eifectiveness increased the risk that

rise by about 7-3/4 perczat. The slippage between the 7-
percent pay standard and the 7-3/4 percent objective is
attributable to several provisions and exceptions included
to accommodate legitimate concerns about equity and
economic efficiency. When mandated Social-Security cost
increases above 7-3/4 percent are included. total
compensation per hour will increase by about 8-1/4
percent. Deducting from this figure the IQ-year pro-
ductivity growth trend of {-3/4 percent, unit labor costs
will increase by about 6-1/2 percent.

Historically, changes in unit labor costs and changes in
prices have been very closely related, reflecting the virtual
of functional income shares. The numerical

compliance would cause inequities and inefficienci

Since the standards are sufficiently ambitious to be
effective with widespread compliance, it is undoubtedly the
case that some inequities and inefficiencies will result. But,
these are likely 1o be smail compared to the capricious
inequities aad the fund [ i fficienci
caused by inflation itself.

ine

The pay and price standards were designed to be consistent
witl zach other. assuming 2 coatinuation of the well-
estaplished historicai reiauonship between prices and unit
labor Josts.

standards were designed purposely to reflect this
relationship. Hence. as seen above. the 6-1/2 percent
increase in unit labor costs. assuming full compliance with
the pay standard, is consistent with the 6-1/2 percent price
objective, assuming full compliance with the price
standard.

This is not a forecast of inflation rates over the program
year. Even with full compliance. if productivity growth
rates are below historical averages or if there are major
oerverse supply shocks. pricz increases will excesd the
above objective,

A-11
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The pay and price objestive for the second program year
will, of course, depend on the degree of success during the
first vear. Therefore the second-year standards will aot be
formulated until the third quarter of 1979.

A. The Pay Standard

Compliance with the pay standard requires that pay rates
increase by 7 percent or less for each of several identified
employes groups. The 7-perceat standard is not intended
as a target for pay-rate increases: it is an upper limit, or
cap. Where market forces suggest that smaller increases are
warranted, smaller increases should be granted.

The standard imposes a common numerical limit across
industries and regions. Although an assumption about ag-
gregate productivity growth provides the link between the
pay standard and price standard. the pay standard does not
vary across industries or firms depending on industry-
specific or firm-specific productivity ch The ab

1. Components of Pay

Pay rates are defined to exclude overtime pay unless the
terms of the overtime pay are changed (say by changing the
formula from time and a haif to doubie time. in which case
the impact on hourly cost should be estimated and counted
as a pay increase).

Private fringe-benefit payments — but not empioyer
contributions to legally-mandated benefit programs such
as Social Security, unemployment insurance. and workers
compensation — are counted as pay. These private fringe
benetits include (but are not contined to) pensions, healtt:
insurance, and all forms of paid leave.

The inclusion of fringe-benefit costs is important since
these have become an increasingly significant componem
of labor costs in recent years. and their inclusion it
necessary (o avoid an obvious loophole: the substitution o:
fringe benefits for cash wages. However, the standard at

of such productivity adjustment reflects both the
effectiveness and equity criteria discussed above.

First. productivity is extremely difficult to measure and the
existence of a general adjustment would create a significant
ioophole. preventing the effective limitaticn of pay-rate
increases.

More importantly, from an equity standpoint, the
disparities between productivity growth rates across
industries are aot attributabie to differences in the
diligence of the workers involved; instead they are due to
the fact that there is more potential for productivity-
improving innovations in some industries (for example.
manufacturing) than in others (for example. services).
Further, there is no logical justification or historical supp-
ort for the notion that high-productivity-growth industries
are high-wage-growth industries. Instead, disparities in
productivity growth rates across industries tend to be
reflected in divergent price trends: price increases tend to
be relatively low in high-productivity-growth sectors and
relatively high in low-productivity-growth sectors.

Although the notion of a pay standard tied to company-
specific productivity growth has been rejected in the
interest of promoting efficiency, incentive pay plans that
relate individual pay rates to individual performance
receive special treatment.

[acorporation of the above criteria (effectiveness.
simplicity, equity, and efficiency) dictate several other
generai characteristics of the pay standard:

« For reasons of equity and effectiveness, a// forms of
pay are included.

+ The standard applies to the sum of different types of
pay rather than to each component separatety, imposing
no restrictions on the mix of pay increases.

« The standard applies the average pay rates for
emplovee groups rather than for individual employess.
imposing no restrictions on the distribuuon of pay-rate
increases across individuals.

o The standard applies directly to tiose components
of pay that firms control. and makes certain allowancss for
2ay tncreases not controlled directly by the company.

lows cc flexibility between wage increases anc
benefit improvements. For example. if the base pay rate fot
an employee group averages $8.00 per hour in wages witt
an additional $2.00 per hour in benefits, the total wage anc
benefit base is $10.00 per hour. Under the standard. the
average increase cannot exceed 7 percent annually, or 7(
cents per hour. This allowable 70-cent increment can be
distributed in any manner between wage increases anc
benefit improvements.

There are three important qualifications to the provisior
that all increases in costs of benefits are counted against the
standard. First, government-mandated increases — inc
luding increases in items mentioned arlier — ure excludec
from the calculation of pay increases, since these cos
increases are bevond the control of the employer.

Second. only the first 7 percent of the increased cost o
maintaining existing health-plan benefits is counted. |
could be argued that the entire increased cost o
maintenance of benefits (MOB) should be counted agains
the standard because (1) these increased costs add to labo:
costs and exert upward pressure on prices. and (2) a0
counting the increased cost of MOB discriminates agains
workers whose emplovers do not provide elaborate fringe
benefit plans and must therefore pay their own increasec
medical-care costs out of their increases in wages (which du
count against the standard). On the other hand, the equit;
issue results in a standoff because, without the specia
provision for this category of fringe benefits. employee:
with identical benefit packages could be subject to differen
limitations on wages and salaries due to differences it
benefit plan experience or in the timing of premiun
adjustments. {n addition. employers object to including al
increases in MOB costs because they have little or ne
control over them. [t was this latter point that led th
Council to revise the treatment of maintenance of medical
care costs in the final standards.

Third, for the same reasons. increased cosis ¢f maintaining
a pension fund. with no improvement in benefits, are a0
counted against the pay standard. Such cost changes car
come 1ibout because of changes n funding methoas
changes in amortization periods. changes in actuana
assumptions, or plan ¢xperiences.
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The full amount of all cost increases due to improvements in
heaith or pension benefits is counted in determining pay-
rate changes.

2. Employee Groups

The 7-percent limitation on annual pay-rate increases does
not apply to individual employees, [nstead. the standard
applies to the average pay-cate increases for units of
employees. Within each unit, some employess may receive

A large and increasing aumber of coilective bargaining
agr have built-i fators. or cost-of-living
adjustments. The actual pay-rate increases generated under
these contracts will depend on the actual rates of inflation
experienced over the contract term. {a order to provide a
method by which the parties can determine whether a new
contract complies with the standard at the time it is signed,
cost-of-living adjustments in muiti-year contracts are to be
evaluated assuming a 6-percent annual inflation rate. This
rate is beiow the anticipated inflation rate for 1979, even

increases above 7 percent so long as these are
offset by smaller increases for other employess in the same
unit. This fAexibility ailows employers to adjust individual
pay rates on the basis of individual merit and market
conditions for different types of labor services, so long as
the overali 7-percent limitation is satisfied. This feature of
the pay standard pri ic- effici and
facilitates equitable pay policies.

The separate employee units to be identified under the
standard are (1) each collective bargaining unit, (2) all

management personnel, and (3) nonmanagement’

empioyees not covered by collective .bargaining

agreements. A coilective bargaining unit representing less

than 5 percent of all employees in a firm need not be

considered separately, but can be combined with the ap-

propriate nonunion group. Any reasonable divisions of the

aoaunionm employees into management and
units is ble.

Collective bargaining units 2re required to be identified
separately because these employes groups are subject to
binding contracts and the coniract terms can be aitered
only at the time of negotiation. The standards therefore ap-
ply to the terms of newly negotiated contracts. For
nonunion empioyess, the distinction between management
and nonmanagement groups is provided to ensure that
management decisions about pay-rate increases provide
equitable treatment for nonmanagement employess. If a
company can provide an alternative means of
demonstrating that chis equity condition is satisfied. the
two groups may be combined.

3. Application of the Pay Standard to
Collective Bargaining Agreements

The pay standard does not apply to existing contractual
Jagreements reached before announcement of the program.
Instead, it requires that the annual rate of increase of pay
rates dictated by any new collective bargaining agresment
{any agreement entered into during the program vear) be
no greater than 7 percent compounded over the contract
term. Since these increases are compounded, pay rates can
increase by approximately [4-1.2 percent over the life of a
two-year agreement and 22-1/2 percent over the life of a
three-year agreement. Under such multi-vear agresments,
however. the total allowable increase must be allocated
fairly evenly over the life of the contract — no more than 8
percent of the total allowabie increase can occur in any
single vear of sich an agresment. This allows for some
“front loading.” 4 common characteristic of labor
contracts. -
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ing fuil li with the pay and price standards,
but is a reasonable assumption to make ior the period
covered by multi-year contracts. For this reason, the 6-
percent assumption cannot be employed in labor contracts
covering one year or less. One-vear contracts with cost-of-
living adjustment clauses must be evaluated
retrospectively, using the actual inflation rate and hence
the actual cost to the employer,

4. Application of the Pay Standard to
' Nonunion Employee Units

For employes units not covered by collective bargaining
agreements, the standard requires thac average pay rates in
the final quarter of the program year be no more than 7
percent greater than the average pay rates in the base
quarter. The base quarter is the last compiete fiscal or
calendar quarter prior to October 2. 1978, and the terminal
quarter is the corresponding quarter of 1979.

In many cases, actual pay-rate increases during the coming
year will be based on decisions and commitments made
prior to the announcement of the program. la order to
provide equitable treatment of union and nonunion units.
recognition of these situations is necessary. As a result,
when pay-rate increases are dictated by the continuation of
4 formal. documented annual wage and salary program
already in operation, the completion of this program is al-
lowed. Similarly, if future pay-rate increases have already
been promised or communicated to the recipient
employees, these promised increases are allowed.
Compliance requires, however, that new pay pians
announced during the program year be consistent with the
7-percent standard for the next planning year of the
company.

Changes in average pay rates are determined by changes in
the pay rates of individual employess and by changes in the
composition of the employee group. In some cases, the 7-
percent standard would be exceeded solefy due to a shift in
the composition of employment toward individuals with
higher skill levels and. therefore, higher pay rates. To
prevent such situations, two methods are provided for
neutralizing the effects of skitl-mix changes on average pay
rates for nonunion groups. The first allows pay-rate
increases to be computed as a weighted average of the
separate increases for distinct emploves subgroups within
an employee unit. This is similar to the procedure used in
determining the pay-rate increase aver the life of a new col-
lective bargaining agreement. The second method allows
the computation of pay-rate changes for :he roup of
continuing individuals ¢employed throughout the orogram
vear. Using this latter method. pay-rate increases for
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legitimate, individual promotions and changes in
individual job qualifications may be exciuded. Under this
option, a company that gives company-wide raises {inc-
luding benefits) of 7 percent and continues its normal
promoticnal practices will be in compliance with the
standard regardless of changes in the employee skill mix
during the program year. This approach should be
especiaily useful to small firms that do not typically
perform extensive cost-control budgeting analyses.

5. Variable Compensation

Application of the pay standard to nonunion employes
groups is complicated by the existence of widely varying,
and often complicated, incentive pay plans. Typically, the
actual payments received by employees under these plans
are not controiled by the firm once these plans are in place.
In fact, the primary rationale for these plans is that pay
should be high when individual or company performance is
good and low when it is not. The primary examples are
commission programs, piece-work pay, annual bonus
plans, and long-term incentive plans.

Two principles guide the treatment of these programs
under the pay standard: (1) all such forms of compensation
shoutd be counted as pay and (2) such compensation
should be counted as pay when earned rather than when
paid (except for discretionary bonuses). Commission and
piece-work pay increases in excess of 7 percent under these
plans will not put a company out of compliance if it can be
shown that the extra pay is attributable to increases in
physical volume rather than to rising prices or a change in
the pay formula. As noted above, discretionary bonuses are
counted as pay when received. Nondiscretionary bonuses
(i.e.. bonuses dictated by a fixed formula or rule) are
counted as pay when earned. In dealing with inceative pay
that is tied to profit, companies should make a projection
of the growth in profit and grant salary increases that are
consistent with the profit projection and the pay standard.
Pay increases that excesd 7 percent because profits rise by
more than was reasonably expected will not result in
determinations of noncompliance.

“Future-value incentive programs,” such as stock option
plans (providing the option to purchase stocks at some
futyre date at a currently stipulated price) are treated
separately. Under this type of plan, compensation received
by exercising a purchase option during the program year
will be the result of grants or commitments made before
tha announcement of the anti-inflation program, and is not
charged against the pay standard. Similarly, the
compensation value of grants made during the coming year
will not be known until several years in the future. In these
cases, the 7-percent limitation is applied to the number of
units granted (per eligible employee) in the coming year
compared to the aumber of units granted (per eligible
employee) in the base vear. (If eligibility rules are changed.
the limitation is applied to the number of units granted per
emploves in the relevant employee unit.} :

6. Exemptions and Exceptions

In the interest of equity and economic efficiency, a number
of exceptions and sxclusions nave deen included in the pay
standara.

2. Low-wage workers

Because the poor are least able to bear the burden ¢
fighting inflation, an explicit exemption for low-wag
workers is provided. This exemption is effected b
requiring that, in the calculation of pay-rate change:
employees earning no more than $4.00 per hour in straigh:
time wages at the beginning ot the program year be exc
luded from all employes groups. As a result of this exc
lusion, if pay rates for these low-wage workers increase b
more than 7 percent — for exampie, due to the revision |
the minimum wage and the so-called “ripple effect” t
avoid compression of the wage structure near the minimur
wage - this does not count against the allowable increase
for other employees. Also, if pay rates for low-wag

. workers increase by less than 7 percent, these lesse

increases cannot be used to offset greater increases fc
other workers.

b. Tandem relationships

An exception to the pay standard is provided for reasons ¢
equity to allow for the continuation of established tander
relationships among employes groups. For sxample, i
some bargaining situations. one or more units traditionall
adopt the settlement of a leader unit. Also, som
companies have traditionaily maintained a fixe:
differential (or even equality) between the wages of thei
union and nonunion employees in the same plant or i.
different piants. Where such tandem relationships exist, :
is possible for the follower smployee unit to receive a pay
tate increase of more than 7 percent to kesp in step with
complying leader unit without being out of compliance
The exception applies, for example, if the leader (collectiv
bargaining) unit signed a4 contract before the beginning o
the program year and the follower unit signs the sam
contract during the program year. The tandem exceptio:
can also be invoked if a leader collective bargaining uni
signs a complying contract during the program year tha
provides for an 3-percent increase in the first year and :
follower, nonunion unit is given the same percentag:
increase.

It should be emphasized that this exception can be invoke:
only in those situations in which the leader/followe
relationship is clear, in terms of both the amount and th
timing of pay-rate increases. For example, industry-wid
pattern bargaining, in which a settlement with on
company — but not always the same company — sets

pattern that is adopted by other companies does no
qualify as 3 tandem relationship because the leader, fol
lower relationship is not fixed over time. Compiianc
determinations in such situations can, however, be mad
for the industry as a whole, using the industry-wide bas.
pay rate.

¢. Producrivity work-rule

To promote economic ¢fficiency, pay-rate increases tha
are traded for work-rule changes that result ir
demonstrable improvements in productivity are 1o
counted against the 7-percent standard. This exception ap
plies only to collective bargaining situations in which .
company has no alternative meaas of sfiminating pas
contraciual work-rule ressrictions other than 0 duy then
out through an additional wage-rate increase. Th

A-l4
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exception does not apply to wage-rate adjustments for im-
provements in productivity that are not tied to contractual
work-rule changes.

d. Acute labor shortages

Although the pay standard allows for a substantial amount
of flexibility in setting pay rates for particular types of
workers, this flexibility may be inadequate to retain or
autract workers in occupations that are in severely short
supply. An explicit exception is therefore provided for
cases of acute labor shortages. To invoke this exception,
the acute labor shortage must be documented by evidence
on the number of vacancies. the time required to fill
vacancies, and movements in entry-level pay rates.

e. Undue hardship and gross inequity

The pay standard, including the above exceptions and
exemptions. has been designed to prevent complying
warkers and businesses from suffering extreme hardship or
inequities. Neverthetess. not all situations causing hardship
or inequity can be anticipated. For this reason, the
standard altows for a general exception for undue hardship
and gross inequities. It must be emphasized, however. that
to qualify for this exception, a situation must be manifestly
unfair. In particular, perceived notions of the need to
“catch up™ with other groups of workers (even with
traditional “comparability groups™) do not. in and of
themselves. coastitute grounds for an exception.

A-15



156

Appendix B. Numerical Example to Dlustrate
Possible Changes in the Petroleum-Refiner Standard.

Under the current mix adjustment, the base~period gross margin is calculated
using program-period quantities. Using the alternative mix adjustment, one would
caleulate the program-period gross margin using base-period quantities. The following
example illustrates the difference between the two procedures for changes in product
and input mixes that might occur as the result of investments in upgraded refinery
processing facilities. On the product side, the mix shifts away from residual oil toward
lighter products; on the input side, the mix shifts awav from light crude toward heavy
crude. The base-year and program-year prices in the example correspond closely to
actual average prices during these periods. In the example, the adjustment—and hence
the allowable growth in gross margin after the adjustment is made—is muc!; larger using
the alternative method. This difference reflects primarily the rapid growth in the orice

differentials between the base year and the program year.

Tables B-I and B-I show the calculations for the alternative method, while
Tables B-TT and B-IV refer to the current method. In the former case, the base-year
gross margin is $3.50 per barrel, the actual program-year gross margin is $5.77 per
barrel, and the constructed program-year gross margin is $3.87 per barrel; hence, the
adjustment permits refiners to earn an additional $1.90 per barrel. By comparison, under
the current procedure the constructed base—period gross margin is $4.23 per harrel while
the actual gross margins in the base period and program year remain the same; heﬁce,.
the adjustment permits refiners to earn an additional $.83 per barrel, the difference
between the constructed and actual base-period gross margins multiplied by 1.135 {the
permitted growth in the gross margif over the first two program vears).

B-1 |
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INPUT-OUTRUT MIX ADJUSTMINT FXAMPLE
ALTHBATIVE MINTD
Daso Year Program Year Constructed Program Year
ce Per B Tlar Price Per &ll Dollar Price Per Tl Tollar
Product Sales Mix Darrol Sales Sales Racrel Sales Sales Darrel Sales Sales
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Regular Leaded $17.680 1,700 $ 29,7150 $32.00 1,500 $ 48,000 $32.00 1,700 $54,400
Unieaded 19.%0 900 17,310 33.60 1,300 43,880 33.60 900 30,340
Premium leaded 20.00 so0 10,000 3.40 400 13,780 34.40 00 17,200
Distiltates 16.00 1,000 32,000 . 19.00 2,800 73,500 29.00 2,000 48,000
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TABLE B-1I1

value of Mix Adjustment - Alternative Method

Product Mix

Actual oroéram-period Constructed program=-period
unit revenues unit revenues
=Zey(0) ay(0) ML =‘]4:p,.(t) aj(0) / L ay(o)
= $30.50. = $30.04.

Value of product-mix adjustment = (actual unit revenues -
econstructed unit revenues) x sales volume

= ($30.50 - $30.04) x 7,100,000 = $3,285,000.

Input Mix
Actual program-period Constructed program-period
unit cost unit cost
=Zci(t) Vi(t) /qu(t) =Zci(t) Vi(O) /z Qj(O
1 ] 1 ]
= $24.73. : = $26.17.

Value of input-mix adjustment = (actual unit cost - constructed
unit cost) x sales volume
= ($24.73 - $26.17) x 17,100,000 = -$10,224,000.

Effect on Gross Margin (Additional Allowable Gross Margin)

Effect on gross margin = value of produet-mix adjustment
- value of input-mix adjustment

= $3,266,000 + $10,224,000 = $13,490,000.

iB-3
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Dase Yoar Program Year - Consirucied Pase Year
Price Per TolYar Price Per j&ﬂ' Tollar Price Por Tall Tolfar
Barrel Salea " Sales larrel Sales Sales Barrel Sales Sales
ars) TR Terrels) TR Barrela) (ollara) (R Barrelal TH NarraVs? [ rrals) TR Parrels)
om 2) (£1] [} (s) (8) 1) (0) (9)
$17.50 1,700 $ 29,750 $32.00 1,500 $ 48,000 $17.80 1,500 $36,250
19.30 800 17,370 33.60 1,300 43,880 19.30 1,300 25,090
20.00 500 10,000 34.40 400 13,760 20.00 400 8,000
18.00 2,000 32,000 20.00 1,800 - 11,500 16.00 2,500 40,000
12.00 V1,13 13,560 22.00 800 17,6006 12.00 800 8,600
20.00 300 10,000 33.00 800 21,000 20.00 800 12,000
EiL7] TN m F: 1) .10 Imfmr 75 Y. 108 mﬂ'
Base Year Program Year Constructed Base Year
Gosl per Cost per . Cost per
Barcel %ENI st Darrel Lit Cost Darrel antit Cost
l'-n rreh W Tollars) ars rrels} W TolTars) llB":rl' l'a |Erro|l! ® Is'llnrﬂ'
()] (2) (3) ) (s) (6) (1)1 (s) (9)
$12.50 5,000 $62,500 $25.00 - 3,500 $ 87,500 $12.50 3,500 $43,750
.00 1,000 11,000 10.00 3,000 80,000 11,00 3,000 33,000
15.00 1,000 13,000 30.00 900 21,000 15.00 200 13,800
12.00 40 800 22.00 50 1,100 12.00 50 600
- 7,050 B - . K ¥ ¥,50 06,850
$13.24 6,730 V/ 489,100 524.13 7,100 1/ $115,600 $12.00 7,100 §/ $00,850
$3.50 $s5.17 $4.23
$4.80 3

1/ Sales barrels used In caputing unit cosi.

2/ Equals the constructed base-year unlt gross margin mubtiplied by 1.135,
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TABLE B-1V

Value of Mix Adjustment - Current Method

Product Mix

Actual base-period Constructed base-period
unit revenues unit revenues
=2 py(0) qq(0) / L qj(0) =T py0) qi(t) /X gt
;1 i 7 T i 7
= $16.74. = $17.03.
Value of product-mix adjustments = (constructed unit revenues -

actual unit revenues) x 1.i35 x sales volume
= $17.03 -~ $16.74) x 1.135 x 7,100,000 = $2,336,965.

(note: program-period sales volume used in measuring program-period
period value of mix adjustment on unit revenues)

Input Mix
Actual base-period unit cost 7 Constructed base-period unit cost
=;c1(o) vi(o) /}J: qj(o) =;ci(o) vi(t) /?qj(t)
= $13.24. ’ = $12.80.

Value of input-mix adjustment = (constructed unit cost - actual unit
cost) x 1.135 x 7,100,000
= ($12.80 - $13.24) x 1.135 x 7,100,000 = -$3,545,740.

(note: program-period sales volume used in computing program-period
value of mix adjustment on unit cost)

Effect on Gross Margin (Additional Allowable Gross Margin)

Effect on gross margin = value of product-mix adjustment - "value of
input-mix adjustment
= $2,336,965 + 3,545,740 = $5,882,705.

*B-5




161

Senator Proxmire. Now give me what you can in the wage area. Is
there any wage negotiation in the last 6 or 8 months where you have
been able to step in and effectively hold down wage increases that
would have had an inflationary effect ¢

Mr. Kaux. The constraints on our stepping in directly in the wage
field are more complicated than in the price field, largely by virtue of
the presence of the pay advisory committee. C

What I can say 1s that the major settlements that have taken place
in the last few months and the ones that are in prospect are in com-
pliance with the standards, or seem to be; and second, that I know that
the negotiating parties, at least on our side of the table, paid close
attention to the standards.

Senator Proxmire. Do you feel without the standards the settle-
ments might well have been higher?

Mr. KanmN. I genuinely do. I confess to you that those standards are
surely not noninflationary, and specifically, that the evaluation of cost
of living adjustment clauses is excessively generous, but the fact re-
mains—say, steel—steel is well within the standards. Market influences,
of course, were very important. I believe that T’m just expressing expec-
tation that the communications settlement will be within the standards.

Senator Proxmire. At the end of my last questioning, you indicated
you felt it would be a mistake to eliminate COWPS without having
something in its place. How about something like this in its place: the
late Arthur Oakun and Mr. Wallach have both proposed a tax-based
incomes policy which would reward workers for holding down their
wage increases, and Mr. Wallach would penalize if they didn’ hold
down their wage increases, and reward companies that hold their prices
down. Those are two eminent economists. Other topflight economists
have supported that. The New York Times and other papers have said
that they think that makes sense.

We are talking about a tax cut now. Many people feel a tax cut, if
not frivolous, doesn’t go to the heart of controlling inflation. Why
wouldn’t thet administration consider supporting that kind of a di-
rectly designed tax reduction to hold down wages and prices and cope
with inflation ¢ Why has there never been any substantial support from
the administration for that kind of income-based policy ¢

Mr. Kann. No. 1, the administration has seriously considered pro-
posing some sort of tax-based incentive policy of the kind you men-
tioned. It goes in waves. T have been through about three of those
waves since I have been in this job. The real wage insurance proposal
was in some ways related to that, although I understand not precisely
so, but it was an attempt to use the tax system to encourage wage re-
straint. I'm enormously attracted by such an arrangement. It seems to
me to offer us some middle ground between recession on the one side
and inflation on the other by trying to build into the system incentives
for restraint. .

The priricipal problem that we have encountered in the past is that
it is_an intellectual program. I should say a program with a strong
intellectual constituency—in which I include you, Mr. Chairman—
but not a very strong political constituency so far.

I think that in the next decade—and I don’t mean to be purely
theoretical—but in the years ahead, I think we will come back to it

‘\
N
/



162

and come back to it until people recognize that macroeconomic liberal-
ity, permitting a greater measure of economic recovery, is going to be
aborted time and again unless we get responsible wage and price
olicy.

P Segator Proxumire. That’s very encouraging. It seems to me unlikely
that we will get a tax cut adopted before the election. We may or may
not, but the timing doesn’t seem to be there. After the election would
be the ideal time it seems to me for the Congress to act and this is good
sound economic policy in the judgment of many people, including
yourself, I think, and I would hope we could give that very serious
consideration at that time.

Now I don’t think we ought to dismiss you without discussing pro-
ductivity because all of us are so concerned with that and it’s such a
central element in inflation. I have on my door a chart that says, “Read
them and weep” that points out what a terrible productivity record we
had compared to other countries in the world, particularly in the last
few years. According to the Bureau of Labor Statistics, we declined at
a 3.1 percent annual rate during the second quarter of this year. That’s
the sixth straight quarter in which the productivity failed in the pri-
vate sector, an extraordinary situation in American economic history,
when the productivity goes down. It goes down in a deep depression
but rarely does it go down this consistently.

How much of the inflation rate can be attributed to that decline in
productivity, in your judgment?

Mr. Karux. I’ll have to answer slightly equivocably. One can make a
simple arithmetic calculation that is static and holds everything else
equal, and say that decline in the rate in productivity from 8 percent
15 or 20 years ago to a trend in the 1970’s on the order of 1.5 percent
and, more recently, 1 percent:

Senator Proxmire. More recently, zero or minus.

Mr. Kaun. I wanted to try to separate out the short-term declines
which occur in recessions.

Senator Proxmire. We haven’t had a recession for 6 quarters and this
has been negative for 6 quarters.

Mr. Kanx~. You're quite right that it was negative between the 4th
quarter of 1978 and 1979. I’m not trying to minimize it. All I’'m saying
is therefore you’re talking about the real uncertainty. I think if we
could turn around to a situation where the CPI goes up less than
wages, which has been our historic experience, we may get some taper-
ing down of wage demands as well. So I think two or three points
over a long period of time is probably the lower level.

Senator ProxMIRE. At least two or three points of inflation is owing
to the productivity decline?

Mr. Kaun. Using my logic, I believe that’s right.

Senator Proxmire. What measures do you think we should take to
stimulate productivity?

Mr. Kanun. I will begin by saying that nobody reallv has more than
a plausible list of explanations, -almost each one of which can be
refuted by looking at the experience of some other country. We have
no choice but I think to proceed along a number of lines, even though
our best estimates are that each one may make only a relatively small
contribution. I think that clearly the case can be made for tax incen-
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tives in the area of physical capital plants and equipment. I think
that’s been made so many times it has I think probably been oversold.
The best guess people can think of that they may change the pro-
ductivity rate over a period of 5 years, a rather large program might
make a difference of half a point. But half a point is a lot in turning

this around. -

Similarly, I think investment in technological capital, hours of
expenditure on research and development in this country as a propor-
tion of GNP, is still higher than other countries, but the trend is
disturbingly down. .

Senator Proxmire. We have more engineers and scientists than any
other country in the world in per capita terms as well as absolute terms.
It’s an astonishing investment with a pitiful result. It’s hard to under-
stand it. DU

Mr. Kanv. It’s a difference of opinion about what the payoffs are.
The trend is clearly in the direction opposite from the trend in Ger-
many and Japan and I believe France as well.

Senator ProxMIre. Somehow we have to provide an incentive to
mine those research developments. We seem to do the developing and
the Germans and Japanese have the wisdom and the ability to take
advantage of it. '

Mr. Kann. There’s a very disturbing article in the Harvard Busi-
ness Review in the summer 1ssue which attributes a very large propor-
tion of the blame to the nature of the incentives and management of
our -major corporations, that there’s been a marked change, for
example, an increase in the proportion of people who run our corpora-
tions who are lawyers and in finance. Some of my best friends are
lawyers and in finance, but it is at least conceivable that there’s an
excessive emphasis—— :

Senator Proxmrire. Having been in the Senate and having seen how
the lawyers botch up this body, it’s no surprise that they have probably
succeeded in doing the same to American business. The Harvard
Business Review is where you would find it because the Harvard Busi-
?ess School provides experts and the Harvard Law School pirovides

awyers.

Mr. Kaun. The article, if you read between the lines, is critical of
what people are taught in business school. That is to say, the emphasis
on short-term maximization, discounting future income by 30 percent,
so that no investment should be made unless it promises to pay 30 to
35 percent, is apparently resulting in the decline in the willingness to
take long-term risks; but inflation probably contributes to that, and
one of the main things we can do is, again, slow down the rate of
inflation. ’

I haven’t mentioned the importance of investing carefully in human
capital, change and that sort of thing. Certainly the whole area of reg-
ulatory reform, reliance on competition—I mean, probably the best
thing Congress did this term for productivity is deregulation of truck-
ing. I know that’s my own pet anxiety, but it’s a case in which restoring
the discipline of the competitive market is really terribly important.

Senator Proxmire. And the second thing was deregulation of
banking.

Mr. Kaaxn. Well, I'm in no position to underestimate that.
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Senator Proxmire. The Proxmire-Reuss bill.

Mr. Kann. I know that perfectly well, but I thought you ought to
say it. Of course, I agree with that. You've got the rail deregulation
bill in front of you. L here’s a serious issue theve, but there again we’ve
got to free those industries. By the way, I happen also to feel that we
ought to have the opportunity to build coal slurry pipelines to expose
the railroads to competition as well. '

Senator Proxmire. I just have one more question but it follows out
from what we have been talking about here.

One way to try to improve our productivity is by what is called
reindustrialization. I’'m very, very concerned about that program
because I think it will go exactly the wrong way. Reindustrialization
can mean tremendous loan guarantees. It can mean refundable tax
credits. It can mean a number of what I would -call giveaways or at
least big grants as well as loans to business. It would mean that the
Federal Government would become bigger, more involved, spending
more money to help industry in various ways. I understand the Presi-
dent plans to present an industrial renewal policy around Labor Day.
What recommendations has COWPS made concerning what should
be in that program and have your recommendations been accepted ¢

Mr. Kasn. I'm going to be somewhat reserved in my answer because
we have made recommendations. I have been participating, especially
recently, in that process. The President will be making his announce-
ment and I think probaby it would be improper for me to be precise,
but I think that it is not Improper in any way for me to emphasize my
strong agreement with you. Reindustrialization, if that’s the term that
one uses—and I’'m worried about using that term precisely because
it has developed these connotations—can mean a variety of things.
It can mean the kinds of things I have talked about which I think
you’re in agreement on that ought to be done in the way of improving
productivity in the economy. It can mean being as neutral as possible
in terms of microinterventions. It can mean at the other extreme bail-
ing out losers. And I think you know us well enough to know that
while we would have great enthusiasm about a policy that aimed at
what we used to just call productivity—R. & D., incentives to capital
formation and the like—while I’'m not necessarily insensitive to par-
ticular problems—and that we would be very, very skeptical about a
program that was a massive one that would build a reconstruction
finance corporation.

Senator Proxmire. That’s exactly what concerns me. You put your
finger precisely on it when you said bailing out losers. Of course, this
administration did bail out the Chrysler Corp., which I thought was
a serious mistake and I understand all the human appeal that that
kind of thing has, but once you start down that path there’s no end
to it. You bail out your inefficient operations or you provide investment
in what the people in Washington here—the people in the Govern-
ment think are promising industries for the future, thinking their
judgment is better than the investment community.

In any event, the Government gets big, burdensome. The cost of
Government is heavier and the effect on inflation is perverse.

Mr. Kagn. I think all I can say is that all of us are very conscious
of the desirability of what you will understand of what I describe as
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microneutrality, doing what you can without trying too much to work
the process. I truly do not know where the President’s package is going
to come out. There are certain situations in which there’s a proper role
for government, and I don’t mean to suggest that there are no situa-
tions in which the market works perfectly in which there may not
be—I mean government can invest a lot in education. Let me just take
an obvious case that is not microneutral. We allocate resources to
education because we think in the long run that does promote produc-
tivit%'. All T can say is that there’s a great sensitivity on the part of
all of us.

Senator Proxuire. Mr. Kahn, T want to thank you very, very much
for excellent testimony and a fine record. The fact that inflation does
seem to be cooling off, if not at zero and it isn’t certain that it’s maybe
7 or 7.5 percent underlying rate or 8 percent, it’s a great improvement
and you certainly deserve substantial credit for it and you should
get it. You’re not going to get much of it because the people who run for
office are going to claim it, but you deserve whatever credit there is,
in my judgment, more than anybody. Thank you.

[Whereupon, at 11:45 a.m., the commitfee adjourned, subject to
the call of the Chair.]
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OPENING STATEMENT OF SENATOR PROXMIRE, PRESIDING

Senator Proxmire. The committee will come to order. While Mr.
Russell is getting his act in order, I'll make a short opening statement.

The news for August for consumer prices unfortunately is not good.
True, there is only a—only a seven-tenths of 1 percent increase, but if
we take out mortgage interest rates, for which there is a lag, it’s a 1.1
percent increase, which is back to the same old story of about a 13 to 14
percent inflation rate.

Why do I take out mortgage interest rates? I take them out because
the August rates reflect the closing period of a commitment which was
made in June; in other words, the June interest rate for mortgages is
the one that is reflected in the August figures. As we know, in June we
are going down; by August, September—this month—they are going
up.

So I think it is probably a more accurate reflection of what the infla-
tion rate truly is to take that out.

One other point I’d make, Mr. Russell, that you might try to cope
with, and that is the producer price figures that came out earlier this
month for August. They were particularly disturbing, especially in the
area of food.

Overall, the producer price figures for August were 1.5, which in
annual rate, of course, is around 17 to 18 percent. Consumer foods were
up 4.4, but then when we go back and look at the intermediate goods
level, we see foods rose in that single month of August 9.7 percent,
and in July and August together, crude goods—crude. foods, rose in a
total for those 2 months of 18 percent; 18 percent in 2 months, that’s
about 100-percent inflation rate at the crude level.

(167)
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Now, obviously, part of the food dollar the farmer gets is limited, so
that will be reflected in the far lesser increase in the price of food, but
it will mean that for many weeks and months to come, we can expect the
price of food to rise and rise sharply. And therefore, I would expect
that the inflation rate is going to continue to rise right through the fall;
at least that’s the way I look at this.

Without objection, the press releases entitled “The Consumer Price
Index—August 1980” and “Real Earnings in August 1980” will be
inserted in the hearing record at this point.

[The press releases referred to follow :]
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- ~ -————THE-CONSUMER-PRICE -INDEX-—AUGUST 1980 ———

The Coansumer Price Index for All Urban Consumers (CPI-U) rose 0.6 percent before
seasonal adjustment in Aszust to 249.4 (1967=100), the Bureau of Labor Statistics of the U.S.
Department of Labor announced today. The Consumer Price Index for Urban Wage Earners and
Clerical Workers (CPI-W) also increased 0.6 percent before seaao'nal adjustment in Aug’ust to
249.6 (1967"100). The CPI-U was 12.8 percent higher and the CPI-W was 12.% percent higher

' th;n in August 1979. .

CPI for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes

On a seasonally adj'usted basis, the CPI for All Urban Consu_mers rose 0.7 percent in
August. This idcrease followed no change in July and an average monthly increase of 0.9
percent during the second quarter of this year. About om;.-half of the August increase was
due to s sharp ‘acceleration in the food and beverage index, which rose 1.7 percent. The
housing component showed little change in Auguné (0.1 percent increage), following a decline
of 0:7 percent in July, as higher house prices and other housing costs offset a 4.3 percent

decline in mortgage interest rates. The transportation component also accelerated in August,

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

Seasonally adjusted - Unadjusted
. Compound

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

. Feb., Mar. Apr. May June July Aug. Aug. '80 Aug. '80
All items t.6 149 90 Lo 0 .7 6.9 12.8
Food and beverages ] 1.0 .5 <3 S509 1.7 13.7 9.5
Housing 1.4 1.6 1.3 1.5 1.8 =-.7 .1 5.0 14.8
Apparel.and upkeep L6 2.0 .3 -2 1} 4 .6 4.1 7.4
Transportation 2.8 1.7 .6 30 -2 4 .9 4.1 15.1
Medical care 1.5 .9 .7 5 .5 .7 .7 8.0 11.0
Entertainment 1.2 1.3 .8 .6 .6 .8 .8 9.1 9.4
Other goods and services | 1.0 S 6 .8 8 .5 6 7.6 8.9

(Data for CPI-U are shown in tables 1 through 3.)
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primarily reflecting pride increases for new and used ‘cars. Other major components of
consumer expenditures continued to advance at about the same rate as in July.

Prices for grocery store foods rose 2.3 percent in August, following a 1.2 percerft
increase in July and much smaller increases earlier this year. The index for meats, poultry,
€igh, and egga rose 4.1 percen't and accounted for about one-half of the increase. Beef, pork,
and poultry prices all advanced shuyply for the secon'd consecutive month. Egg prices rose 6.6
percent, following a 3.9 percent decline in July. Tht'a indexes for fresh fruits and
vegetables, non-alcoholic beverages, fats and oils, and other prepared foods also registered
substantial increases in Auguut.. Prices of the other two components of the food and beverage
index--restaurant meals and alcoholic beverages--rose 0.6 and 1.0 percént_; respectively.

The hous-ing index increased 0.1 percent in August, following a 0.7 percent (iecline in
July and uubstant.iully larger increases earlier this 'yeu. After decreasing 5.6 percent
in July, home finencing costs declined 2.8 percent in August, reflecting a 4.3 percent drop in
mortgage interest rates and a rise of 1.7 per'cent in house prices. The index for rent rose 0.6
percent, about the same as in July. Prices for household fuels rose 0.5 percent, the smallest
increase this year. Fuel oil prices continued the moderate ute. of increase evlident since
April and charges for natural gas and electricity advanced less than in recent months. The
index for household furnishings and operations rose 0.5 percent in August, about the same as
in r.ecent months,

The transportation component increased 0.9 percent in August, the largest monthly
advance since March. New and used car>pricea rose 1.7 and 2.3 percent, respectively, and were
primarily responsible for the increase. The index for public transportation rose 4.4 percent,
reflecting hrgeA increases in airl.ine, intvacity masn'tnnait, intercity bus, and taxi fares.
Gasoline prices decling.d for t‘he fnu;th por{s‘ecl‘ltive month. - Automobile finance charges, which

had ndvnnE‘ed sharply earlier this year, declined for_th_e third consecutive month.
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The index for apparel and upkeep rose 0.6 percent in August, compared with a 0.4 per-
cent increase in July. ‘l‘he introduction of fall and winter clothing was largely reaponnble .
for the increase. Pnces for other apparel tmdltlel rose sharply, pnm-nly due to
increases in pricn. for !evelry. The index for’ apparel setn_cel rose moderately for the third
consecutive month, following substantial increases ealrlifer this year. '

The medical care index increased 0.7 percent in August, the na:n;e as ig July. Charges
for hospital and other medical q;re services rose 1.5 percent, while physicians' fees advanced
0.5 percent. The index for medical care commodities rose OA.\) percent," about the same &8 in
recent months. '

The* mdex for entertainment rose 0.8 percent and the mdex for other goods ‘nnd services
increases 0.6 percent, about the game as in July.
CPI for Urban Wage Earners and Clerical Workers (CPI-W)--Seas nill-z Adjusted Chenges

On a seasonally adjusted bl!l’.l, the CPI for Urban Wage Earners and Clerical Workers
rose 0.7»percent in Aujult, following no change in July and an average nonthlz increase of 0.9
percent during the second quarter this year. Almost one-half of the Aug\;ut increase was due
to a sharp acceleration in the food snd beverage index, which rose 1.7 percent. The housing
component rose-0.2 percent in Auguui:. following a decline of 0.7 percent in July,( as increases
in house prices and other housing costs offset a 4.3 percent decline in mortgage interest
rates. The transportation component also accelerated in August, primarily refle.ctil'.\g. price
increases for new and used cars. Most other major components of consumer expendlturel
advanced slightly more in August than in July.

Prices for grocery store foods rose 2.2 percent in August, following a 1.1 percent
increase in July and much smaller incrgal-en earlier this year. "The index for meats, poultry,
'fiuh, and ;ggs rose 3.8 percent and accountéd for about one-half of the i‘ncreau. Beef, pork,

and poultry prices all advar;ced sharply for the second consecutive month. Egg prices rose
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6.3 percent, following a 4.2 percent declime in July. The indexes for fresh fruits and
vegetables, non-alcoholic beverages, fats and oils, and other prepared foods at home also
‘registered substantial increases in August. »

The housing index increased 0.2 percent in August, following a 0.7 percent decline in
July and inc;eases of 1.0 percent or more in each of ‘the preceding 17 months. Following a 5.6
percent decrease in July, home financing costs declined 2.7 percent in August, reflecting a
4.3 percent drop in mortgage interest rates and an increase of 1.7 percent in house prices.
The index for rent rose 0.6 percent, about the same as in July. Prices for household fuels
rose 0.5 percent, the smallest increase this year.

The transportation component rose 0.9 percent in August, the largest increase since
March. New and used car prices rose 1.7 and 2.3 percent, respectively, and were primarily
responsible for the increase. The index for public transportation rose 4.5 percent. Gasolime
prices declined for the fifth consecutive month. Automobile finance charges, which had
advanced sharply earlier this year, declined for the third consecutive month.

The index for apparel and upkeep rose 0.7 percent in August, compared with an increase
of 0.5 percent in July. The introduction of new fall and winter wear was largely respomsible
for the increase.

The medical care index rose 0.8 percent in August, the same as in July. 'Charges for
hospital and other medical care services rose 1.7 percent, while physicians' fees rose 0.8
percent. The index for medical care commodities rose 0.8 percent.

The index for entertainment rose 0.7 percent, and the index for other goods and

services increased 0.6 percent.
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Unad justed

Seasonally adjusted
Compound
Expenditure Changes from preceding month annual rate 12-mos.
category 198 3-mos. ended ended
Feb, Mar. Apr. May June July Aug. Aug. '80 Aug. '80

All items 1.4 1.4 1.0 .9 .9 0 .7 6.7 12,7
Food and beverages 0 .9 .7 5.5 9 1.7 13.1 9.6
Housing 1.4 1.6 1.4 1.5 1.9 -.7 .2 5.5 14.8
Apparel and upkeep .9 1.7 .3 .1 -.3 .5 .7 3.7 7.0
Transportation 2.8 1.7 .6 .2 .3 4 .9 3.9 14.9
Medical care 1.5 . .8 .6 4 .8 .8 8.3 11.3
Entertainment 1.2 1.6 .8 .5 .7 4 .7 1.7 8.8
Other goods and services .9 4 .5 .8 .8 .5 .6 7.8 8.5

(Data for CPI-W are shown i

73-905 0 - 81 - 12

tables 4 through 6.)
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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 uver time in a fixed market basket
of goods and services. Effective with the January 1978

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

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

In calculating the lndcx, price changes for the. various
items in each locati d together with weights
which their impomnce in the spending of the

80 percent of the total noninstitutional civilian popul
and (2) a revised CPI for Urban Wage Earners and Clerical
Workers (CPI-W) which represents about half the popula-
tion covered by the CPL-U. The CPI-U includes, in addition
to wage earners and clerical workers, groups which histori-
cally have been fuded from CPI age, such as
gerial, and technical workers, the self-
employed short-term workers, the unemployed, and
retirees and others not in the labor force.

The CPI is based on prices of food, clothing, shelter, and
fuels, transportation fares, charges for doctors’ and dentists’
services, drugs, and the other goods and services that people
buy for day-to-day living. Prices are collected in 85 urban
areas across the country from about 18,000 tenants, 18,000
housing units for property taxes, and about 24,000 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

appropriste population group. Local data sre then com-
bined 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 pdces for each area
since the base period.

The index price ch 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 2
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 Statistical Reporter,
February 1978, No. 78-5 (US. Dept. of Commerce),

all 85 locations. Prices of most other dities and
services are collected every month in the five largest
geographic ar:as and every other month in other areas.
Prices of most goods and services are obtained by personal

Revisions 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 standard formula for compound growth rates. These
data indicate what the percemt change would be if the
current rate were maintained for 2 12-month period.

Index Point Change

CPI 238.4
Less previous index 233.2
Equals index paint change: 3.2

Percent Chenge

Index polint differsnce 22
Divided by the previous Index 2332
Equals: 0.014
Results multiplied by one hundred 0.014x100
Equals percent change: . 1.4
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A Note on Seasonally Adjusted and Unadjusted Data

Because price data are used for different purposes by
different groups, the Bureau of Labor Statistics publishes
seasonally adusted as well as unadjusted changes each
mornth,

For anzlyzing 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 year—
such as price movements resulting from changi

the C Price Index d for 1 variation.

Seasonal factors used in computing the seasonally ad-
justed indexes are derived by the X-11 Variant of the
Census Method II Seasonal Adjustment Program. The up-
dated seasonal data at the end of 1977 replaced data from
1967 th h 1977, Subseq annual up have re-
placed § years of sezsonal data, e.g., data from 1975
through 1979 were replaced at the end of 1979. The

™

conditions, production cycles, moael 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 agreements and
pension vplans, for le, tie to

seasonal 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 mail-
gram within 24 hours of the ¢l 1elease. The new service
is being offered by the Bureau of Labor Statistics through
the National Technical” lufnnnnlmn Service of the U.S.
Department of Commerce, o

The CPI MAILGRAM service |\rc\V|dc: unadjusted and.

seasonally adjusted data both for the All Urban Consumers

(CPI-U) and for the Urbsn Wage Larners and Clerical
Workers (CPI-W) Indexes 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.
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TABLE 1. Consumsr Price Index for all urban consumers: U.S. city average, by expenditure categary snd comscdity and service growp,

1967.100

Relative

Group Amportanc
Oeceaber

1979 1980

ALl items............
All items(1957-59100)
Food and beverages.

s and b-k-ry progucts 1/
ats Ltry, fish, and e

Oatry' procucts.

Fruits eng vege 61

Su sweats 1/

o1 .
Nonalcoholic beverages .
pxlplraﬂ fooos .

Alcoheuc Reverages.
Housing .

Shelter
Rant, Tesidentinl 170
Other rental costs
Homeawnership. . .

Home purchass 1/
Financing, ta

3 .
Toor ou coal, and bottied gas 1/
Gas (piped) and electricity 1/

Other utilities and public services 1/
Household furnishings and operatian .
Housefurnishings ......
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Mousekeeping services I,
Apparel and upke
sap cosnod1ti
ang boys:

Other apparel commodities 1/]

Apparel services 1/.

Transportation.
Private transportation.

trans. services .

Poblic transpartation 1/. .
uegical car .
vedieal .
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Other medical cars urvxcu . .
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Entert. .
Entertains .
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Tobacco products 1/.
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a8

Tail
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All items.
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s
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CPI-U

TABLE 2. Consumer Price Index for sll urbap consusers: Sessonally adjusted U.S. city average, by expenditure category and
coasodity and service group, 1967=100 .

Seasonally sajusted indexes Seasonally sojusted aonual rate
percent’ chan
Group May  June  July  Aug. 3 aonths Enaing 1n 6 ponths ending in
1980 1980 1980 1980  Nov.  Feb. 2y Aug. Fen. g-
1575 1980 1980 1980 1980 1980

Expenditure cetegory

- - - 133 17.2 136 6.9 153 10.2
242.9 244.2 246.5 250.8 10.3 5.9 7.6 13.7 8.1 10.6
249.2 250.5 252.9 257.5% 10.4 5.6 7.6 1a.0 8.0 10.7
245.1 246.0 248.9 254.7 10.7 Al 7.2 16.6 7.4 11.8
nmdu . 244.5 245.9 247.8 249.2 9.2 189 13.7 7.9 12.1 0.7
Weats, poultry, Fish, and epus 30 229.6 2323 2a1.8 1.2 6.0 -3.2  20.9 8.6 a8
Dairy procucts. 227.7 230.4 231.6 9.9 6.1 15.5 9.5 8.0 12.5
Fruits and vegetables 242.3 246.7 255.1 7.5 =20.7 30.4 25.3 -7.7 27.9
Sugar and s-unu 1. 342.0 353.1 355.1 3.2 21.8 45.6 39.4 12.1 42.5
Fats and o 238.8 237.9 241.5 5.4 11.3 3.2 3.0 8.3 3.1
Monnlcnhonc bsvu-gas - 350.8 391.9 400.0 23.4 9.3 1.6 2.1 16.1 6.7
QOther prepared foods 231.1 233.5 236.3 6.8 10.6 15.7 13.6 8.7 14.6
Fooo away froe home....... 266.1 267.3 269.0 9.9 10.9 8.3 8.1 10.4 8.2
Alcoholic beversges. 186.0 187.0 188.9 9.5 7.2 9.4 9.4 8.4 9.4
267.0 265.1 265.4 16.9 18.3 19.7 5.0 17.6 12.1
286.8 282.8 282.6 21.4 20.3 21.9 2.3 20.9 1.7
191.1 192.1 193.2 10.8 7.9 7.3 9.4 9.3 8.4
263.7 264.1 265.6 1a.2 20.6 9.2 5.8 17.4 7.5
321.1 315.3 314.6 24.1 23.1 25.6 .8 23.6 12.5
Hot 1 252.6 253.9 258.1 19.6 16.0 11.5 1a.2 14.7 12.8
Financing, texes, mnd insur 418.2  399.6 391 342 39.5 430 -l0.4  36.8 1302
Maintenance and repairs.... 285.5 285.2 286.9 287.9 10.6 18.6 16.2 3.4 12.6 9.6
Maintenance and repair 311.0 309.7 311.2 311.5 10.2 16.2 17.2 .6 13.1 8.6
Maintenance and repair
commodities 1/... 225.8 228.0 30.3 232.7 11.8 9.5 1.2 12.8 10.6 13.0
Fuel and other utilities 1l/. 275.9 282.2 285.5 286.8 8.0 20.1 19. 16.8 13.9 18.2
346.4 355.8 360.8 362.5 10.1 28.9 25.8 13.9 19.1 22.8
N 9 556.0 558.7  360.4  561.5 404 62,6 1311 4.0 51.1 8.5
{p nd electricity 1/. 298.2 308.8 314.3 316.1 1.2 18.4 30.9 26.3 9.4 28.5
Othes GiiTities ang pasiic sirvi 163:1  164.9 165.5  l6r.3 3.0 7 4.5 8.6 1.9 6.6
Household furnishings and cperation 20 205.2 206.4 207.5 7.3 9.1 9.8 7.3 8.2 8.5
Housefurnishings ......... 173.1 174.1 175.1 175.7 6.5 8.2 8.5 6.1 7.3 7.3
Housekeeping supplies 1/. 243.6 245.4 247.3 249.9 9.1 12.3 15.5 10.8 10.7 13.1
Housekeeping scrvlcel Y/. 267.6 269.1 27%.a 271.6 8.2 8.0 9.5 6.1 8.1 7.8
Applrel and upkeep 177.2 177.2 177.9 179.0 7.7 9.3 8.8 4.1 8.5 6.4
Apparel l:nnnnuitlu 169.8 169.7 170.4 171.5 6.9 a.l 7.4 4.1 7.5 5.7
Men's and boys' apparel 167.3 166.5 167.6 l68.7 8.0 1.7 7.8 3.4 4.8 5.6
Wwomen's ang girls’' appsra 158.1 153.3 153.4 154.0 W3 6.2 .5 -3 3.2 - .1
Infants® and toddlers' lpyarel . 237.4 240.% 243.0 243.9 9.5 5 20.5 1l.4 4.9 15.9
Footwear 188.5 i88.8 191.0 191.1 10.2 6.5 6.6 5.6 8.4 6.1
Other apparel cunnnmues i/ 202.7 205.3 205.5 209.% 20.2 34.3 25.8 15.0 27.1 20.3
Apparel services ) 232.2 233.6 234.4 235.4 3.1 17.3 17.8 3.6 15.2 11.5
lunspuruunn 248.3 247.7 248.6 250.8 13.7 33.6 10.8 4.l 23.2 7.4
e transportation 248.a 247.5 248.0 249.7 12.a 33.8 10.5 2.1 22.6 6.2
NE' cars. e 178.7 170.9 180.5 1B3.5 1.0 11.6 11.5 11.2 6.1 11.3
Used cars 195.a 193.2 194.6 199.0 1.8 8.6 -17.0 7.6 5.2 =5.5
Casoline 375.8 372.1 370.4 368.9 32.9 95.4 13.9 ~7.1 &§1.1 2.8
Haintenance and rep: 265.8 267.3 269.3 271.8 8.9 10.8 13.2 8.7 9.8 . lo.g
Qther private tnn;nurution 224.2 225.2 225.4 226.2 7.8 1z.0 26.5 3.6 9.8 14.5
Dther private trens. commodities 1/... 195.3 195.5 197.7 198.3 20.4 18.1 8.9 6.3 19.2 7.6
Other private trans. services 235.2 235.0 235.8 5.0 10.7 30.6 3.1 7.8 16.0
Public transportation 1/......... 2.2 250.5 261.5 35.1 26.3 18.6 42.1 30.6 29.8
Medical care... 264.7 266.6 268.4 10.7 16. 8.6 8.0 13.8 8.3
Medical care cnnuulues 167.6 168.9 170.4 7.7 10.2 10.8 10.8 9.0 10.8
#edical care services 1/. 285.9 288.0 289.8 1.2 18. a.a 7.4 14.6 7.9
Professional services oo . 250.3 251.8 253.5 254.7 7.4 18.1 12.8 7.2 12.6 10.0
Other Aedlcul care services /ocoioiins 3263 327.2 329.7 332.3 a.8 18.2 4.5 7.6 16.5 6.0
Entertail Wwa.7 206.4 208.0 6.5 10.3 11.4 9.1 8.4 10.2
Enuruinnnt comnoﬂltlas . 207.3 208.9 210.8 8.0 12.9 il.2 9.2 10.4 10.2
Entertainment services 1/ 201 203.1 204.3 4.5 6.4 12.0 8.7 5.5 10.3
Other goods and services 213.4 214.5 215.7 8.5 11.5 7.7 7.6 10.0 7.6
Tobacco procucts 1/. 203.4  203.8  204.5 38 a8 a7 8.4 8.8 6.6
Personal care 1/ 212.4 21a.8 215.4 7.1 11.6 10.3 7.4 9.3 8.8
Toilet gooos and personal care
appliances t/....o00.n 204.1 205.1 207.9 209.0 7.4 11.5 1.5 10.0 ?.6 10.7
Personal Te services 1. 218.8 219.6 220.9 224.7 7.0 11.s 8.9 5.4 9.2 7.1
Personal ana educational expenses 23,3 232.5 233.1 235.1 14.8 10.3 7.6 6.7 12.5 7.2
School pooks and supplies ........ T0R.6 2M09.6 211.0 212.a 4.8 11.5 7.8 7.5 8.1 7.7
Personal an¢ educational services ... 236.8 238.1 238.6 240.7 16.3 10.0 7.4 6.8 13.1 7.1

Commodity and service group

ALl 1teas.... - - 13.5 17.2 13.6 6.9 15,3
Coamodities 230.8  231.6 233.0 235.8 12.7 15.9 8.6 9.0 18.3
Food and beverages. . 242.9 248.2  246.5 250.8 10.3 5.9 7.6 13.7 8.

Conaodities less food and beverages. 221.6  222.2 223.2 225.3 13.6 21.5 9.0 6.8 17.5

Nondursbles less food and beverages..... 280.5 240.6 24l.a  242.4 la.l 36.4 13.5 3.2 .8
Apparel commodities.. 169.8 169.7 170.a 171.5 6.9 8.1 7.4 4.1 7.5
Nondurables less food, beverages,

ana appare} 281.0 280.8 2B1.2 282.4 18.2  46.1 15.8 2.0 3.4
Durables. 206 207 208.5 21l1.8 1.4 18.7 5.6 11.1 11.1
services. 269.8 2787 272.5 272.3 4.9 18.6  21.8 3.8 6.7

Rent, tesidential i/ 188.3  191.1 192.1  193.2 10.8 7.9 7.3 . 9.4 9.3

Household services less rent .. . 320.9 329.5 323.1 320.5 196 25.5  29.9 -5 2.2

Transportation services. 241.1  282.7 2445 247.6 1.0 13.5  23.7 1.2 12.2

Medical care services 1/. 285.9 288.0  289.8 1.2 18.2 8.4 7.4 1la.6

217.7  218.8 220.1 9.5 9.9 1.8 7.0 5.7
Suchl indexes:

Al {tems less food........ 245.2  248.8  245.8 14.2 20.1 15.1 5.4 17.1
All items less shelter . 234.0  235.6 2379 10.3 15.8 0.2 8.9 13.0
All items less mortgage interest Costs . 234.5 2359  238.% 1a.1 10.2 9.4 12.8
All {tems less home purchase snd

nortgage interest costs 232.6 231 236.8 0.5 1.7 10.3 8.7 12.6
A1) iteas less medical care 245.8  285.8  287.% 13.6 17.5 13.9 6.7 15.5
conunciues less food. 220.4  220.4  223.5 13.5 21.2 8.8 6.9 17.3

s less food weees. 235.5  235.8  236.6 231.6 13.9 347 13.0 3.6 239
Nnndurlbles less fooa and apparel . 268.2 268.5> 269.0 269.8 ° 17.6  43.6 4.6 2.4 29,
NOACUTADIES +.avevarre 242.5 283.3 2889  247. 20.1 9.6 8.7 16.4
Services l!u rent. 285.1 290.5 287.8 287.2 15.4 20.3 24.0 3.0 17.8
Services less sedical care i/ 265.7 271.0 268.9 268.7 15.8 18.3 22.2 4.6 17.0
ENeTQy vovsnnnnn .. 363.9  364.9  366.0 366.7 23.2 60.0 20.4 3.1 AD.4
All itens less energy 235.5 237.8 237.8 23%.8 12.2 12.9 13.4 7.5 12.6

All itens less food and energy 231.0 2335 2331  23a.3 12.6 15.5 14.1 5.8 la.0

Coesgdities less food and en:ruy 199.5 200.6 201.8 20a.1 9.1 1.1 7.6 9.5 0.1
Energy commodities 400.9  400.0 398.6 32.3 88.5 16.7 ~5.4 57.1

Services less ensrgy. 272.0  269.3 268.8 16.4 8.7 20.9 1.8 17.5

1/ Not seasonally adjusted.

NOTE: Index applies to & manth as & whole, not to any specific date.




TABLE 3. Consumer Price Index for all urban consuners:

Ares 3/

U.S. City average........ceeieseens

ni. -nunhusnm Ind.
Mich,

anchorage, Alaske
Saitinore, Mo.

Soston, wass... .
Cincinnati, OhfosKy.-1ng......
Oeaver-Boulaer, Colo
Misni,
uilvaukee, wis
northeast 'Pennsyivania
Portland, Or q n

St Louts, wo

g0, €

e-Everett, W
ashington, 0.C.-Mo

atlants, Ga
Buffalo, N.Y
Clevelana, onio
Dallas-Fort worth, Tex.
Honolulu, Hawali.
Hauston, 'lx
Kansas Cit
Mineapolialse panty
Pittsburgh, Pa
San Francisco-

Region 3/

Northeast.

Region/popu n size class
cross classification 3/

NOTtheast/A. ..
North Central/h

extensive Stancara Consolidated Aress. Azes Gefinitions are those esteblished b

1973, except for Oenver-doulder, Colo. which dows nat incluce Douglas County.

since

Every montl

Pricing
schecule
2.

NNNNNNNRNNR R e~ XEXTE

NRRR

NNNRN

NNNRNNNRNRNRNNRNR

ther
1ndex
base

10767

177

and N.Y.

Selected aress, all items {ndex,

R

179

Indexes
1580

June
19!0

247.6

248.2
256.7

1 - January, Purch, May, July, September, and Noveeber.

2 - February, April, June,

August, October, wne Deceaber.
3/ Regions are dsfined a3 the four Census region:

Percent chenge to
Aug. 1980 froo-

Ayg.
1979

12.8

b b e
['4 3-tst=iet -4
LY SO SRS

1/ Area is generally the Standard Metropolitan Statistical Area (SMSA), llcluslvn of r-r-s. L A
is a cosbination of two SMSA's, N,

Chicago, 111.

June
1980

a.7

a
g

July
1980
0.6

i IR Ve R

Tn Ing

CPI-U

19675100 unless othervise noted

Percent changs to
July 1980 fros- ~

July
1979

nay June
1580 1980
1.2 c.1
1.5 -6
2.1 -1,2
-.2 -6
.7

1.0 .7
-8 -
1.3 -
1.7 -
2.0 -
1.4 -
- 3.0 -
.5 -
3.1 -
-1.8 -
1.3 -
.1 -
2.2 -
2.5 -

AR

~Long Beach, Anlheil. Calif.
are the
y the D'Ix:- ef Mansgecent and nuug-t 1n

Definitions oo not fnclude revisions oade

The population size classes are aggregations a% areas shich have uroen papulation as defined below:

More than 4,000,00

A 2 1,250,000 to 4,000,000,
[ 385,000 to 1,25 .
[ 75,000 to  385,000.

than

o e3s 75,000.
Population size cless & 1 the aggregation of population size classes A-1 and A-2.

NOTE: Price changss within areas are found in the Consumer Price Index;

Family Bucgets.

2/ Fogds, fuels, unu several other items pricea every month in sll areas: most other goods and services priced as indicated:

oifferences in living costs wmong sreas are found in
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CPI-W

TABLE &, Consumer Price Index for uroan wage earners and clerical workers: U.S. city average, by expenditure category and

cosacdity wnd service group, 1967100

Relative Unacjustea Seasonally aojusted
Group ioportance, Unadjusted indexes  percent change to percent change froo-
Oecenber uly g. Aug. 1960 froa- May to  June to  July to
1979 1580 1980 Aug. 1979 July 1980 June July aug.
Expenditure category
ALl ftems........... 100.000 248.0 249.6 12.7 0.6 0.9 , 0.0 0.7
ALl 1teasiissri33ai66) - 280.4 290.3 - . - - - -
Food and beverages 20.353 249.1 252.5 9.6 1.4 .9 1.2
....... . 19.237 255.5 259.2 9.6 1.4 .9 1.7
oo s Honer. 13.427 231.1 255.6 9.5 1.8 11 2.2
Cereals and bakery products 1/. 1.683 2a8.0 249.6 1.4 6 .9 -6
Neats, poultry, fish, and eggs.. 4.663 236.1 244.3 6.4 3.5 - 1.3 3.8
Cairy products 1.810 229.2 229.9 10.1 -3 1.2 -4
Fruits and vege 1.762 253.0 256.6 8.3 1.4 . 1.2 3.1
Sugar and sweets 1/.. 447 358.6 336.6 27.3 .6 4 3.4 .6
Fats end oils....c... 376 240.6 242.8 5.9 7 - 1 1.2
wonsicoholic beverages 1.537 396.2 403.0 1.9 1.7 a 2.4
Other prepared foods 1.129 232.1 238.2 1.3 .9 1.1 .9
Food away froa hone 5.810 271.2 72.8 9.9 3 1 .5 -6
Rlconolic beverages 1.116 189.2 190.6 9.8 .7 . -6 1
s al.667 265.1 265. 1.8 -3 1 -7 .2
28.038 288.3 284.8 16.5 .2 2 -1.5 .0
Aent, esidentisl 17 4.582 191.8 193.0 8.9 .6 1 .5 .6
Other rentsl costs . .502 265.5 67.3 12.5 7 . .2 .5
Homeownership. ... 22.553 317.9 318.1 18.3 .1 2. -2.0 -1
Hoae purchase 1/ 137 2%4.3 258.6 13.9 1.7 1 5 1.7
Financing, ta 10.163 405. 398.8 25.1 -1.5 D -4.5 -2.0
Waintenonte and fepairs. . 3.250 285.1 287.7 10.3 9 - 3 1.0
Maintenance and upur services. . 2.322 303.0 312.1 9.8 1.0 - -z 1.1
meintenance and repe
caoaities . 931 23..3 233.2 1.6 .8 1 1.1 .8
Fuel ang olhar uuuu:; 1 . 6.373 286.1 287.4 16.0 .5 2. 1 .5
Fuels 1/...... . a.584 360.3 362.1 20.8 .5 2. 1.3 5
Fuel uu. oal, "ana bottlea gas 1710 1.209 561.9 562.7 28.2 .1 .8 a1
Gas (piped} and electricity 1/ . 3.375 313.5 315.4 18.3 .6 3 1.6 -6
other utilities snd public services i/ 1.788 165.9 166.4 4.l .3 1.1 .6 3
Househoid furnishings and operation ..., 7.256 203.5 204.5 7.7 .5 .5 6
Housefurnisnings ...... 4.231 172.9 173.5 6.4 3 3 .5
Housekeeping suppll 1.499 245.2 247.8 1.8 1.1 -9 1.1
 Housekseping Services 1' . 1.527 268.1 269.0 7.4 .3 A .3
Apparel and upkeep, 5.11a 175.4 177, 7.0 1.4 - .5 7
Apoare] consoaitics 4483 168.0 170.7 6.2 1.6 - .5 .8
Men's and boys® ap 1.391 167.2 168.4 8.5 2 - i .3
women's and girls’ apparel 1.719 9.9 154.1 2.4 2.8 -1 7 1.1
Infants’ and todalers' apparel 1/. 124 289.2 252.6 12.7 1.3 1. 1.0 1
Foatwear..... 706 189.3 150.0 7.4 .4 1.0 .0
Other apparel commodities 17 550 200.8 208.1 19.9 1.6 1 -1 1.6
Apparel services 1/ 625 232.6 233.7 13.1 5 .3 3
Trensportation 20.902 23519 253.8 la.9 - . 9
ivate tnnspnruunn 19.962 251.3 252.7 1a.2 - -1 N
s 3.946 180.0 181.9 9.4 .8 1.7
3.622 203.4 206.4 -3 -1 7 2.3
6.429 377.8 377.1 28.6 -1 -5 -3
1.621 265.7 272.2 10.7 N 2
8,348 226.7 226.8 12.8 ] -3
trons. Commodities il 794 200.1 200.6 13.9 .2 1.7 .2
Other private trans. services . 3.550 236.0 236.0 12.6 .0 -.4 3
Pudlic trensportation I/ .98 2435.8 256.9 28.1 a5 s a3
Medical care..... 4.372 267.8 270.0 1.3 .8 .8 8
wedical care cosaodities ... .731 169.7 170.8 9.3 -6 .9 .8
Medical care services 1/......iioiii 3.6a1 289.3 291.7 1n.7 8 7 8
Professional services 1.843 256.1 257.8 1.6 .7 N .7
Oiner seanenl cere services 4. 1.7%8 329.8 233.3 1.8 1.1 1.0 a1
€Entertainacnt . 3.556 204.4 205.6 8.8 .6 4 .7
2.228 204.8 206.4 9.6 .8 . iy 11
L 1.308 204.8 205. 7.6 .2 1. 2 .2
Other goods and services - 4.035 212.9 218.0 8.5 5 . .5 .6
Tobacco products 1/..... 1.306 208.0 2048 7.5 .2 i 2 .2
Personal care 1.688 213.1 218, 8.7 8 .6 .8
Totlet goods and personal care
appliances 1 796 206.6 208.8 9.8 - 11 .3 1.0 1.1
Personal care services 1/. 838 219.8 220.7 7.7 a ) 3 .
Personal and educational elpensu . 1.046 230.3 231.8 9.8 7 .6 .8 .
Scnool bogks snd supplies ... 156 210.9 211.5 8.4 .3 .6 -6 7
Personal and educationsl services 890 235.4 237.1 10.0 .7 7 ] 1.0
Comaodity and service group
ALl ite 100.000 248.0 249.6 12.7 0.6 0.9 0.0 0.7
Connoditiss 61.878 234.4 236.9 11.4 11 3 & 1.2
Food and beverages 20.353 249.1 252.5 .6 1.4 .5 .9 1.7
Connodities less food and beverages 41,524 2242 226.2 12.4 K 2 . 1.0
Nongurables less food and beverages. 18.832 243.5 240.8 16.3 .5 -0 3 .3
Apparel commodities 4.489 168.0 170.7 6.2 1.6 -4 .5 .8
Nondurables less food, bevenuu,
and apparel 18343 284.9 285.5 19.5 .2 -1 Y -
Durables. 22.692 208.0 210.3 9.1 1.2 A .5 1.6
Services... 38.122 2713.1 2733 4.9 .1 1.9 -9 0
nt, tesicential 1/ 4.582 191.8 193.0 8.5 -6 1.1 .5 .
Housenola services | 13.677 325.9 3282 18.3 -5 2.9 -2.1- -8
Transportation servls .1 2439 246.3 lacs 1.0 8 7 1.1
HMedical care servic , 3.681 289.3 291.7 1.7 .8 3 .7 -8
Other services .. 371 218.6 215.5 9.1 . .. 3 .5
Special indexes:
Il items less food.. . 80.763 245.3 246.6 13.5 5 1.0 -.2
All items less shelter . 71.962 237. 239.2 1.3 8 4 6
All items less mortgage interest costs . 91.812 2374 239.6 1n.3 .9 3 -6
ALL ftens less hoss purcnase and
cortgage interest costs . 82.675 235.8 237.8 1.0 .. “ %
All itens less pedical care 95.628 246.6 248.2 12.8 .6 .9 0
Comnodities less food 42,641 222.4 2284 12.3 9 2 4
Nondurables less food 19.948 238.7 239.9 15.9 5 .0 -
wangu less food 15.459 272.2 272.9 8.8 L3 -0
Nondurables 39.185 7.2 249.6 i2.8 1.0 .2 By
Services less rent. 33,140 288.6 288.6 15.8 .0 2.0 -1
Sarvices less medical ca 3a.a8) 269.4 269.4 15.2 .0 2.1 )
ENOTQY -rcoreoccsren 11.115 373.9 374.2 25.2 1 .3 .z
ALl itens less ener 88.885 237.6 239.4 n.2 8 9 .0
All itens less food and energy . 69.648 232.1 233.8 1.7 6 1.2 -3
Cocnocities less food and energy......  34.900 200.6 202.9 8.9 1.1 .8 -8
Energy cosoodities . 7.740 406.1 405.5 28.4 Y -9 -3
services less energy P T 21 269.8 269.9 la.5 0 1.8 -1.1
Purchasing poser of the Consuser dolla .
1967=81. . - $.403 $.401 -11.1 -5 -1.0 -2
1957~ 59-51 L . - 387 344 - - -

sonally adjusted.

Y] s
Rore:""Index spplivs ta s month as & whole, not to any spacific date.
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TABLE 5. Consumer Prics Index for urban wage earners and clerical workers: Seasonally mdjusted U.S. city average, by expenditure
catagory and comsodity and service group, 1967.100

Seasonally edjusted indexes Susnnally ldjulltﬂ annusl rate
percent change for-
Group May  June  July Rug. 3 montns endlnq in 6 months ending in
1380 1980 1980 1980 Nov. Feb wg. Feb. .
1979 1950 1980 1580 1980 1980

Expenditure category

All itess.. - 13.3 7 17,3 1346 10.1
283.7  245.0  2a7.2 10.3 5.3 8.5 16.7
249 251.2 2535 10.2 5.1 8.2 10.8
204.5 2457  2a8.5 10.8 as 7.3 U.s
Ce: ang Dakery producis i/ 2088 24507 24800 10,4 141 1203 105
Meats, pooitry, fish eg0s 230.0 228.8 231.7 12.0 6.9 -10.4 3.3
227.1 228.3  231.0 9.6 5.5 16.7 12.7
260.9  242.4  2as.a 4.9 2215 372 29.3
328.0  342.5 358.6 2.9 234 48.6 a.l
2003 23901 239.a 6.3 117 2.9 3.0
388.0  390.4  390.7 213 1.8 2.4 7.7
229.1  231.0  233.5 7.8 9.6  16.3 1.1
266.8  269.4  270.7 2.5 1.5 10.2 9.3
18 187.6 188.8 5.8 8.1 1.0 10.5
262.0  267.1 265.1 265.% 6.5 18.1 195 12.2
202.3  288.5 284.2 284.2 22.1 20,8 72,0 12.0
188.7 190.8 191.8 193.0 10.8 a.2 7.1 8.2
| Other rentsl costs 261.7  263.4 2635 265.2 la.8 21,2 9.0 7.2
| Momeownership 316.3 3281 317.7 3173 25.0 231 23.9 12,9
Home purchese 1/ 253.0  254.3  258.6 20.2 5.2 11.7 13.3
424.1  405.0  396.8 35.6  39.7 a7 13.8
283.4 2843 267.1 2.5 la.z  12.8 8.7
307.9  307.8 311.2 9.6 15,7 2.4 7.0
. 228.8  231.3  233.2 9.1 1.5 12,9
Fuel ana other uuuues . 283.0  286.1 A 7.8 20.a 18.2
| Fuels 1/. .0 355.8  360.3 362.1 9.8 26.9 22.6
Fuey Zoil, coal, and bottieo gas 17.. 1 359.8  361.9 362.7 0.8 63.0 8.5
Gas {piped) and electricity 1/ L. 297.5  308.5 3. 9 182 20.3
Other utilities and publi~ services 1/.. 163.1 164.9  165.9 2.8 1.2 6.3
Mousenola furnishings and oparation . 1.6 202.7  203.7 6.2 8.6 8.2
House furnishin 172.6 17 4.2 7.5 7.0
243.0  245.2 9.5 1.2 13.3
267.0 2 9.1 8.4 6.1
176.1  177.0 6.8 5.5 6.2
168.5  169.8 5.8 8.6 5.2
168.1  168.7 38 2.0 6.2
1515  152.6 .3 8.5 5
286.8  249.2 8.3 7.2 17.8
. 188.7  150.6 150.6 10.5 6.1 6.6
Other spparel co 201.0 200.8  204.1 24,5 295 13.2
JApparel services 1/. 230.8 231.8 232.6 233.7 0.7 15.3 13.0
Transportation . 245.1  248.4  249.3  251.5 3.6 33.7 7.3
Private u-nspo:unan 2093 2a8.5 248.8  250.6 12.8 341 6.3
179.6 179.%  1al.3 1843 2.4 10.8 122
Used cars. 195.4 1933 1986 199.0 1.8 8.6 -3.5
Gasoline . 377.5 373.5  371.5  370.4 32,7 989 29
! maintenanc 265.6 268.0 270.0 272.5 8.9 il.a 1.0
| Other privi 226.3  227.7 227.6 228.3 8.4 12.8 155
Other priv 196.7  196.8 200.1 200.6 18.9 181 . 9.5
Gehes orivate trans, services 236.3 2381 237.2 2379 6.0 1l.1 . 16.9
[fublic transportation L 232,39 2349 2a5.8  256.9 2905 15.8 . 31.6
nddical car: 264.7 265.8 267.8 270.0 1.2 16.3 9.6 8.9
Medical care commoditiss . 166.7 168.0 169.5 170.8 §.6 10.2 10.2 10.2
Medical care services 1, ... 286.3 287.3 289.3 291.7 12,2 17.a 9.6 8.7
' Professional services 1/ . 253,35 255.1 236.1 257.8 8.6 17.3  13.7 103
 Other medical care services } . 326.5 326.5 329.8 333.3 5.9 17.6 5.6 7.1
Entartainment 202.0 203.5 204.3 205.8 7.6 7.9 12.1 9.9
Entertainment comsogities 202.8  203.7 208.6 206.8 7.4 0.8 2.1 10.1
| nt services 1/...... 201.8  204.3  204.8  205.2 7.8 3.5 12.a 9.6
a services 211.0 212.7 213.7 215.0 6.8 12,7 6.3 7.8
Tobacco products 1/ 200.5 203.6 204.0 204.4 2.8 15.2 5.3 €.2
Personal care 2103 211.8 2131 2la.7 6.0 12,7 8.6 8.0
Tollet goods mnd personal care
appliances 203.9  208.5 206.6 208.8 4.7 12.8 118 10.9
Personal care sarvices 1/. cereees. 2081 2191 219.8  220.7 7.2 128 5.9 5.8
Personal and ecucational axpenses 231.2  232.6 233.6 235.8 13.9 5.7 7.6 7.9
School books end supplies . 212.6  213.7  215.0 216.5 5.9 119 7.7 7.8
Personal end educational services 236.1  237.7  238.5 241.0 13.2 9.1 7.6 8.1
Commodity ano service group
ALl items.... - - - - 13.3 173 13.6 6.7 153 10.1
Commodities...... 231.1 2318 2331 235.9 12.0 6.8 8.6 8.6 1a.a 8.5
food I a3.7  285.0 247.2 2513 10.3 6.3 8.5 131 0.3 10.7
Coamodieses. tess. foo 221.8  222.2 2231 225.3 13, 22.6 8.5 6.5 17,7 7.3
Wondurables less food ana beverage: 242.8  242.7 243.5  284.6 13.8  38.0 133 3.0 25.3 8.1
Roparel co wouities. ... 169.6 168.9 . 169.8 171.1 5.8 8.6 6.9 3.6 7.2 5.2
less food, ges,
ond apoarel ... 283.0 283.2 284.4 8.1 46.6  16.1 1.6 3.6 8.6
Durables. 205.6  206.6 209.9 9.9 9.7 6.7 10.3 9.0 8.5
Services. 275.6  213.2  213.2 5.1 183 22.2 4.2 16.7 12.8
Rent, residential 17.. 190.8  191.8 193.0 10.8 8.2 7.1 9.4 9.5 8.2
Household services less rent . 332.8  328.7  323.2 19.6 26.0 30.0 -1 228 13.9
Transportation services 243.0  244.7 T 227,5 0.0 125 28,6 110 11.2 17.6
Meaical care services 1/. 287.3 2893 291.7 12,2 1708 9.6 7.8 1a.7 8.7
Other services 218.6  219.2 220.3 9.9 9.0 1l.2 6.4 9.4 a8
speclel indexes:
s loas 245.3  244.8  246.0 4.0 207 14.7 5.8 17,3 10.0
A1) fems lene 2347 236.2  238.5 1 6.6 10.a 8.5 132 9.4
ALl ite gage interest costs 233.8 235,10 236.5  239.1 1.2 183 1004 .4 12,8 9.9
M1 ftems lesy purchase and
tgage interest costs 233.4 2349 237.1 10.1  14.8  10.6 8.3 12.a 9.5
ALl 1tems fess sedical cate. 245.8 2457  247.5 3.2 19 137 6.7 153 10.2
Commodities less food. 220.5 221.4  223.% 12.8 22.1 8.8 6.3 17.4 7.6
Nondurables less food.. 237.8 238.7 239.7 13.8 36,1 1209 3.4 2a. 8.0
Nondurables less food and separel . 270.3 2703 270.8  271.8 1.5 a3s  1s.2 2.2 30.0 8.5
Nondurables . . 248.1  204.5  246.0 248.9 12.5 20.8  10.5 8.1 6.6 9.3
Services less rent. 286.0 291.8 288.7 288.4 5.8 20.1  24.a 3.8 1709 13
Services less medic 26 71.8  289.4  269.4 5.7 18.5  22.6 a7 17 133
368.8  369.5  370.5 23.6 615 19.7 3.1 a3 1n.a
oy 237.1 2371 239.2 1.8 121 1337 7.5 12,0 10.6
ALl itens less food ana energy 30 232.7 2319 233.4 12.0 4.5 1a.2 6.0 1.4 10.0
Comscolties less food ana energy 198.2  199.2 200.4  202.7 8.0. 10,3 8 9.4 9.1 8.6
Energy commodities 405.9  A02.4 4013  399.3 32.2  87.0  16.5 -3.8  57.2 a8
Services less energy. 268.3 273.0 270.0 269.7 1.5 214 20 178 1n.3>

)/ Not seasonally adjusteo.
NOTE: Index applies to a month &2 s ehole, not to any specific date.
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TABLE 6. Consumer Price Index for urban wage earners and clerical workers:

othervise noted

Area 1/

U.S. city average..........

Chleago, 111 -Nortneestern Ing
Oetroit, Wich
L.A.-Long Beacn, Anaheim, Celif.

LY., N. V.-munnuurn N Bl
Philaceiphin, Pe.oN.J...

Ancnorage, Alask
Baltimore, Md
Boston, Mass.
Cincinnaty,

Denver~Bculﬂlr. Culn

L3t
Kilwavkee, Wix.
Northeast PeAnsylveni
Portlens, Oreg.-wash.
St. Louis, 111
San Dlego, Calif.
Seattla-Everett,
washington, D.C.

Atlanta, Gi
Buffalo, N.
Cleveland, Onio.
Dailas-Foit Worth, Tex.
Honolulu, Ha:
Houston, Tex
Kansas Cit:
Minneapolis-: St Plul llinv\.-lu.
Pittsburgh, Pi
san Fxlnr:hcthﬂlkllnﬂ cnur.

Region 3/

Nartheast.
North

west

Region/population size class
cross classification 3/

Mortheast/A. ..
North Centrel/a.
South/A.
vest/A
Northeast/8.
Nartn Cznull/ﬂ

is & combination of two SASA
ext
197
since 1973.
2/ Foods, fuel:
N - Every month.

Pricing
schedule
2

NN NNNNORRNR N

[T

BRNNNRNN NN NN

Other
index
base

10/67

s

12/77
12477
12777
12777

12777
12/77
12777
12/77
2777

12/77

LY.,

Indexes
May  June  July
1980 1980 1380
245.1 247.8 248.0
243.0 248.0 247.0
248.9 2558 25201
252.6 253.4 251
23a.1 238.7 238.8
23909 20318 20503
223.1 - 2.8
247.8 - 250.8
236.8 - 208
252.9 - 23901
262.4 - 265.8
130.9 - 134.7
253.2 - 255.9
235.8 = 243.2
255.9 - 2522
242.6 - 289
264.8 - 265.7
246.8 - 251.6
242.0 - 248.7
244.7
23406
250.5
254.5
228.0
262.8
286.3
248.4
246.8
7.7
- 1292 -
- 13l -
- 133.4 -
- 13 -

R
=
13
w

1 - January, March, May, July, Septesber, and Novasber.

2 - Fevruary, April, June,

August,

October,
3/ Regions are deflned ss the four Census regions.

#ng Dececober.

17 Area is generslly the Standard I‘.tnwo“tln Stltllucll lrnl (Susa),

N.Y. -Na ing
sive Standard Consolicateo lrell. Ares d'ﬂnlllonl lrl !hnsl s
except for Denver-toulder, Colo. which does not include Douglas Coun(y. Definitions do not include revisions sade

CPl-W

Selscted areas, all it index, 1967=100 unless

Percent change to Percent change to

Aug. Aug. 1980 from- July 1980 fros-

1980 Aug.  Jdune  July  July May  June
1979 1960 1980 1979 1580  lsec

~
o

@oLablbuiaund Laswa

-
4
S
N e

e e e
=
v

R
(AR

Ea e e

[ I I A S ST RPN
I I I I I AT
R

.

exclusive of farms. t. Long Besch, Ansheinm, Callf.
l:h 111.-Northwestern Ing, are the more
ished by the Office of Managesent end Budget in

and several other items priced every wonth in sll aress; most other 9o00s and services pricec s indicated:

The populluon size classes er¢ aggregations of areas which have urban population as defines below:
A= 00

More than 4,000,0L
A 2 1,250,000 to 4,00
] 385,000 to 1,2
c 75.uon to

s than

Le 75
Popuuuon size Clea A is the -gqreg-uan of population size classes A-l and A-2.

NOTE: Price chan
Fanily Budgets.

within sress ere found in the Consumer Price lnoex; differences in living costs among e

s are found in
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CHART 1: CPI-W: All items, food and beverages, 1969-80

All items T s
éndex, 1967=100 . 2439.6 1
Not seasonally adjusted)

i1t

/

\

]

Percent change &

L {&

Ll

“— 12—month span ' . : 512.7
------ 1—month span : : 9.6
. . , :" "p - o
N e L A e I
Food and beverages

'

: AUe
Index, 1967=100 . 251.3
(Seasonally adjusted)

L1d1]

/- .
Perc1e2nt ch:r;ge » :':' ﬂ’?s
- 12—month span & N Pe
------ 1—month span {E 2.8 | —
'
N
"“ ndoal o : - i
m Na ", Ea A Y
T, WMW —
v . |y Wi
v -

1969 1970 1971 1972 1973 1874 1875 1876 1977 1978 1978 1980

» Unadjusted dota used to calculate 12—month percent change. Percent
changes over 1—month spans are annual rotes calculated from seasonally
odjusted data. .

*+ August 1973 = 92 percent

]

|
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changes over 1—month spans are annual rates calcuicted from seagsonally

adjusted data.

CHART 2: CPI|-W: Housing, appare! and upkeep, 1969-80
" Housing AUG Semi~
{ndex, 1967=100 265.5 log
(Seasonally adjusted)
— 260
: —1240 .
— 220
/ — 200
—1 160
_ ,_/ — 140
'// — 120
—
Percent change # ™ ~ 100
12—month span 14.8 | Percent
------ T-month span 1.8 § 4 40
. . —1 30
) - \ sttt —1.20
v’\ "A" = 4 Oty W k'sl ~ 2 ’I’L/A: -1 10
H . ] -18
Appare! and upkee
PP ex, 1967100 7 s | Temi-
(Seasonally odjusted)
— 26!
—1 24
—1 220
—{ 200
.} 1180
/——-—/ . — 140
Percent change e - — 100
12—month span 7.0 Percent
------ t-month span %2 | 4 40
—1 30
' A — 20
At - oA A A — 10
b e SRS U gt v WREES, oA P9 0
- Y v v v . :
-10
ol ““"'““l"mwwwmwmmw
1968 1970 1971 1972 1973 18974 1975 1976 1977 1978 1879 1960
» Unadjusted dota used to calculote 12—month percent change. Percent
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CHART 3: CPI-W: Transportation and medical care, 1969—80

Transportgtion AUG “Semi-
Index, 1967=100 . =15 | Tog
(Seasonally adjusted) — 260

| 1240
- 220
— 200
] — 180
] — 160
T s
/_//.———-——/' — 120
— 100
Percent change = P
12—month span 14.8 Percent
------ 1-month span hid - 40
' i — 30
(1 [2AY !
A ’ s ] — 20
1" ' ) )‘, \ . 2 [

A v 7 v v .

' — -10

Medical care AUG -
index, 1967=100 20.0 | Teg
(Seasonailly adjusted) — %2

/ —1 220
— 200
/ — 180
/ ~— 160
: — 140
| ~ 120
: — 100
Percent change =» s

———— 12—month span 1.3 Percent
------ 1-month spsgn 10.3 1 — 40
— 30
' boam L . a — 20
PRSI, o e T Y WWM — 10
il Y 4 ha 0
’ —-10

lllllllllllllllllllllll IIIMIII“IIII |III|||IIIIIIIIIlIlIIII WW

1869 1870 1971 1972 1973 1974 1975 1976 1977 1878 1979 1880

* Unadjusted data used to calculate 12—month percent change. Percent
changes over 1-month spans are annual rates calculated from seasonally
adjusted data.
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CHART 4: CPI-W: Entertainment, other goods and serviceé,
1969—-80 .

Entertainment 6 Semi—
Index, 1967=100 - 205.8 log
(Seasonally adjusted) 1 — 260

-1240

— 220

| | Jao

~—1 180

///“"_' : - 120
Percent change = ' P.t.JG' — 100
12-month span 8.8 Percent

------ 1—month span %2 | — 40

— 30

l’\‘o L ’ l"‘ I 20

et | s ity et | 10
—-10

Other goods .and services AU Semi—
zndex, 1967=100 215.0 log
Seasonally adjusted) — 260

— 240
— 220

-1 200
| — ' — 160
| ~1140

1 — 120

T
— 100

Percent change = s
12—-month span 8.5 Percent
------ 1—month span 7.5 — 40
-1 30
. : N -1 20
V"L\"“Jn‘ ~‘u\¢f'v*‘f“-.,,t:-—o--“% e "L-*—"‘L,Q‘-T‘!‘t'% _—— lg

— -10

1969 1970 1971 1872 1973 1974 1975 1976 1977 1878 1879 1880

* Unadjusted data used to calculate 12—month percent change. Percent
changes over 1—month spans are or.ual rotes calculated from seasonally
adjusted data.
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Explanations of Homeownerskip 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 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 h in

in the base period to determine its cost. (2) Prices used ars
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. As in X-1 and
in X-2, this measure covers the entire homeowner populs-

_ tion. (2) The prices for all components except mortgage

interest costs and appreciation are current monthly prices.
As in X-2, appreciation is represented by a 5-year moving
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs in a 1S-year
weighted moving average, which reflects the bass period
age distribution of mortgage loans.

Experimental Measure X-4: (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 component is, therefore, not appropriate for
this measure. -

Experimental Measure X-2: (1) The weight for this user

cost method includes expenditures for mortgage interest,
property taxes, property 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 vatue 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-
sequently 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 mortgsge in-
terest term is calculated in the same manner as in X-2. How-
ever, no appreciatior. 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
pp ion or equity el are used. As in X4, not
all h are rep d in this because
those who made no mortgage debt payment in the base
period are excluded. (2) Current prices are used in X-§ ex-
cept for mortgage interest which uses the 15-year weighted
moving average also used in the X-3.




Table C. HOMEOWNERSHIP COMPOMENTS used in official CPI-U and

in experimental measures:

Percent change over 12 months

Table D.

Official ALL-ITEMS CPI-U and EXPERIMENTAL MEASURES using
alternative homeownership components: Perceat change over 12 months

Experimental measures

Experimental measures using alternative

Official of homeownership Official homeowvnership components
C C
Price Flow-of-services measures Outlays measures Price Flow-of-services measures Outlays measures
Index Index
for All X-1 for All X-1
l 12 months ended Urban | Rental X-2 X-3 X-4 X-5 12 months ended | Urban Rental X-2 X-3 X~4 X-5
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 (CPI-U) using current average current |average
: CP1 interest | interest | interest| interest CPL interest | interest |interest |interest
\ rent cost cost cost cost rent cost cost cost cost
Dé_cember: December:
1968 cevvccvcensas 7.6 2.8 11.0 8.0 11.0 6.0 1968 .. 4.7 3.9 4.9 4.6 4.1 4.2
11969 B 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
1970 10.2 4.5 4.2 1.7 12.6 10.1 1970 . 3.5 4.5 4.5 4.2 5.2 4.9
l1971 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
1972 4.1 3.5 2.4 3.2 4.8 6.2 1972 . 3.4 3.3 3.2 3.3 3.4 3.5
l1973 cereene 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
11974 . 13.3 5.4 16.9 12.9 14.9 9.1 1974 . 12.2 11.1 12.6 12.1 12.3 11.8
"1975 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
L1976 . 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
1977 . 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
1978 veevenncnnnnn 12.4 7.3 5.7 -1.1 12.0 5.3 1978 . ereenan 9.0 7.9 7.8 7.1 B.5 7.8
September 1979 ..... 16.1 7.6 18.3 11.5 16.4 7.5 September 1979 ... 12.1 10.4 11.7 10.9 11.5 10.6
October 1979 ....... 16.8 8.4 22.2 15.5 17.2 7.8 October 1979 ..... 12.2 10.5 12.2 11.3 11.5 10.6
No{lzember 1979 ...... 18.3 8.1 26.5 16.3 19.0 7.9 November 1979 .... 12.6 10.5 12.5 11.4 11.8 10.6
December 1979 ...... 19.8 7.9 28.2 20.5 22.6 11.2 December 1979 .... 13.3 10.8 13.2 12.1 12.5 11.3
January 1980 ....... 21.1 8.1 30.7 22.0 24.4 11.5 January 1980 ..... 13.9 11.2 13.9 12.7 13.1 11.7
February 1980 ...... 20.6 8.5 31.2 23.3 24.5 t12.1 . February 1980 .... l4.1 11.6 14.3 13.1 13.4 12.1
March 1980 . 21.7 8.9 38.0 29.7 26.5 12.7 March 1980 ....... 14.7 12.0 15.5 14.1 13.9 *12.5
April 1980 22.2 8.7 42.3 33.1 27.7 12.9 April 1980 ....... 14.7 11.7 15.7 14.2 13.8 12.3
May 1980 .. . 22.8 8.7 42.8 33.9 28.3 13.3 May 1980 .... 14.4 11.4 15.4 13.9 13.5 11.9
June 1980.. .. 23.8 9.4 47.7 36.5 30.6 13.5 June 1980 . 4.3 11.1 15.6 13.7 13.4 11.5
July 1980.. .. 19.9 9.2 36.0 27.5 24.5 13.9. July 1980 ... . 13.2 1n.8 14.0 12.6 12.5 11.3
August 1980...... e 17.9 8.8 26.1 18.6 20.6 13.8 August 1980....... 12.8 10.9 13.0 11.9 12.2 11.4
Relative importance
December 1977 22.8 14,5 11.4 10.0 10.0 8.7

881
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United States
Department é))
. _ of Labor

Bureau of Labor Statistics .~ Washington, D.C:?O'2_1>2

*ehael Buso (202) 523-1364 USLL-80-591
Kathyrn Hoyle (202) 523~1913 TRANSMISS[ON OF HATERIAL I[N THLS
: RELEASE LS EMBARGOED UNTIL 9:00 A.:t.
(E.D.T.), Tuesday, Septeuber 23, 1981

REAL EARNINGS (4 AUGUST 1980

?rellmiﬁary real earniAgs figures for Auggst--coverlng full-time and part-
tiuwe workers on production or nonsugervlsory jobs in the private nonfarm sector of
the American economy--were celeased today by the Bureau of Laboc Statistics of the
U. S. Department of Labor. Real earngngs--or earnings ia constant dollar;--tur
August were calculated by adjusting earnings in current dollars for changes in the
Cnnsumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W).

ﬂe_a_l_,g_l:qs_s_itggﬁg_gggl(_gx_e_igggﬁg_g increased 0.5 percent from July ;o
August after allu;ance for the usual seasonal variation. A 0.6 percent {ncrease
in average hourly earnings and a 0.6 percent increase in average weckly hqurs
were partially offset by a 0.7 percent increase {n the CPI-W. (See table A.)

Over the year, real average weekly earnings were down 5.7 percent. A 7.8
hercent increase in average hourly earnings was offset by a l.4 percént decline i{n
average weekly hours and a 12.7 percent increase in the CPI-W. Before ad justment
for the CPI-W and seasonal change, average weekly earnings were $236.43 in August
compared with $222.48 a year earlier. (See table l.)

*Real spendable earnings--average weekly earnings reduced by social security
and Federal income taxes applicable to a married worker with three dependents who
earned the average amount and then deflated by the CPI-W~—{acreased 0.3 percent
from July, seasonally adjusted. Over the year, real spendable earnings were down
6.5 percent. (See footnote 2, table A, for explanation of over-the-year average

tax effect.)

0.1 percent from July to August. Compared with a year ago, the index was down

73-905 0 -~ 81 - 13
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Table A. Composition of change in real earnings (production or
nonsupervisory workers on private nonfarm payrolls)

[€3) (2) (3 (%) (5) (6) )
Real .
Month Average Average Average Consumer average Average Real
hourly weekly weekly price weekly tax spendable
earnings hours earnings index 1/ earnings effect 2/ earnings 3/
1979 Percent change from preceding month, seasonally adjusted
August 0.8 0.3 L1 1.0 0.1 . 0.1 (4)
Sept. 0.6 =-0.3 0.4 1.1 -0.8 4) - -0.8
October 0.3 0.0 0.3 1.0 -0.7 (4) -0.7
Nov. 1.0 0.0 1.0 1.0 -0.1 0.1 =-0.2
Dec. 0.8 0.3 1.1 1.2 -0.2 0.2 -0.3
1980
January 0.3 '=0.3 (4) 1.4 ~-l.4 0.0 =1.4
Feb. 0.6 =0.3 0.3 1.4 -1.0 (4) =1.1
March 0.9 =-0.3 0.6 1.4 -0.7 0.1 -0.8
April 0.5 -0.3 0.2 1.0 -0.8 “(4) . -0.8
May 0.5 -0.6 -0.1 0.9 -1.0 (4) -0.9
June 0.8 =-0.3 0.5 0.9 -0.4 0.1 -0.5
July p 0.6 -0.3 0.3 (4) 0.3 (4) 0.2
Aug. p 0.6 0.6 1.2 0.7 0.5 0.2 0.3
1979 Percent change from same month a year ago
August 8,2 =0.6 7.6 12.0 -3.9 (4) -4.0
Sept. 8.2 -0.3 7.9 12.4 -3.9 0.1 -4.0
October 7.5 -0.6 6.9 12.4 ~4.9 -0.1 ~4.8
Nov. 7.8 =-0.6 7.2 12.8 =4.9 (4). -4.,9
Dec. 8.0 0.6 7.4 13.4 =5.3 (4) =5.3
1980
January 7.5 -0.6 6.9 14.0 -6.2 0.8 -7.0
Feb. 7.7 -0.8 6.8 14,2 =6.5 0.8 ~7.3
March 8.1 ~1.4 6.6 14,6 -7.0 0.8 -7.7
April 8.5 -0.3 8.2 ° 14.5 -5.6 1.0 ~6.5
May 8.1 -1.4 6.5 14,4 -6.9 0.8 ~7.6
June 8.2 -1.7 6.4 14,2 -6.9 0.8 =7.7
July p 7.8 -1.9 5.7 13.0 -6.5 0.8 =-7.2
Aug. p 7.8 -1.4 6.3 12.7 =5.7 0.8 -6.5

Note: The following relationships hold approximately:
column (1) + column (2) = column (3)
column (3) -~ column (4) = ¢olumn (5)
column (5) = column (6) = column- (7)
p = preliminary
1/ The Consumer Price Index for Urban Wage Earners and Clerical Workers
(CPI-W) 1s used as the deflator for constant dollar series presented in
this release.

2/ When couparing 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 1s the case for comparisons within 1979 and 1980 and of
1980 to 1979 as the only tax law change effective in 1980 was an.
increase in the social security tax base which was already above the
level that would affect such comparisons. When comparing spendable
earnings estimates for periods subject to different tax laws, i.e. 1979
to 1978, the percent change in average tax effect reflects both the
progressive effect and the effect of the tax law change.

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

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

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

high-wage and low-wage iladustries.

'_Explanafa;y Notes

|
I
5 Spendable earnings are calculated by taking the average
weekly pay for all production or nonsupervisory jobs, both
tfull-time and part-time, and then deducting social security
;and Federal income taxes applicable to & single worker or
;to a married worker with three dependents who made this
{amount.

i Real spendable earnings represents the buying power of
ithe spendable earnings of a worker earning the average pay

lying wage for pi ion or visory|
workers 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 betwesn high-wage and low-wage
industries. .
<

;and with the deducti after all for
“price changes from the 1967 base period, that is, adjust-
Iment by the appropriate Consumer Price Index for Urban
:Wage Earners and Clerical Workers. {See Michael Buso,
;"Changes in the Spendable Earnings Series for 1979,”
i Employment and Earnings, March 1979.)

i The earnings series from which spendable and real
jspendable earnings are derived——gross average weekly
earnings——is an srithmetic average of the earnings of aft
producti or visory jobs, incl part-time
iobs. Therefore, it is less than the average weekly earnings
ot fuli-time wage earners. [t should be noted that the series
on spendable earnings represants 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 tands to be higher
than the average figures given sbove, 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. Month-to-month and year-to-
year changes in actual spendable earnings for this worker
might also differ from the average esti in

adjusted data are preferred by some users forl
analyzing genaral 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 cyclical trends. These
changes in average eamings may be due to seasonal changes|
in the proportion of workers in high-wage and low-wage in-
dustries or occupations, or to seasonal changes in the!
amount of overtime work, and so on. The seasonally ad-
justed data are presented in table 2. .

Income tax law changes that become effective during the
vear may produce misleading year-to-year comparisons of
changes In the tex liability from the spendable earnings
series. For le, in 1977, the calculation of dabl
earnings following the of the Tax Reduction and
Simplification Act of 1977 (effective June 1, 1977) con-
centrated the entire 1977 reduction in the subsequent
7 months. The Buresu of Labor Statistics develops and
publishes “annual average” spendsble esrnings formulas
which distribute the impact of tax law changes over the
entire calendar year. These formulas should be used to

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 households of specific size
and composition. For a discussion of these series, see Paul
M. Ryscavage, “Annual Earnings of Household Heads,”
Monthiy Labor Review, August 1975,

The hourly earnings index is designed 1o measure under-

year-to-year comparisons in tax liability changes.
For a ive di ion of the earn-
ings series and hourly earnings index, and their relation to
other wage data, sea the following articles: Jack Alterman,
“Compensation per Man-Hour and Take Home Pay,”
Monthly Labor Review, June 1971: Thomas Gavett, “Mea-
sures of Change in Real Wages and Earnings,” Monthiy
Labor Review, February 1972; Norman Samuels, “Develop-
ing a General Wage Index,” Monthly Labor Review, March
1971; Paul Schwab, “Two Measures of Purchasing Power
Contrasted,” Monthly Labor Review, April 1971.




Table 1. Earnings of production or pervisory workers on private nonagricultural peyrolls by major industry division

” . .
Gross average Hotzr?v o:r‘mngs Gross sverage Spendable average weekly earnings

9 nde . ; .
hourly eamings (1967 = 10C) weekly earnings Married worker with 3 dependents |  Worker with no dependents

Industry

Aug. {July JAug. |Aug. |July jAug. [August | July JAugust |August | July JAugust lAugust | July [|August
1979 §1980p|1980p{1979 {1980p[1980pj 1979 1980p | 1980p | 1979 1980p | 1980p | 1979 1980p | 1980p

TOTAL PRIVATE: ®
Currentdoliars. . ............. $6. 18] 56.64]56.66]230,91250.8}251,6($222.48|$234.39(5236.43[5196.83[$205.86[$207.41 [$179.87 |$188.3315189.75

1967 dotlars. 2.79} 2.68] 2.67}104.2{101.1|100.8| 100.44} 94.51| 94,72} 88.86{ 83,011 83.10] 8l.21] 75.94] 76.02
Mining:

Current dollars. . 8.50} 9.12} 9.15/265.2)288.61289.0] 366.35) 379.39{ 378.81] 304.17| 313,67 313.25 ' 276.20) 284.12] 283.77

1967 doMars. . .............e 3.84f 3.68f 3.67|119.7|116.4[115.8]| 165.40{ 152.98) 151.77| 137.32] 126.48| 125,50 124.70! 114.56] 113.69
Construction:

Currentdollars. .............. 9.34]°9.92110.01}224.3}237.14239.1| 355.85] 373.98| 372.37} 296,52 309.73] 308.56| 269.49| 280.88] 279.92

4.221 4.00] 4.01]10t.3] 95.6| 95.8} 160.65| 150.80| 149.19| 133.87| 124,89} 123.62| 121.67) 113.26| t12.15
Manufacturing:
0.70] 7.29] 7.31|235.9|260.0}260.9] 268.00| 283.58} 288.75| 231.36} 243.18| 247.10| 211.79| 222.37| 225.87
3.02| 2.94| 2.93[106.5}104.9{104.5} 120.99} 114.35] 115.69} 104.45[ 98,06 99.00} 95.62| 89.67 90.49

8.31| 3.83| s.x0}25
3.75] 3.56] 355011

.71269.5{270.4] 334.89] 352.32| 355.29| 281,24 293.95| 296.11: 256.10| 267.24| 269.13
1]108.6{108.3} 151.19| 142.06| 142.34| 126.97| 118.53] 118.63; 115.62| 107.76( 107.82
Wholesale and retait trade: .

Current dollars. 5.06) 3.46) 3.30|224,.4]242.81243.01 167.99) 177.45| 178.00| 157.13] 163.51] 163.88| 139.86| 146.95| 147.36
1967 dotlars. . ............... 2,28] 2,204 209 lut 3t 97.9] 97.41 - 75.84 71.55 71.31 70.94 65.93 65.66 63.14) 59.25 59.04
Finance, insurance, and real estate:
Currentdallars. . ............. 5.237 3.77) 5.771210.21229.1[229.4] 190.61] 208.87} 210.03} 172.22] 186.23| 187.13| 156.65| 169.95| 170.80
1967 dallars. . .. ... .oalL 2.38[ 2.33] 2.3t 94.9) 92.4) 91.9| 86.05| 84.22| 84,15 77.75| 75.09| 74,97| 70.72] 68.53| 68.43
Services:
Currentdollars. .............. 5.3 3.80] S.51]227.1{247.2[248.2 176.29] 191,40} 192.73] 162.73} 172.74] 172.95] 146,08 157.22| 157.46
1967 dotlars. .............LL. | 2.40) 2.34) 2.33)102.5) 99.7) 99.4) 79.59| 77.18} 76.81] 73.47{ 693.65] 69.29f 65.95| 63.40| 63.08
! Adjusted tor overtime | ing only) and i i v shifts. i and visory workers in portation and public uttities; trade; finenee, insurance, and real
2 Spendable earnings are calculated by deducting social sscurity and Federal income taxes applicable to s estate; and services, Included in this group are approximetely four-tifths of all workers on private industry
worker who earned the gross sverage waekly earnings of ail on or isory workers, A i payrolls,
note on the calculation and uses of the spendable earnings series is available on request, prpreliminary.

Data retate to production and relsted workers in mining and menutscturing; construction workers in con-
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Table 2. Eamings of pr ion or visory on private o payrolls, |
, 1979 1980
Series August | Sept. [October| Nov. Dec. [Januacy| Feb. March | April May June [July p JAug. p
Gross average he..ily earnings: .
Current dollars . $6.22)  $6.26| $6.28| $6.34|  $6.39| s6.41| $6.45| $6.51( $6.54| $6.57| g6.62 $6.66| £6.70
1967 doitars .. 2.82 2.80 2.78|- 2.78 2.77 2.74 2.72 2.71 2.69 2.68 2.68 2.69 2.69
Hourly easmings index' (196
Current dollars . . 232,31 234,3f 235,0| 237.3] 239.4| 240.3| 242.4] 245.2| 246.2| 248.3} -250.9| 251.7 53.1
1967 dollars .. 105.2 104.9 104.2 104,1 103.8} 102.7 102.2 102.0( 101.4 10t.4 101.5| 10t.8 01
Gross aversge weekly earnin, .
Current dollars . $222.05] $222.86($223.57[$225.70|5228.12|$228, 20 $228.981$230.45($230.86)$230.61)$231.70]5232.43$235.17
1967 dolfars .. 100.52( 99.76| 99.10( 99.03( 98.88| 97.52 96.53] 95.82| 9s.08] 94.16] 93.77| 94.03| 94.48
Spendable average woekly sarnings’ :
Current dollan . 196.49] 197.12] 197.65] 199.27| 201.10] 201.17] 201.76] 202.87| 203.18| 202,99} 203.82] 204.37| 206.45
1967 dollars .. 88.95) 88.24| 87.6%| 87.44] 87.17| 85.97] 85.06| 84.35| 83.68 82,89] 82.48] 82,67| 82,94

! Sev tootnots 1, table 1,

1 Caiculated for martied worker with thres dependents who esroed the aversge weekty sernings.

Table 3. Percentage change' over the year in

ppreliminary.

ings of production or isory

‘on privats nonagricultural payrolls by major industry division

August 1979 - August 1980

Hourly eamnings Gross sverage Spendable aversge weskly earnings ?
indax ?
{1967 = 100} weekly earnings Married worker Worker with no
Irdustry with 3 dependents |  dependents
Current | 1967 Current | 1967 Current | 1967 Current | 1967
dollars | dollars dollars | dollars | doflars | dollars | dollars | dollers
9.0 -3.3 6.3 ~5.7 5.4 -6.5 5.5 -6.4
9.0 -3.3 3.4 -8.2 3.0 ~8.6 2,7 -8.8
.. 6.6 5.4 4.6 -7.1 4.1 -7.7 3.9 -7.8
Manutacturing. . . . 9.2 =3.1 1.7 4.4 6.8 ~5.2 6.6 =5.4
Transportation and public utilities. 7.0 =5.0 6.1 ~5.9 5.3 -6.6 5.1 -6.7
Wholesale and retait trade . ... ... 8.3 -3.9 6.0 =6.0 4.3 =7.4 5.4 “6.5
Finance, insurance, and real estate . 9.1 =3.1 10.2 =2.2 8.7 -3.6 9.0 =3.2
Services 9.3 -3.0 8.8 -3.5 6.3 =5.7 7.8 =4.4
NOTE: Percentage change over the year in the revised CPI-W (all items, 1967 = 100) . . .. . PR 12.7

' Bassdon Pprefiminery data for the current month. Hourly esrmings index changes sre based on ‘wmonally adjusted data, Gross snd weeldy
changer are based on data that are not sessonally adjusted.

? See toatnore 1, tebie 1.

3 Caicitated for workers who esrned the average weekly earnings.
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Senator Proxaire. Mr. Russell, I would like to now hear your views,
and then we can get to some questions. Please proceed.

STATEMENT OF R. ROBERT RUSSELL, DIRECTOR, COUNCIL ON
WAGE AND PRICE STABILITY

Mr. RusseLr. Thank you, Senator; I am sorry I was late.

I see the CPI release this week a little bit less pessimistically than
you. While it’s a lot higher than it was the month before, we know the
month before was an aberration attributable to the 5.5-percent decline
in the mortgage interest cost component, reflecting, as you point out,
declines that came much earlier.

This month, the decline in the mortgage interest cost component re-
flecting past real declines was only 2.5 percent. So the slowdown In
the rate of decline accounts for about 0.3 of a percentage point of the
acceleration from July to August. )

Senator Proxmrre. When I took that 1.1 percent—let me just inter-
rupt—I relied on your own statistics that said that if you leave mort-
gage rates aside, the inflation rate is 1.1 percent in August consumer

rices. _

P Mr. Russerr. That’s right. Of course, to get a picture of what the
underlying inflationary trends are, we like to leave out not just mort-
gage interest costs, but also some of the other volatile components,
some of which are going up rapidly, and some going up not so rapidly.

I£ you leave out mortgage interest costs, food, and energy, and the
used-car component, which you know is very volatile—

Senator Proxmire. How can you leave out food? If you say we
leave it out of all figures, we know that figure is inaccurate for this
month. '

Mr. RusseLL. You caleulate the CPI-based underlying rate. We
have consistently taken out exactly the same components; we can’t
change the components we take out from month to month. We took
out food to get at the underlying rate of inflation, when food prices
were going up at an annual rate of 6 percent or less, and that measure
showed an alarming increase in the first quarter of 1980, going up to
about 12.5 percent.

Much of that reflected the passthrough of the big energy price in-
creases of late 1979, but since then that underlying rate has dropped
down to 9 percent, and now down, it appears, to something on the
order of 7 or 8 percent.

-So the underlying rate of inflation appears to have dropped pre-
cipitously, and T would date that drop with the March 14 announce-
ment of the President and the followup actions of the Federal Reserve
Board which appear to have punctured inflationary expectations.
Commpdlty prices started to tumble even slightly before the announce-
ment, in anticipation of it, so that the underlying rate of inflation.
the CPI-based underlying rate, which was 12.5 percent in the first .
quarter, has been in the single-digit rate since April.

I think that’s the good news in what we’re seeing in the CPI.

Now if we look at the problem sectors, I think you’re right. We have
maybe 1 month left of salutary effects of the mortgage interest cost
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component. Starting in October, that will probably turn positive
again, so we won’t have this— S

Senator Proxuire. The October figures we receive in mid-November ?

Mr. RusseLr. Those are the figures received in November. That’s
correct. .

Senator Proxmire. That’s when the inflation will start going up?

Mr. Russerr. That component will. On the other hand, let’s look at
the other problem areas. .

Energy has been very soft for quite a while, and I expect that to con-
tinue to be so. It appears the energy policy is something that at least
in the short run is working. 1 think gasoline consumption is down
almost 8 percent from a year ago. Inventories are very high; gasoline
inventories are around 260 million barrels now compared to 232 mil-
Lion barrels a year ago. )

Inventories of home heating oil are at 228 million barrels compared
to 203 a year ago, so they’re about 15 percent higher than a year ago.
Consumption of gasoline is down about 8 percent, the market is very
soft. Despite the Saudi oil price increases, I would expect energy prices
would be very stable throughout the rest of this year and on into
1981, barring any major political disturbanece in the Middle East.

The other problem sector, as you mentioned, is food. There is no
doubt that food prices are going to be going up at fairly high rates
the rest of this year, but I think we’ve seen the worst of it. I do not
believe the 1.8-percent increase in food this year will be repeated for
the rest of this year.

I would expect increases in food prices of 1 percent or less per
month for the rest of this year. There is no doubt that will be the
problem area, but the recent declines in cattle prices will start show-
Ing up soon in deceleration in the rate of increase of meat prices, which
is what is pushing that food index up so alarmingly right now.

So where are we? Well, I think that the main thing is that the
underlying rate, as we are measuring it, consistently taking out the
same components, whether they’re going up a lot or a little, seems to
be stuck in about the 8- to 10-percent range.

If we look at wages, I think the recession appears to have knocked
down the rate of wage inflation in the nonunion sector quite a bit.
Unfortunately, despite the recession, there appears to have been, if
anything, an acceleration in the rate of increase of union wages. The
Employment Cost Index for union workers for the second quarter of
1980 was up 11.7 percent annual rate, compared to 9.5 percent in the
first quarter of 1980, so despite the recession, union wage increases, as
typically happens, have continued to go up at very rapid rates.

So I think that we’re going to pull out of this recession—or, we
may now be pulling out of this recession with an underlying inflation
rate of anywhere in the range of 8 to 10 percent, depending on whether
you’re an optimist or pessimist.

This means that again, inflation is still our No. 1 economic prob-
lem ; we need policies to cope with inflation in both the long run and
the short run. It can be a start on the long run with the President’s
proposals for tax incentives for investment, which would help to
revitalize productivity growth.
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I think in the short run there is still a manifest need for wage and
price restraint, so I hope the guidelines would continue to be opera-
tive, as we pull out of this recession.

Senator Proxmire. Well, thank you very much, Mr. Russell.

I am puzzled by your description of the underlying rate, again. The
reason I took out mortgage interest rates was, as you say, that they
are the one component that has a very long lag. It goes back to a rate
that was actually the going rate in June, but because there’s a 60-day
period before closing, and for most housing purchases it is reflected
1n the closing figure, which is 2 months later, therefore, we know that
figure isn’t accurate. Therefore, you take that out.

On the other hand, we know that the price that people have to pay
for food in August is the price reflected in the Consumer Price Index
for August. Isn’t that right?

Mr. RusseLr. Yes.

Senator ProxMire. Now you're talking about underlying rate, so
you disregard what you call the volatile elements, which include food
and how much of housing ? Just the mortgage interest rate component
of housing # o

Mr. RusseLL. We take out mortgage interest components and home
purchase costs, which also enters into the long lag.

Senator Proxmire. The housing component represents altogether
about 45 percent of this CPI ¢

Mr. RusseLr. That’s home ownership, Senator ; we don’t take out all
of home ownership. A lot of that is utilities and so forth. which does
reflect——

Senator Proxmire. What percentage of the CPI do vou take out in
computing your underlying rates?

Mr. RusserL. It’s somewhere in the range of 40-some percent. Food
is close to 20 percent. Home purchase and mortgage interest is about
15; that’s 35, and energy is around 8—you’re up to 43. Used cars is 4;
you’re up to around 47, roughly.

Senator ProxMIre. You take out about half of it?

Mr. RussewLL. Close to it. ' _

Now, note that we are taking them out consistently, not just the ones
that are going up rapidly. Energy right now is very flat.

What we're trying to get at is what are the underlying trends of the
economy ¢ One way to get at it is union labor costs.

Senator Proxmire. Isn’t another way to get at it to look at the whole-
sale price of food ? :

Mr. RusseLL. Yes.

Senator Proxmire. And look back and see what the wholesale price
was in—the crude price was, and if the crude price is up at an enor-
mously high rate—the highest rate, probably, in history for any 2
months—18 percent, I can’t remember any time when it was up that
high ; maybe you can. I doubt it. Even in World War IT, we didn’t get
that kind of an increase, or after World War IT.

Mr. RusseLr. Right.

Senator ProxMIre. So that 18 percent is almost unprecedented. Isn’t
it logical to expect that would be reflected in much, much higher food
prices in coming months?
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Mr. RusseLr. Well, crude food input prices constitute only one-third
of the cost of domestically produced food. The other two-thirds are the
marketing costs.

Senator ProxMire. I understand that. So one-third of 18 percent for
2 months is 6 percent for 2 months, and that means, at an annual rate,
that’s a 36-percent inflation rate for food. Right ?

Mr. RusserL. Not all of that gets passed through. It typically hap-
pens as farm prices go up, the margins get squeezed for food processors
and retailers.

Senator Proxmire. You did say that there was a disappointingly
sharp increase in the union wages, which is disappointing from the
standpoint of inflation. That’s going to have an inflationary effect, too;
right?

Mr. RusserL. Yes, I think that’s typically the case in recessions, that
union wage increases are not as sensitive to unemployment as are non-
union wage increases.

One of the reasons for that, of course, is that at any point in time,
roughly two-thirds of union wages within any one year are predeter-
mined by contracts signed during the previous year.

Senator Proxmire. Let me ask you this: Have we ever come out of
a recession with an inflation rate as high as 8 to 10 percent you
describe ?

Mr. RusseLL. No, we haven’t. We came out of the last recession with
an underlying core rate of inflation of about 6 percent. We came out
of the previous one with an underlying rate of about 4 percent.

Each time we’ve come out of a recession, the inflation rate has been
ratcheted up.

Senator Proxmire. This is about 25 percent—about a quarter higher
than anv previous recession we've gone through.

Mr. RusseLn. That’s approximately correct; yes. This is a short re-
cession, of course.

Senator ProxMire. Now, I think Jast time when you were here—or
was it another group I asked about this? I asked if they could tell us
the inflationary effect, to the extent there was one, of the Reagan tax
proposal, and of the Carter tax cut.

Are you aware of that ? Can you give us that ?

Mr. RusseLL. You're asking for the inflationary impact of these?

Senator Proxmire. Yes, sir.

Mr. Russerr. Well, there’s no doubt that the Reagan tax cut would
be inflationary,

Senator Proxmire. How inflationary ?

Mr. RusseLr. It’s not as inflationary as it would have been had he
stuck with his original tax cut plan, which would have been phenome-
nally inflationarv. He’s cut it back considerably now, to a much more
modest tax cut program, and has abandoned many of what I consider
to be the most unwise aspects of his policy, such as the 10-5-3, but he
is now still channeling at least three-fourths or more of his tax cut into
personal income tax cuts, which will therefore fuel consumer expendi-
tures, which will fuel the inflationary process without doing anything
for enhancing investment and solving our productivity problem.

Senator Proxmire. Can you tell me how much of an added increase
in inflation that would represent ¢
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Mr. Russerr. No; I don’t have an exact estimate, Senator.

Senator Proxyire. Can you make a rough estimate ? Would this add
1 percent, 2 percent, to the inflation rate over the next couple of years?

Mr. RusseLL. I would hesitate to make an estimate.

Selnator Proxmire. Can you make an estimate of the Carter pro-

sal?

Mr. RusserL. It’s certainly minimum; there is very little short-run
inflation impact. In the long run, it would be anti-inflationary, because
more of this tax cut than any tax cut ever proposed is going into en-
couraging investment and insofar as it can improve productivity, it
will be anti-inflationary, something the Reagan tax cut does not.do.

Senator Proxmire. Now, the two components of the CPI that de-
clined in August, the gasoline prices and mortgage interest rates could
easily reverse direction and begin rising later this year. Food prices are
also highly volatile, compared to inflation even more later on.

Is there anything in the CPI that promises any long-term relief, or
are we looking at a really bad situation over the next 6 1nonths or year?

Mr. RusserL. Over the next 6 months or a year, I still think that the
energy price outlook is good ; I think the energy prices are going to go
up less than the underlying rate of inflation over that time, unless
there is some worldwide shock that we can’t possibly anticipate.

Food prices will be going-up a lot through the rest of this year and
into the early part of 1981, but I helieve that they should start to
moderate later on in 1981. '

Senator ProxMire. What do you base your estimate of energy prices
on? Isn’t it true that the OPEC cartel has decided that they will ir.-
crease oil prices modestly, but increase them?

Mr. RusseLn. Well, for example, the recent Saudi price increase
would increase the price of gasoline and home heating oil in this coun-
try, if fully passed through, by one-half of 1 cent per gallon. Nov,
that won’t be passed through this year; the reason is the market is
simply too soft.

If you look at what’s happening, refiners’ spreads are actually going
down now, as some of them are offering rebates to the retailers to buy
their products. Retailer and wholesaler margins, which reached very
high peaks early this year, are also plummeting. The market is chang-
ing now; it’s becoming highly competitive, and I expect to see those
margins continue to decline for quite a while, so that they will more
than compensate for any crude oil price increases that I see.

Senator Proxymre. Iraq and Iran are engaged in a heated border
war, that now seems to have resulted so far in the destruction of any of
their capacity for petroleum production. If that war does continue and
accelerate, and results in both Iraq and Iran shutting down their
petroleum production for more than a short period, how will this affect
the world supply and price of petroleum " And could it have an effect
as great as the fallout of the recent revolution in Iran?

. Mr. RusserL. No, T don’t think so, because when the Iranian revolu-
tion came, they were accounting for about 5 percent, I believe, of the
world’s oil supply, and that went to virtually nothing in no time at all.

Now that is enough in itself, given what we know about short-run
elasticities, to cause something like a 30- to 50-percent increase in crude
oil prices in the short run. In the long run it can be much less than that,
as people adapt to high prices. ‘
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Right now, Iranian production, while we don’t know exactly what
it is, is way below what it was before the revolution. Therefore, as
long as this situation is, I think, restricted to Iran and Iragq, I would
not expect any crisis of the proportions that we saw last year. If it
spreads, however, throughout the rest of the Middle East, then it
could be extremely problematic.

Senator Proxmire. How about Iraq? How about the effect on their
production ?

Mr. Russewn. I don’t know what Iraq’s share of world oil production
is, but I would not expect Iraq’s production to fall that much
unless—-—

Senator ProxMIRE. You say this depends on whether or not hostili-
ties are confined to these two countries? If they are, you think the
effect will be minimal?

Mr. RusseLL. Yes. I haven't studied this in any length, mind you,
but I don’t think it would be a problem of the proportions that we
faced in 1979 if it were contained.

Senator Proxmire. Mr. Russell, last winter families all through the
North—certainly in my States and other States, the Northern States—
were battered by the doubling of heating oil prices. What do you
foresee happening to heating oil prices this winter? It was a mild
winter last winter, too.

Mr. RusseLL. 1f we have just an ordinary winter this year, home
heating oil prices should go up certainly at no faster rate than the
overall inflation rate. I don’t think we’ll see anything like what we
saw last winter, because, again, home heating oil stocks are very large
right now. The only stocks that are what you call normal are middle-
distillate fuels, but because of the huge buildup last year, home heating
oil stocks and gasoline stocks are very high.

If in fact we have a very severe winter, then they were plenty of
inventories to draw down, but as they draw down these inventories,
that will create space to increase their inventories of gasoline, and may
actually push up gasoline prices.

But I don’t expect anything like last year, even if we have an
extremely severe winter.

Senator Proxmire. You're a real optimist this morning. [Laughter.]

In your recent report extending the guidelines until the end of
1980, the Council on Wage and Price Stability indicated the program
may be terminated soon. The report said, and I quote :

“A thorough examination of the continued effectiveness of the pro-
gram, and possible alternatives, is needed.”

In light of the very poor inflation performance of the guideline
program, as begun in the fall of 1978, would you say the program
contributed at all to inflationary restraint? If so, how much?

Mr. RusskLL. I certainly believe that it has contributed to inflation-
ary restraint. I believe the inflation rate is lower than it would have
been without these guidelines.

It’s true that it did not and could not have prevented the explosion
in prices caused by the direct effects of the world oil price cxplosion.
TIt’s hard to determine by exactly how much we did reduce the inflation
rate, because this requires estimating what inflation would have been in
the absence of the guidelines. That requires statistical inference and
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econometric estimation; econometric wage and price models tend not
to be very robust. That is to say, very sensitive to the kinds of assump-
tions you make about the wage-price process.

Therefore, in the work we’re doing on the effectiveness of the guide-
lines over the past 2 years, we’re getting very different results, depend-
ing upon exactly what model we use. But basically, I think the CEA
estimates in their January report, of having taken 1 to 1.5 percent off
wage rates, is probably about the best estimate that we can make.

Now, labor costs account, for some two-thirds of the total cost of pro-
duction. Therefore, if we took about 1 to 1.5 percent off wages, then,
given that income shares didn’t change, we must have taken about 1
percentage point at an annual rate off the rate of inflation.

Senator Proxmire. What are the arguments for terminating the
program?

Mr. RusseLL. The arguments for terminating any program such as
this is that the longer it’s in existence, the more poignant become the
kinds of problems that. you always have in a program such as this,
caused by unrepresentative base periods. The further away we get from
the base period, the more unrepresentative it becomes.

Insofar as any distortions are created by the program, they become
magnified the longer the program.goes along. We try to adapt to this

roblem by introducing more flexibility in the guidelines in order to
correct for the kinds of inequities that can arise as the program
endures. . -

~ Alse, I think that a voluntary program over time gradually loses its
public support. A program such as this cannot work without the
cooperation, if not the support, of labor and business. T don’t think,
however, that we-are yet anywhere near the point that the program can
no] longer serve as an effective complement to monetary and fiscal
policy. : o

Senator Proxyrre. Now, if the program is terminated soon, what
showld we doto takeitsplace? :

Mr. Russerr. I think something has got to be done, because we’re
going to be pulling out of this recession, as we noted-earlier, with an
wnderlying inflation rate higher than we’ve ever had coming out of
a recession before. Unless we want to dive right back into a recession
with verv restrictive monetary policies in- 1981—and I’m sure that
Mr. Volcker is determined to avoid another outbreak of inflation, and
this'may therefore happen—we have to have something in place, as
we. move into 1981, to induce restraint in the setting of wages and
prices. I don’t know exactly what the shape of that program should
be—whether it should be a straigshtforward continuation of this pro-
gram, whether -this program should be restructured in some way,
whether it. should be supplanted in some wav with some alternatives.
such as-the tax-based incentive program, whether we should try to
secure some kind of meaningful social compact of the types that have
worked in other countries—there are lots of options.

I wouldn’t propose anvthing in particular vet. We’ve said that we’re.
going to be looking at the viability of this program and the attractive-
ness of alternatives throughout the remainder of this year, and will
make a decision by January. :
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Senator Proxmire. The September 22 issue of Business Week re-
ported a debate between economic advisers for the three Presidential
candidates; according to the article, the three economists agreed the
recession will end without significantly dampening inflation, which is
what has happened, as you’ve just descrlb_ed it.

Now, two of the three, including Chairman Charles Schultz of the
Council of Economic Advisers, also believe that the failure of the
recession to cut inflation means that adopting a stronger form of
incomes policies is unavoidable. L

Where do you stand on that issue, and if an incomes policy is needed,
will you favor direct controls or some kind of tax-based incomes

olicy
P Mly Russerr. I agree with Mr. Schultz that either this program has
ot to be fortified to keep it viable, or we have to find some stronger
alternative to it that provides additional incentives to comply.

I do not think that mandatory controls are the answer, for reasons
that we have articulated many times in the past. I think that these
tax-based incomes policies are very attractive, theoretically ; there are,
however, a number of administrative problems that are attendant on
tying any kind of incomes policy to our tax system, but I don’t think
that these problems are insurmountable.

I think there are lots of questions that have to be answered, but they
all do have answers and we could devise a useful TIP that could help
to restrain nrices and wages.

Senator ProxMire. Last month Courtenay Slater, who is a splendid
economist—she was a senior economist for this committee for years,
and as vou know, she has now become Chief Economist for the Com-
merce Department—seems to have been one of the few or one of the
first, at least, economists who said that the economy has reached bot-
tom, the recession is over, and we are now moving ahead.

What’s your view? :

Mr. RusserL. All of the indicators are that we have certainly bot-
tomed out. The signs of recovery are a bit mixed, but the data on
retail sales and other leading indicators suggest that we are indeed
pulling out of the recession.

Senator Proxmire. Did we actually have a recession ?

Mr. Russerr. Oh, yes. .

Senator Proxmire. I say that—wait a minute. The technical defi-
nition of a recession is two successive quarters in which the real gross
national product declines. It declined in the second quarter; the third
quarter is still going on, and we say we’re moving ahead.

It’s conceivable we may have some positive growth in the third
quarter. in which case there was no recession ; isn’t that right ¢

_Mr. Russerr. It’s certainly conceivable by that technical defini-
tion we were not in a recession, but when the unemployment rate
goes un bv almost 2 percentage points in 2 months, I think it would
be a mistake not to——

Sep.ator Proxmme. Yes: but Mr. Russell. you can’t just pull your:
deﬁmti(_)n out of the air. The definition that has been accepted by most
economists and by the administration, and by many others, is that
you havetwo successive quarters in which the real gross national prod-
uct declines, and we may not have that.
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Mr. Russerr. T don’t wish to challenge that definition; I just wish
to say we’'d better think up another name for the kind of precipitous
decline we had in the second quarter. If we’re not going to call it a
recession, I don’t know what you want to call it, but 1t was certainly
a decline in economic activity. )

Senator Proxmire. Let me try again once more. On your estimate
of where prices are likely to be going; while our economy has been
declining, at least, if not in a recession for a few months, inflation has
dropped from an 18.1 percent annual rate during the first quarter of
this year to an annual rate of——

Mr. RussELL. 7.5. ‘

Senator ProxMIre. An annual rate of about 7.5 to 7.8 percent.
Despite this improvement there’s a widespread feeling that inflation
will worsen as the economy experiences a recovery from the recession.

Do you see any signs of a permanent improvement in the inflation
situation because of the recession, or do you expect a return soon to
double-digit inflation that we experienced during 1979 and the first
few months of this year?

You’ve answered that in part by telling us that we emerged from
this recession, whatever this is—pause in growth—with the highest
inflation rate that we have had under similar circumstances.

Does this mean there is every likelihood that we can expect inflation
to worsen, follow a similar pattern to what it followed in the past,
as we recover?

Mr. RussewL. I think there is a grave danger that the inflationary
benefits of recession can be not only ephemeral, but even counterpro-
ductive, because during a recession the rate of growth of our capital
stock declines. This retards productivity growth and reduces the stock
of housing available. Thus, when housing prices take off when we
pull out of the recession, the increase can be extremely large: so that
1t can actually cause an.even greater rate of inflation after the reces-
sion than any temporary benefits that we may have gotten by the
recession.

The same argument has been made about the controls programs, of
course : The postcontrols catchup actually can outweight the salutary
effect of the controls while they’re in effect, so I think there is indeed
a danger.

-Recessions, or slowdowns, can do a lot to slow down the inflation rate
permanently. if it bursts the kind of speculation bubble. If the reces-
sion or slowdown can be used, or if the severe tightening of monetary
policy such as we saw in March can be used to reverse inflationary
expectations, then it can have an enduring effect.

So T think there may be some-of that. If we had let things go as
they were going in the first quarter of this year, with all of the specula-
tion in the crude materials markets, precious metals markets, and
moneys markets, then I think the results would have been nothing short
of disastrous. '

So I don’t regret for a minute what the administration did in March.

Senator Proxmire. Well. you're a very persuasive man: I’m a Demo-
crat, and I support President Carter for reelection, but I must say it
would be very hard: for me to say that the position that President
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Carter took in April has had a direct and clear effect in reducing the
inflation rate.

You say it has?

Mr. RusseLL. Yes, I believe it has, but of course—— .

Senator Proxmire. Well, you’re the first person, I think, who has
said that, including the administration’s spokesman.

President Carter is not exactly bashful about indicating where he
has made progress, and I haven’t heard him say that. I haven’t ‘heard
Robert Strauss, even at the height of the Republican Convention he
didn’t make that kind of a claim, so I'm kind of startled at that from
& person who is relatively objective.

Mr. RusseLL. Let’s separate two things here.

Senator Proxmire. Speaking as a scholar? .

Mr. RusseLL. Yes, that’s hard to do, separating the two things.

One is the question of what’s happening to underlying cost trends,
and this is what we're trying to get at with this underlying rate of
inflation. ’

I think that the underlying rate of inflation has been retarded little
if at all by this recession. On the other hand, had we not had the
recession, I think that the inflationary expectations which were almost
out of control in the first quarter.

Senator Proxmire. Now you’re saying something different, and I
think that’s right. Now you’re saying that the slowdown that resulted
perhaps from policies of the Congress and the administration, and so
forth—and other causes, too—has had some effect in reducing the
rate of inflation.

If we hadn’t had that, inflation would be worse than it is.

Mr. RusserL. That’s right.

- Senator Proxmire. But previously I understood you to say that it
was because of the action that President Carter took in April, includ-
ing the action with respect to the Federal Reserve, and credit policies
and so forth—I understood you to indicate that that was the cutting
element that made the difference.

Mr. RusseLL. I think it did puncture inflationary expectation, which
has an immediate impact in the crude material markets——

Senator Proxmire. You think that punctured inflationary expecta-
tions instead of the slowdown in the economy puncturing inflationary
impacts? '

Mr. Russerr. T think they’re a package. The announcement sig-
naled a slowdown of the economy, particularly because people felt
the Federal Reserve Board was serious about the credit controls.

I think it did reverse inflationary expectations, which show up most
dramatically in these crude material markets, but also feed throug:. m -
the industrial sector of the economy. resulting, in my opinion, in
some slight, but only slight, moderation in the underlying rate of
inflation. But basic cost trends have not been markedly affected by
this recession.

Senator Proxarire. We have one more question.

In spite of imports and declining demand, U.S. auto makers con-
tinue to increase the price of their cars. Has the Council reviewed that
sitnation ?
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Mr. RusserL. We certainly have. We probably monitor no industry
more closely than the automobile industry.

Senator Proxmire. How do you explain that? They are all in a
very serious situation; Chrysler, as we know, has been on the brink
of bankruptey, Ford has been losing money, General Motors is losing
money on their domestic operations, and yet prices continue to increase.

Mr. RusseLt. It’s cost-push. They signed a fairly expensive labor
agreement recently, steel prices have been going up, prices of rubber
have been going up, plastic prices for the past year, too, have been
going out of sight, particularly the petrochemical-based

Senator Proxmire. Have you examined those costs to see if they
justify the price increases?

Mr. Russerr. No, not precisely, because our standard is not funda-
mentally a cost-passthrough standard. They are under a price stand-
ard, and they are complying with those standards, so they are not out of
compliance with our standards. :

You’re arguing they should be coming in well below the limit of our
standard places on the price increases because of the competition from
abroad, and I guess I agree.

Senator Proxmire. I can fully understand, of course, the effect of
cost on prices ; there’s no question there’s a very clear effect.

On the other hand, because of the very high fixed costs in the in-
dustry, it would seem to me if they can get prices down to a point where
they increase volume, they can do better. There doesn’t seem to be any
response to the recession in lower prices in the automobile industry.

Mr. Russerr. I think they’re lowering prices a lot on the cars they
can’t sell, the big ones.

Senator Proxmire. Used cars?

Mr. RusseLr. No, the large cars. They are producing at full capacity
in their factories that make the compact cars, and that’s where most
of the price increases are coming from—domestically produced com-
pact cars and imports—but the big car prices are not going up very
much at all. :

Senator Proxmire. Mr. Russell, thank you very much.

The committee stands adjourned.

[Whereupon, at 10:45 a.m., the committee adjourned, subject to the
call of the Chair.]
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