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THE EMPLOYMENT SITUATION: MAY 1997

AND THE CONSUMER PRICE INDEX
Friday, June 6,1997

CONGRESS OF THE UNITED STATES,

JOINT ECONOMIC COMMITTEE,

WASHINGTON, D. C.

The Committee met, pursuant to notice, at 9:30 a.m., in Room 1334,
Longworth House Office Building, the Honorable Jim Saxton, Chairman,
of the Committee, presiding.

Present: Representatives Saxton, Stark, Hinchey, and Ewing.
Staff Present: Chris Frenze, Mary Hewitt, Juanita Morgan, Roni

Singleton, Brenda Janowiak, Howard Rosen, and John Blair.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN
Representative Saxton. Good morning. Once again, it is a

pleasure to welcome Commissioner Abraham before our first Friday
meeting of the Joint Economic Committee.

Let me begin by thanking the Commissioner for the Bureau of Labor
Statistics (BLS) study of the issues raised by the Boskin report, which is
being released today. We appreciate very much the fact that you have
done this and also in such a timely fashion, which obviously was of
importance to us for legislative reasons.

As I have stated before, the Bureau of Labor Statistics is one of the
finest statistical agencies in the world, and this study makes an important
contribution to our understanding of the measurement issues related to
the Consumer Price Index. In exploring these very difficult issues, the
BLS study confirms the central role of quality change as it relates to this
controversy, and we very much appreciate the insights provided to us by
way of this study.

Employment data released today shows that the current business
cycle upturn continues to generate job gains. According to the payroll
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survey, 138,000 jobs were created in May and the April gain was revised

upward to 323,000. Manufacturing continued to decline, and the

household survey indicates that the employment rose by 255,000 last

month.

The civilian unemployment rate, which had fallen to 4.9 percent in

the previous month, stood at 4.8 percent in May, a slight decrease. The

employment-population ratio, an important measure of the economy's

ability to create sufficient jobs, climbed to 63.9 percent, a record high.

The main soft spot is that other BLS data indicate that the earnings of

middle-income Americans continue to stagnate.

The bottom line is that the sustained cyclical expansion continues

to generate economic and employment growth. Let's give credit where

credit is due: the workers, entrepreneurs, and farmers across the country

whose efforts have expanded the economy, deserve a great deal of credit.

To the extent that Federal policy has played a role, the anti-inflationary

policies of the Federal Reserve have sustained the expansion by keeping

inflation and interest rates low, laying a solid foundation for continued

economic growth and lower unemployment rates. The notion that low

inflation leads to high unemployment is contradicted by the experience

of the last three decades.

In recent months, there has been much scrutiny of the labor market

data for clues about the implications for future Fed policy. Our research

here at the Joint Economic Committee indicates that while labor market

data have important uses, they are not reliable guides of current or future

inflation. The Joint Economic Committee research finds that price

measures such as, the Consumer Price Index, and forward-looking

indicators such as, commodity prices, the value of the dollar, and bond

yields are more reliable indicators of inflation. According to these price

measures, there is no real evidence that current or future inflation is a

danger. The good news is that the economy is growing at a healthy pace,

unemployment remains low, and inflation is in check.

Let me turn now to my friend, Mr. Stark, for any comments he may

have.
[The prepared statement of Mr. Saxton appears in the Submissions for the

Record.]
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OPENING STATEMENT OF

REPRESENTATIVE FORTNEY PETE STARK
Representative Stark. Thank you, Mr. Chairman.
I have been sitting here thinking, how we could take credit for the

good news? I figured if I gave you credit for the good weather, you
would give me and the Democrats credit for the good news.

Representative Saxton. Why not?
Representative Stark. I also join in welcoming Commissioner

Abraham to these monthly sessions and complimenting her on the
distinguished and professional way that she has dealt with the press and
a variety of conflicting pressures on how we are going to change a whole
lot of statistical studies, including my own. And I may get to that later,
and just to welcome you back, I look forward to having you interpret for
us and the country what the April figures mean.

Thank you very much.
Representative Saxton. Maurice?

OPENING STATEMENT OF

REPRESENTATIVE MAURICE D. HINCHEY
Representative Hinchey. Thank you very much, Mr. Chairman.

It is a pleasure to be with you again at these important meetings.
And, welcome, Commissioner, and your staff. Thank you for

joining us, and we very much appreciate your bringing us up to date on
a periodic basis like this on these very important figures.

We are, as the Chairman is, very heartened by the good news you
have to impart to us this morning. It is quite clear that the unemployment
rate continues to be low. It is lower even this month than last, and last
month was the lowest, I think you told us, in almost 24 years. That is, of
course, very, very good news.

We, of course, believe that a large part of the reason for this
continuing low rate of unemployment that continues, in fact, to decline
is due largely because of the fact that the Federal budget deficit has been
brought substantially under control. Whereas the Federal budget deficit
just four years ago or five years ago was about 5 percent of gross national
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product, today the annual budget deficit is less than 1 percent of gross

national product.

We attribute that, of course, largely to the budget resolution of 1993

which attacked the deficit very aggressively, and I think most objective

observers understand and have pointed out that the decline of the deficit

is largely due to that budget resolution of 1993, which had a healthy mix

of increased taxes and lower spending and that resulted in the decline of

the budget deficit, which we believe results in the good economic news

we have been receiving over the course of these many months now.

Representative Hinchey. We also believe that the economic news

could have been even better if the Federal Reserve had not raised interest

rates so dramatically back in 1994. We paid very close attention to the

Federal Reserve, and we are heartened that the Fed chose not to jack up

interest rates at the recent meeting, and we are hopeful when they meet

later this month, I believe, they will also be similarly constrained and will

not move to increase interest rates. If they do so, that, we fear, will

dampen the improvements that we continue to see in the unemployment

rate and the economy generally.

So, Ms. Abraham, we are very grateful to you for bringing us up to

date on these figures and we are happy to see you again.

Representative Saxton. Thank you very much.

Commissioner, why don't you proceed to outline the situation as you

see it, with regard to employment numbers.

STATEMENT OF THE

HONORABLE KATHARINE G. ABRAHAM,

COMMISSIONER, BUREAU OF LABOR STATISTICS

ACCOMPANIED BY KENNETH V. DALTON, ASSOCIATE COMMISSIONER

FOR PRICES AND LIvING CONDITIONS; AND PHIL RONES, ASSISTANT

COMMISSIONER OF CURRENT EMPLOYMENT ANALYSIS

Ms. Abraham. Thank you, Mr. Chairman, Mr. Stark, Mr. Hinchey.

I, as always, appreciate the opportunity to be here to comment on the

labor market data we have to release.

Nonfarm payroll employment, as you noted, rose in May and the

unemployment rate was about unchanged following a drop in April. At
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4.8 percent, the jobless rate is half a percentage point lower than at the
end of 1996. Payroll employment increased by 138,000 in May and has
averaged 229,000 per month gains thus far this year.

Employment in the services industry rose by 125,000. Amusement
and recreation services added 32,000 jobs after showing little change in
the prior two months. Hotel employment increased by 13,000 following
a gain of similar magnitude in April. Job growth also continued in health
services, computer and data processing services, and engineering and
management services. Help supply services, the largest component of
which is temporary help agencies, lost jobs for a second month, with a
combined loss over two months of 55,000.

In construction, employment rose by 23,000 in May following a
decline in April. The uneven month-to-month construction movements
this winter and spring have reflected the unusual weather conditions over
the period. Taking a slightly longer term perspective, the number of
construction jobs increased by 101,000 during the first five months of
1997, somewhat less than the gain for the same period in 1996.

In May, employment growth continued in trucking, air
transportation, finance, real estate, and the durable goods component of
wholesale trade. In retail trade, employment held steady following a
substantial increase in April. The number of factory jobs was about
unchanged for the second month in a row. Employment continued to
increase in electronic components, industrial machinery, and aircraft
manufacturing. These gains were offset by a continued decline in apparel
and an over-the-month drop in food products manufacturing. Auto
employment was down in May due to a strike. Manufacturing hours and
overtime edged down in May, but at 42 and 4.8 hours, respectively, both
measures remain near historically high levels.

Average hourly earnings increased four cents in May following a
gain of one cent in April. Over the year, hourly earnings rose 3.8 percent.
The over-the-year gains during the first five months of this year have
been running higher than during the same period in 1996.

In accordance with standard practice, I might note, these payroll
survey figures reflect the incorporation of our regularly scheduled annual
benchmark adjustments. Each year we adjust our sample survey
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estimates to the full universe counts of employment derived principally

from State unemployment insurance tax records. The impact of the

revisions on employment in the March 1996 reference month is a very

small upward adjustment of 57,000.
Estimates of payroll employment for the post-benchmark period,

April 1996 forward, also have been revised to incorporate the new

benchmark levels as well as revised seasonal adjustment and bias factors.

The net effects of these post-benchmark revisions also were small.

Turning to the data from our survey of households, the

unemployment rate was 4.8 percent in April, a level last reached in 1973.

Over the month, the jobless rate decreased for adult men. The rates for

adults of both sexes have edged down in recent months. The number of

those unemployed for 27 weeks or more also has trended downward since

the beginning of the year. Since the end of 1995, employment, as

measured by our household survey, has increased by 4.3 million.
Some analysts have wondered how such a substantial increase in

employment could have occurred during a period when unemployment
already was low. Even with the current high level of labor force

participation, however, there are still more than 66 million people age 16

and older who are not working or actively seeking work. Although our

household survey tries to measure whether these people want a job,

changes in labor market conditions may cause people who previously had

expressed no desire to work to seek employment or to take a job.
For example, a retired person might have no interest in finding ajob

until he or she notices a "help wanted" sign in a local store and realizes

that conveniently located employment can be obtained. In other words,

the size of the available labor force is not fixed but, rather, depends upon

individual decisions based on personal and economic conditions that are

constantly evolving.
To summarize, unemployment remained below 5 percent in May and

payroll employment growth continued, although the increase for the

month was smaller than the average thus far in 1997.
My colleagues and I, of course, will be happy to address any

questions you might wish to raise.
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[The prepared statement of Commissioner Abraham and accompanying
press release appear in the Submissions for the Record.]

Representative Saxton. Thank you, Commissioner.
Mr. Stark, would you like to be the lead-off questioner, this

morning?

Representative Stark. Mr. Chairman, I will be happy to.
Based on the data of this morning, Commissioner, can you provide

some further background concerning the low unemployment rate and
what might be the principal factors leading to it? Is it demographic
factors? Cyclical? Long-term structural changes? Let me just start with
a little more expansion, if you can, on the underlying causes for this.

Ms. Abraham. Well, it is hard for me, I guess, to speak to what the
underlying causes of this low rate might be.

Representative Stark. You can tell me it is just a kind of a
continuation of a trend.

Ms. Abraham. Okay. If you were making a comparison between
the situation today and the situation in the late seventies, there are fewer
young people in the labor force than there were as of the mid- 1970s, and
that might have contributed somewhat to unemployment generally today
being lower than it would have been at that period. But as for the 4.8
percent this month, I don't have a good explanation to offer in terms of
structural changes.

Do you have anything that you would add to that, Phil?
Mr. Rones. No.
Representative Stark. With the Chairman's indulgence, I want to

touch on something that is not completely as relevant to the hearing, but
I was going to ask you about some trends in part-time and temporary
work and ask what has happened in that area, and I was going to ask you
about firms having trouble getting new workers.

The Stark measure of that is, walking through the New Park Mall in
Hayward, California, and Annapolis Mall and Pentagon City Mall and
seeing how many "workers wanted" signs end up in The Gap or how
many banners are in front of McDonald's is how I measure that, but I
think you might have a more accurate measure, and the question of
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whether you calculate unemployment rates according to occupations and

skills.
I think what is behind all this is, we have been attempting to make

changes, actually on a somewhat bipartisan basis, to a welfare-to-work

law that was passed last year. There is some discussion about how many

jobs are out there. This is where I would like to focus those other three

questions.
How many jobs, or can we tell - get an approximation - how many

jobs are available at the lowest end of the skill level or for completely

unskilled workers, and I suppose that - I don't want to defame any of my

constituents by suggesting that school crossing guards or flag people on

construction are less skilled than perhaps other jobs, but can you help us

in terms of what kind of information might be available? If we have one

million people who have to go to work or lose their welfare benefits but

we know that there is only a half a million jobs out there, we can identify

the size of a problem we might be shifting to the states.

On the other hand, if there are two million jobs out there, then our

efforts ought to be to train these people or find the help for the social

workers to get the one million people face to face with the two million

jobs.
But we are not sure of the size of our market, as it were, and I

wonder if the Chairman will indulge that question: What help you could

give us?
We were going to have an amendment that asked you to do that, and

I was led to believe somebody felt that wouldn't be a good amendment

because somebody felt it would be too expensive to get the details.

Maybe you could enlighten me this morning.

Ms. Abraham. Maybe I could sort of try to address this in two

ways. What we have information on is what has happened to

employment in the past up to the present point in time. So we have

information on the distribution of net additions to the stock of jobs by

industry, net additions by occupation, and we have added jobs along the

industry dimension, principally in service-producing industries rather

than in manufacturing or construction, and I can provide you with
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additional details on where that has occurred. I don't know that you
really want me to go through and read this table to you.

Representative Stark. I just want to know what we can do in kind
of a generic sense.

Ms. Abraham. All right. That is information we can provide. We
have tables on where employment has been added, and although it is true
that increasingly net additions to employment are in occupations that
require relatively high levels of education, it also is true that the largest
additions continue to be in occupations that don't require a lot of
education. So we are shifting towards a more educated occupational
distribution, if you will, but it remains true that we are adding more jobs
that don't require a lot of education.

We have information on what is happened to part-time employment,
information on what has happened to employment in help supply
services, so we can give you that sort of thing. But that is all what the
economy has been doing. I think that that would be illuminating.

What we don't have is information on the kinds of jobs that
employers are trying to fill and on the success that they have been
experiencing in doing that.

At several points of time in the past, the Bureau of Labor Statistics
has been funded to collect information on job vacancies on a pilot basis.
There was interest in this in the sixties, there was a pilot that was done in
the seventies, there was a pilot that was done in the late 1980s, and the
conclusion in each case is yes, it would be possible to collect information
on job vacancies, but it is not something we have done on an ongoing
basis, so we don't have that information to give you. Developing it would
require starting a whole new data collection program.

I would add to that that I think the question that you are asking really
gets beyond data and into a whole set of behavioral questions. Even if we
had information on job vacancies, which I personally think would be
useful and valuable, those data are not going to tell you how employers'
hiring behavior is likely to change when the labor market conditions they
face change. So it will tell you what positions they are recruiting to fill
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now, not necessarily what positions they might be willing to try to fill if

people to put in them were available.

Representative Stark. How about to this level? And I was just

thinking, if we had broad categories of vacancies, service, part-time

service jobs, which one might suspect are retail, warehouse, fast food,

whatever, and one might suspect it is in that arena, and/or government,

if you keep that as a statistic, because it may be that various government

entities are going to have to provide these jobs as a work fare, sort of job

of last resort. That is anticipated in the Act.

And it also might be that certain states are going to have more

problems than others. We don't know that yet. In other words, it could

be that New Jersey just doesn't have any job openings and Texas has a lot

of them, or vice versa. That would be useful as we design how we are

going to assist in implementing this new bill.

The governors are very interested in it, because they are flocking

around us with more attention than I ever remember getting from

governors in a long time, because they are going to be responsible for

more of this, either our failure or indeed the solution.

We tried to quantify it, and perhaps even think about putting some

money at your disposal to do this, but I would just ask, at a later date - I

think you understand our interest in data - if you could anticipate for us

- and I assure you that we would not ask you to do this without the

necessary funding - an area that might be useful.

Now, I can remember President Reagan used to have the want ads

in there when we would go to the White House, and he would say, look,

I just read - I didn't have the temerity to suggest to the President that that

wasn't a statistically very solid way for us to base legislation.

I would be much happier if you could tell us where, to the most

limiting, whether you could tell us by state, MSAs would be even better,

maybe it is just the broadest categories, and that would at least give us a

sense of how we might proceed, or whether we have to make any

changes. I will end at that. But it would be useful, I think, to all of us

who have to wrestle with this. Everyone wants to resolve that. My

Republican colleagues are as anxious to see, not only are the jobs
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available, can we get people into them, but then we aren't sure about how
many are out there, and debating about things we don't know is far less
helpful.

So I will end there and ask you to submit to the Chairman a copy of
areas where this might be helpful, and I appreciate the Chair's indulgence.

Ms. Abraham. Perhaps what I could do is have a paper prepared
that summarizes what we know about the kinds ofjobs that we have been
adding, both looking across occupation and industry and, to the extent we
have information, information by state, though that will be more limited,
and then some comments about the sorts of things we don't know and
what we would need to do to collect the data.

Representative Stark. That would be wonderful.
Thank you, Mr. Chairman.

Representative Saxton. Mr. Hinchey.
Representative Hinchey. Commissioner, I was struck by the figure

of 66 million Americans above the age of 16 - more than 66 million who
are not working or actively seeking work. I would assume that some
portion of that would include full-time students and, of course, people
who are retired.

Ms. Abraham. Right. Correct.
Representative Hinchey. Could we have a breakdown of that,

please, as to what percentage or what number of that 66 million are
full-time students and what percentage are retired people?

Ms. Abraham. That is something that we can easily provide you
but not something I have with me.

Representative Hinchey. Yes, I didn't anticipate that you would,
but I would appreciate just seeing that breakdown.

There was a story recently about employers paying bonuses,
substantial bonuses, 30 percent or more, for new employees. And that
indicates some shortages of particular areas of the work force, particular
skills perhaps. Do you have any indication as to shortages in particular
skills or difficulty that employers are having in hiring people in particular
areas with particular expertise or particular education backgrounds?
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Ms. Abraham. That, unfortunately, is not something we ask

employers about directly. Again, if we were on an ongoing basis

collecting information from them about job vacancies, we would, along

with that, be getting information about kinds of jobs they were having

trouble filling. But that is not something that we collect. I don't know if

there is anything showing up in the geographic information on wage

increases that would be illuminating. There is nothing that I recall having

seen on that.

Mr. Rones. I think on this particular question, we are all doing

analysis by anecdote. I think we see reports in the paper about particular

firms. I have read where some temporary help firms have had a hard time

at tracking people in this very tight job market. We see those "help

wanted" signs out that say "help wanted," $7 for a job you know might

have paid $5 or $6 in recent years.

So we have a feeling for these isolated shortages. It was very

similar in the late eighties when the signs of that were obvious. But I

agree with the Commissioner, we don't have a systematic way of

measuring that.

Representative Hinchey. Do you have any information that would

relate to unemployment levels in particular skilled areas, anything that

discrete?

Ms. Abraham. We do have information on unemployment rates by

occupation.

Do you have the current month's data?

Representative Hinchey. Not that you might give that to us now,

but I think it would be interesting to see that, if you would kindly forward

that information to us. To the extent that you have it, unemployment

levels by occupation or skills would be interesting.

Ms. Abraham. Certainly. In broad terms, unemployment rates for

managers and professionals, technical people, continue, as they always

have been, to be lower than unemployment rates for production workers.

But it would perhaps be useful to look at how that has been changing, and

we will take a look at that and forward that information to you.

Representative Hinchey. Thank you very much.



13

I note also that the value of U.S. imports has almost doubled in the
last decade. We are importing, by value, almost twice as much as we did
just 10 years ago. This, of course, relates to the increased globalization
of the economy and the fact that our economy has to be considered
increasingly in the context of the overall world economy.

I am wondering if you have any information that would relate to the
Consumer Price Index and how the CPI might be affected by this very
substantial increase in the value of United States imports in recent years
especially.

Ms. Abraham. It certainly seems reasonable to think that that
might have had an effect. There was, I understand, at one point an effort
made to trap in the CPI whether the particular items that we were pricing
were imported or not, but that is difficult to do and I don't think we felt
that we were doing that successfully. But that is not necessarily going to
get at what you are interested in, since the prices of domestically
produced products may be effected by importation as well.

So that is a long way of saying I don't think I have got good
information on this. I would note that there was an article in yesterday's
paper that addressed this issue. It cited some research by Joel Popkin,
who is a well-regarded price researcher. I would be happy to obtain a
copy of that, his study, and get that sent to you.

Representative Hinchey. Okay. Well, I think that this is
something that we have to be increasingly aware of, because obviously
this is having a major impact on our economy. I believe it is probably
affecting the cost of things. The Consumer Price Index is probably
affected, and therefore important decisions made by the Federal Reserve
will also be affected by this, and it seems to me that this is a body of
information that would be helpful to have in the compilation of important
public policy decisions which will be made in the future.

Finally, Mr. Chairman, if I may, I note not in your testimony but
elsewhere in the information that you provided us, Commissioner, that
the unemployment rate in New York City is almost double the national
average, and I am curious as to why that is occurring. I am wondering if
you have any more discrete information on that, a breakdown perhaps by
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occupation or by sex or by race or some.other indications that may help

to explain why New York City is experiencing an unemployment rate that

is almost double the national average.

Ms. Abraham. We would have some of that information at least

through calendar year 1996. I will get that for you as well. We used to

produce estimates of unemployment and unemployment for New York

City directly from our monthly household survey, and when we did that,

we had more information on a current basis from the survey about what

was going on in New York, but because of budget reductions and

resulting cuts in sample size, we don't do that any longer. So I am afraid

our information in that regard is somewhat less useful than it used to be.

Representative Hinchey. Well, maybe we would have to address

that because it seems to me this is information that is important and

would be helpful to have. In any case, thank you, Mr. Chairman.

Representative Saxton. Thank you.

Mr. Ewing.

OPENING STATEMENT OF

REPRESENTATIVE THOMAS W. EWING

Representative Ewing. Thank you, Mr. Chairman and

Commissioner.
When was the last time our unemployment rate was this low?

Ms. Abraham. Last time it was this low was in November of 1973.

Representative Ewing. So almost 25 years ago. Is the change in

the unemployment rate between April and May statistically meaningful?

Ms. Abraham. No, it is not. Which is the reason for our very

carefully chosen words in describing it. The change of one-tenth of a

percentage point was not big enough to be statistically significant. The

change between March and April was significant.

Representative Ewing. That would lead us to the conclusion that

the unemployment is kind of flat.
Ms. Abraham. Well, with these data, because they do vary month

to month, I think you have to take a little bit longer perspective. What is

clear is if you look at what has happened since the end of last year, the
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unemployment rate has fallen, and I think looking at it over a little longer
time frame gives you more meaningful numbers.

Representative Ewing. Over the last 12 months, has the level of
manufacturing employment increased or decreased?

Ms. Abraham. Over the last 12 months, just doing a straight
comparison, employment in manufacturing is up a slight bit. It is up by
17,000 from where it was a year ago May.

Representative Ewing. In 1996, did we have a decline in
manufacturing jobs?

Ms. Abraham. Yes. If you compare manufacturing employment
in December of 1996 to where it was in December of 1995, it was down
a little over 50,000.

Representative Ewing. Does your report explain or give factors as
to why it might have been down in that year and now it is back up?

Ms. Abraham. The long-term trend, and when I say long-term, I am
talking very long-term trend in manufacturing employment is that manu-
facturing employment has declined. We might be able to get some clues
about what is going on by breaking it out industry-by-industry.

Representative Ewing. But you say the long-term trend is still
downward in manufacturing jobs.

Ms. Abraham. Right. I am speaking over a very long period of
time, the period over a number of years the tendency has been for
manufacturing to fall. There was a period beginning in July of 1993 up
to the spring of 1995 when we saw increases in manufacturing
employment that partially reversed the larger decline that had occurred
from 1989 through July of 1993. But then, over the course of late 1995
and early 1996, we then saw declines again.

Representative Hinchey. Your figures on unemployment are taken
from those who are seeking employment? There is no measure in there.
Is there a factor in there for those who may not be seeking employment?

Ms. Abraham. We publish a variety of measures. The official
unemployment rate, the one that everybody focuses on, is, you are
correct, calculated based on the number of people who tell us they have
done something concrete to look for work within the last four weeks. But
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we also collect other data on the number of people who say they would

be interested in working, have actually done something to look for work

within the last year, but for a variety of reasons didn't do any active

searching during the last four weeks. And we publish alternative

unemployment measures that factor those people in, and not surprisingly,

if you add in those people and then you add in people who tell you that
they are working part-time even though they would have preferred a

full-time job, you get a larger fraction.
The alternative unemployment rate calculated including all of those

folks is 8.5 percent on a not seasonally adjusted basis versus 4.7 percent

on a not seasonally adjusted basis, calculated the way we ordinarily do.

The thing about these unemployment rates, they are higher, including

more people, they tend to move in tandem with the official rate. When

the official rate goes down, they go down as well.

Representative Ewing. That was going to be my next question. So

that rate would be at a fairly low level also because it moves in tandem

with it.

Ms. Abraham. Yes. Because of some changes we made back in

1994 to the survey, we can't construct it on an exactly comparable basis,

but it has come down over the last year as well.

Representative Ewing. Thank you, Mr. Chairman.

Representative Saxton. Thank you. I just have one question as a

follow-up to Mr. Ewing. When Mr. Ewing asked if this month's change

in the unemployment percentage rate was statistically significant you

answered, no.

Ms. Abraham. Right.

Representative Saxton. I understand that. But it is significant in

that it does verify, to some extent, the accuracy of the May figures; is that

correct?

Ms. Abraham. The April figures, right. The fact that the rate didn't

jump back up is telling you something.

Representative Saxton. In other words, this month's percentage of

unemployment would tend to verify the accuracy, to some degree, of the

April numbers.
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Ms. Abraham. It is offering some confirmation that we really are
seeing unemployment at a lower level than it had been.

Representative Saxton. Good. Let me turn to your report on the
CPI, if I may. Near the end of your report there is a statement which I
think moves to a kind of summary of all of the very interesting data that
you have provided us, and your sentence says, "Unfortunately, the
ongoing controversies surrounding cost of living measurement and more
generally appropriate Federal indexation policy have led much of the
public to conclude that the CPI is somehow broken."

Would you -

Ms. Abraham. May I ask what page you are on?

Representative Saxton. Twenty-eight. "Unfortunately, the on-
going controversies surrounding cost of living measurement and more
generally appropriate Federal indexation policy have led much of the
public to conclude that the CPI is somehow broken." Would you respond
to that thought and tell us what it is that you think is broken, if there is
anything broken?

- Ms. Abraham. I guess we had at least a couple of things in mind
in writing this. One thing has to do with the distinction between the
Consumer Price Index and a cost of living measure. The Consumer Price
Index, because it tracks a fixed basket of market goods and services,
doesn't take account of substitutions that consumers may make when
relative prices change. We have talked about this before. Suggesting that
the CPI is broken because it doesn't do that when it has never been
suggested that it did, I think it unfortunate in that it casts what I would
consider to be unwarranted criticism of the BLS for not doing something
that we had never said we were doing.

I think the other thought that I at least had in mind in saying this is
that saying that the CPI is broken with respect to the treatment of quality
change, new goods, and so on, sort of suggests that there is some way to
fix it; that we might lead some people to think that it must be clear what
we ought to do and we are just not doing it, and that, as we have
discussed as well, is just not accurate. The economics profession doesn't
have solutions to offer for addressing the very difficult measurement
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issues that remain to be addressed, although we have, I think, made great

progress.

Representative Saxton. Let me try to oversimplify this, if I may,

and perhaps this is a way for the general public to look at it. If you and

I decided we wanted to know what the temperature outside of this room

was, it would be fairly simple for us to have a measure of temperature.

We could walk over to the window together and we could see that the

temperature is 79.3 degrees. If we had a thermometer that was broken

down into tenths, we could both look at it and agree that the accurate

temperature taken outside would be 79.3 degrees, if that is what it was,
right?

Ms. Abraham. Right.

Representative Saxton. Consumer Price Index is not that simple,

is it?

Ms. Abraham. It is much more complicated.

Representative Saxton. It is more complicated, taking into account

different services, different products and different quality of service that

is measured from time to time. All of those issues create difficulties in

getting what the public would consider an accurate measurement; is that

correct?

Ms. Abraham. Correct. And we can have procedures that are very

well-designed that are state of the art in terms of measuring what we

know how to measure, and there still can be questions that are raised.

Can be and will be questions that are raised.

Representative Saxton. According to your report, when you talk

about these difficulties, it is not the first time in the course of modem

economics that people have talked about this different situation, in terms

of measuring percentages of inflation or price stability. This is not the

first time that we have seen intellectual people conclude that this is a

difficult task which - and as you just suggested, perhaps we will never

get to an accurate number. Is that correct? This is not the first time we

have reached this conclusion.

Ms. Abraham. No. There have been various reports over the years

that have examined, discussed the difficulties in addressing some of these
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issues, particularly the issues related to quality change and the
introduction of new products into the marketplace.

Representative Saxton. As a matter of fact, over half a century
they had a discussion quite similar to this. As a matter of fact -

Mr. Stark. I was there.

Representative Saxton. Mr. Stark was there.
Ms. Abraham. We can go back even further. These issues came

up in the context of a controversy that emerged during World War II.
Representative Saxton. And even in 1928 there was an intellectual

by the name of Von Mises who concluded, that even the problem of
weighting is, quote, "not capable of solution, and certainty in such a way
as to be recognized by everyone as right."

Ms. Abraham. I think we might have resolved that particular issue
subsequently. But, yes, I think that there is, at least among economists
at this point agreement on the sort of measure that you would want to
produce in terms of the weighting of the measure, if your objective is to
produce a cost-of-living index. There are operational reasons that make
it not possible for us to produce that at this time, but we have at least in
principle resolved the weighting issue to the satisfaction of at least the
economics profession though not perhaps to the satisfaction of everyone
else.

Representative Saxton. Dr. Abraham, could you just take a minute
to itemize several factors in the CPI that create this difficulty?

Ms. Abraham. Things that are particularly difficult for us to
measure? Let me just give a couple of examples. One thing that ideally
I think we want to measure would be the quality of the service associated
with retail transactions. When you go into a store and buy something, you
probably care not just about the item that you purchase and the price you
pay, but also about other things such as the selection that was on the shelf
when you went in, whether the item that you wanted was available,
whether there were sales staff in the store who could give you
information about the various products from which you were choosing.

We don't at this point attempt to measure those things and I think
that doing so would be very difficult, though I think it would be important
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to try to do that. So that is something we have begun doing research on,

but I think is going to be very difficult for us.

A big area where we face enormous difficulties is in the medical

care area. There have been important improvements in the quality of

medical care over time along a variety of dimensions. Some of those I

think we can hope to capture in our measurement processes. If there are

procedures introduced that mean people have to spend less time in the

hospital than they would previously, that is something we can measure

and we have taken steps in that direction. But improvements in

procedures that mean that people have a higher quality of life following

the procedure would be very difficult for us to measure. So those are the

kinds of things that I view as really most difficult.

Representative Saxton. In measuring the market basket, do you.

also take locality into consideration?

Ms. Abraham. Yes, in the sense that we do surveys in, each of a

whole set of geographic areas to find out what people are purchasing and

our selection of specific items to price, is also done geographically, so

what we end up with is an index giving us a weighted average of the

change of prices across this set of 80-plus geographic areas. I am not

sure if that was the sense of your question.

Representative Ewing. Mr. Chairman, could I interrupt? How do

you take into account the difference in rural areas over urban areas.

Ms. Abraham. Oh, that is a good question. We don't cover rural

areas. The CPI is the CPI for all urban areas. Residents of urban areas

are about 80 percent of the population, but we don't cover the remaining

20 percent.

Representative Ewing. Well, if you apply the urban CPI to the

rural then, it could be a larger increase than would maybe be ordinary or

necessary.
Ms. Abraham. It could be larger or smaller, and we don't know.

Representative Saxton. And likewise, Dr. Abraham, could the real

CPI, if there is such a thing, for age groups differ? Could the cost-of-

living for young people be at one level and the cost-of-living for older

people be different?
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Ms. Abraham. The change in the cost of living could be different
for younger people than older people, and we don't have good
information on that, or at this point I would say a good approach to
developing information on that.

Representative Saxton. Now, Doctor, let me just conclude and
then perhaps, Mr. Stark has some other questions. In your summary, in
the report, you note that the BLS is intensely aware of the sensitive
nature of the data it produces and of the critical need for this data to be
as accurate as possible. It will continue to investigate the measurement

issues that it, and others, have identified and will introduce corresponding
improvements to the index as quickly as possible.

Now, over the last half a year or so, there have been suggestions by
some, and considerations by some, that there ought to be a fix to this.
One of the suggestions was that, I guess, we might legislate a fix. The
Boskin Commission suggested that we ought to reduce the CPI by I
percent. There was consideration given in this Institution to doing that
legislatively, but we seem to have gotten past that.

At least we got through the adoption of a budget without the
necessity of addressing that legislatively. The other suggestion that you
make here in this statement that I just read, was that you think it is likely
that improvements can be made from time to time to move forward that
accuracy that we would like to see. At the same time, you also conclude,
in other parts of the report, that we will likely never get to where we all
can walk over to the window and say it is 79.3 degrees outside. Would
you just comment on what you see, what kind of changes you will be
making and how and where you think that might take us with regard to
this issue of accuracy in measuring price stability?

Ms. Abraham. We have some things in the works and some other
things that we will do if the budget proposal that we currently have
pending before the Congress is funded this year and in future years.
Those include efforts to do more in the way of making explicit
adjustments for changes in the characteristics of items that might affect
their value to consumers, making sure that new goods are brought into the
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Index more promptly, updating our samples in rapidly changing market

segments more frequently.

We have recently made some changes in the way we construct the

medical care components of the Index which over time I believe will

enable us to produce a better measure. So we are doing a variety of

things. We have also taken steps to produce to a higher standard of

reliability an alternative to the Consumer Price Index that would come

out annually that does a better job of taking into account the substitution

behavior we have talked about, though that could be produced only with

a lag and would be a supplement to the CPI, rather than a replacement for

it. So we are sort of adding to the stock of measures we produce that we

hope will provide useful information to the Congress and others. So

those are the sorts of thing we have in the works.

Representative Saxton. Well, Doctor, thank you very much. We

appreciate your response in the form of this very thorough report. We

appreciate it very much, and we equally appreciate the fact that you are

pursuing an ongoing effort or efforts to make changes in the way we

measure inflation. We appreciate your efforts along this line very much.

Mr. Stark, I believe, has indicated he would like to ask another

question.

Representative Stark. I just wanted to follow up on the Chair's CPI

issue. It has become a great political interest. And my guess is that as

the CPI increases, which is what it has done pretty regularly, I don't know

since when, I don't know that it has ever gone down. I don't think it

could, but I don't know that. I am not even sure whether entropy can go
down. But the IRS is the biggest loser because of the indexing of the Tax

Code, I believe, and social security beneficiaries are probably the largest

gainers.
Now, I guess in the aggregate, those are probably our biggest

chunks. And without regard to where the partisan issues may fall on this,

if the Chairman will indulge me as the chronologically senior member of

this committee, but prior to 1970, we all used to vote on the COLA for

social security beneficiaries, and I know that there is nobody at this table

who back in the old days would want to vote against it.
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Politically, we would not want to vote to not give the seniors an
increase in their check. As a matter of fact, many of us liberals, we loved
to write a letter to seniors and say we gave you this; they don't know who
COLA is in my District. They may think he is a Republican. But I loved
to go back and write a letter to my mother and whoever and say, look, I
gave you this extra $10 a month. We finally took this animal called a CPI
and I think all of us got something off our shoulders.

I am not sure if we won or lost politically, but I do know we have
looked occasionally at getting rid of the indexing of brackets, because I
don't think anybody in this room, even the brilliant economists at the
table, could tell me the change in the brackets last year for their particular
income bracket. We look at the table in the back and I will bet you, 90
percent of our taxpayers don't even know that those things change every
year. But if we didn't give that bracket change every year, I think we are
talking about a 30 billion over five years budget savings.

Now you get into all this, and I guess what I am suggesting is
whether the Commission would say, the technical part of what I am
saying or the political part of what I am saying is we don't ever want to
get to the place where we are making that decision, because I think we
would have more trouble than we do now. I think the Chair may be
sympathetic to that, for which I applaud him.

I am perfectly willing to have the discussion and assist the
Commissioner in getting the more accurate, none of us want to waste the
taxpayer's money, but I hope we don't come back to having to make
political decisions. It may be in some danger of being on automatic pilot
and I look at our automatic pilots out there and say, thanks, you have
taken some of the politics out of it for us and probably does a better job.
And I thank the Chair for his encouraging the Commissioner to get our
help however we can to make their job more accurate, but I leave it in
their hands. I applaud the Chair for that.

Representative Saxton. I thank the gentleman for that. Mr.
Hinchey.

Representative Hinchey. Just further on the subject, the CPI seems
to be kind of organic in that the items it is measuring are always changing
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and therefore is has to change. But I notice in your testimony you feel
that it is not broken, and I think we tend to agree with you.

The changes that you are trying to make, and if I interpret your
testimony correctly, you are attempting to refine your approach to the CPI
to make it, in fact, more accurate than it presently is and to examine more
aspects of the economy to reach that greater accuracy; is that correct?

Ms. Abraham. I think it is a very good measure now. We can
always work on - I like your word, "refining" it.

Representative Hinchey. Let me just ask you one final question,
if I may. You observe in your testimony that hourly wages in May went
up four cents. That figure, of course, is presented in nominal terms, and
I am curious, if you look at that in terms of inflation-adjusted numbers
and what the increase in wages would be in the context of the present,
albeit very low, rate of inflation.

Ms. Abraham. We don't yet have the inflation figure for May, but
just looking year over year, the year-over-year nominal increase in
average hourly earnings was 3.8 percent. The increase year over year in
the CPI through April was 2.5 percent. So that would be using the CPI
as the deflator, about a 1.3 percent increase in wages.

Representative Hinchey. So, in fact, the increase, if you took
inflation into consideration, that four cent an hour increase would be
considerably less.

Ms. Abraham. That is true.

Representative Hinchey. About half of that.

Ms. Abraham. Yes. Month to month, those numbers jump around,
but the same point would hold if you look at year over year.

Representative Hinchey. Thank you very much, Commissioner.

Thank you, Mr. Chairman.

Representative Saxton. Thank you, Mr. Hinchey. Commissioner,
I have no further questions at this point. I would just like to emphasize
how much I know Mr. Stark, Mr. Hinchey, Mr. Ewing and I appreciate
the fact that BLS has come forth in a timely fashion with this study, and
it will be extremely helpful in helping other Members of Congress who
perhaps haven't identified the CPI problem as important as you and I
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believe it is. Obviously, as we move forward with our policy decisions,
the information that you provide will be extremely useful.

Thank you very much for being here today and we will look
forward to seeing you. I believe the first Friday of July is over our fourth
of July break, and so we will look forward to seeing you probably in
August.

Ms. Abraham. Thank you, Mr. Chairman.
Representative Saxton. Thank you.

[Whereupon, at 10:35 a.m., the Committee was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN

Once again, it is a pleasure to welcome Commissioner Abraham

before the Joint Economic Committee. I would also like to thank the

Bureau of Labor Statistics (BLS) for the study of the issues raised by the

Boskin Commission Report that is being released today. As I have said

before, the BLS is one of the finest statistical agencies in the world, and

this BLS study makes an important contribution to our understanding of

the measurement issues related to the Consumer Price Index (CPI). In

exploring these difficult issues, the BLS study confirms the central role

of quality change in the whole controversy.

The employment data released today shows that the current business

cycle upturn continues to generate job gains. According to the payroll

survey, 13 8,000 jobs were created in May, and the April gain was revised

upward to 323,000. Manufacturing employment declined. The house-

hold survey indicates that employment rose by 255,000 last month.

The civilian unemployment rate, which had fallen to 4.9 percent in

the previous month, stood at 4.8 percent in May. The employment-

population ratio, an important measure of the economy's ability to create

enough jobs, climbed to 63.9 percent, a record high. The main soft spot

is that other BLS data indicate that the earnings of middle income

Americans continue to stagnate.

The bottom line is that the sustained cyclical expansion continues

to generate economic and employment growth. Let's give credit where

credit is due: to the workers, entrepreneurs and farmers across this

country whose efforts have expanded the economy. To the extent Federal

policy has played a role, the anti-inflationary policies of the Federal

Reserve have sustained this expansion by keeping inflation and interest

rates low, laying a solid foundation for continued economic growth and
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lower unemployment rates. The notion that low inflation leads to high

unemployment is contradicted by the experience of the last three decades.

In recent months there has been much scrutiny of labor market data

for clues about the implications for future Federal Reserve policy. Our

research here at the Joint Economic Committee (JEC) indicates that while

labor market data have important uses, they are not reliable guides of

current or future inflation. This JEC research finds that price measures

such as the CPI and forward-looking indicators such as commodity

prices, the value of the dollar, and bond yields are more reliable
indicators of inflation. According to these price measures, there is no

real evidence that current or future inflation is a danger. The good news

is that the economy is growing at a healthy pace, unemployment remains

low, and inflation is flagging.
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COMMISSIONER KATHARINE G. ABRAHAM

Mr. Chairman and Members of the Committee:

I appreciate this opportunity to comment on the labor market data
released this morning.

Nonfarm payroll employment rose in May, and the unemployment
rate was about unchanged following a drop in April. At 4.8 percent, the
jobless rate is half a percentage point lower than at the end of 1996.
Payroll employment increased by 138,000 in May and has averaged
229,000 per month thus far this year.

Employment in the services industry rose by 125,000. Amusement
and recreation services added 32,000 jobs, after showing little change in
the prior two months. Hotel employment increased by 13,000 following
a gain of similar magnitude in April. Job growth also continued in health
services, computer and data processing services, and engineering and
management services. Help supply services lost jobs for the second
straight month, with a combined loss of over the two months of 55,000.

In construction, employment rose by 23,000 in May, following a
decline in April. The uneven month-to-month movements in construction
employment this winter and spring have reflected the unusual weather
conditions overthe period. Taking a slightly longer-term perspective, the
number of construction jobs increased by 101,000 during the first five
months of 1997, somewhat less than the gain for the same period in 1996.

In May, employment growth continued in trucking, air transpor-
tation, finance, real estate, and the durable goods component of wholesale
trade. In retail trade, employment held steady following a substantial
increase in April.

The number of factory jobs was about unchanged for the second
month in a row. Employment continued to increase in electronic
components, industrial machinery, and aircraft manufacturing; these
gains, however, were offset by continued declines in apparel and an over-
the-month drop in food products manufacturing. Auto manufacturing
employment was down in May due to a strike. Manufacturing hours and



29

overtime edged down in May, but at 42.0 and 4.8 hours, respectively,
both measures remain near historically high levels.

Average hourly earnings increased four cents in May following a
gain of one cent in April. Over the year, hourly earnings rose 3.8 percent.
The over-the-year gains during the first five months of this year have
been running higher than during the same period in 1996.

In accordance with standard practice, these payroll survey figures
reflect the incorporation of our regularly scheduled annual benchmark
adjustments. Each year, we adjust our sample-based survey estimates to
full universe counts of employment, derived principally from the
administrative records of the state unemployment insurance tax system.
There is no benchmark source for the hours and earnings data, but these
series may be affected by the benchmark process because of changes in
the industry employment weights and the introduction of new seasonal
factors.

The impact of the revisions on employment in the March 1996
reference month is a very small upward adjustment of 57,000, or less than
one-tenth of one percent of the total nonfarm employment level.
Estimates of payroll employment for the post-benchmark period, April
1996 forward, also have been revised to incorporate the new benchmark
levels as well as revised seasonal adjustment and bias factors; the net
effects of these post-benchmark revisions also were small.

Turning to the data from our survey of households, the unemploy-
ment rate was 4.8 percent in May, a level last reached in 1973. Over the
month, the jobless rate decreased for adult men; the rates for adults of
both sexes have edged down in recent months. The number of long-term
unemployed-those unemployed for 27 weeks or more-also has trended
downward since the beginning of the year.

Since the end of 1995, employment as measured by our household
survey has increased by 4.3 million (after adjusting for the change in
population controls made in January of this year). Some analysts have
wondered how such a substantial increase in employment could have
occurred during a period when unemployment already was low. Even
with the current high level of labor force participation, however, there are
more than 66 million people aged 16 or older who are not working or

42-495 - 97 - 2
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actively seeking work. Although our household survey tries to measure

whether these persons not in the labor force want a job, changes in labor

market conditions may cause people who previously had expressed no

desire to work to seek employment or to take a job. For example, a

retired person may have no interest in finding a job until he or she sees

a help wanted sign in a local store and realizes that conveniently located

employment can be readily obtained. In other words, the size of the

available labor force is not fixed, but rather depends upon individual

decisions based on personal and economic conditions that are constantly

changing.
To summarize, unemployment remained below five percent in May,

and payroll employment growth continued, although the increase for the

month was smaller than the average thus far in 1997.

My colleagues and I now would be glad to respond to your

questions.
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THE EMPLOYMENT SITUATION: MAY 1997

Nonfarm payroll employment rose in May, and unemployment was about unchanged after falling in
April, the Bureau of Labor Statistics of the U.S. Department of Labor reported today. The number of
payroll jobs rose by 138,000 in May, following an increase of 323,000 in April (as revised). The May
gain was below the average monthly increase so far this year. The nation's jobless rate, 4.8 percent in
May, has fallen by half a percentage point since the end of last year.
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Both the number of unemployed persons, 6.5 million, and the unemployment rate. 4.8 percent, were
little changed in May. The jobless rate had declined by 0.3 percentage point in April. Among the major
demographic groups, the rate for adult men dropped by 0.4 percentage point in May to 3.8 percent, while
the rates for adult women (4.5 percent), teenagers (15.6 percent), whites (4.0 percent), blacks (10.3
percent), and Hispanics (7.4 percent) were essentially unchanged. (See tables A- I and A-2.)

The establishment data in this release have been revised as a result of the annual
benchmarking process and the updating of seasonal adjustment factors. More
information on the revisions is contained in the note beginning on page 5.

Beginning this month, a convenient method of obtaining historical data for both the
household and establishment series contained in this release are available through the BLS
Internet site. This feature can be accessed at the end of the Employment Situation news
release.
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' Beginning in Januaty 1997, household data reflees reviaed population controls used in the aurvey.

2 Establishment data have been revised to relecst March 1996 benchmur4S, updated seasonal

adjustuient procedures, and recomputed sesonal adjustment factors.
' Includes other industries, not shown separately.
'Data relate to private production or nonsupervisory workers.
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Total Emrlovment and the Labor Force (Household Survey Data)

Total employment was little changed in May but has shown strong growth so far this year. The
proportion of the population with jobs (the employment-population ratio) was 63.9 percent, a record
high, and was up by 0.8 percentage point from a year earlier. (See table A- 1.)

Approximately 8.2 million persons (not seasonally adjusted) held more than onejob in May, 351,000
more than a year earlier. These multiple jobholders made up 6.3 percent of all employed persons. (See
table A-9.)

The civilian labor force, 136.2 million persons (seasonally adjusted), and the labor force participation
rate, 67.1 percent, were about unchanged in May. Both the level and rate of labor force participation
have risen substantially over the past year and a half. (See table A-I.)

Persons Not in the Labor Force (Household Survey Data)

About 1.4 million persons (not seasonally adjusted) were marginally attached to the labor force in
May-that is, they wanted and were available for work and had looked for jobs sometime in the prior 12
months. The number of discouraged workers-a subset of the marginally attached who were not
currently looking forjobs specifically because they believed no jobs were available for them or there were
none for which they would qualify-was 338,000 in May. (See table A-9.)

Industry Payroll Ermployment (Establishment Survey Data)

Total nonfarm payroll employment rose by 138,000 in May to 121.8 million, after seasonal
adjustment. The average monthly employment gain thus far in 1997 has been 229,000, in line with that
recorded in 1996. In May, the largest job gains were in the services and construction industries. (See
table B-1.)

The services industry added 125,000 jobs over the month. Health services and hotels and lodging
places each had a relatively large job gain-26,000 and 13,000, respectively-for the second month in a
row. Amusement and recreation services also recorded a strong job increase (32,000) in May, after
showing no change in the prior 2 months. Employment growth continued in computer and data
processing services, engineering and management services, and social services. In contrast, employment
in help supply services declined for the second straight month, with the losses totaling 55,000.

Construction employment grew by 23,000 in May, as favorable weather helped the industry to
rebound from a loss of 10,000 jobs (as revised) in April. Job gains in 1997 have totaled 101,000, with
the strongest growth in the special trade component. Employment in heavy construction grew by 8,000
over the month but has shown no clear trend over the past year.

In May, employment growth continued in finance (8,000) and real estate (3,000). Employment in
insurance showed no change, following a gain in April. Within the transportation industry, trucking and
air transportation continued their upward trends.

Retail trade employment held steady in May, following a large increase (as revised) in the prior
month. Furniture and home furnishings stores added 9,000 jobs, while employment decreased in general
merchandise stores. Employment in eating and drinking places was flat over the month, after posting a
large gain in April. Wholesale trade added 7,000 jobs in May, half its monthly average during the prior
12 months.
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Government employment was down by 28,000 in May. State governments lost 13,000 jobs, mainly in
the noneducation component Federal employment continued to decline, and has fallen by 286,000 since
its most recent peak 5 years ago.

Manufacturing employment edged down by 5,000 in May. There were losses of 6,000 jobs each in
food and kindred products and in apparel, where a long-term employment decline continued. A strike in
auto manufacturing caused employment to decrease in that industry. Over the month, employment rose
in printing and publishing and in chemicals and allied products. Growth continued in electronic
components, industrial machinery, and aircraft.

Weekly Hours (Establishment Survey Data)

The average workweek for production or nonsupervisory workers on private nonfarm payrolls was
unchanged in May at 34.5 hours, seasonally adjusted. The manufacturing workweek and factory
overtime both edged down 0.1 hour to 42.0 and 4.8 hours, respectively. (See table B-2.)

Following a decline in April, the index of aggregate weekly hours of private production or
nonsupervisory workers on nonfarm payrolls rose by 0.3 percent to 140.0 (1982=100) in May, on a
seasonally adjusted basis. The manufacturing index declined by 0.4 percent to 108.2. (See table B-5.)

Hourly and Weekly Eamings (Establishment Survey Data)

Average hourly earnings of private production or nonsupervisory workers on nonfarm payrolls were
up 4 cents in May to S 12.19, seasonally adjusted. Average weekly earnings increased by 0.3 percent to
S420.56. Over the past year, average hourly earnings have risen by 3.8 percent and average weekly
earnings by 4.4 percent. (See table B-3.)

The Employment Situation for June 1997 is scheduled to be released on Thursday, July 3, at 8:30
A.M. (EDT).
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Revisions to Establishment Survey Data

In accordance with annual practice, the establishment survey data have been revised to reflect
comprehensive universe counts of payroll jobs (benchmarks). These counts are derived principally from
unemployment insurance tax records for March 1996; the benchmarking process resulted in revisions to
all not seasonally adjusted data series from April 1995 forward, the time period since the last benchmark
was established. In addition, the unadjusted data from January 1988 forward for selected series in the
transportation and public utilities division have been revised to reflect Standard Industrial Classification
(SIC) coding changes for a group of employers within the air transportation and trucking industries.
These recomputations had a slight effect on higher level aggregate series, including total nonfarm
employment. All seasonally adjusted data beginning with January 1988 also have been revised.
Although the usual practice is to revise 5 years of seasonally adjusted data with benchmark updates,
additional years have been included to incorporate an updated version of the X- 12 ARIMA seasonal
adjustment software.

Table B presents revised total nonfarm employment data on a seasonally adjusted basis for the period
January 1996 through February 1997, the last month with final estimates under the previous benchmark.
The revised data for April 1996 forward incorporate the effect of applying the rate of change measured
by the sample to the new benchmark level and updated bias adjustments, as well as new seasonal
adjustment factors. In terms of data revisions, the not seasonally adjusted total nonfarm employment
level for March 1996 was raised by 57,000 (54,000 on a seasonally adjusted basis). By February 1997,
the previously published level was revised downward by 54,000 (134,000 on a seasonally adjusted basis).

The June 1997 issue of Employment and Earnings will contain an article that discusses the effects of
the benchmark and post-benchmark revisions. This issue also will provide revised seasonal adjustment
factors for March through October 1997 and revised estimates for all regularly published tables
containing national establishment survey data on employment, hours, and earnings.

The BLS public database on the Internet, LABSTAT, contains all historical data revised as a
result of this benchmark and updated seasonal adjustment factors. The data can be accessed from
http://stats.bls.gov/cgi-bin/dsrvee or through the Current Employment Statistics homepage at
http://stats.bis.gov/ceshome.htm. The full history of all establishment data series also is available on
magnetic tape (call 202-606-5957).

Further information on the revisions released today may be obtained by calling 202-606-6555.
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Table B. Revisions in total nonfarm employment, seasonally adjusted,
January 1996-February 1997
(In thousands)

Year and month As previously As revised Difference
published

1996:

January.............................. 118,070 118,058 -12
February ..** 118,579 118,550 -29
March ............... 118,750 118,804 54
April ............... 118,922 118,966 44
May ............... 119,332 119,263 -69
June ............... 119,537 119,516 -21
July ............... 119,772 119,691 -81
August............. .. 120,052 119,983 -69
September ............... 120,050 120,019 -31
October ............... 120,311 120,248 -63
November ............... 120,492 120,450 -42
December ............... 120,723 120,659 -64

1997:

January................................. 120,982 120,909 -73
February ............... 121,296 121,162 -134
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Explanatory Note

Ths aneswrels ag pnama tamstcs frnm two nttjor onaveCy. the
CIeet Population Survey (horebeold sauvey) and the Ctrrmu
Employment Statstics survy Wrabnsent nraty). Th. household
-rvey provides the inff on the lahor farce ermploymentand

Lnaneploynen that appears in the A tables. rmted HOUSEHOL
DATA, it is namsue rarcv nftdf a50 tlOOhouetbolds conducted
by theBnuma 'theCoann fenhlutsofLaho r Srattics (B1LS).

The establisbment survey provides, the information on Lbe
cmlnta htumrs. nd eadp nfwortkmonnofn payrrlls that
apprs t the B tables. mated ESTABLISHMENr DATA. This
ifonmInnis collected btma payroll recends by BLS in coeperaion

wath Statecgncs inJunc1997, the ample included bout 390,000
establiahments employing about48 million people.

For both sureys, the dat for a given month relate to a particolar
week oe pay peinod In the household srwey, e a efelence week is
gene2a11y the takar week that conins the 12th day ofthe manlt In
the establishexnt surnvt the refrence pettod i the pay period
including the 12th. which may or may not correspond dirnetly to the
caelodva weeL

Coverag, definitions, and differences
between surveys

Househeld sunvey. The sample is asted to reflect the enltire
csii uansoninstiueionalpapulation. Basedonr an peeseto aarcsof
questitC non wort and johbach acividex, each pcman 16 yeats and
overiuasamplhouse tdhis cld a employednnemployed. or
oam in the labor frcc

Pieplearecltasifiedasen dyedifrtheydidanyworkat all as paid
employees duaing the retferene week; worked in their own lusinesa
profesaiont or an their own farm; or Wetted without pay a least 15
born insftmilyeuaraseanfmnr, Feopleaseainkocrtdasetrployed
ifthey were tempetaity absent fthom terjobs becanse ofillness, bed
weathr. vacatoen, lab-tsgene dispates, orperasnal reasma.

Peple areelansified asnacrvtayrdlftheya meet l aofthefotowing
Critria They hatdnoemploymcmtduringstae nedkrencewak; theywer_
available for work at that dne mad they made specific efforts to find
employmen soetimc e during the 4"eek period ending with the
efereemweer. Ptaoslaidoffhfrom ajbadexpecingrecall awed

ncshelorking forwu krtoheb tmdsteunemnpliy Themaaemployaaut
dat deived brom the household snney in no way dep aupon the
eligibility for o receipt of unemploysent inbourmce benefitU.

Tb cilian 1abnorfirae ithe ranof employed and unemployed
per Torsenotclssitedum ed normemployed Ywtinabr

b-feorene. The anapaymosr nac it the numeer anemployed ass
peIeom of the labor force The tabaaojo Panraia hue i the
labor torce as a peteme of the popadie, and the asapuy-ea.
pepahtni nanno it the employed as peaI m of the population.

E-b"IaeaSnrwy. Therampleestablishnmentsedrawnfeen
pnvitte onfam businersts uchastactr lf offlomand arn s wdl
tUFederOSCALsAled1locttgovetomente-ties EsEPlIyeronmptm
payre am thnse who received pay for any paut af ate referene pay
peined. ionluding peanan on paid leave. i'nsame counted in each

jbt hcy hold. Hr andearan dma are tfwpvtnre b es mand
relte only to pction workers in the goods-ptdnroitg sneror amd
nonstarvisory workers in the seaceprodacing tecter.

Differnemas Ln employnenst esbimtes The numeams concepmtal
and methodological differences between the household and
estalishentrsuavsresaltinimp;t77mdinminstinmtheemprnoymne
emes derived fben the suvrys, Among these rae

. The household asove includes grientara weorets. the ielf.
employed. unpid fnmily wrers. and private household workers among
the employed. Thesegrnups ave eacaded bae the etabli s urvey.

. The hoe7sehed survey includes penple an unpaid teave am.ng the
employed The eatablishment arney does ne.

* Thehetbnb tdvaveyibtliututedto wanb 16yeantrftageavdoldea.
The estiblthment rwvey is nt lirnited by age.

* Tbe honsehotd srvey hu an dupticutnnn of indivatalu benatne
individunat arecnutednonlyonaeevemtifhey hold rnnethannejon In
the establitialnent sraey. enmployees wetrking at mann than one job and
thus a ring a o mane ta na payrotl would be counred eptarately fr
each appearance.

Other differencet between the two surveys are described in
"Companng Employment Eatinates frorn Hotusehold and Payrol
Surveys." which may be obtained from BLS upon requmsa

Seasonal adjustment
Over the ctmree of a year. the siae of the nasion's labor fore and

the levels ofemployment tand unemploymcottundergoshp f7lucutions
due to sach seasonal events an changes in weather, reduced or
expanded productian, harvests. major holidays, and the opening and
closingnfachools. Theeffectaof'mchuscaonal vaijationcan he very
hage seasonal fluacations may account for as much as 95 percenr of
the moubtho-mouth changes in unemployment.

Becsuse these sexeonal eventt follow a more or less reglanr puaten
each year, their iniluence on statistical twends can he eliminated by
adantingthertatiatisbemmorunthtrmonth. Theseadjustments make
namaeanal developmenta, such as declines in economic activaty ar
increases in the panticipate of women in the abeor ftnme. easier to
apet. Foreampe the large numberofyotnhem eringhelthabrfomne
eachsJam it likely to oheeure any other changes that have taken place
relative to May. making it difficult to determine if the level of
emrs iacutlivty btiasrn nordeclined. However becanse the effect
of stadents finlahing school in previous years it known, the statistics
forthe ctmrent year can be adjusted tomalow fora cmparable At-g
Insafar as the seasonal adjuatment It made contectly. the adju3Wd
figre providee a moea rsanl tool with which to analyze changes in
economic activity.

toibot the hotusehold arnd esaablishment srvey most aeaaeaally
adutd series ate independently adjusted. However. the adjtsted
males for many major eatirates ouch as cutal payrtio employment,

employaent in mOst major industry divisions, total employmcnt and
nnemployme77 are computed by aggregaing nbadepedenty ldjunted

I sompsanes ries. For example, tetal raempoyment hI deaived by
rumming the adjusted sries te fortr major age-sc compems; thin



38

diffcrs from the unemployment estimate that would be obtianed by

directly adjustng the total or by combining the duradon, reasons, or
more deraled age categories.

Thc nmencal factors used to make the seasonal adjustments am

recalculated twice a year. For the household survey, the factors ame

c almlatdfosthelanxuuy-Juncperiod andapidnffothcJuly-Oecember

period. For the establishment survey. updated factors for seasonal

adjustment are calculated for the May,4Otber penod and introduced

along with new benchmark and again for theNovember-April period.

In both surveys, revisions to historical data mre made once a year.

Reliability of the etsimates

Statistis based on the household and establishment surveys ame
ubjecttoboth sampling and nonsampling eror. Wbenasample rather

than the cntic population ir surveyed, thes eu a chance that the sumple
estimatcs may differ from the "ore' population values they represent

The xand diffesenrce or sosplig ar-, varies depending on the

paticudar sample selected, and this varuiabilty is measured by the

standard error of the estmate Therc is about a 9.percemt chance, or

level of crnfidence. thatanesdtmatehasedonasample wiUdifferbyno
more than 1.6 standard rors hfom the "ue" population valsebecass
of sampling mer. BLS analyses are generally conducted at the 90-
percent level of confidenrce

Forexample. theconfidence interavl forthe monthly change in total

employmentfrom the householdsurvey is on de morder of plw or minus

376,00. Suppose th estimate of total employment increnses by

100I,0 from one month to the next The 90-pescent confidence

irsterv on the monthly chnge would mrnge from .276.000to476,t00

(100,000 +- 376.000). Thesl figures do not mean that the sample

result rc off byes mtagniudes, but raIher that there i about 90-

percent chance that the 'true" over4ehemmoth change lien within thin

interval. Simedtsronge includesvalumoflesthanzeroweomuldnot

say with confidence that employment had, in fact, isneased. If,

howcver.thereportedemploymenttti se washalfa mitiont, ten UaUofthe

values within the 90,percent confidence interval would b egrter than

zer. In this caoe, it is likely (at ieast a 90-,oerent chance) thot an

employment rise had, in foci, ocanred, The 90-percent confidence

interval forthemonthlychanginunamployment i sW- 25,000. and

forthuesonrdlychmigeint mtemploymentrsteitisn4-.21 perttage

poin.
In gr astimarn involving many individuals oetashbits

have lower standard mnms (relative to rhe sire of the estimate) than

estimates which am based on a small nmuber of observations, le

precision of estimates is also improved when the dat are cumulated

over time asch as for qterly and a * averages. The seasonal

adjusdmest process can asao improve the tability of the monthly

Tbc household and esrabliabmant surveys ae also affected by

nouins sg eamu. Nonsampling errasm can occar for many retot,

including tUe failure to sampleo a segmentof the populatin, inibility to
obtain information for all respondents in the sample, inability or

unwrDingnsofrespondenUtoprovide T=ctinfortmaononatmely
basis. mistakes made by responder and en w tomdthe collection
or proetting of the dat.

For example. in the establishment suvey. estimates for the mast

recent 2 months are based on ruhstartally incomplete retnus; for this

reason, these esatmtas ae labeled prelinunary tn the tables. It is only
after two successive revisions too monthly estimate, when netrly all

samnpl reports have heen received. that the estiumateis considered finL.

Another major source of nonsampling error in the estblisbhment

sturvey is the inahiliry to capnre on a timely basin, empinynent

genetted by nev firms. Tocorfectfortiisystematicunderestttion

of emoloyorentgrovwth (sndothersosrcesoofetrro).aptroce townaS

bias odjustnent is included in the survey s estimating procedures.

wtherehy a specified number of jobs is added to the monthly sample-

basedcrang The sieof the monthly bias adjatesentisnbased largely

on past relationships between the sample-based estimates

of employment and the total counts of employment described below.

Tte sample-based estimates from the estahlishment strvey me

adjusted once a year (on a lagged basis) to universe counts of payroll

employmentobtained fronm administrativerecordsofthetemploymaent
insusance progranm The difference between the March samplo-hased

employment estmates and the Marrh universe counts in hknwn as a

benchmsark revision, and serves as a rough proxy fortotl survey error.

The new benchmarh also incorporate changes in the dassifiation of

industries. Over the past decade the henchmark revision for total

nonfarm employment hat averaged 0.2perce ranging from eero t

0.6 percent.

Additional tatatlics and other Information
More comprehensive satistis ame contained in EFloymeem cand

Eamntgs.publishedescbmonthbyBLS. ItinavailableforS13.00lper
issne or S3500 per year from the U.S. Government Printing Office,

WasbingtonDC 20402 Allordrmstbeitepsidby sehdngacteck

or maony order payable to the Superintendent of Doconceo. or by

charging to Mastercard or Vita,
Eaiployment and Eaings also provides meae of sampleng

eror for the household survey data published in this release. For

wnmnploymet andothorleborfnerateg OesthbewtcmeSue5Wea

intables 1-B through I-Hofits TxplnatoNte.r. Meanesofthe

reliability of the data drawn from the esrtabtiah survey anId the

acetual amnatsofreviionductobenchntsxtadJsnmeprovided
in tables 2-B through 2-0 of thad publication

Informatiom in this release will be made available to ernsory

impaired inhvidnalas spon reuest. Voice phoem 202.606-STAT,

TDD phone: 202.606-5897; TDD message referral phone:

4W00-326-2M.
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HOUSEHOLD DATA HOUSEHOLD DATA
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U56~~~~~~~~556d ~ ~ ~ ~ ~ ~ I1*2 154 62 45 957 So 8 51 SM 566
5ll65~56W6 582 _____________ ___________ 5 53.4 I3 14.2 54* 54O 54.1 53.1 12.7
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HOUSEHOLD DATA
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13'.9952492.487 Z.439 5172 2.354 L.155 2.163 2.584 .012 2P07

¶5*283 11,118 1.0 1.IU 1.4 843 IASn 101251 102 1
7. 1_59 1 7 1.34 1.14 1AB I05 .1 .135 902 14 M

A1nj919pW- 9l.175 15.7 157 ¶6.9 ¶5.0 18. 12 182 15.1
996581d.9*.180. M 18.2 72 5.4 7.7 5.4 7.5 82 7.7

T9*s~~~~~~~~~545 ~~~~~163.5 ¶55. 150. ¶335 1030 1Wu 185.8 1635 163A4
L99951198 __________ 38. 32.0 3.8 37.1 35. 352 07A 55 35.1
5%,14.af __________ 07 352 25.4 31.1 31A 33.4 3.8 35.7 338
is.."5245034. 32 338 3.7 35.0 352 55.1 51.7 81.
is I5&815. 55.7 1729 14.5 151 14. M4. 184 182
57-.952450 'Le_______ 1. 17.5 15. 172 182 15.8 1520 I57

…O II1 ."I.W ~.edpLW ba .t .WdP"



43
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HOUSEHOLD DATA HOUSEHOLD DATA
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This paper on the Consumer Price Index (CPI) has been prepared in response to a letter

from Jim Saxton, Chairman of the Joint Economic Committee. to Katharine Abraham,

Commissioner of the Bureau Labor Statistics, dated January 28, 1997. The letter requested "a

serious, detailed response by the professional career staff of the Bureau of Labor Statistics

(BLS). .to fully inform Congress, the media, and the public of the central issues raised by the

Boskin Commission report, and the BLS response to them."

The following pages address the definition and measurement objective of the CPI,

together with the BLS response to the estimates of bias put forward in the final report of the

Advisory Commission to Study the Consumer Price Index and to the specific recommendations

made to the Bureau by the commission. Decisions concerning whether and how the CPI should

be used in escalation, however, lie outside the purview of a statistical agency such as the BLS, so

the budgetary implications of any bias in the CPI are not discussed.

The Advisory Commission to Study the Consumer Price Index (CPI), established by the -

Senate Finance Committee and chaired by Michael Boskin, delivered its final report on

December 4, 1996.' The present paper summarizes the response of the Bureau of Labor Statistics

to the findings of the commission.

The advisory commission compares the U.S. CPI to a hypothetical ideal measure of the

change in the cost of living and concludes that in several respects the CPI is biased relative to

this standard. The categories of bias discussed by the commission include: substitution bias (due

in large part to the fixed-weight nature of the index), outlet bias (which may occur if the benefits

to consumers from switching to discount outlets are not accounted for in the index), quality

change bias (which results when the quality differences between the goods priced in two

consecutive periods cannot be accurately measured and deducted from the accompanying price

' U.S. Senate. Committee on Finance, Final Report of the Advisory Commission to Study the Consumer Price Index
Print 104-72, 104 Cong., 2 sess., (Washington. D.C., Government Printing Office, 1996).

l
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difference between the goods), and new product bias (due to the failure to reflect adequately the

value to consumers of new products that are introduced into the market). The commission, using

empirical evidence and the members' own judgments about the magnitude of these biases,

concludes that the CPI overstates the true cost-of-living change by 1.1 percentage points per year.

The commission also discusses the fiscal impact of CPI bias through its use as an adjustment

factor in several areas of the federal budget, including Social Security, military and civil service

retirement, and the income tax.

The advisory commission emphasizes that the U.S. economy is exceedingly complex and

dynamic, with the available offerings of goods and services constantly changing. It also

acknowledges that index number construction is a complex and difficult task. It recommends

that the BLS make several changes in the methods used in constructing the CPI, including more

frequent updates of the market basket and expenditure information required by the index and the

use of formulas more consistent with the theoretical cost-of-living concept. Most prominently

and fundamentally, the commission recommends explicitly adopting the cost-of-living index as

the measurement objective of the CPI, replacing the current index by two indexes-a monthly

index that takes account of the changing market basket and a second annual index calculated

using a "superlative" formula and subject to revision-and using geometric means for

aggregating elementary price quotes. The commission also makes several intermediate and

longer run methodological and research recommendations.

The objectives of the present paper are: first, to discuss the relationship of the CPI to the

conceptual cost-of-living index; second, to review and critique the advisory commission's

estimates of bias; and third, to respond to the detailed recommendations made by the

commission. The advisory commission's report also raises a number of issues that will not be

addressed here. These include: first, the various uses of the CPI; second, the revenue impacts of

changes in the CPI; third, recommendations made to Congress and to the economics profession;

fourth, separate indexes for demographic subgroups of the population; and fifth, the potential

impact of including social and environmental factors (such as crime, AIDS, and pollution) in an

2
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official index. The first three of these topics generally involve the formulation of policy and so

are outside the purview of the Bureau of Labor Statistics. The latter two are topics on which

relatively little research has been conducted. 2

II. The CPI in a Cost-of.Llving Framework

The CPI is a measure of the average change in the prices paid by urban consumers for a

fixed market basket of goods and services. Measuring price change through the use of a fixed

market basket has a long history in economics, going back to the early 1700's in England.? Over

time the state of the art for specification of the market basket has evolved from a judgmental

selection of representative items to the modem survey-based approach of defining a

comprehensive categorization of goods and services, selecting a representative sample of items to

track, and weighting them according to the consumption of the average consumer during a base

period.

The CPI is computed using an index number formula, known as the Laspeyres formula,

that measures the change in the cost of a fixed market basket.' In this formula the quantities of

the goods and services purchased by urban consumers during a base period serve as the weights

for the prices, so that the value of the market basket represents the cost of purchasing the same

items as were purchased during the base period. The CPI measures the current cost of the market

basket relative to its cost during a reference period. In other words, the Laspeyres price index

2 For experimental index results for the poor and elderly subgroups, see Thesia 1. Garner, David S. Johnson. and
Mary F. Kokoski, "An Experimental Consumer Price Index for the Poor'. Monthly Labor Review, vol. 119, no. 9,
September, 1996, pp. 32- 42: and Nathan Amble and Ken Stewart, "Experimental Price Index for Elderly
Consumers', Monthly Labor Review, vol. 117, no. 5. May, 1994, pp. 11-16. These experimental indexes simply
reweight CPI price measures to reflect the expenditure patterns of the poor and the elderly, so the price measures are
not necessarily representative of the outlets at which these groups shop or the specific items that they purchase. The
non-market aspects of quality of life present conceptual and theoretical problems that have not been resolved and,
thus, have not received a comprehensive empirical treatment to date.
3 See W. E. Diewen, "The Early History of Price Index Research," in W. Erwin Diewert and Alice 0. Nakamura,
eds., Essays in Index Number Theory. Volume I (Amsterdam, North-Holland. 1993).
' The formula used by the BLS for the CPI is sometimes referred to as a Umodified" Laspeyres formula because the
market basket is representative of expenditures during an earlier period than the period in which it is first used for
price comparisons.
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answers the question: "What is the value of the base-period market basket in today's prices?" An

important underlying assumption in the comparison of market basket values is that the price

changes are measured net of any changes in the quality of the goods and services that may have

occurred. Indeed, adjusting for changes in product quality is one of the main problems facing

index number practitioners and is a problem to which the BLS devotes considerable effort.

The computation of the CPI is an undertaking that involves the collection of prices from

approximately 7,300 housing units and 22,500 retail/service establishments each month. The

CPI is constructed in two stages. In the first stage, often referred to as the "lower" level, the

elementary indexes are constructed. These indexes are the 206 item category indexes constructed

for each of the 44 urban areas from which prices are collected for specific items in specific

outlets.' In the second stage, the "upper" level, the BLS combines the 206 item indexes

formulated for the 44 index areas. Thus the overall U.S. CPI is an aggregation of 9,064 indexes.

To construct the market basket of goods and services, the BLS uses information from the

Consumer Expenditure Survey (CEX). This is a household survey that collects comprehensive

data on consumer spending. Currently the expenditure base period of the CPI is 1982-84, but

with the revision scheduled for 1998 the base period will change to 1993-95. To measure price

changes, a sample of outlets is selected from locations identified by consumers from the Point of

Purchase Survey (POPS). Specific sample items are then selected from each sample outlet, to

ensure that the market basket is representative of what households purchase and where they shop.

To keep up with changing shopping patterns, the Bureau replaces about 20 percent of the outlet

sample in every year, thus turning over the sample every five years.

s Until January 1997 there were 207 strata of items. The construction of these indexes involves the random sampling
of outlets and areas, and the use of an aggregation formula. The 27 largest Metropolitan Statistical Areas (MSA)
along with Anchorage and Honolulu are selected as self-representing Primary Sampling Units (PSU) with certainty.
To represent the remaining urban areas a random sample of representative PSU's is selected. The sample of areas
underlying the CPI will change in January 1998 as part of the CPI Revision process, as discussed by Janet L.
Williams, "The Redesign of the CPI Geographic Sample," Monthl) Labor Review. 119, no. 12, December 1996, pp.
10-17.
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The CPI is used for many purposes, but measurement of changes in the cost of living is

one of the most important of these. The BLS has for many years used the concept of the cost-of-

living index as a framework for making decisions about the CPI and accepts the COLI as the

measurement objective for the index.6 The cost-of-living index is a theoretical construct,

however, not a single or straightforward index formula readily amenable to practical use.

The cost-of-living index compares the cost to the consumer at different points in time of

maintaining a constant standard of well-being, without restrictions on the market basket. It is a

theoretical concept based on the well-being of the individual consumer, so that additional

assumptions about how to apply it as a measurement objective for an aggregated set of

consumers (such as the U.S. urban population) must be made. In addition, for an aggregate

measure, assumptions must be made about the implications of the distribution of prices paid for

the same good across markets. The general cost-of-living theory does not prescribe how any

compensation for changes in well-being would or should be administered. Thus, while the CPI

may be described formally in the context of a cost-of-living index, there is no single all-purpose

definition of this target. I

In the most general sense, the cost-of-living index answers the following question: "What

is the minimum change in expenditure that would be required in order to leave a specified

consumer unit indifferent (or as well off) between a specified reference period's prices and a

comparison period's prices?" ' The consumer's well-being depends on many aspects of life other

than market goods and services, e.g., environmental quality and amenities (such as clean air and

'For a discussion of the relationship of the CPI to the cost-of-living index, see Robert Gillingham, "A Conceptual
Framework for the Consumer Price Index," Proceedings ofthe American StatisticalAssociation 1974 Business and
Economic Statistics Section, (Washington, D.C.. American Statistical Association, 1974).
7 To some extent, the definition of a price index is motivated by the uses for which it is intended; see Jack E. Triplett,
"Escalation Measures: What is the Answer? What is the Question?" in W.E. Diewert and C. Monunarquetse, eds.,
Price Level Measurement: Proceedingsfrom a Conference Sponsored by Statistics Canada (Ottawa, Statistics
Canada. 1983). pp. 457-87.
' An alternative formulation of the cost-of-living index is in terms of required income rather than expenditure. This
formulation would imply the inclusion of income- and wage-based taxes. See, for example, Robert A. Pollak. "The
Treatment of Taxes in the Consumer Price Index," in The Theory of the Cost-of-Living Index (New York, Oxford
University Press, 1989). pp. 193-199, and Robert Gillingham and John S. Greenlees, "The Impact of Direct Taxes on
the Cost of Living," Journal of Political Economy, 95, no. 4, August 1987, pp. 

7 75
-
79 6

.
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low crime), goods provided through taxes (such as national defense and fire protection), health

status, and future consumption goals (which depend on both current and expected future income,

and savings). All of these aspects of life can, and do, change over time along with commodity

and service prices. Most of these also are difficult to measure, and it would be even more

difficult to translate them into measured increments to well-being. The cost-of-living index

approximated by the CPI is a subindex of the all-encompassing cost-of-living concept,

specifically a subindex that is conditional on the excluded factors that affect consumer well

being, such as health status and the quantity and quality of government-provided goods and

services.' The BLS defines the scope of the CPI to include only market goods and services or

government-provided goods for which explicit user charges are assessed.

In the case of medical care, for example, the CPI includes direct out-of-pocket

expenditures for medical care commodities and services, plus expenditures for the purchase of

health insurance. This definition includes the employee-paid share of premiums for employer-

provided health insurance coverage, as well as Medicare Part B monthly insurance premiums, but

excludes the portion of income and payroll tax payments used to fund the provision of medical

care for elderly and low-income beneficiaries. Although the advisory commission states that all

medical care spending should be included in the CPI, the BLS believes that the exclusion of

Medicaid and Medicare Pan A is appropriate and consistent with the treatment of public schools

and other tax-funded goods and services. '°

Practical price index measures exist that do not hold the market basket of goods and

services fixed at its original value. Some of these index measures, known as "superlative"

indexes, have been shown theoretically to be closer to the cost-of-living concept than measures

'See Pollak, Theory of the Cost-of-Living Index, and Gillingham, "A Conceptual Framework."
t° U.S. Senate, Committee on Finance, Final Report. p. 37. The proper treatment of employer-provided medical care,
as wetl as other in-kind employee compensation, involves more difficult conceptual issues, and depends in part on
the uses made of the index. See Ralph Turvey et al., Consumer Price Indices: An ILO Manual (Geneva.
International Labour Office, 19891.
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that track the cost of a fixed basket." The major superlative indexes are the Fisher and Tomqvist

measures. Using these formulas, one can construct an index that accounts for the changes that

consumers make in the quantities of the goods and services they consume in response to changes

in relative prices. By substituting goods that have become relatively cheaper for those that have

become relatively more expensive, consumers can achieve the same standard of well-being for

less than the cost of purchasing their original market basket. The difference between an index

that accurately accounts for this substitution and an index that does not (e.g. the Laspeyres index

used in the CPI) is known as substitution bias. Because the CPI holds the market basket fixed at

base period quantities, it incurs substitution bias by putting too much weight on the relatively

more expensive items from which consumers have shifted away. The superlative indexes,

because they adjust for changes in consumer expenditures, tend to avoid this type of bias. The

superlative indexes do, however, require estimation of the comparison period market basket.

Because it takes time to collect and process consumer expenditure data, a superlative index can

be produced only with a time lag. "

111. Review of Advisory Commission Bias Estimates

Substitution Bias

The Commission report produces two estimates of substitution bias in the CPI: one for

the lower level of aggregation and one for the upper level of aggregation. At the lower level of

aggregation individual price quotes are aggregated to form subindexes for each category of

goods, such as apples, watches, or dental services. At the upper level of aggregation these

"See W. E. Diewen, "Exact and Superlative Index Numbers," in Diewert and Nakamura, eds., Essays in Index
Number theory. Volume 1, pp. 223-252.
12 Whereas the BLS collects and processes CPI price data monthly, most CPI expenditure data are drawn from the
CEX household interview survey, which is conducted quarterly. Fully edited expenditure data for a given year are
not available until late in the fotlowing year. As will be described in section Vt below, the BLS plans to take steps
to expedite the processing of the CEX data, but updating of expenditure weights on a monthly basis would be
prohibitively expensive.

7
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subindexes are collected into an all-items index. The formula currently used to aggregate the

individual price quotations to form the subindexes does not account for consumers' ability to

substitute across items within item categories when the relative prices of those items change-for

example, when the price of Delicious apples increases and the price of Granny Smith apples falls.

Similarly, the formula used to aggregate the subindexes to form the overall CPI does not reflect

the substitution across item categories that takes place when the relative prices of items in

different categories change-for example, when the price of apples falls relative to the price of

oranges.

For substitution bias at the upper level the commission's estimate of 0.15 percentage

point per year is based on BLS research that compares indexes calculated using superlative

formulas to an index calculated using the fixed-weight Laspeyres formula." The BLS and the

advisory commission essentially agree on the size and nature of the bias at this level.

Substitution bias at the lower level is sometimes confused with the separate problem of

formula bias." To understand what is meant by "formula bias," recall that the CPI measures the

change in the cost of purchasing goods and services using a formula that weights each item's

price by the quantity that was purchased during a base period. Because the household

'} The original research was published in Ana M. Aizcorbe and Patrick C. Jaclkman, "The Commodity Substitution
Effect in CPI Data, 1992.1992 ," Monthly Labor Review, 126. no. 22. December 1993, pp. 25-33. These estimates
subsequently have been updated by BLS staff. Until the introduction of the updated market basket in January 1998,
the CPI may exceed the superlative indexes by somewhat more than this amount, as indicated by John S. Greentees.
"Expenditure Weight Updates and Measured Inflation." paper prepared for Third Meeting of the International
Working Group on Price Indices, Voorburg. Netherlands. April 16-18. 1997 (Washington, D.C., Bureau of Labor
Statistics); and Matthew D. Shapiro and David W. Wilcox, "Alternative Strategies for Aggregating Prices in the
CPL" paper presented at Federal Reserve Bank of SL Louis Fall Policy Conference on Measuring Inflation and Real
Growth, St. Louis, October 16 17. 1996 (University of Michigan).
" For example, the commission is unclear about whether, in their usage, substitution bias equals, includes, or is
distinct from formula bias. At one point they state '...what we called 'formula bias' (we] now refer to as Lower
Level Substitution Bias" (see U.S. Senate, Committeeon Finance, Final Report. p. 19). Subsequently, they state.
"BLS has reduced so-called formula bias, the part of Lower Level Substitution Bias resulting in substantial measure
from the introduction of sample rotation procedures" fp. 44Y. Then they state "Changing to geometric means will not
only solve the 'formula bias' problem...but will also alleviate the below-straturn-level substitution bias" (p. 51). The
last of these statements, indicating that formula bias and substitution bias are distinct phenomena, most closely
agrees with definition of formula bias that was given when it was originally identified by BLS research; see Marshall
B. Reinsdorf, "Price Dispersion. Seller Substitution, and the U.S. CPI," BLS working paper 252 (Washington, D.C.,
Bureau of Labor Statistics, 1994). Appendix A of the present paper describes an additional confusion with the
commission's example of the relaied property of "time reversibility."
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expenditure surveys give information on dollar expenditures rather than quantities, the CPI-

quantity weights must be derived indirectly. as expenditures divided by price. Until 1995

quantity weights for the items in the sample were formed by, first, proecting the initial price

collected for each item backwards using information on price -trends for similaritemns, and, then.

dividing the appropriate expenditure figure by this backwards-projected price. This procedure,

however, bad an unintended consequence. Items that were an sale as of the point in time when

they were first priced were systematically overweighted-expenditure divided by a low price

gives a high.quantity weight. Because the'prices of sale itemsare apt to rise in subsequent

months, this procedure impanecd an upward bias, i.e.. formula bias, to the index. The BLS

introduced procedures (principally-what is known as "seasoning") to eliminate this formula bias

beginning in January 1995 for food-at-home and shelter, and June and July 1996 for all other.

items.

To calculate the lower level substitution-bias-the commissiontfirst asserts that the

geometric means index is an unbiasedestimate of the true cost-of-living-index. They cite BLS

research showing fromnJune 1992-December 1994 the difference-between the growth rate of the

geometric means index -and the CPT was O49 percentage point per year." Then the commission

makes an adjustment to take account for the changes made by the BLS during 1995 and 1996 to
eliminate formula bias, which the BLS has estimated to-have reduced the rate-of growth of the

CPI-by 0.24 percentage point per year." Their estimate of lower level substitution bias therefore

is computed as the difference between OA9 and 024, or 0.25 percentage point per year.

This estimate, however, may be too large. As described in Appendix A, the cormimission

fails to mention several strong assumptions about the distribution of price changes that they

"b ie research paper cited by the commission is Brent R. Moulton and Karin E. Smedley, 'A Comparison of
Estimators for Elementary Aggregates of the CPI: paper presented at Western Economic Association International
conference, San Diego. July 7. 1995 (Washington, DC., Bureau of Labor Statistics).
" See Roben McCleltand. 'Evaluating Formula Bias in Various Indexes Using Simulations," BLS working paper
289.1996; and Brent R. Moulton. "Estimation of Elementary Indexes of the Consumer Price Index," paper presented
at American Statistical Association conference. Chicago. August 5, 1996 (Washington. D.C.. Bureau of Labor
statisfics).
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implicitly use when claiming that the geometric means index is unbiased, or to note that, under

these same assumptions, the Laspeyres formula currently used by the BLS also is unbiased. There

is, moreover, reason to believe that the assumptions in question may not hold for many or most

of the CPI component strata. If they do not hold, the geometric means index still may be

unbiased, but only if the elasticity of substitution is exactly equal to one." If, on the other hand,

this elasticity is zero, the "seasoned" Laspeyres used by the BLS will correctly show price change

with no substitution.

As will be described in section IV, the BLS has made a commitment to evaluate the likely

applicability of the geometric mean aggregation formula this year. item category by item

category, and to make a decision by the end of the year about whether to adopt the geometric

mean approach to calculating some components of the CPI. It is unlikely that the conditions

necessary for the geometric mean formula to be unbiased will be found to hold in all cases.

Thus, the commission's estimate of lower level substitution bias may be too large.

New Outlet Bias

The commission estimates that the entry of lower-priced outlets causes a bias of 0.1

percent per year. This estimate appears to be based on research conducted at the BLS by

Reinsdorf, which compared price levels in newly selected outlet samples with price levels in

outlet samples leaving the CPI.' His estimates imply a price decline of about 0.25 percent a

year, which gives a figure of 0.1 percent per year on an assumption that 40 percent of the CPI is

affected by new outlet bias.

"The etasticity of substitution is a measure of consumer willingness to substitute between commodities and is
defined by economists as the proportionate change of relative quantities demanded divided by the proportionate
change of relative prices.
" See Marshall Reinsdorf. The Effect of Outlet Price Differentials on the U.S. Consumer Price Index," in Murray F.
Foss, Marilyn E. Manscer and Allan H. Young. eds., Price Measurements and Their Uses. (Chicago, University of
Chicago Press, 1993).
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This estimate is subject to considerable uncertainty for three reasons. First, the effect of

outlet entry is likely to vary from year to year, and Reinsdorf's data cover only two years from

the late 1980's. Those years may be unrepresentative of long run trends. Second, Reinsdorf's

estimates have large enough standard errors so that conservative statistical hypothesis tests would

not rule out the hypothesis that the true effect of outlet changes is zero. Third, there is no

assurance that the item categories studied by Reinsdorf, food and gasoline, are representative of

other categories that may be subject to outlet bias.

Two additional considerations suggest that the estimate of 0.25 percent per year for the

items affected by new outlet bias is too high. First, this bias estimate is based on an assumption

that the new lower-priced outlets provide service of the same quality as the higher-priced

incumbents. In many discount and off-price stores reductions in costly retailer services help

make the low prices possible. (Examples of retailer services that might be less available at the

lower-priced outlets include knowledgeable sales staff, breadth and depth of product assortment,

assurance of item availability and quality, convenient location and hours, liberal return policy and

store ambiance.) Furthermore, under some circumstances, entry by low-priced outlets with

reduced services also could cause incumbents to reduce their services, thereby creating a

downward bias unless adjustments for these quality reductions were made in the CPI. Indeed,

because of the likelihood of quality declines, Reinsdorf interprets the 0.25 percent figure as an

upper bound estimate of outlet bias in those components of the index where such bias might

plausibly exist.

Second, changes other than entry of lower-priced outlets probably contribute to the price

declines in Reinsdorf's data. Since 1978, the BLS has updated its sample of brands and product

versions at the same time that it updates its outlet samples. Thus, if consumers were shifting

over time to cheaper brands or product versions, these choices would be reflected, through the

probability sampling methods used by the BLS, in selections of cheaper brands or product

versions in the newly sampled outlets, making their price advantage appear larger than it really is.

In a more recent study, Reinsdorf compares growth rates of sample average prices for food items

I I
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and CPI food indexes over periods from 1948 to 1963 and from 1967 to 1976, when the BLS

rarely changed the product version in the sample." These comparisons imply a price decline

from new outlets of just 0.1 percent per year, compared to the 0.25 percent estimate above. This

figure reflects price differences between outlets entering and leaving the sample because, for

most of those years, the BLS had a policy of allowing price differences between outlets to affect

its average price series but not its indexes.

Quality and New Products Bias

The largest share of the bias in the CPI that the commission concludes exists-O.6

percentage point per year, or more than half of the total of 1.1 percentage points per year-arises

from an alleged failure to make adequate adjustment for changes in the quality of the goods and

services people buy and to account properly for the value to consumers of newly available goods.

Before commenting on the evidence marshaled by the commission in support of its

conclusions in the quality/new goods area, we emphasize that the BLS already has procedures in

place designed to account for changes in the quality of the items being priced. (It often

mistakenly has been assumed, though not by the commission, that the BLS makes few or no such

adjustments.) Although these adjustment procedures are not perfect, they do have a very

important effect on the rate of price change the BLS reports. The best available information on

this point applies to a CPI subindex covering roughly the commodities and services component

of the market basket (about 70 percent of the total, with shelter the largest exclusion). During

1995, this subindex would have risen by 3.9 percentage points had these procedures not been

applied. Because of their application, however, the subindex actually rose by only 2.2 percentage

points over the year. Roughly speaking, these figures imply that the adjustments made by the

9 Rcinsdorf, "Price Dispersion."
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BLS for changes in the quality of thes.e goods and services amounted to 1.7 percentage points

over the course of a single year.'

The BLS also has established procedures for bringing new items into the index. The BLS

has updated the expenditure share information used to aggregate the CPI subindexes only once

every ten years or so, but the specific stores in which prices are collected and the specific items

priced are reselected on a five-year cycle. Although more frequent sample rotations undoubtedly

would be desirable, it is a fact that the BLS, by replacing 20 percent of the sample each year

through the POPS and the initiation of new samples of outlets and items, already devotes

considerable resources to ensuring that the sample of items priced is representative of what

consumers actually are purchasing.

The commission does not argue, of course, that the BLS is not making a good effort to

address quality/new goods biases, but rather that, in spite of a good effort, residual bias remains.

The report's approach to assessing this residual bias is to divide the CPI into 27 categories, and

then to make a judgment about the magnitude of the bias in each case. Unfortunately, the

evidence applicable to many of these categories is rather sparse.

Of the 27 categories, the commission assigns eight a quality/new goods bias of zero

(fuels, housekeeping supplies, housekeeping services, other private transportation, public

transportation, health insurance, entertainment services, and tobacco). Each of the remaining 19

categories is assigned an estimated bias, in all cases positive (i.e., they concluded that price

change is overstated because quality change is understated or the value of new products ignored).

The commission supported its estimates of bias using three types of evidence: first, analysis of

published and unpublished studies of quality/new goods bias for particular goods, second,

I See Brent R. Moulton and Karin E. Moses, "Addressing the Quality Change Issue in the Consumer Price Index,.
forthcoming in Brookings Papers on Economic Activity 1997:1 (Washington, D.C., Bureau of Labor Statistics,
1997). These figures are somewhat different from those reported in an earlier version of their paper. They refined
their prior estimaies principally to exclude some "quality adjustments' that are made to account for simple changes
in units of measurement or package size.
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quantitative evidence assembled by the commission from independent sources of data, and third,

in the absence of direct evidence, estimates based on the judgment of the members.

For nine of the 19 categories (food at home other than produce, fresh fruits and

vegetables, food away from home, alcoholic beverages, other utilities including telephone, other

house fumishings, motor fuel, nonprescription drugs and medical supplies, and personal and

educational expenses), absent evidence, the commission is forced to fall back on its best

judgment. The alleged bias in these categories accounts for 0.11 of the 0.61 percentage point bias

the commission attributes to quality/new goods problems. The food and beverages categories are

an example; the commission's estimates of upward biases in these categories rest exclusively on

judgments regarding the value to consumers of increased variety on grocery and liquor store

shelves, together with the value of greater choice in restaurants, as shown in the following

quotation from the report:2

"...there is little if any published evidence on the food category, other than [Jerry]

Hausman's ... attempt to establish the value for the introduction of a new variety

of breakfast cereal... How much would a consumer pay to have the privilege of

choosing from the variety of items available in today's supermarket instead of

being constrained to the much more limited variety available 30 years ago? A

conservative estimate of the value of extra variety and convenience might be 10

percent for food consumed at home other than produce, 20 percent for produce

where the increased variety in winter (as well as summer farmers' markets) has

been so notable, and 5 percent for alcoholic beverages where imported beer,

microbreweries, and a greatly improved distribution of imported wines from all

over the world have improved the standard of living."

U.S. Senate. Committee on Finance, Final Report, p. 28.
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In putting forward these estimates, the commission does not cite any published or

unpublished studies, and indeed they comment on the absence of such evidence. Moreover, the

commission does not specify how their estimates were developed in the absence of evidence. In

several places the report characterizes the commission's specific estimates of bias as

"conservative," but it generally is not clear why this is believed to be so. The commission's

standard, the cost-of-living index, is defined as a function of consumer preferences, so reasonable

questions to ask are, "Whose preferences are being described?" and "How were they assessed?"

Although economists have methods for drawing inferences about preferences from market data

on observed consumer choices, the report does not indicate that the commission used such

methods in these cases. Appendix B presents an analysis of two categories, fresh fruits and

vegetables and motor fuel, which attempts to quantify the missed consumer benefit or "surplus"

that was described by the commission.2 2 In both cases this analysis concludes that the

commission's estimates overstate the bias.

For four categories (shelter, apparel and upkeep, new vehicles, and used cars) members of

the commission have produced evidence that bears on the trend in prices for particular sorts of

items. The alleged bias in these categories accounts for 0.16 of the 0.61 percentage point bias the

commission attributes to quality/new goods problems. In each of these cases there are significant

problems with the inferences drawn by the commission.

An example of these problems is found in the commission's estimate of the quality bias

in the index for rent of shelter. The commission's reasoning is essentially as follows. Over the

period 1976 to 1993 the median rent increased about I percent per year faster than the CPI rent

index. This fact might suggest that the quality changes already accounted for in the index are

substantial. According to the advisory commission, however, these quality adjustments remain

inadequate because of a supposed 20 percent increase in the average size of apartments between

The analysis is taken from Moulion and Moses, "Addressing the Quality Change Issue."
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1976 and 1993.' In addition, they estimate that other improvements including "appliances,

central air conditioning, and improved bathroom plumbing, and other amenities" amount to 10

percent over the past 40 years, giving a net upward bias of 0.25 percent per year.

There are two fundamental problems with this analysis. First, rents generally increase

less than proportionally to apartment size, which implies that the advisory commission's

proportional adjustment for apartment size would overstate the value of the increase. Second, the

commission's factual premise-the assertion that average apartment size has increased 20 percent

from 1976 to 1993-appears to be wrong. Although data giving an exact measure of the growth

in size of rental units since 1976 are not available, a recent study analyzing data from the

Residential Energy Consumption Survey, the American Housing Survey, and Current

Construction Reports concluded that the increase was probably about 6 percent-i.e., the

commission's estimate is too high by roughly a factor of three.' After correcting this error, the

data cited by the commission no longer support an upward bias of the CPI rent index.

Another example is the commission's estimate that the growth in prices of new and used

cars has been overstated by 0.6 percentage point per year in the recent past. This estimate is

based on a flow of services approach in which the cost of consuming automobile services

declines as the useful life of the car increases. The commission presents data showing that the

average age of cars on the road has risen, which it takes as a measure of the increase in the useful

life of a car. To justify treating the increase in average age of cars as reflective of bias, the

commission also assumes that current CPI procedures do not capture any of the increases in

automobile durability that may have occurred. This latter assumption, however, is incorrect;

Appendix C lists some of the many durability-related model changes for which adjustments have

3 U.S. Senate, Comminee on Finance. Final Report. p. 30. The commission provides no direct suppon for this
estimate, although reference is made to the changing characteristics of new single-family houses over the same
period. They also cite increases in the average number of bathrooms, and in the share of units containing central air
conditioning, within the stock of rental units.
" Brent R. Moulton, "Issues in Measuring Price Changes for Rent of Shelter," unpublished paper presented at
Conference on Service Sector Productivity and the Productivity Paradox. Ottawa Canada, April 11-12. 1997
(Washington, D.C., Bureau of Labor Statistics).
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been made in the CPI over the past few years. Like other automobile quality adjustments in the

CPR. these are derived from manufacturer cost data, marked up to retail values. The commission

provides no evidence that this adjustment procedure would lead to an underestimate of the value

of quality improvements that have contributed to enhanced durability.

Finally, the commission's estimate that the CH has overstated the rate of growth of

apparel prices by 1.0 percentage point per year since 1985 rests on a comparison of the official

CPI data with price indexes constructed using Sears catalogue prices for items whose

characteristics remain unchanged from one year to the next. Clearly one ought to have

reservations about drawing any general conclusions based upon the prices charged by a single

catalogue merchant. Moreover, BLS research has shown that price changes often are timed to

coincide with changes in product characteristics, particularly in the apparel market segment

where changing fashion is so important." To the extent that this is true, the commission's

reliance on the data for unchanging items is likely to result in a downward bias, vitiating its

criticism of the CPI apparel index.

For-the six remaining categories (appliances including electronic, prescription drugs.

professional medical services, hospital and related services, entertainment commodities, and

personal care) the advisory commission reviewed existing studies of bias in the price trends for

specific itemsto draw inferences about likely'bias in the price trends for unstudied related items

within the category. These six-categories can be categorized as constituting two majorareas of

the index: medical care and high-terh consumer goods. More than half (0.34 pecrentage point)

3 See Jack E Triplett, "Quality Bias in Price Indexes andWNew Methods of Quality Measurement," inlviGrliches,
ed.. Prie idexes and Qualty Change: Studiesin New Methods ofMesueremewnr (Cambridge, MA, Harvard
University Press, 1971); Paul A. Arnknecht, "Quality Adjusunent in the CPI and Methods to Improve ltChinAmerican Satiarricai Associarion 1984 Proceedings of the Business and Economic Statistics Section (Wastlingion.
D.C. American Statistical Association. 1984Y. Paul A. Arinknecht and Donald Weyback, "Adjustments foe Quality
Change in the U.S. Consumer Price Index. Journal of Official StatisticsS. 1989. pp. 107-23} Paul R. Liegey. Jr.,
-Adjusting Apparel Indexes in the Consumer Price bider foe Quality Differences." in Murray F. Foss. Marilyn E
Mannser, and Allan H. Young, eds.. Prier Measurementsr and Their Use, (Chicago, University of Chicago Press.
1993); Paul R. Liegey, Jr.. "Apparel Price Indexes: Effectsof Hedonic Adjuistment,-Mordhly aborReview 117,
May 1994. pp. 3845; Marshall B. Reinsdorf, Paul Liegey, and Kenneth Stewart, 'New Ways of Handling Quality
Change in the U.S. Consumer Price Index.' BLS working paper no. 276 (Washington, D.C..-Bureau of Labor
Statistics. 1995); and Moulton and Moses. "Addressing the Quality Change Issue.'
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of the quality/new goods bias the commission believes exists in the overall CPI is judged to

occur in just these areas of the index. These clearly are components of the index in which the

BLS faces particularly difficult measurement problems, though the inferences that the

commission has drawn about the magnitude of any bias in these index components involves

some degree of speculation and extrapolation.

The advisory commission's estimate of bias in the medical care component of the index

appears to have been largely based on just two recent empirical studies, one of cataracts, the

other of heart attacks, which both identified large quality improvements that are missed in the

calculation of the CPI.1 Although we acknowledge that there have been enormous

improvements in medical technology over time, we also note the heterogeneity of the medical

services category, which includes services as diverse as dentistry, eyeglasses and eye care,

psychological counseling, podiatry, chiropractic, and physical therapy. Thus we are not

convinced that the two conditions cited by the commission should be considered representative

with respect to the unmeasured quality advances in the treatment of all medical conditions.

In some cases quality bias in the medical care component of the index may have arisen as

a result of failure by the BLS to capture improvements in procedures that led to shorter hospital

stays and out-patient treatment. The BLS recently has taken steps that, at least in principle,

should address medical care quality improvements of this type. For hospital services, beginning

in January 1997 the CPI has adopted the practice that previously had been used in the Producer

Price Index (PPI) of pricing completed treatments (as represented by the service bundles on

selected patient bills) rather than individual medical inputs. This change should permit BLS staff

to track changes in treatment over time." This change, however, will not resolve all quality

't The studies cited by the commission are Matthew D. Shapiro and David W. Wilcox, "Mismeasuremeni in the
Consumer Price Index: An Evaluation," in Ben S. Beenanke and Julio J. Rotemberg. eds., NBER Macroeconormics
Annual 1996, (MIT Press, 1996); and David M. Cutler, Mark McClellan, Joseph P. Newhouse, and Dahlia Remler,
"Are Medical Prices Declining?" NBER working paper no. 5750 (Cambridge. MA, National Bureau of Economic
Research, 1996). The latter study, of heart attacks, was supported in pan by the BLS.
27 See Elaine M. Cardenas, "Revision of the CPI Hospital Services Component." Monthly Labor Review, vol. I 19,
no. 12, December 1996, pp. 40-48.
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adjustment problems in the medical care component. Some kinds of quality change are difficult

to evaluate, involving changes in patient outcomes, such as improved mortality or reduction in

pain. The BLS is continuing to support and encourage research on this topic, but we are

skeptical that it will be possible to develop methods that will permit reliable evaluation of all

kinds of quality changes on an on-going basis within the monthly CPI.

The area of high-tech consumer goods (e.g., consumer electronics) is one for which there

are a number of published studies documenting systematic quality bias of the CPI. Most of these

studies are based on the method of "hedonic" quality adjustment (i.e., adjustments based upon

the empirical relationship between the prices of various items and their characteristics), with

studies having been conducted of personal computers, television, video equipment, etc. The BLS

is currently applying hedonic methods in the PPI for personal computers and peripherals.

Projects are underway at the BLS to develop hedonic quality adjustment methods and improved

sampling of new products within the appliance category of the CPI.

In addition to these specific comments about the nature of the evidence on quality/new

goods biases assembled by the commission, there are several general remarks to be made. The

commission's estimates of bias are made case by case using a variety of methods, without any

clear statement of what methods are appropriately used in each circumstance. The absence of a

well defined methodology for deriving the commission's estimates represents a fundamental

reason why the BLS reaction to the quality/new products section of the report has been skeptical.

Also, in general, the commission's discussion of quality/new goods biases does not include

explicit recommendations regarding the adoption of procedures to correct the problems it

believes exist. In part, this appears to reflect a lack of consensus among economists about what

is practical and theoretically justified for measuring the benefit to consumers from new

products.2 ' For production of the CPI and other national statistics the BLS must use methods that

are objective, reproducible, and verifiable.

2' For examples of some of the methods that have been proposed, see the papers in Timothy F. Bresnahan and Robert
J. Gordon, eds., The Economics of Nch Goods, (Chicago, University of Chicago Press, 1997).
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The commission also failed to make any systematic effort to explore the possible

existence of negative biases in the CPI. Other analysts have hypothesized reduced convenience

and comfort of air travel and deteriorating quality of higher education as examples of quality

decreases that are ignored in the CPl. More generally, whereas the commission notes some

service quality improvements, such as the introduction of automatic credit-card readers at

gasoline pumps, the BLS often hears complaints about broad-ranging declines in the quality of

customer service, which are equally difficult to incorporate in the CPI.

A more subtle issue is that price increases for many goods occur intermittently and often

are timed to coincide with model replacements or other quality improvements. The BLS

commonly adjusts for quality differences between successive models by, in effect, treating the

difference in price between them as wholly attributable to a difference in quality. There is a risk

that this procedure may over-adjust for quality change, imparting a downward bias to the index.

Methods have been introduced to try to minimize that possibility, but the commission paid little

attention to this potential problem.

From a BLS perspective, the most important question about possible quality/new goods

problems is what we might do to improve our procedures and ameliorate those problems.

Recognizing the particular difficulties associated with measuring medical care prices and high-

tech consumer goods prices, the BLS has devised and announced important improvements in our

methods. These include the changes noted above in our hospital price measurement procedures,

and prospective changes in our sample rotation procedures that will allow us to update item

samples in rapidly changing market segments more frequently than once every five years (at the

cost of less frequent updates in more static market segments). In addition, the President's 1998

budget includes funds to improve the accuracy, timeliness, and relevance of the consumer price

data available from the BLS. The FY 1998 budget request, if approved, would allow us to make

important progress in the quality/new goods area, by supporting greater use of hedonic

techniques and implementation of more aggressive procedures for identifying and beginning to

price new goods promptly once they appear in the marketplace.

4 q 5 20
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IV. Short Run Recommendations'

Recommendation i. The BLS should establish a cost of living index (COLJ) as its objective in

measuring consumer prices.

The advisory commission's report begins with one overarching recommendation: "The

BLS should establish a cost of living index (COLI) as its objective in measuring consumer

prices." The BLS basically concurs with this; indeed, the BLS long has said that it operates

within a cost-of-living framework in producing the CPI. That framework has guided, and will

continue to guide, operational decisions about the construction of the index. '° Putting things

slightly differently, if the BLS staff or other technical experts knew how to produce a true cost-

of-living index on a monthly production schedule, that would be what we would produce. While

the BLS has no fundamental disagreement with the commission about what the objective of our

CPI program ought to be, we disagree to some extent about what changes to the index would be

feasible and prudent and about the timetable on which those changes could be implemented.

Because the cost-of-living concept does not imply a single all-purpose cost-of-living

index, the BLS will continue to need to make choices about the specific issues of formula,

coverage, and index construction. The BLS will continue to describe the scope and theoretical

assumptions of its price measures, as well as any necessary caveats with respect to their use.

Recommendation ii. The BLS should develop and publish two indexes: one published monthly

and one published and updated annually and revised historically.

Recommendation iii. The timely, monthly index should continue to be called the CPH and should

move toward a COLI concept by adopting a "superlative " indexformula to accountfor

2' The advisory commission uses two different methods for numbering their recommendations. See U.S. Senate.
Committee on Finance, Final Report. pp. 2-3 and pp. 49-55. Herein we follow the numbers and text from pp. 2-3.
XBLS Handbook of Methods, Bulletin 2490, 1997, p. 170.
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changing market baskets, abandoning the pretense of sustaining thefaxed-weight Laspeyres

formula.

Recommendation iv. The new annual COL index would use a compatible "superlative-index"

formula and reflect subsequent data, updated weights, and the introduction of new goods (with

their history extended backward).

Because these three recommendations address methods for dealing with the upper-level

substitution bias problem, we will discuss them together. The commission recommends that the

BLS should move to a "trailing Tomquist" formula for the monthly index." The Final Report

did not explicitly define this formula, but based on subsequent discussions with commission

members, we interpret this to mean a geometric mean formula in which the weights are lagged

expenditure shares, the weights are regularly updated, and the indexes are chained. The

commission also recommends that the BLS develop a new annual index that is calculated using a

superlative formula and is subject to revision.

The BLS continues to investigate several experimental indexes that use a superlative

formula at the upper level of aggregation. These include formulas which, due to the need for

current expenditure data, create indexes that must be produced with a lag, as well as new

methods that may approximate the superlative formula and allow the production of indexes in a

timely fashion.

While the method of calculating the current CPI could be changed to incorporate a

superlative formula, the CPI would then have to be produced with a lag. Moreover, the

expenditure data that are required to derive the weights for the superlative index are available

with sufficient precision to be used in calculating such an index only at annual intervals, and thus

would not support a true monthly CPI.

" U.S. Senate, Comminee on Finance. Final Report, p. 50.
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The timeliness of the CPI might be maintained by using some form of an approximation

to a superlative index. The commission's proposed "trailing Tornquist" formula, however, has
been shown to produce price changes that systematically understate the increases in the cost of
living, as measured by the superlative formulas." More recently, other approximation strategies
have been proposed, including a method based on the "constant elasticity of substitution" (CES)
formula. " But such an approximation would not track the superlative indexes precisely-during

some years an index based on an approximation would rise more than the superlative index,
during other years it would rise less. This feature raises the issue of whether such an index

subsequently would need to be revised once the data were available to calculate the superlative
index. Another issue that needs to be addressed in considering use of approximations is the issue
of estimating the subaggregate indexes, i.e., the indexes for intermediate levels of aggregation,

such as for "food" or "transportation." Some of these indexes may consist of item categories that
are relatively close substitutes-fresh fruits, for example, consists of apples, bananas, oranges,
etc.-whereas others may consist of item categories that probably are not close substitutes-

medical professional services, for example, includes physicians, dentists, and eyecare. Because
the CES function is based on a single elasticity parameter which is assumed to be the same for all
items, while consumers' willingness to substitute is likely to vary across categories of items,
further research is needed to determine whether a simple approximation such as the CES would
produce sensible approximations for all of these subaggregates. Also, the use of an index based
on statistical approximation might be difficult to interpret and explain to users of the data. We
believe we would gain little, and possibly do much damage to the credibility of our statistical

system, if we were to move hastily to adopt untested techniques for producing the official CPI.

" See Ana M. Aizcorbe, Robert A Cage, and Patrick C. Jackman, 'Commodity Substitution Bias in LaspeyresIndexes: Analysis Using CPI Source Data for 1982-1994," paper presented at the Western Economic AssociationInternational Conference in San Francisco, July 1996 (Washington, D.C., Bureau of Labor Statistics); and Shapiroand Wilcox, "Alternative Strategies."
" See Shapiro and Wilcox, "Alternative Strategies." The CES formula that they proposed was originally derived byP.]. Lloyd, "Substitution Effects and Biases in Nontrue Price Indices," American Economic Review, vol. 65, June1975, 301-13, and v as suggested by BLS staff as a method for approximating a superlative index without currentexpenditure data.
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The President's 1998 budget includes funds to improve the accuracy and timeliness of the

CPI, and an important pail of this request will support the production of a superlative index.

produced to a greater degree of accuracy than is now possible. The BLS plans to begin

publishing this measure in early 2002. In the interim, the superlative measures we currently

produce can be used to estimate the magnitude of the upper level substitution bias in the CPI, and

indeed are the best measures currently available for this purpose.

Recommendation v. The BLS should change its procedure for combining price quotations by

moving to geometric means at the elementary aggregates level.

To address lower-level substitution bias, the commission has suggested adoption of a

geometric mean formula for aggregating price quotations, a formula that has been under

investigation by the BLS over the past several years. As discussed above, the current CPI

formula does not allow for the potential substitution among items within a category, such as

between different varieties of apples, when the relative prices of those items change. The

proposed geometric mean formula is based on an alternative assumption, namely that consumers

substitute among items in such a way as to hold the share of their expenditures devoted to each

item constant. Although this assumption is not likely to hold exactly for any particular stratum,

the geometric mean formula should provide a close approximation to the exact cost-of-living

subindex in cases where the stratum consists of substitutes, such as different varieties of apples,

and the price elasticity of demand for each variety is fairly large. If the elasticity of substitution

is zero, then the fixed weight Laspeyres formula is the appropriate measure of the cost-of-living

subindex. Again this assumption is not likely to hold exactly, but the Laspeyres index should

provide a close approximation to the exact cost-of-living subindex in cases where the price

elasticity of demand for each variety is quite small. It may be more plausible to assume that

consumers substitute freely between, for example, types of apples or between brands of
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television sets when their relative prices change than to assume similar substitutability between,

for example, types of prescription drugs.

The BLS has begun issuing a monthly experimental measure that is constructed using the

geometric mean formula in all index components, and will make a decision by the end of this

year as to which components of the official CPI should employ the geometric mean formula.'

Scanner data, studies of substitutions between brands, and other information will be used to

assess the propensity of consumers to substitute across items within individual item categories as

the relative prices of those items change. The likely date for implementation of any changes

decided upon for the official CPI is with the release of January 1999 CPI data.

Our best estimate is that the use of the geometric mean formula in all CPI subindexes

would lower the growth rate of the index by approximately one-quarter of one percent per year.

Partial adoption of the geometric mean formula, which is more likely than a full adoption, would

be expected to have a downward impact of between zero and one-quarter of one percent per year,

depending on how many, and which, indexes use the new formula.

V. Intermediate Run Recommendations

Recommendation vi. The BLS should study the behavior of the individual components of the

index to ascertain which components provide most information on thefuture longer-term

movements in the index and which items havefluctuations which are largely unrelated to the

total and emphasize thefonner in its data collection activities.

Sample resources for the CPI are allocated between the two major price surveys,

commodities and services (C&S) and housing, according to the relative importance and

variability of the survey estimators for each component, while taking into account the relative

costs of each survey. The sample for the C&S component of the CPI was designed to allocate

> See Bureau of Labor Statistics. "The Experimental CPI using Geometric Means (CPt-U-XG)." (Washington. D.C.,
Bureau of Labor Statistics. April 10, 1997).
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resources systematically among major item groups and sample cities. utilizing models to

minimize the sampling variance of estimated price change, as measured by the all-items (less

shelter), national CPI, subject to cost and sample coverage constraints. Solution allocations

among items, outlets, and cities thus strike a balance with respect to the contributions of

components of sampling variability by sample items, their relative importance with respect to the

total consumer budget, and the relative cost of data collection and processing, while keeping

within the cost and coverage constraints of the programr."

The commission's recommendation suggests that data collection activities should focus

on a different objective, namely to provide information on the future longer term movements of

individual prices or the index as a whole. Forecasting inflation is a widespread and important

use of the CPI, of course, but one that is conceptually distinct from the measurement of cost-of-

living changes. If prediction of future inflation, or the measurement of "inflationary pressure,"

were the measurement objective of the CPI, this might imply different choices with respect to the

formulas and weights used in construction of the index, as well as with respect to the allocation

of the sample. The commission, however, emphasizes the use of the CPI as a measure of past and

contemporaneous changes in the cost of living in choosing the index formulas and weights, on

the one hand, while emphasizing the uses of the CPI in forecasting future price movements in

determining the sample allocation, on the other. This appears to be an internally inconsistent

strategy.

The commission suggests that resources devoted to the sample for bananas, a perishable

fresh fruit whose price-change sampling variability has been estimated to be substantial, but

whose price fluctuations are "not systematically related to the underlying trend movements of the

CPI," would be better allocated to surgical treatments, consumer electronics, and communication

services.' The potential for saving resources by reducing data collection of items like bananas is

" See S.G. Leaver, W.H. Johnson. R.M. Baskin, S. Scarlett, and R. Morse, "Commodities and Services Sample
Redesign for the 1998 Consumer Price Index Revision," Proceedings of the Survey Research Methods Section,
American Statistical Associarion. 1996. forthcoming.
" US. Senate, Committee on Finance. Final Report, p. 51.
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fairly limited because the marginal cost of collection and processing is quite small-the stores

are already being visited to collect other grocery items and very little analysis is required after

collection. Because the sample has been allocated to minimize the variance, a reallocation of

resources away from any item with a high sampling variance toward other items necessarily

would result in an increase in the variability of its index and the reliability of the all-items index

would be diminished.

Recommendation vii. The ALS should change the CPI sampling procedures to de-emphasize

geography, startingfirst with sampling the universe of commodities to be priced and then

deciding, commodity by commodity, what is the most efficient way to collect a representative

sample of pricesfrom which outlets, and only later turn to geographically clustered samplesfor

the economy of data collecton

Because geographical coverage impinges on many aspects of the CPI data collection and

index estimation process, the practical meaning of this recommendation is somewhat unclear. By

the same token, the importance of the geographic structure underlying the CPI makes it a

continuing subject of BLS research.

The statement that the BLS should decide commodity by commodity, what is the most

efficient way to collect a sample, has been and will continue to be the standard practice. In

several cases, for example. postage and used cars, the BLS currently collects data on a national

level. In most cases, however, it is not possible to select samples of specific items at the national

level because of the lack of a national list (orframe) of items to sample, together with the sales

volume information needed to determine the probabilities of selection. Moreover, if specific

items were selected nationally, there would not usually be a feasible way to determine whether a

selected item was, in fact, carried by any particular sample retail outlet. These considerations

have led the Bureau to do sampling locally, by first selecting the urban area, then the outlet, and

finally the specific item within the outlet. This method helps to ensure that the sample of items is
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timely and representative. The BLS is currently investigating potential uses of point-of-sale

(scanner) data which are available from private vendors, and in the future it might be possible in

some cases for the BLS to use such data to draw national samples of items."

Recommendation viii. The BLS should investigate the impact of classification, hat is item group

definition and structure, on the price indexes to improve the ability of the index tofully capture

item substitution.

As part of the 1998 CPI revision activities, the BLS has just completed a process of

modifying the item classification structure." The ability of the index to capture consumer

substitution was one of the prominent factors that was considered in developing the new item

classification. In putting together the item classification, the BLS "also tried to see that [the

strata] formed natural groups, as consumers would view them...For example, using the consumer

view, items within the same stratum should have some affinity, such as substitutes (butter and

margarine), or complements (washers and dryers)."'

The commission points to some examples which cross item boundaries, such as "on-line

news services which compete with newspapers, automobile purchases with leases, and drugs

with surgical procedures they replace" as examples for which direct price comparisons are

needed so that the full substitution effect can be measured.'° The BLS is sympathetic to the

cormnission's concem, and will continue to work to improve the CPI item structure." It seems to

us, however, that no feasible item classification system would completely capture the current and

37 See Ralph Bradley, Bill Cook, Sylvia G. Leaver, and Brent R. Moulton, "An Overview of Research on Potential
Uses of Scanner Data in the U.S. CPI," paper presented at the Third Meeting of the International Working Group on
Price Indices, Voorburg, Netherlands, April 16-18, 1997 (Washington. D.C., Bureau of Labor Statistics).
35 Walter Lane, "Changing the Item Structure of the Consumer Price Index," Monthly Labor Review vol. 1 9 no. 12,
December 1996. 18-25.
'Lane, "Changing the Item Structure." p. 22.
'° See U.S. Senate, Committee on Finance, Final Report. p. 52.
"The January 1997 consolidation of three CPI strata-hospital room. other inpatient services, and outpatient
services-into one hospital services stratum was designed in part to capture substitution among those three Settings
for treatment provision. The inclusion of new cars and new trucks in a single new vehicles stratum is an example of a
similar change taking place as pan of the January 1998 introduction of the revised CPI market basket.
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possible future developments in consumer substitution behavior. Nor does it seem to us that the

item classification system is necessarily the most significant impediment to measuring the effects

of these substitutions. The more fundamental issue is the need to develop systematic methods for

identifying the substitution and accounting for differences in quality between the substituted

items.

Recommendation ix. There are a number of additional conceptual issues that require attention.

The price of durables, such as cars, should be converted to a price of annual services, along the

same lines as the current treatment of the price of owner-occupied housing. Also, the treatment

of "insurance " should move to an ex-ante consumer price measure rather !han the currently

used ex-post insurance profits based measure.

When the BLS adopted the rental equivalence approach to pricing housing services in

1983, BLS staff were aware that the same conceptual issues arise in the pricing of other

consumer durables. 2 In principle the CPI is intended to measure the cost of consuming goods

and services, and durable goods provide a flow of services over time rather than immediate

consumption. To implement a flow-of-services approach, however, requires information on

either rental equivalence or user cost of the durable asset. In the case of housing, the existence of

rental markets makes it relatively easy to implement the rental equivalence approad, while the

long life of housing assets and the likelihood of price appreciation made the standard asset price

approach uniquely problematic. During the mid-1980s, BLS researchers investigated the

potential use of automobile leasing data to price automotive services, but at that time concluded

that the leasing markets were not sufficiently developed to support a leasing equivalence

approach to index construction. Subsequently, automobile leasing has grown to the point that in

1998 an automobile leasing stratum will be added to the CPI market basket. Currently BLS

*:See "Changing the CPI Homeownership Method to Rental Equivalence' CPI DetailedRepon, Bureau ofLabor
Statistics. January 1983, pp. 3-17.
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researchers are reexamining the flow-of-services approach for automobiles, possibly using a

leasing equivalence methodology. For durables other than automobiles, the lack of widespread

rental markets as well as the lack of data needed for direct estimation of user cost suggest that the

flow of services approach may not be practicable. As explained in our discussion of the

commission's quality bias estimate for automobiles, we do not agree with the commission's

premise that failure to price a flow of services necessarily leads to systematic quality bias.

The commission recommends that the BLS move the CPI for insurance to an "ex ante

consumer price measure" from the currently used "ex post insurance profit based measure." The

current CPI for health insurance does not directly price policies purchased by consumers."

Instead, an indirect approach to measuring the price of a policy is used; the price is seen as

deriving from the services provided by the insurer and the value of benefits paid to providers of

health care. The BLS prices these two parts separately, obtaining from insurers information on

retained earnings to measure changes in the value of the insurance service component, and using

the price indexes in the CPI medical care component to measure changes in the cost of the health

benefits paid to providers. It is possible that direct pricing of health insurance policies would

have the virtue of automatically reflecting cost-reducing innovations in the treatment of medical

problems (such as the substitution of less-costly outpatient procedures). The countervailing

difficulty, however, is that health insurance policies can increase or decrease in price due to

changes in coverage or in the characteristics of the covered populations, and these changes may

be very difficult to observe or adjust for in the index.

The current CPI approach was adopted in 1964. Prior to that the CPI collected the price

of the most widely-sold community-rated Blue Cross/Blue Shield policy. That approach was

dropped, however, when it became evident that the quality of the policies was changing in ways

for which it was difficult to adjust the policy price. In 1984-85 the Bureau experimented with the

direct pricing of a sample of health insurance policies but the experiment was terminated because

Automobile and tenants insurance policies are pnced directly in the CPL.
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it again proved too difficult to maintain constant quality and coverage of risk over time. The

BLS recognizes the importance of the health insurance price movements to consumers as well as

to policy makers and will continue to search for ways to overcome the obstacles to accurate

adjustment for changes in policy characteristics."

Recommendation x. The BLS needs a permanent mechanismfor bringing outside infomnation,

expertise, and research results to it. At the request of the BLS, this group should be organized by

an independent public professional entity and would provide BLS an improved channel to access

professional and business opinion on statistical, economic, and current market issues.

The BLS already has in place many mechanisms for bringing in outside information,

expertise, and research results. Business and labor research advisory committees meet regularly

with BLS staff and management and have long been a source of outside information and

expertise. A price research division has been a part of the price index programs since 1965, and

much of the discussion of CPI bias has been based upon the results of research conducted by BLS

staff. BLS economists and statisticians regularly solicit opinions from outside researchers by

presenting research papers at conferences and submitting them for publication at peer reviewed

journals. Academic researchers are regularly invited to present their research findings to BLS

staff in seminars. The Bureau's ASA-NSF-BLS fellowship program brings in scholars for

extended on-site research projects. The BLS has funded research by academic economists when

research by experts was needed to solve difficult measurement problems."

The BLS agrees that continued input from outside researchers is useful, and is currently

studying the possibility of creating an academic advisory commission. In addition, the BLS is

interested in having outside researchers address the important measurement issues that it faces,

' For discussions of past BLS research on the direct pricing of health insurance policies, and on the user-cost and
teasing-equivalence approaches to pricing of automobile services. see Paul A. Annknecht and Daniel H. Ginsburg.
"Improvements in Measuring Price Changes in Consumer Services: PasLt Present. and Future," in Zvi Griliches. ed..
Output Measurcmnent in she Se- ice Secrors. (Chicago, University of Chicago Press, 1992).
'" See, e.g., Pollak, Theory ofthe Cost-of Living Index; and Cutter, et al., "Are Medical Prices Declining?
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and will provide researchers with access to research databases to the extent possible, while

meeting data confidentiality requirements.

VI. Longer Run Recommendations

Recommendation xi. The BLS should develop a research program to look beyond its current

"market basket "framneworkfor the CPI.

This recommendation suggests that the BlIS should develop research programs exploring

"quality of life" issues such as time-saving benefits- of new medical procedures-and new

communication devices, and changes in the social or natural environment caused by rising crime

or new diseases. Because these things clearly affect-ourstandard of living, a complete

accounting of U.S economic progress would include therm

We do., however-have a reservation about this recommendation. Implicit in this

recommendation is a suggestion that the BLS should-adjust- the CPI for these effects. We think

that valuing changes in timecallocation orin the general social environment may require too

many subjective judgments to furnish an acceptable basis for adjusting the CPL. Furthermore,

arriving at a comprehensive measure of changes in the quality of life will be quite difficult, yet

making such adjustments in only a few selected cases could make the-CPI less accurate if these

cases are not representative. Finally, it is unclear whether "quality of life" valuations really

belong in an index used for the escalation of-payments and adjustment of tax- parameters. For

example, the advisory commission suggests that the CPI rent index should have made a quality

adjustment for changes in climate as renters migrated to the south.' Such a quality-of-fife

adjustment, however, is properly viewed as out of scope under the current definition of the CPI."

Most of the uses of the CPK have evolved within the context of an index limited to market goods

U.S. Senate, Committee ouiFinance. Final Repon. p. 30.
eThe commission's discussion of the appearance of AIDS, however, suggests agreement with the idea that not all
changes in the quality of life ought to be reflected in the CPI (U.S. Senate. Committee on Finance. Final Report. p.
4-7,
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and services. and presumably the appropriate uses of an index that incorporated changes in crime

levels, disease incidence, or income tax rates would be somewhat different from the current uses

of the CPI.

Recommendation xii. BLS should investigate the ramifications of the embedded assumption of

price equilibrium and the implications of it sometimes not holding.

Any systematic method for distinguishing quality change from price change must be

based on some theoretical framework and set of assumptions. In most cases the BLS, like

academic economists who do research in this field, relies on one or another assumption about

price equilibrium. An equilibrium assumption underlies hedonic methods for quality adjustment,

for example, as well as the matched model price comparisons commonly used by the BLS.'

Although virtually all systematic methods for quality adjustment are based to some extent on

assumptions about price equilibrium, the nature of the assumptions differs between methods. Of

the methods used for quality adjustment by BLS, two (the "overlap method" and the "link

method") are based on a particularly strict equilibrium assumption-that quality differences can

be inferred from the price differences between individual items."' The hedonic method, in

contrast, allows for random deviations of prices from equilibrium values and may allow for

differences in rates of price change between items of different vintages.

The commission recommends that the BLS investigate the assumption of price

equilibrium that underlies certain quality adjustment and item substitution procedures. We agree

that reducing reliance upon this assumption can sometimes make the CPI more accurate,

" See Jack E. Triptert. "Concepts of Quality in Input and Output Price Measures A Resolution of the User Value-
Resource Cost Debate." in Murray F. Foss, ed., The U.S. National Income and Product Accounts: Selected Topics
(Chicago, University of Chicago Press. 1983).
"' For discussion of the quatity adjustment methods used by the BLS, see Paul A. Ansknecht, Walter F. Lane, and
Kenneth J. Stewart. "New Products and the U.S. Consumer Price Index," in Timothy F. Bresnahan and Roben J.
Gordon. eds., The Economics of New Goods (Chicago, University of Chicago Press. 1997); Reinsdorf, Liegey, and
Stewart. "New Ways of Handling Quality Change;" and Moulton and Moses. "Addressing the Quality Change
Issue.
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particularly for long run comparisons. Indeed, the BLS already has made considerable progress

in doing this. Recent tabulations indicate that item replacements adjusted for quality using the

methods that embody a strong price equilibrium assumption (i.e., the "overlap method" and the

"link method") declined from about 2 percent of prices collected in 1983 to 0.62 percent in

1995.' In addition, the CPI for prescription drugs now reflects consumers' savings from buying

therapeutically equivalent generic substitutes for branded products. We plan to continue research

on avoiding bias from unwarranted price equilibrium assumptions.

Recommendation xiii. The BLS will require a number of new data collection initiatives to make

some progress along these, lines. Most important, data on detailed time usefrom a large sample

of consumers must be developed

The final longer run recommendation is that the BLS should develop new data collection

initiatives on time use and "quality of life" issues. These data would support the research

programs described in the commission's first longer run recommendation. We agree that time

use data would be valuable to researchers, and we concur with the focus on using them for

supplementary indicators rather than as part of the main cost-of-living framework.

VIL. Conclusion

The advisory commission report has performed a service by calling to the attention of

policy makers the many and varied issues that the BLS faces in constructing the CPI. Most public

attention has been focused on the commission's estimates of CPI bias, but the central argument

of the report is that almost every assumption underlying the procedures used around the world for

price index construction is called into question by the pace and form of-market developments.

The issues are not new to index number experts (many of the issues are discussed, for example,

" Moulton and Moses, "Addressing the Quality Change Issue," Table 4.
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in the articles in the December 1993 Monthly Labor Review), but the quantitative and budgetary

importance of price measurement problems and techniques have not always been appreciated by

users.

As discussed earlier in this paper, the BLS has a vigorous program of research and

development activities aimed at improving the CPI. In one category are the activities related to

upper- and lower-level substitution bias. These include:

* The continued monthly publication of the experimental geometric mean index (the

CPI-U-XG) and the evaluation of the geometric mean formula for use in the CPI-U and

CPI-W, probably beginning in January 1999.

* The continuing annual publication of experimental superlative indexes, and (assuming

approval of the Bureau's associated budget requests) introduction of an official

superlative index as a supplement to the CPI-U and CPI-W in 2002. With the

development of the CPI-U-XG, the experimental superlative indexes can be constructed

and compared using individual category indexes based on both arithmetic and geometric

mean formulas.

* Introduction of a new CPI market basket in January 1998 based on 1993-95 consumer

expenditure pattems, and consideration of a more frequent schedule of market basket

updates than the roughly ten-year cycle followed in the past. The BLS FY 1998 budget

initiative also calls for development of an enhanced processing system that will enable us

to construct expenditure weights that are just two years old when introduced into the

index. (By contrast, the 1993-95 market basket will be 3 1/2 years old when it is

introduced in January 1998.)

The advisory commission recommends using a geometric mean formula for upper-level

aggregation, and annual market basket updates, to approximate a superlative index while

avoiding the need for index lags or revisions. Evidence indicates that such an index would be

downward-biased relative to a cost-of-living index. As recommended by Shapiro and Wilcox,

35



88

however, one could develop an index based on the CES formula that provides a close

approximation to a superlative index over some historical period. The BLS plans to estimate suct.

an index as part of its experimental superlative index program. Additional research is needed on

the approximation properties of the CES formula, especially below the U.S. all-items level,

before it could be considered for use in the CPI-U or CPI-W. Moreover, a move away from the

arithmetic-mean Laspeyres formula above the category level could make the CPI more difficult

to use and explain, and these considerations would have to be weighed against the potential

advantages of a closer approximation to a cost-of-living index. Also weighing in would be the

potential disadvantages of using a formula based upon an approximation to a superlative index,

which might need to be revised once the data were available to calculate the superlative index.

This paper has emphasized that substitution bias, and especially upper level substitution

bias, accounts for a relatively small part of the total bias that the advisory commission argues

exists in the CPI. Quality change in existing goods and services, the introduction of new

products, the establishment of new outlets, and the disappearance of older products and outlets,

present extremely important issues for which there are, as yet, no general solutions. The absence

of general solutions explains why the commission has no shor-run recommendations in these

areas. The BLS will continue to study the pertinent intermediate-run recommendations-use of

leasing equivalence for automobiles, direct pricing of health insurance, and investigation of

improved item classification structures-but these are unlikely to solve the fundamental

measurement problems even in specific CPI components. Finally, the absence of systematic,

well-accepted ways to deal with these problems also means that there are no rigorous ways to

measure the new outlet or quality/new goods biases potentially created in the CPI. The advisory

commission, like other observers, was forced to use introspective or extrapolation methods to

obtain many of their bias estimates.

The BLS specifically rejects several of the estimated quality or new goods biases, in cases

where the commission presented new evidence. Examples of these cases noted in Section III

above include the estimates of a 0.25 percentage point annual bias in shelter, a 1.0 percentage
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point annual bias in apparel and upkeep. and 0.59 percentage point annual biases in new and used

cars. Together, these comprise 0.16 of the 0.6 total estimated quality/new goods bias in the

overall CPI. In addition, the evidence presented in Appendix B suggests that the commission's

estimates of bias for the food and motor fuel components likely are overstated. Most of the

remaining estimated bias comes from two areas of the index: medical care and high-tech

consumer goods. These clearly are components of the index that present particularly difficult

measurement problems, but the quantitative evidence is very fragmentary and the BLS is

reluctant to speculate as to what the magnitude of any bias in these index components might be.

Finally, some analysts have cited potentially countervailing declines in quality, particularly in

services, that are not reflected in the CPI or in the advisory commission's bias estimates.

For the BLS, the primary task is not to evaluate the bias estimates set forward by the

advisory commission or other groups, but rather to employ the most accurate methods available

for dealing with quality change and with new goods and outlets. Those methods must be

rigorous, objective and reproducible, minimizing the role of analyst judgment, although these

considerations make it very difficult to incorporate in the CPI the benefits of some types of

product innovation.' Improvements in medical care that enable patients to lead more active lives

have undoubted value, for example, but that value cannot now be, and may never be, measured

objectively enough to be reflected in official data series. Notwithstanding such limitations, the

BLS is taking several steps to improve its methods for dealing with quality change and new

products:

* Effective in January 1997, two improvements were made in the hospital and related

services component of the CPI. The hospital room, other inpatient, and outpatient

subcomponents were consolidated to enable the index to reflect shifts in the mix and

importance of treatment. At the same time, there was a shift from pricing individual

' Martin Feldstein. in testimony before the Senate Finance Committee (February 11. 1997), has agreed that the CPI
must be based on tested and reliable statistical methods, even though in his siew the resulting estimate will orerstate
the true increase in the cost of living.
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items (like units of blood) to pricing the collections of services on selected patient bills;

among the benefits of this change are a better reflection of alternative reimbursement

methods and an enhanced potential for quality adjustment.

* In 1999, the BLS will implement a change in the CPI's sample rotation procedures from a

city-based to an item-based sequence. This ultimately will make it possible to update

item samples in rapidly changing market segments more frequently than once every five

years (at the cost of less frequent updates in more static market segments).

* The BLS FY 1998 budget request calls for data collection to support greater use of

hedonic techniques that explicitly account for changes in the characteristics of items

being purchased. (Even in the absence of such funding, the use of hedonic regression for

quality adjustment likely will expand into product categories such as personal computers

and televisions.) The requested resources also would support implementation of more

aggressive product initiation procedures for identifying and beginning to price new goods

promptly once they appear in the marketplace.

* Other potential intermediate-term changes include the direct pricing of health insurance

policies and a leasing equivalence approach to pricing of automobile services, as

recommended by the advisory commission. Both approaches have been evaluated by the

BLS in the past and rejected as infeasible, but new developments in the leasing and

medical care markets argue for their continued consideration.

Unfortunately, the ongoing controversies surrounding cost-of-living measurement and,

more generally, appropriate federal indexation policy, have led much of the public to conclude

that the CPI is somehow "broken." Although the BLS rejects that notion, it is evident that the

expanding number of users of the CPI have objectives and priorities that sometimes can come

into conflict. When this happens, the result can be an index that is less than optimal for certain

purposes. One example mentioned above reflects the competing objectives of an index that is

free of upper-level substitution bias (as might be desired, for example. for benefit indexation),
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and of one that is not subject to lags or routine revision (for example, for indexing debt

instruments). Some also have argued the need for specialized indexes for program beneficiaries

or other population subgroups. It is, in fact, commonplace to observe that there is no single best

measure of inflation. The BLS response to this situation has been to develop a "family of

indexes" approach, including experimental measures designed to answer different questions from

those answered by the CPI-U and CPI-W. This "family of indexes" now includes the CPI-U-XG,

the CPI-E corresponding to the market basket of elderly consumers, and the experimental

superlative measures, and under the BLS FY 1998 budget request will include a production-

quality superlative measure beginning in 2002. As mentioned above, an experimental CES index

is a likely addition to the group.

The BLS is engaged in numerous CPI program enhancements that have not been

mentioned above. Some are part of the six-year CPI revision program now underway:

conversion to computer-assisted data collection and a telephone-based POPS survey,

improvements to the housing sample and estimator, and enhancements to the CEX survey

processing system. In addition, the FY 1998 budget request, if approved, would support an

expansion in the CEX sample, permitting more accurate expenditure weights and a more timely

CPI market basket. The solutions to many CPI measurement issues, however, must await

methodological breakthroughs in economics, or improved availability of data. Unfortunately, the

techniques available for measuring the gains in consumer welfare from new products (and the

losses from product disappearances) are in their infancy, and may never be adaptable for

implementation in a large, ongoing price measurement program like the CPI. The increased use

of scanner data in U.S. consumer markets offers broader opportunities, and the BLS has been

engaged in a significant research effort to explore the many possible uses of these data, in

identification of new products and outlets, sampling of items, and ultimately in the computation

of the CPI itself.

In summary, the concluding statements of the BLS report to the House Budget Committee

in April 1995 remain applicable today. The BLS is intensely aware of the sensitive nature of the
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data it produces. and of the critical need for these data to be as accurate as possible. It will

continue to investigate the measurement issues that it and others have identified. and will

introduce corresponding improvements to the index as quickly as it can.

'I,
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Appendix A. Technical Issues About Lower Level Substitution Bias

This appendix describes two technical problems with the commission's discussion of

lower level substitution bias and formula bias. The fust of these problems involves the

commission's discussion of "lime reversibility." The commission describes this property as a

"requirement or test for an index number...that the index should remain the same if the

underlying prices undergo a reversal." Their example of this property, however, is incorrect. In

their example, the quantity of beef is 1.0. and the price of beef starts at 1.0 in period I, rises to

1.6 in period 2, and then falls back to 1.0 in period 3. The commission claims that in such a case

the CPI would add the 60 percent increase between periods I and 2 to the 37.5 percent decrease

between periods 2 and 3 to show a total increase of 22.5 percent between periods I and 3.

Adding the percentage changes, however, is contrary to any reasonable procedure and is not an

accurate description of current or past BLS methods. The ratio of the price of beef in period 2 to

its price in period I is 1.6, and the ratio of the price in period 3 to the price in period 2 is 0.625.

So in this case the CPI would multiply the relative changes (1.6 x 0.625 = 1), correctly showing

no change in price between periods I and 3. Thus it is inaccurate to attribute the bias shown in

this example to the CPI.

A second problem is the commission's assertion that the geometric mean formula would

eliminate lower level substitution bias. The commission states that the difference between a

geometric means index and a Laspeyres index "is an estimate of the bias of the Laspeyres

formula, since [Matthew] Shapiro and [David] Wilcox.. .have shown that the geometric mean

provides an unbiased estimate of the underlying cost-of-living index."' This statement is

surprising, because it is well known that the geometric mean index is unbiased only under

restrictive conditions. The basis for the commission stated view appears to be as follows:

' U.S. Senate. Committee on Finance, Final Report of the Advisory Commission to Study the Consumer Price Index.
Print 104-72, 104 Cong., 2 sess. (Washington, D.C., Government Printing Office, 1996), p. 17.
2 U.s. Senate, Committee on Finance, Final Report. p. 42. The article cited in this quotation is Matthew D. Shapiro
and David W. Wilcox, 'Mismeasurement in the Consumer Price Index: An Evaluation," in Ben S. Bernanke and
Julio J. Rotemberg, eds.. NBER Alarroeconomics Annual 1996. (MIT Press. 1996).
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"Shapiro and Wilcox...have provided an elegant rationale for the geometric

approach based on the correlation of relative prices over time. Provided that this

correlation is small, a modification of the geometric mean is approximately

unbiased for the underlying cost of living index, and this characterization does not

require information about the underlying system of consumer's preferences" (U.S.

Senate, Committee on Finance, Final Report, p. 19).

This statement mischaracterizes the discussion in Shapiro and Wilcox. That article made several

important assumptions that are not mentioned by the commission, including assumptions about

consumers' preferences. These assumptions are stated by Shapiro and Wilcox when they describe

the results of BLS research:'

"Several recent papers [by BLS authors]...have explored another alternative to the

Laspeyres-based formula, namely the modified geometric means estimator...Under

the same assumptions as we used above (CES utility, stationary distribution of

relative prices, etc.). one can show that the modified geometric means estimator is

approximately unbiased for the true cost-of-living index" (Shapiro and Wilcox,

"Mismeasurement," p. 111).

The assumptions made by Shapiro and Wilcox are fairly restrictive. For example, the

assumption of a stationary distribution of relative prices is an assumption that all of the prices in

a stratum follow the same underlying trend. Prices in heterogeneous strata very likely violate this

assumption because dissimilar goods may well follow different trends. Prices even in relatively

"The BLS authors cited by Shapiro and Wilcox are Brent R. Moulton. "Basic Components of the CPI: Estimation of
Price Changes," Monthiy Labor Review. 116, no. 12, December 1993; Marshail B Reinsdorf and Brent R. Moulton,
"The Constnuction of Basic Components of Cost-of-Living Indexes," in Timothy F. Bresnahan and Robert J.
Gordon, eds.. The Economics of New Goods (Chicago, University of Chicago Press. 1997); and Brent R. Moulton
and Karin E. Smedley, "A Comparison of Estimators for Elementary Aggregates of the CPI, paper presented at
Western Economic Association Internation3l conference, San Diego, CA, July 7, 1995 (Washington, D.C., Bureau of
Labor Statistics).
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homogeneous strata, such as tomatoes, can violate this assumption if some goods are produced

with different technologies, such as hand-picked versus mechanically picked tomatoes.

Moreover, if all of these assumptions hold (stationarity, small correlation of relative

prices over time, CES utility), the seasoning method now used to estimate the CPI component

.indexes also is unbiased. As Shapiro and Wilcox state, under their assumptions:

"If p,_ (the autocorrelation of the relative prices between periods I and n) is

small, [the 'seasoned' version of the CPlJ...should provide quite an accurate

estimate of the rate of increase in the true cost-of-living subindex, regardless of

the elasticity of substitution" (Shapiro and Wilcox, "Mismeasurement," p. 110).

The fact that the growth rates of geometric means index and the seasoned index actually differ

implies that an assumption, probably stationarity, is being violated. This weakens the

commnission's argument that the geometric means index necessarily approximates a true cost-of-

living index and points to the importance of taking account of consumer substitution behavior. If

relative prices are not stationary, then the geometric mean formula may still be the exact measure

of the stratum cost-of-living subindex, but only if the elasticity of substitution equals one.'

Alternatively, the seasoned Laspeyres formula may still be the exact measure of the stratum cost-

of-living subindex, but only if the elasticity of substitution equals zero. The BLS intends to

determine which of these assumptions provides the closest approximation, item category by item

category.

'Shapiro and Wilcox, atsncasurenent,' fn. 22, p. Itt.
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Appendix B. Critique of Advisory Commission's Bias Estimates for Fresh Fruits and

Vegetables and Motor Fuel'

Fresh fruits and vegetables.

The quote cited above [see section HI] indicates that the advisory commission attributes a

bias of 20 percent over the period 1967-96 due to increased seasonal availability and variety. It

is reasonable to think that, to the extent that consumers value the increased seasonal availability

of produce, they will consume more of it. Our analytical framework is to consider the

"November strawberry" to be a new good, distinct from the "June strawberry," and measure the

consumer surplus associated with the new good.!

Among the various methods that have been proposed for incorporating new goods in a

cost-of-living index, Jerry Hausman's suggestion of calculating the consumer surplus from a

linearized demand curve is particularly easy to apply to back of the envelope calculations.'

Hausman's linearized method implies that the percentage bias of the price index from failure to

incorporate the consumer surplus from a new good, n, is approximately

(I ) .bias = 35 x Sn ,,/

where S. is the percentage expenditure share of the new good after introduction and A, is its

price elasticity of demand. Thus the calculation of consumer surplus and bias can be inferred

'This appendix is an excerpt from a study by BLS researchers: Brent R. Moulton and Karin E. Moses. "Addressing
the Quality Change Issue in the Consumer Price Index," forthcoming in Brookings Papers on Economic Activity
1997:1 (Washington, D.C., Bureau of Labor Statistics, 1997).
2 See W. Erwin Diewert, "The Treatment of Seasonality in a Cost-of-living Index," in WE. Diewert and C.
Montmarquette. eds., Price Level Measurement: Proceedingsfrom a Conference Sponsored by Statistics Canada
(Ottawa, Statistics Canada, 1983).
'See Jerry Hausman, "Cellular Telephone. New Products and the CPI," unpublished paper (Massachusetts Institute
of Technology, 1997). Hausman refers to his linearized method as a 'lower bound" on the consumer surplus, but it is
unclear to us whether the conditions for the method to be a lower bound-a convex shaped demand curve-
necessarily hold in all cases.
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from information on the expenditure share, which is often readily available, and the elasticity of

demand, which can be estimated or inferred from elasticity estimates for similar goods.'

New varieties or seasonal availability of fresh fruits and vegetables face many substitutes,

not only from other fresh produce, but also from frozen fruits and vegetables. We assume a value

of-1.0 for 4,. Under these assumptions, equation I implies that the increased consumption of

new seasonal items and varieties as a share of current consumption would need to be quite

large-about 40 percent of 1996 expenditures-to be consistent with the advisory commission's

estimated index bias of 20 percent.'

Table B I presents U.S. Department of Agriculture data on changes in per capita

consumption of fresh fruit from 1975 to 1995. The change in consumption is shown, somewhat

unconventionally, as a percentage of 1995 consumption, because the shares in equation I refer to

current period consumption. As the advisory commission observes, per capita consumption of

many fruits has indeed increased substantially over this period: in particular, limes, cranberries.

grapes, kiwifruit, mangos, papayas, and strawberries. Despite these large increases, however,

most of these items continue to represent a small percentage of overall fruit consumption, so that

the total increase in per capita fruit consumption as a share of 1995 consumption is only 14

percent (measured in pounds). The largest absolute increase in consumption of fruit is that for

bananas. We are confident there was no important improvement in seasonal availability of

bananas and that there were only minor increases in consumption of new varieties of bananas

over this period. In addition, consumption of apples did not change significantly and

consumption of oranges decreased. We wonder whether the use of apples for baking may have

decreased during this period, which might mask a possible increase in the consumption of raw

apples.

' If a new variety fully replaces an old one. the consumer surplus calculation should deduct the lost surplus of the
disappearing variety from the surplus gained from the new variety.
5 Ideally, one would examine monthly consumption data to isolate seasonal changes in consumption, but such data do
not appear to be available.
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We do not attempt to calculate the overall bias using equation I because doing so would

require average price or expenditure data for each of the detailed categories, which we have not

been able to assemble. As mentioned earlier, under Hausman's model and our earlier

assumptions, to be consistent with the commission's bias estimate consumption of new varieties

and seasonal items would need to increase by about 40 percent over thirty years, which

annualizes to 25 percent over the twenty years for which we have data. If increased consumption

of seasonal varieties was relatively unimportant for apples, bananas, and citrus fruits, which,

according to the Consumer Expenditure Survey of the Bureau of Labor Statistics, together

represent 61 percent of dollar expenditures on fresh fruit in 1995, it would be difficult for

increased seasonal consumption of the other fruits to produce an estimated bias as large as the

commission proposes.

Table B2 shows changes in consumption of vegetables from 1972 to 1995. Unlike the

data for fruit, the data for vegetables show important increases in consumption for many items

and thus appear, at first glance, to be consistent with the advisory commission's estimates of

bias. Under the assumptions stated above, our consumer surplus calculations indicate that for the

commission's estimate to hold, the growth in consumption over thirty years would need to be

about 40 percent of current consumption, which annualizes to 29 percent over the twenty-three

years for which we have consumption data. This is, in fact, very close to the overall increase

over this period: 27 percent. We are skeptical, however, about concluding that the increase in

consumption derives entirely from improved seasonal availability. A BLS food specialist, Bill

Cook, has suggested that the increase in seasonal availability of fresh vegetables mostly occurred

before 1985, as evidenced by a 1984 internal BLS study showing that 91 percent of the CPI price

quotes for the "other fresh vegetables" category were by then available year round.' Table B2

shows, however, that almost half of the increase in consumption of fresh vegetables occurred

' Internal memorandum from William L. Weber to Dan Ginsburg, U.S. Bureau of Labor Statistics, May 25, 1984.
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after 1985. Parl of the increase appears to have been driven by shifts in preferences, perhaps as a

response to improved knowledge about the health benefits of fresh vegetables.

Motorfuel

For the motor fuel category, the advisory commission attributes "a small upward bias of

0.25 percent per year to the CPI for ignoring the convenience and time-saving contribution of

automatic credit-card readers built into gasoline pumps."' Because the commission applies this

estimate over a ten-year period, the estimate of the cumulative bias from this source amounts to

2.5 percent.' Our approach to measuring the consumer surplus created by pay-at-the-pump credit

card technology is to attempt to value the saving in time. Suppose that paying at the pump saves

two minutes per fill-up, and that the customer's time is valued at $18 per hour (average total

compensation per hour for all workers in private industry was $17.49 in 1996). Then the value of

paying at the pump is 60 cents per fill-up. Assuming that ten gallons are purchased, the quality

bias for the customer who pays at the pump is 6 cents per gallon, or roughly 4.5 percent of the

cost of a gallon of gasoline.

Since this service is of value only to the customers who use it, one must next determine

the approximate percentage of gasoline purchasers who use pay-at-the-pump technology.

Although we have not found direct information on this percentage, the September 1996 issue of

the trade journal National Petroleum News reports that 28 percent of the retail facilities operated

by thirteen oil companies had installed pay-at-the-pump technology as of 1996.' Since many of

'U.S. Senate, Committee on Finance, Final Repor of the Advisory Commission to Study the Consumer Price Indes.
Print 104-72, 104 Cong.. 2 ness. (Washington, D.C., Government Printing Office, 1996), p. 36.
' We also note that the repon does not address possible unmeasured decline in retail services, such as the
introduction of fees for providing air for fires at some service stations. In addition. the advisory commission
incorrectly assumes that the CPI does not make quality adjustments for air pollution mandates and, agreeing with this
supposed BLS practice, makes no bias adjustment for the mandates itself. Since BLS does, in fact, make cost-based
adjustments for motor fuel pollution mandates, the commission presumably should have counted these as downward
bias (see U.S. Burcau of Labor Statistics, "Quality Adjustment for Gasoline." CPI Detailed Report, January 1995. p.
8).
§ Pay-at-the-Pump Shows Solid Growth in '90s. Nationol Petroleum Newst September 1996, p. 22.
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the customers at these stations do not use credit cards, we attempt to find the percentage of

gasoline customers who do so. We have not found published information, but an industry source

has told us that roughly 35 percent of sales are made through credit cards.

A naive estimate of the proportion of sales using pay-at-the-pump technology would thus

be 10 percent (28 percent x 35 percent). However, there are at least three reasons why this

estimate is too low: first, pay-at-the-pump technology was doubtless first targeted at high-

volume sites in areas with high credit card usage; second, the availability of the technology

induces customers to make more use of credit cards; and third, the technology is spreading

rapidly, so that even estimates published in September 1996 will understate current availability.

Consequently we take 25 percent as our estimate of the percentage of customer sales made with

pay-at-the-pump technology at the end of 1996. Under these assumptions, we calculate the

cumulative index bias from neglecting the benefits of this technology as approximately 1.1

percent (4.5 percent x 25 percent), which is less than half of the advisory commission's estimate.
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Table BI. Per Capita Consumption of Fresh Fruits, by Type, 1975-95
Units as indicated

Change, 1975-95
Pounds per caDita As percentage of In

Trpe offruir 1975 1985 1995 1995 cornsumnption pounds
Citrus

Oranges and temples 15.9 11.6 12.3 -29.6 -3.6
Tangerines and tangelos 2.6 1.5 2.0 -27.9 -0.6
Lemons 2.0 2.3 2.9 32.1 0.9
Limes 0.2 0.6 1.2 81.7 1.0
Grapefruit 8.4 5.5 60 -38.4 -2.3

Total 29.0 21.5 24.4 -18.9 -4.6

Noncitrus
Apples 19.5 17.3 18.9 -3.0 -0.6
Apricots 0.1 0.2 0.1 20.0 0.0
Avocados 1.2 1.8 1.4 10.9 0.2
Bananas 17.6 23.5 27.4 35.6 9.8
Cherries 0.7 0.4 0.2 -187.5 -0.5
Cranberries 0.1 0.1 0.3 53.3 0.2
Grapes 3.6 6.8 7.6 52.7 4.0
Kiwifruit ... 0.1 0.5
Mangos 0.2 0.4 1.1 85.8 1.0
Peaches and Nectarines 5.0 5.5 5.4 8.5 0.5
Pears 2.7 2.8 3.4 19.4 0.7
Pineapples 1.0 1.5 1.9 .46.6 0.9
Papayas 0.2 0.2 0A4 56.8 0.2
PlumsandPrunes 1.3 1.4 0.9 -41.5 -0.4
Strawberries 1J8 3-0 3.8 52.1 So

Total 55.1 65.1 73.5 25.0 18.4

Total 84.1 86.5 97.9 14.1 13.8
Source: U.S. Department of Agriculture, Economnic Research Service, Fruit and Tree Nuts,
FTS-278, October 1996) (table F-29).
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Table B2. Per Capita Consumption of Fresh Vegetables, by Type, 1972-95
Units as indicated

Chanre 1972-95
Pounds Der capita As a percentage of In

Tvne of veretoble 1972 1985 1995 1995 consumption poundts
0.4
0.7
6.5
0.8
7.1
7.8
2.4

10.7
12.1
8.5
0.3

* 3.0
0.4
1.5
0.4
0.6
0.4

0.5 0.6
2.6 3.2
6.5 10.1
1.8 1.3
6.9 6.4
6.4 7.8
3.8 5.8

13.6 17.7
14.9 16.6
8.8 9.1
0.7 0.6
4.4 5.6
0.7 0.4
1.3 1.6
0.5 0.4
0.4 0.2
1.1 2.1

22.4 23.7 21.6
... 3.3 6.0
12.3 13.5 15.9
7.0 8.5 9.9
1.0 2.1 2.4
_ 0. 2.

107.1 126.8 146.0

33.3
78.1
35.6
38.5

-10.9
0.0

58.6
39.5
27.1

6.6
50.0
46A

0.0
6.3
0.0

-200.0
81.0

-3.7

22.6
29.3
58.3

-14.3
26.6

0.2
2.5
3.6
0.5

-0.7
0.0
3A
7.0
4.5
0.6
0.3
2.6
0.0
0.1
0.0

-OA
1.7

Aspallagus

Broccoli
Carrots
Cauliflower
Celery
Sweet Corn
Bell Peppers
Onions
Tomatoes
Cabbage
Spinach
Cucumbers
Artichokes
Snap Beans
Eggplant
Escarole or endive
Garlic
Lettuce
Head
Leaf or Romaine

Watermelon
Cantaloupe
Honeydews
All Others

Total

7 -0.8

3.6
2.9
1.4

38.9
Source: U.S. Department of Agriculture, Economic Research Service, Vegetables and
Specialties: Situation and Outlook Yearbook. VGS-269, July 1996 (table 14).
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Appendix C. Examples of New Car Reliability/Durabillty Quality Adjustments in the CPI

Since 1992

* Improved corrosion protection - body, electrical system, fuel tank, pump, shocks, brakes and

cables

* Increased warranties

* Body side cladding

* Sealing improvements

* Stainless steel exhaust

* Longer life spark plugs - 100,000 mtile life

*Improved steering gears

* Powertrain improvements

* Dextron m transmission fluid - 100,000 mile life

* Water pump front face - 150,000 mile life

•Battery saver

* Increased catalyst load - 100,000 mile life

* Rust resistant fuel injection -100,000 mile life

* Clearcoat paint

* sided galvanized steel body panels

* Serpentine drive belt
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JUL 2 5 I9W9

Honorable Pete Stark
House of Representatives
Washington, D.C. 20515-0513

Dear Congressman Stark:

At the June 6 hearing of the 'qoint Economic Committee, you asked
the Bureau of Labor Statistics (BLS) for information on recent
job growth and related issues.

As you know, employment in the United States has expanded
considerably over the past few4 years. In an effort to gauge
the quality of the jobs that have been created, we have examined
trends in employment across opcupations and industries. Findings
from this research indicate that the recent increase in
employment, though somewhat concentrated in relatively low-wage'
industries, occurred in both relatively higher-paying and lower-
paying occupations. I have enclosed an article on this subject
from the June 1996 Monthly Labor Review, "The nature of
employment growth, 1989-95." and a chart and table which update
the research through 1996.

As I mentioned at the hearing; information for States is more
limited, but estimates of State-level employment by industry are
available through the Current Employment Statistics program
(CES), often referred to as the payroll survey. I have enclosed
tables showing employment levels by State and major industry
for 1992 through 1996, and the employment growth rates over
that time. As you can see from the tables, the largest percent
increases in total nonfarm employment occurred in several Western
States, namely Nevada, Utah, and Arizona. A more detailed
analysis is presented in an article in the November 1996 Monthly
Labor Review, "A decade of economic change and population shifts
in U.S. regions." a copy of which also is enclosed.

Better information on occupational employment at the State level
soon will be forthcoming, as a result of the recent redesign and
expansion of the Bureau's Occupational Employment Statistics
(OES) survey. This annual survey, which now covers about
400,000 business establishments per year, will provide estimates
of occupational employment and&median occupational wages by
industry, for over 700 occupations. These data will be available
for States, Metropolitan Statistical Areas, and up to four non-
metropolitan areas per State--a total of about 500 areas in all.
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Honorable Pete Stark-2

JUL 25 -MT

(Prior to the changes recently introduced 'the OES provided
occupational employment data for only about one-third of the
economy each year. and, except in a few-States, did not provide
information on occupational Wage levels.) We are excited about
the useful information the new OES will be providing, and expect
to announce a schedule on- whikch the data will become available in
the not-tao-distant future. i

Although not a source of Stati.-level data, the BLS occupational
employment projections provide a valuable perspective on the
labor market of the future. The Bureau's Office of Employmept
Projections updates these projections every 2 years. I have,
enclosed the November 1995 Mbiithly Labor Review, which contains
five articles presenting the latest forecasts to the year
2005. A table showing projections for specific occupations
begins on page 64.

One topic that arose at the- hearing is the potential collection
of data an job vacancies. Xystaff discussed the collection and
use of such data with staff from your office and Congressman
Brown's office at a meeting ci June 1. BLS has conducted two
pi-lot studies on the feasibility of collecting job vacancy .
information by occupation. We learned that, from an operational
viewpoint, collecting such- information at the national level or
by State is feasible but ralatively costly.. The pilot study done
in the early 1990s estimated the cost of collecting' annual
national data- on vacancies by occupation to be $11 million per
year, and the cost today presumably would be higher~ Obtaining
data for States and substate areas, the levels at which job
placement and training programs operate, would he far more
expensive.

Further, even if we had the funding lor such an undertaking;
understanding job vacancy data and using them to make judgments
regarding welfare-to-work programs could prove extremely
difficult. I must tell you that this is not an area in which BLS
has.expertise or experience. *En addition. I am concerned that a
survey with a national design likely would not provide the kinds
of information that State and -local governments would find' most
useful for program planning and evaluation. As- tongressman Brown
suggests in his letter of June 16. should limited funds be
allocated, it might be beat to- conduct pilot surveys on job
vacancies in several local areas to assess the quality and

-usefulness of such information.

42-495 - 97 - 5
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Honorable Pete Stark--3

JUL 25 9In

If you have any questions abbut this information, please let

me know, or have a member ofd'your staff call Philip Rones, BLS

Assistant Commissioner for C=rrent Employment Analysis, on

202-606-7378.

Sincerely yours,

KATHARINE G. ABRAHAM
commissioner

Enclosures

BLS/OeUS/DL.FS
COHANY/kdt X6378
cc: Gen. Files, Comm. RF, Abraham, Acting Assoc. Comm., Rones,

_ardone, RF, DF
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TotaW NonlannEmployment Annual Averages

Net Change Prt. Change
State 1992 1993 1994 1995 1996 1992-1996 199f-1996

Alabama 1,674.5 1,716.8 1,758.5. 1,803,6 1,824.5 iSO.0 8.96%
Alaska 247.2 252.9 259.3 282.0 263.2 18.0 8.47%
Arizona 1,517.0 1,594.4 1,692.1 1,795.7 1,895.6 378.6 24.96%
Arkansas 983.1 994.0 1,034.1, 1,069.4 1,085.6 122.5 12.72%
California 12,153.5 12.045.3 12,159.5 12,422.2 12,77S.0 621.5 5.11%
Colorado 1,596.9 1,670.7 1,755.9' 1,834.4 1,896.9 300.0 18.79%
ConnectIcut 1,526.2 1,531.1 1,543.7 1,561.5 1,582.8 56.6 3.71%
Delaware 341.3 348.6 356.0 366.4 376.8 35.5 10.40%
District of Columbra 673.6 670.3 858.8 642.6 623.0 (50.6) -7.51%
Rorida 5,358.7 5,571.4 5,799.4 5,996.1 6,182.5 823.8 15.37%
Georgia 2,987.2 3,109.2 3,265.9 3,402.3 3S528.3 541.1 18.11%
Hawaii 542.8 538.8 536.2 532.8 529.3 (13.5) -2.49%
Idaho 416.4 436.5 460.9 477.3 492.3 75.9 18.23%
Illinois 5,234.9 5,330.5 5,462.9 5,593.1 5.875.0 441.1 8.43%
Indiana 2,554.2 2,626.9 Z712.7 2,788.5 2,812.8 258,6 10.12%
Iowa 1.252Z6 1,278.6 1,319.9 1,358.1 1,380.4 127.8 10.20%
Kansas 1,115.0 1,133.3 1,16S.8 1,198.0 1,228.2 113.2 10.15%
Kentucky 1,508.5 1,547.9 1,597.2 1,842.8 1,671.1 162.8 10.78%
Louisiana 1.f26.9 1,659.8 1,722.1 1,772.4 1,810.7 183.8 11.30%
Maine 511.9 519.4 531.8 538.2 540.0 28.1 5.49%
Maryland 2,081.3 2,102.4 2,145.8 2,182.7 2205.9 124.6 5.99%
Massachusetts 2,795.1 2,840.2 2,903.8 2,976.1 3,038.4 241.3 9.83%
Mkhigan 3,927.4 4,005.8 4,148.8 4,273.9 4,345.0 417.6 10.63%
Mlnnestoa 2,184.9 2,242.7 Z310.4 2,378.6 2,431.7 246.8 11.30%
Mississippi 980.3 1,002,3 1,085.5 1,074.5 1.090.2 129.9 13.53%
Missouri 2,333.7 2,394.5 2,470.5 2,521.0 2,564.2 230.5 9.88%
Montana 316.6 325.6 340.2 350.8 359.0 42.4 13.39%
Nebraska 750.1 767.2 796.1 816.4 834.4 84.3 1124%
Nevada 638.7 671.4 738.0 '786.1 842.5 203.8 31.91%
New Hampshire 487.0 502.4 523.1 539.7 559.7 72.7 14.93%
NewJersey 3,457.9 3,493.1 3,552.8 3,600.7 3,640.0 182.1 5.27%
New Mexico 601.5 626.2 8572 862.4 694.0 92.5 15.38%
New York 7,729.9 7.7520 7,818.7 7,8723 7,917.1 187.2 2.42%
North Caroline 3125.5 3244.7 3,358.9 3,459.5 3,5552 429.7 13.75%
North Dakota 277.2 284.8 294.9 301.8 308.9 31.7 11.44%
Ohio 4,847.7 4,918.3 S,078.0 5,221.0 5,295.9 448.2 9.25%
Oklahoma 1,221.7 1,247.0 1,Z79.5 1,316.1 1.354.2 132.S 10.85%
Oregon 1,287.6 1,308A 1,362.9 1,418.4 1,474.7 207.1 16.34%
Penrnsyvania 5,075.5 5,122.8 5,192.4 5,253.1 5,308.2 232.7 4.58%
Rhode Island 424.6 430.0 434.2 440.1 441.8 17.0 4.00%
South Caroina 1,527.7 1,570.1 1,607.2 1,646.1 1,676.0 148.3 9.71%
South Dakota 308.7 318.7 332.0 343.5 348,9 40.2 13.02%
Tennessee 2,245.0 2,328.5 2,423.0 2,499.0 2,534.4 289.4 12.89%
Texas 7,269.1 7.481.5 7,750.9 8,022.5 8,242.1 973.0 13.39%
Utah 768.7 809.8 859.7 907.7 954.8 185.9 24.18%
Vermont 251.0 257.2 263.8 270.0 274.8 23.8 9.48%
Virginia 2,848.4 2,918.9 3,003.6 3,069.7 3,130.3 281.9 9.90%
Washington 2.222.4 2,253.0 2,304.3 2,346.9 2,411.8 189.4 8.S2%
West Virginia 640.0 652.6 874.6 687.8 898.4 58.4 9.12%
Wisconsin 2,357.9 2,412.7 2.490.8 Z558.5 2,601.6 243.7 10.34%
Wyoming 205.6 210.3 216.8 219,4 221.4 15.8 7.68%
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Mining Employment. Annual Averages

Not Change Pat Change

State 1992 1993 1994 1995 1996 1992-1996 1992-1996

Alabama 11.0 10.7 10.6 10.9 10.6 (0.4) -3.64%

Alaska 10.5 10.3 10.7 10.0 10.0 (0.5) 4.78%

Arizona 12.6 12.3 11.7 12.9 14.4 1.8 14.29%

Arkansas 3.5 3.6 3.5 3.5 3.5 0.0 0.00%

California 35.4 34.9 31.9 30.0 29.6 (5.8) -16.38%

Colorado 16.6 15.1 15.6 14,6 13.6 (3.0) -18.07%

Connercijut 0.9 0.9 0.7 0.7 0.8 (0.1) -11.11%

Delaware 0.1 0.1 0.1 0.1 0.1 0.0 0.00%

District of Columbia 0.1 0.1 0.1 0.1 0.1 0.0 0.00%

Florida 7.1 6.3 6.s 6.8 6.9 (02) -2.82%

Georgia 7.5 7.5 7.6 7.7 7.8 0.3 4.00%

Hawaii n.a. n.a. n.a. n.a. n a. n.a. na.

Idaho 2.6 2.2 2.4 2.7 3.1 0.5 19.23%

Illinois 17.3 15.5 15.0 13.7 12.6 (4.7) -27.17%

Indiana 7.1 8.5 6.8 6.4 6.3 (0.8) .1127%

Iowa 2.1 2.1 2.2 2.1 2,1 0.0 0.00%

Kansas 9.1 5.8 8.3 8.0 7.9 (1-2) -13.19%

Kentucry 30.0 27.7 27.7 25.0 23.0 (7.0) -23.33%

Louisiana 48,1 48.1 46.3 45.9 49.0 0.9 1.7%

Maine 0.1 0.1 0.1 0.1 0.1 0.0 0.00%

Maryland 1.2 1.1 1.1 1.1 1,1 (0.1) 8.33%

Massachusetts 1.2 1.2 1.3 1.3 1.2 0.0 0.00%

Michigan 8.9 8.8 87 8.4 7.6 (1.3) -14.61%

MInnestoa 7.7 7.5 7.5 7.8 7,9 0.2 2.80%

Miasissippl 5.2 5.2 5.1 4.9 5.2 0.0 0.00%

Missouri 4.8 4.5 4.7 4.9 4.8 0.0 0.00%

Montana 5.8 5.5 5.4 5.3 5.4 (0.4) -6.90%

Nebraska 1.5 1.4 1.4 1.3 1.2 (0.3) -20.00%

Nevada 12.9 12.6 12.3 13.2 14.6 1.7 13.18%

New Hampshire 0.4 0.4 0.5 0.5 0.5 0.1 25.00%

NewJersey 1.9 1.9 1.9 2.0 1.9 0.0 0.00%

New Mexico 15.1 15.9 15.7 15.9 15.4 0.3 1.99%

New York 4.9 5.0 5.0 4.8 4.6 (0.3) -6.12%

North Carolina 3.4 3.4 3.5 3,7 3.8 0.4 11.76%

North Dakota 3.9 3.8 3.7 3.8 4.1 0.2 5.13%

Ohio 14.6 14.1 14.6 13.8 13.8 (0.8) -6.48%

Oklahoma 37.4 35.7 34.4 31.7 31.5 (5.9) -15.78%

Oregon 1.6 1-7 1.6 1.7 1.9 0.3 18.75%

Pennsylvania 23.5 21.2 20.7 19.4 19.4 (4.1) -17.45%

Rhode Island 0.2 0.2 0.2 0.2 0.2 0.0 0.00%

South Carotina 1.8 1.8 1.8 1.8 1.8 0.0 0.00%

South Dakota 2.7 2.5 2.4 2.3 2.3 (0.4) -114.81%

Tennessee 5.0 4.7 4.6 4.6 4.6 (0.4) 8.00%

Tesas 170.2 166.0 162.2 155.9 156.4 (13.8) -8.11%

Utah 8.5 8.4 8.2 8.1 7.9 (0.6) -7.06%

Vermont 0.6 0.5 0.6 0.6 0.6 0.0 0.00%

Virginia 13.5 12.7 12.1 11.3 10.8 (2.7) -20.00%

Washington 3.4 3.2 3.4 3.4 3.4 0.0 0.00%

West Virginia 31.4 20.2 27.9 27.2 25.7 (6.7) -18.15%

WisonsIn 2.3 2.4 2.4 2.5 2.5 0.2 8.70%

Wyo-ing 17.6 17.7 17.8 17.0 15.9 (1.7) -9.86%
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Manute0uqing EneK Amial Aveas

Nd ae
1992 1993 1994 199S 1996 1992-199M

Alabama 380.7
Alaska 16.0
Arioa 173.2
Arlmnaas 237.0
Califonia 1 80.5
Colorado 185.9
C anrwla 305.7
Dawave 67.4
Disi of Columbia 14.0
Flrids 482.9
Georgia 5452
Hawal 19.7
Idaho 65.7
lsni 919.3
Iniana 628.e
Imoa 230.2

Karsa 1827
Kentucky 288.9
Loulana 185.0
Mainm 92.2
MaYlad 1837
Masasacusett 485.7
Micigan 900.6
Mikneatua 397.1
M uW*O 251.9
Missouni 412.0
Montana 22.5
Nubraal. 100.7
Newada 26.1
New Hrslaite 97.4
New Jersey 530.3

N_ Mxio 41.0
N York 1,014.4
NMoih Carolina 834.4
moNt Dalta 18.3
Ohio 1.050.6
Oldahrna 163.8
Orego 209.0
Petut 93.0

Rhode bWa 89.5
South Carolina 371.0
Soulh Dakota 37.0
Tenese St45
Texs 969.8
Utah 106L9
Vermont 437
Virgina 407.4
Washington 347.7
West VI*"i 92
Wisonsin 549.6
Wyoffg 9.3

384.2 388.4 391.8 3s8.
17.1 16.6 16.9 16.2

176.5 186.4 194.0 199.5
244.3 254.0 259.3 2535

1.805.1 1.777.3 1,794.2 1,83.2
188.1 190.9 192.4 196.0
294.1 285.1 279.0 275.2
65.6 63.5 61.5 58.1
13.8 13.0 13.0 13.1

485.2 484.0 486.5 490.4
558.2 577.3 588.9 584.7
19.2 17.8 17.0 16.6
69.2 71.9 71,0 72.6

933.1 952.1 962.2 972.0
842.9 664.4 683.8 673.7
2381 244.9 250.3 247.4
ISIS 187.9 191.4 198.1
294.8 305.1 313.8 311.6
185.4 188.5 196.0 186.3
90.9 91.4 91.1 88.1

160.2 1782 176.0 173-9
454.8 447.2 445.1 444.1
908.3 951.5 979.7 966.9
406.5 414.7 425.8 428.3
255.7 251.0 257.8 245.7
411.1 414.1 420.8 414.0

23.0 23.0 2. 23.8
103.8 10188 1122 113.7
29.5 33.7 26.6 38.8
97.8 100.3 1026 104.6

516.6 s09.3 489.2 485.3
427 44.7 48.1 45.9

980.5 956.1 941.7 921.8
847.8 859.9 864.2 s46.

19.5 21.4 21.3 21.6
1,049.7 1.0702 -1,102.3 1,093.9

168.6 169.8 170.7 173.6
211.7 221.3 229.3 236.3
943.1 942.0 940.7 929.1

68.1 96.9 84.9 62.4
374.8 377.4 3772 365.2

39.6 43.5 46.6 47.8
52164 538.9 538.9 522.2
987.6 1,009.0 1032.8 1,054.3
110.7 116.7 1242 129.4
438 43.9 4S.1 45.9

408.1 404.3 408.9 396.5
340.S 338.9 332.4 344.1

82.9 91.6 82.4 81.9
581.8 s83.9 801.6 601.2

9.e 9.9 9.7 1068

1.9
(1.8)

26.3
16.S

(37.3)
10.1

(30.5)
(9.3)
(0.9)
7.5

39.5
(3.1)
.9

52.7
45.1
17.2
13.4
24.7
3.3
(4.1)
(9.9)

(21.6)
68.3
31.2
(6.2)
ZOA2.0
1.3

13.0
12.5
7.2

(45.0)
4.9

(92.6)
12.4

a3.
43.3
9.8

26.3
(23.9)

(7.1)
(5.8)
10.9
7.7

84.7
22.5
2.2

(38)
(0.3)
51.8

1.S

stats

Pd Chane
1992-1991

0.50%
-10.00%
15.18%
a.96%

5.43%
-9.96%

.1380%
46.43%
1.55%
725%

-15.74%
10.50%
5.73%
7.17%
7.47%
7.33%
8.61%
1.78%

-4.45%
45.33%
-4.84%
7.36%
7.86%

-Z46%
0.49%
5.78%

12.91%
47.89%
7.39%

48.49%
11.95%
-9.13%
1.49%

18.03%
4.12%
5.98%

12.s8%
-2.51%
-7.93%
-1.59%
29.19%

1 59%
8.74%

21.05%
5.03%

-2.18%
-1.04%
4.#%
9.39%

16.13%
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T.P.U. Emnptd~hnent Annual Aseragn

9tdo 1992 1993 1994 1935 19

Aabam 583.0 85.1 87.1. 89.6 90.2
Alaa 225. 22.9 23. 25.9 25.7
Arbona 80.8 79.0 83 87.2 92.1
[ Aranss Y5. 8 57.0 59.4 828 84.9
Coold" 607.4 610.9 619.0 630.2 641.5
Coela 99.8 104.3 lO.i 117.5 120.3
Connecticut 88.0 89S 70.4 71.s 73.1
Delaware 14.6 14.9 1S.3 15.6 15.7
ODlsofColurnbla 22.1 21.4 20.9. 19.9 19.3
PWod 275.8 287.1 296.3 305.5 314.1

eorgia 197.7 203.3 211.4 216.3 221.9
Hawail 43,2 41.3 41.8 40.7 40.9
Idaho 20.3 20.9 21.8 2Z7 23.2
fuIs 302.9 310.8 317.9 323.9 331.0
* Inians 132.9 135.0 1373 141.0 139.4
Iowa 55.1 57.1 59.1. 61.4 629
Kanss 684.7 65.8 87.3 68.2 69.8
KaIlticky 81.7 84.2 8.1 81.3 9.3
Louisiana 105.4 107.3 110.0 107.7 108.3
Maine 215 22 2 22.6 22.3 22.4
marwd 98.9 99.4 103.9 105.6 106.5
Massasotrumil 121.4 124.0 127.4 127.0 129.2
Mihdgan 154.3 156.7 182.8 187.0 168.4
WMnwsa 109.9 110.1 113.8 117.7 119.7

aaiWl 45.0 46.3 48.6 51.1 52.7
Missouri 151.1 152.2 155.9. 1S7.7 159.7
Montana 2D.1 20.3 2D.7 20.8 2D.7
Netbrata 47.2 47.3 48.4 49.8 50.3
Nreada 33.0 35.0 38.2 40.4 42.3
New Hanwashi 17.3 18.1 19.0 19.5 19.5
New Jerisy 233.2 240.4 248.2 252.6 254.0
New Mealco 28.8 292 29.8. 31.0 31.2
New York 399.7 401.7 401.2 402.1 402.2
Norf Carolint 154.0 157.8 161.6 194.9 167.9
Nort Dakola 175 18.0 18.5. 18.4 18.4
Chio 213.3 215.3 222.8 229.3 231.7
Oklahorna 70.6 72.3 72.98 73.9 77.2
Oregon 65.7 86.8 68.9 71.3 72.8
Pennsylvania 291.5 298.2 273.0 272.7 271.9
Rlhoe Wland 14.2 14.4 14.9 14.8 14.9
Soth Carebna 68.1 68.9 69.0 71.7 7.4
South Dakota 14.8 14.9 15.5 16.0 18.4
Termssee 120.6 129.8 133.6 138.6 142.8
Tesas 432.2 439.8 458.2 475.7 498.2
Ufth 44.0 47.1 48.3. 51.5 54.0
VemDnd 10.8 11.3 11.5 11.9 12.2
VWiginia 148.9 149.5 151.7 156.7 161.9
Washington 1128 114.2 116.5 119.6 122.9
Wet Virginia 38.2 38.8 39.9 40.2 J9.2
Wisconsin 110.1 113.8 116.1 120.1 120.7
WyomIng 14.4 145 14.0 13.7 13.8

Net Cha Pd Change
1998219K 199241968

7.2 8.17%
0.1 0.44%

11.3 13.99%
9.0 16.10%

S4.1 5.61%
20.5 20.54%

5.1 750%
1.1 7.53%

(28) -12.67%
38.3 13.89%
24.2 12.24%
(2.3) -5.32%
2.9 14.29%

28.1 929%
6.5 4.%
7.8 14.18%
5.1 7.88%

11.9 14.20%
2.9 Z75%
0.9 4.19%
7.7 7.79%
7.8 6.43%

14.1 9.14%
9.8 8.92%
7.7 17.11%
8.6 5.69%
0.6 2.99%
&t 6857%
9.3 28.18%
2.2 12.72%

20.8 8.92%
24 8.33%
2.5 0.83%

13.9 9.03%
0.9 5.14X

18.4 8.83%
8.6 9.35%
7.1 10.81%

10.4 3.98%
0.7 4.93%
8.3 12.75%
1.8 12,33%

22.2 18.41%
58.0 12.96%
10.0 ZZ73%

1.4 12.96%
14.9 10.14%
9.3 8.19%
1.0 2.62%

10.6 9.83%
(0.8) 4.17%
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i t" 1992

Ata= 365.5
Alaska 47,6
I Ama 374.1
A4Wisa. 2126
Cifmnra 2,834.6
CokamdO 365.6

* caumbont 331.3
0D.l1gw. 74.6
Dis.tictof D ColuMa 54.7
FlRida 1,411.7
! Go"a 7397
Hawall 138.8

! Idho 105.6
E11s 1215.9
IrdMa1 601.5
Iowa 316.6
Kans 270.9
K*ftjy 354.s
Loubsiana 376.5
MaIn. 127.3
Maryland 500.
Massachdium 640.5
Michigm 923.5
M hrmstaa 524.6
ulasiasp1I 201.0
Missouri 558.3
Mtaa 64.5
Nebrasa 180.6
NORAd 129A8
New Harshimr 122.7
N sew es09.9
New Melo 142 5
Now York 1,565.2
NothCirowfa 710.4
Nort Dakota 73.0
Ohbo 1.159.7
O1ahon 286.1
oagrl 316.7
Pervalfnerl4 1,1482
Rhode IsWd 91.0
Soth Carolna 342.3

* South Deot WA.
Tennessee 517.7
Tom 1,755.4
Utah 163.6
Vernoro 66.5
Vurn1 63.
W lngom 537.8
Wes Vwgia 145.5
WIscorsin 547.3
Wy 19 4h7

Trad Eni d. a6I01 A _

Ius lows Irns I9U

377.9 3ai 40.0 418.9
49.0 S5. u4.1 54.6

3B9.4 420.6 444.5 4662
520.7 232. 2423 247.4

2,611tS 2,845$ 2s915.1 297a4
4040 429. 453.3 445
330.3 S354 341.0 346.7
76.4 78.61 622 54.1
532 52.8 52.2 49.7

1,456.8 1.507.2 1353.8 1609
7734 615.4 696.1 696.8
133.0 133.2 185.6 1s.3
109.4 116.7 121.3 125.1

1248.1 1279. 1,318.0 103.s
617.0 643.9 69.2 69.0
321.7 331.* 340.0 841.1
274.1 284.3 295.5 303.3
366.7 379.3 3837 400.9
385.6 3995. 414.0 42.6
1302 134.3 137.0 138.2
502.5 514.8 627.7 529.1
6484 669.4 667.2 696S
942.9 970.9 1,003.7 1,024.7
539.0 336ss 57.s S9.
209.8 219.4 22.2 232.
56s.7 567.9 604.2 6128
67.5 92. 96.1 97.7

193.1 1967 204.2 207.5
132.8 l.9 157.0 169.7
129.0 134.9 140.9 144W
813.6 831.5 848.8 655.3
1482 155.6 161.4 164.1

1.62.1 1592 1,611.9 1i .6
732.0 764.0 794.8 911.0
74.7 76.7 79.0 60.2

1,181.6 1,227.9 1.272 1300.1
289.6 301.2 3124 3165
328.9 34.1 57.0 305.0

1.150.7 1,169.9 1,193.6 1,206A
932 94.9 97.3 982

36sz4 357.2 354.9 367.6
91.6 64.7 97.4 67.6

5s.9 s621 5655 59s.3
1,610.1 1,879.6 1,9442 1,968.3

192.3 206.6 219.7 230.5
60.5 62.6 63.9 84.6
49.2 676.7 699.5 713.7

S54.6 565.1 360.1 590.9
14a9 154.0 . 166.0 10e.1
564.7 571.1 562 596.2

48.3 50.3 61.6 52.1

No Chw. Pd. ChMW
198w29IM 1092-100

53.4 14.61%
6a 1425%

92.1 24.162%
34.6 16.37%

13S.8 4.69%
7Ms 20.46%
15.4 4.06%
9.3 12.43%

(5.0) 4.14%
1952 13.83%
16U.9 2121%

(0.5) 037%
19,5 1647%
67.9 6.40%
785 13.05%
24.3 7.S7%
32.4 11.06%
46.0 12.196%
46,1 1224%
689 6.90%

28.5 5.69%
56.0 8.74%
9.2 10.72%
662 13.00%
31.6 15.72%
54.5 9.76%
132 13.62%
17.7 9.3%
39S.9 0.74%
212 17.14%
46.4 5.61%
21.6 15.16%
55.4 3.54%

103.6 14.16%
7.2 9.116%

140.4 12M11%
32.4 11.32%
46.3 14.53%
57.1 4.97%
7.2 7.91%

55.3 16.16%
72 8.96%

78.6 15.18%
232.9 1327%

4e.9 25.54%
6.1 10.43%

60.1 1264%
53.1 9.87%
14.6 103%
47.9 8.75%

5.4 11586%
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F.i.R.E EnpITjmeal. Aiwual Averagee

State 1992 1993 1994 1S99 1998

Alsabna 74.1 760 77.0' 79.2 81.5
Alask 10.7 112 11.9'! 11.7 11.7
Abiona 945 100.9 109.7' 107.8 1151
Arkanew 399 40.2 41.8. 41.9 43.1
Calsfora 791.9 7942 770.e: 731.9 783.1
Colorado 99.9 106.2 111.1. 1114 117.9
Connecflwt 14Z4 139.8 1356e 13Z5 130.8
Dedawa'e 32.8 35.5 39.1 ' 40.9 43.5
DlWt of Columbla 32.9 31.6 31.1' 29.9 29.4
PFala 381.9 360.3 375.6,' 378.7 393.8
Georgia 162.7 187.1 1721; 175.0 180.4
H1awa8 37.9 38.9 38.4 37.1 36.8
Idaho 21.5 22.8 24.1 24.9 25.3
I1iots 378.5 384.5 399.0:. 383.8 385.7
indlana 126.9 129.2 131,2 130.9 134.8
lowa 72.3 74.3 76.2 798 77.6
Kana 57.7 58.3 58.2 57.5 58.6
Kentucky 62.0 63.5 64.2. 64.8 67.6

lousanm 77.2 78.3 79.8 80.7 62.8
Maine 24.5 25.6 28.3 2680 20.7
Maryland 129.3 130.8 133.8 128.6 128.2
Masachuses 196.7 201.S 209.9' 205.3 208.6
Michigmn 191.2 194.8 1986. 194.3 201.1
Minnesto 130.2 135.9 139.9 139.9 142.5
Misls 36.4 38.8 39.7 40.0 40.9
Misouri 137.5 141.9 140.1 148.1 149.8
Montana 14.4 14.9 15.6 . 15.5 16.0
Nebraska 49.4 SO.S 51.7 SZ6 531
Nevada 29.0 31.0 34.2 35.7 37.8
NEw Hampshinre 29.1 29.5 29.3. 28.6 28.2
New Jersey 226.6 229.1 230.9 228.4 231.6
NOw Mexico 28.6 27.9 29.4 30.1 31.5
NMw York 732.2 729.8 736.9 723.9 721.0
Norh Carofna 134.3 137.3 141.8 144.6 153.5
Norlh Dakota 1.0 13.5 13.8 13.8 14.4
Cho 2s36.4 260.9 259.2 270.3 27.0
Oldahorma 60.6 6Z2 64.2 65.4 67.3
Oeon 79.4 84.6 67.8 87.2 60.6
Pannsylvania 300.9 302.7 307.8 303.6 308.7
Rhode island 25.4 25.4 25.4 24.8 25.2
SouSth Carolina 0.4 9.2 68.2 61.9 72.3
South Dakwts 17.3 17.7 16.0 18.8 19.8
Tenese 101.0 104.1 109.3 : 111.6 117.2
Texas 421.0 429.6 436.1 . 438.8 444.0
Utah 37.4 41.6 46.0 47.6 50.4
Vaemont 12.1 1Z0 12.2 12.2 12.2
Vira 150.8 157.1 163.7 16a5 162.2
Wahiingon 119,3 121.2 124.1 121.6 123.8
Wage Virginia 24.6 25.1 28.0 ! 26.9 27.1
Wisconsin 127.0 131.0 134.9 136S 138.3
Wyoming 7.3 7.7 7.9 7.9 7.9

Net ChwP PCt. Change
11992.1996 1992-1996

7.4
1.0

20.6
42

(8.6)
18.0

(11.6)
10.7
(4.5)
41.9
17.7
(1.1)
3.6
7.2
7.9
53
0.9
5.6
5.6
2.2

(0.1)
11.9

9.9
12.3
Z5

12.3
1.9
3.7
8.8
(0.9)
5.0
4.9

(11.2)
19.2
1.4

20.6
6.7

11.2
7.8

(0.2
8.9
2.5

16.2
23.0
130

01
11.4
4.5
2.5

11.3
0.6

9.9%
9.35%

21 .80%
10.90%
-7.43%6
18.02X

32.82%
-1168%
11.91%
10.99%
-2.90%
17.67%

1.80%
6.23%
7.33%
1.56%
9.03%
7.25%
6.98S

*0.08%
6.05%
5.18%
9.45%
6.51%
8.95%

11.11%
7.49%

30.34%
-.09%
2.21%

18.42%
-1.53%
14.30%
10.77%
8.03%

11.06%
14.11%
259%

-0.79%
10.55%
14.45%
16.04%
5.46%

34.76%
0.83%
7.56%
3.77%

10.16%
8.90%
8.22%
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Services Employment Annual Averages

Net Change Pd Change
State 1992 1993 1994 1995 1996 1992-1996 1992-1996

Alabama 346.6 384.1 375. 394.2 405.5 59.9 16.99%
Alska 54.1 56.2 SI.0! 60.8 ez4 6.3 15.34%
Arfzona 425.2 442.3 470., 519.1 561.4 136.2 32.03%
Arkansas. 210.7 219.9 228.9. 237.4 248.5 35.8 1689%
California 3,428.3 3,46Z4 3558.2 3,729.5 3,916.7 490.4 14.31%
Colorado 443.4 469.4 504.1- 537.2 564.9 121.5 27.40%
Connecticut 423.1 438.1 449.9 465.7 491.4 56.3 13.78%
Delaware 85.4 89.6 91.4 96.0 10Z2 16.8 19.67%
District ot Columbia 254.9 256.4 261.4 293.9 292.5 7.6 2.98%
Florida 1,692.7 1,909.2 1,9229 2,038.2 2,117.6 424.9 25.10%
Georgia 877.0 723.9 778.7 838.5 903.1 226.1 33.40%
Hawaii 193.6 1626 163.9 194.5 166.1 2.5 1.53%
Idaho 90.5 98.9 102.4 109.4 114.9 24.4 26.96%
Illinois 1.410.2 1,483.8 1,5120 1,581.2 1,640.0 229.8 16.30%
Indiana 556.0 586.8 612.4 633.6 652.9 96.9 17.43%
Iowa 307.9 316.4 328.1 342.2 359.1 51.2 16.63%
Kansas 259.3 2675 277.3 289.0 300.6 41.3 15.93%
Kentucky 351.6 365.0 379.3 393.8 408.3 56.5 16.06%
Louisiana 397.1 416.2 444.4 471.6 485.6 68.7 22.34%
Maine 129.5 134.0 141.6 146.8 150.4 20.9 16.14%
Maryland 633.9 649.9 668.4. 694.5 715.2 81.3 12.83%
Massachusetts 913.5 942.8 975.7 1.024.9 1,062.6 149.1 18.32%
Michigan 979.6 1,0224 1,074.6 1,129.1 1,195.4 185.9 16.97Y.
Minnestoa 5922 613.4 635.2 647.1 671.8 79.6 13.44%
Mississippi 175.5 105.7 224.7 2Z2.4 246.6 71.1 40.51%
MissourI 608.4 642.6 666.0 685.5 707.9 99.5 16.35%
Montana 82.4 86.9 91.7 96.9 101.8 19.4 23.54%
Nebraska 185.6 191.7 202.4 211.0 220.4 34.8 18.75%
Nevada 282.7 295.0 326.7 345.1 363.5 80.8 28.58%
New Hamnpshre 129.6 136.6 145.2 152.1 162.4 32.9 25.31%
NewJersey 976.9 1,010.7 1,040.4 1,076.3 1,121.9 14a.9 14.60%
Now Mexwco 160.3 167.5 177.4 186.3 192.1 31.9 19.84%
NewYork 2,340.5 2,404.0 2,484.2 2,840.1 2,610.4 269.9 11.53%
Noarh Carolina 641.4 685.4 724.2 7.22 622.3 180.9 2820Y
Norlh Dakota 73.7 78.4 90.7 80.9 64.6 10.9 14,79%
Ohio 1,2412 1,277.8 1,329.5 1,378.9 1,415.1 173.9 14.01%
Oldahlona 293.1 305.9 320.1 344.0 364.3 71.2 24.29%
Oregon 311.8 328.3 343.2 362.9 384,7 72.9 23.38%
Pennsrlvania 1,491.0 1,530.6 1,583.5 1,604.3 1,651.2 160.2 10.74%
Rhode Island 131.0 134.8 137.2 143.5 146.1 15.1 11.53%
South Carolina 310.3 330.0 344.1 360.3 373.4 63.1 20.34%
SouthDakota 76.9 62.6 96.8 87.4 90.1 11.2 14.20%
Tennessee 541.1 572.4 603.8 638.0 655.5 114.4 21.14%
TOM 1,842.5 1,918.1 2,9.1 2,122.4 2,220.7 378.2 20.53%
Utah 1996.5 210.5 224.2 238.1 255.5 59.0 30.03%
Vermont 70.5 73.7 76.6 79.0 81.5 11.0 15.60%
Virginia 780.7 793.7 8292 673.1 911.4 150.7 19.81%
Washington 557.8 577.9 598.1 623.5 649.2 91.4 16.39%
WastVlrginia 158.2 168.6 174.6 183.8 191.3 33.1 20.92%
Wisconsin 574,1 594.2 617.0 632.0 655.4 81.3 14.16%
Wyoming 41.8 43.0 45.3 47.5 48.1 6.3 15.07%
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Government Employment Annual Averages

Net haungs PdL cang
stse 1992 1&99 1994, t6 91 1966 1 I -1996

Alabama 337.9 340.7 346.dB 3432 341.7 3.8 1.12%
Alaska 7a.3 74.t 73.9: 72.B 73.1 (0.3 -027%
Arizona 276.7 286.6 294.3' 310.5 320.6 43.9 1sB%
Arkansas 167.1 169.9 17.o 177.1 178.3 12.2 7.0%
Caltornia 2,095.6 2,090.6 2.093.2 2,107.0 2,117.0 21.4 1.02%
Colorado 291.1 296.7 299.3: 303.7 3091. 17.5 6.01%
Connectct 207.4 210.7 217.2 220.9 2235 18.2 7.81%
DOdwars 48.0 49.7 50.4 50.8 52.6 4.0 8.23%
O'stindof Columbia 285.8 2s5.3 270.5 254.9 241.4 (44.4) -15.54%
Florida 870.1 881.8 910.6 916.4 929.2 59.1 6.79%
Georgia 537.1 548,1 564.0 5701 569.1 32.0 5.96%
Hawaei 111.1 111.5 111.8A 111.4 110,1 (1.0) -0.90%
Idaho 88.1 90.4 92.9 95.7 97.7 9.6 10.90%
Illinois 773.9 774.4 788.0 798.7 810.3 38.4 4.70%
Indiana 387.6 391.3 390.7 391.7 393.7 6.1 1.57%
Iowa 221.0 222.5 226.9 230.3 231.6 10.6 4.60%
Kansas 225.7 229.5 233.4 238.7 235.1 9.4 4.16%
Kentucky 273.3 278.8 280.6 286.9 2a9.6 16.3 5.96%
Louisiana 339.5 342.0 351.5. 358.3 381.3 21.8 6.42%
Maine 95.7 95.4 94.1 93.2 93.1 (2.6) -2.72%
Maryland 414.8 417.4 420.1. 421.8 421.6 6.8 1.64%
MadWuetts 382.6 387.5 390.0, 394.8 400.2 17.6 4.80%
* Mitgan 839.0 639.4 638.9 640.9 843.3 4.3 M.M7%
Minnestce 348.1 352.1 369.5 377.9 379.9 33.8 9.77%
Mississippi 207.9 210.1 2137 214.7 217.9 10.0 4.81%
Missouri 570.7 376.8 384.9' 390.3 399.7 29.0 7.82%
Montana 74.2 74.1 76.31 76.9 76.6 2.4 3.23%
Nebraska 147.6 149.0 151.6 150.8 151.5 a9 2.64%
Nevada 68.0 88.6 82.3 8s.9 101.2 15.2 17.87%
New HampshIre 73.1 74.4 78.2 76B2 78.9 5.8 7.93%
New Jesey 566.6 565.6 b58.4- S6.5 566.8 0.0 0.0D%
New Mexioo 156.1 159.1 163.1 166.5 171.1 15.0 9.61%
NewYork 1,427.6 1,425.4 1,423.3 1396.6 1.382.3 (45.3) -3.17%
Normt Carolina 502.5 527.1 5385. 550.8 51.4 58.9 11.72%
North Dakota 66.8 67.1 67.2 71.1 70.7 3.f 5.84%
Ohio 735.1 735.6 741.0 748.7 751.7 18.6 2.26%
Oklahoma 270.1 269.8 270.2 269.7 271.5 1.4 0.52%
Oregon 1231.0 232.8 254.7 240.2 246.1 15.1 6.54%
Pennsylvania 1699.9 709.0 713.6 719.2 720.9 21.0 3.00%
Rhode biand 61.2 61.4 61.7- 61.3 61.3 0.1 0.16%
South Carolina 291.9 25.8 295J.3 284.2 288.9 7.0 2.40%
South Dakota 65.4 68.6 67.1 71.0 70.4 5.0 7.85%
Tennessee 350.9 362.0 370.7' 373.1 383.1 26.2 7.34%
TOs ' 334.3 1,3760 1,413.7 1,445.7 1,454.4 120.1 9.00%
Utah 156.9 159.5 161.4: 163. 168.6 9.7 6.18%
Vamnnor 43.7 44.7 45.1 45.3 1.6 3.66%
Virginia 5894 597.8 603.2 97.6 587.1 7.7 1.31%
Washington 423.6 430.0 437.2 444.4 450.4 28.8 8.33%
West Vnrgini 132.3 132.8 138.5 138.4 138.8 8.5 4.81%
Wisconsin 356.9 381.5 367.1 378.7 383.2 26.3 7.37%
Wyoming 56.8 57.2 568.2 57.8 58.7 1.9 3.35%
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U. S. Departmrent of Labor Commissioner for
Bureau of Labor Statislics
Washington. D C. 20212

JUL 2 5 M9

Honorable Maurice D. Hinchey
House of Representatives
Washington, D.C. 20525

Dear Congressman Hinchey:

At the June 6 hearing of the Joint Economic Committee, you
asked for information on several topics, including
occupational unemployment, the characteristics of persons
not in the labor force, the effects of international trade
on the Consumer Price Index (CPI), and the unemployment
situation in New York City.

I have enclosed a table that shows both the level and rate
of unemployment for the major occupational groups for June
1997, the most recent month for which data are available
(see Enclosure 1). As you can see from this table, jobless
rates vary considerably across occupations, although for
nearly all the groups the rates were lower this year than
last. Jobless rates are the lowest in those occupational
groups that are generally associated with the highest levels
of education.

With regard to your question about the characteristics of
persons not in the labor force, I have enclosed a table that
provides 1996 data on the demographic characteristics of
persons in this group and on their interest in employment
(see Enclosure 2). Of the 66.6 million persons not in the
labor force, only about 5.5 million say they want a job now.
Of that number, only 1.6 million had looked for work in the
past 12 months and only 397,000 of these had stopped looking
because they thought there were no jobs available. The
other 1.2 million who had searched for work within the past
year were not currently looking for jobs due to reasons such
as lack of transportation or family responsibilities. Of
the 61.2 million persons who do not want a job now, many are
of school or retirement age, that is ages 16 to 24 (9.1
million) or 65 and over (27 million). We cannot say with
certainty whether school attendance or retirement are, in
fact, the reasons these individuals are not currently in the
labor force. School. attendance or retirement need not
exclude a person from labor force participation. For
example, many students work while in school, and people who
"have retired" often take or seek other employment.

In response to your question concerning the CPI, BLS has not
conducted studies of the impact of international trade and
imports on the overall CPI since the major revision of the
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index that was implemented in 1987. Prior to that revision,
the CPI program had a general provision for "Country-of-
origin" codes, which enabled us, with limited success, to
identify imported items and track their direct contributions
to changes in the CPI. Over time, however, we lost
confidence in the accuracy of our measurement of the
importance of imports. It is relatively easy to identify
imports at the border, as goods are shipped into the
country, but much more difficult in retail outlets. The
difficulties may be as mundane as labels indicating country
of origin being concealed by plastic packaging. For items
in many categories---produce is a good example--country-of-
origin information may be burdensome for our respondents to
supply and thus difficult for us to collect. Difficulties
also arise as a consequence of the production and
distribution system having grown more complex. Many goods
are produced by multinational firms, and the determination
of such items' foreign content is subject to the sometimes-
arbitrary cost-accounting procedures of those firms. A
further consideration is that imports may have indirect
effects on inflation that our direct measurements of
imported goods, prices could not capture. Increases in the
price of imported oil, for example, will affect the prices
of transportation services, which contribute to the retail
costs of many items. Conversely, import competition may
constrain the ability of domestic firms to increase prices.

I should mention that for some items, particularly in the
apparel area, we have resumed the collection of data
regarding the country of origin over the past four years.
For these items, country of origin has become more important
in advertising and may affect the perceived quality of the
items.

As a general matter, the BLS has focused its research
efforts on the improvement of its measures. While
interesting and important, the relationships between
exchange rates and import prices, and between the volume of
imports and the pricing behavior of domestic firms, are
subjects in which the BLS has no special competence. At the
hearing, I mentioned having read that Joel Popkin, a well-
regarded price index researcher, had done some work in this
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area. My staff have spoken with Mr. Popkin, and he has

indicated that he would be happy to discuss these issues
with you or your staff. Mr. Popkin can be reached at

202--289-0190.

I am enclosing a series of tables in response to your

question on the jobless situation in New York City.

Unemployment in New York City has been above the U.S.

average over most of the past 30 years, with 1987 and 1988

being the most notable exceptions (see Table A). The

jobless rate in the city began to rise before the most

recent national upturn and, unlike the rate in most areas,

has failed to return to pre-recession levels (see Chart 1).

In 1996, New York City's unemployment rate was about the

same as that for some other major cities, such as Los

Angeles and Washington, D.C., places where the 1996 rate

also remained well above the 1990 figure (see Table B).

For all major demographic groups in the city, labor force

participation rates and employment-population ratios are

substantially lower than the U.S. average, and unemployment

rates are noticeably higher (see Table C). New York's

unemployment rates are also well above the U.S. average for

most major industries and occupations (see Tables D and E).

A substantially-larger-than-average share of the city's

employed population is comprised of African Americans and

Hispanics (see Table F).

I hope you find these responses to be informative and the

enclosed materials useful. If I can provide further

assistance to you on any of these topics, please let me

know. Philip Rones, Assistant Commissioner for Current

Employment Analysis, on 202--606-6378, would be happy to

answer any followup questions for your staff concerning

labor force data, and John Greenlees, Assistant Commissioner

for Consumer Prices and Price Indexes, on 202--606-6950, may

be contacted regarding the CPI.

Sincerely yours,

KATHARINE G. ABRAHAM
Commissioner

Enclosures
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Table B.

Annual Average Unemployment Rates for
the 20 Largest Cities, 1990 and 1996

City

New York
Los Angeles
Chicago
Houston
Philadelphia
San Diego
Dallas
Phoenix
Detroit
San Antonio
San Jose
Indianapolis
San Francisco
Baltimore
Jacksonville
Columbus
Milwaukee
Memphis
Washington, DC
Boston

1990 1996

6.9 8.8
6.7 9.3
8.4 6.7
6.1 6.4
6.3 6.9
4.8 5.4
6.2 5.2
4.9 4.0
14.3 9.1
7.9 4.9
4.7 4.2
3.8 3.7
3.8 4.7
8.2 8.1
5.3 3.8
3.9 3.4
5.7 5.1
5.4 5.3
6.6 8.5
5.7 4.5

Population ranking is based on 1992 population.

SOURCE: Bureau of Labor Statistics
Local Area Unemployment Statistics
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Table A

Annual Average Unemployment Rates for
the U.S., New York State, and New York City,

Annual Averages 1968-96

Year U.S. New York New York
State City

1968 3.6 3.1 3.1
1969 3.5 3.3 3.6

1970 4.9 4.5 4.8
1971 5.9 6.6 6.7
1972 5.6 6.7 7.0
1973 4.9 5.4 6.0
1974 5.6 6.4 7.2
1975 8.5 9.5 10.6
1976 7.7 10.3 11.2
1977 7.1 9.1 10.0
1978 6.1 7.7 8.9
1979 5.8 7.1 8.7

1980 7.1 7.5 8.6
1981 7.6 7.6 9.0
1982 9.7 8.6 9.6
1983 9.6 8.6 9.4
1984 7.5 7.2 8.9
185 7.2 6.5 8.1
1986 7.0 6.3 7.4
1987 6.2 4.9 5.7
1986 5.5 4.2 5.0
1989 5.3 5.1 6.9

1990 5.6 5.3 6.9
1991 6.6 7.3 8.7
1992 7.5 8.6 11.0
1993 6.9 7.8 10.4
1994 6.1 6.9 8.7
195 5.6 6.3 8.2
1996 5.4 6.2 8.8

SOURCE: Bureau of Labor Stao ic
Current Populaton Sunvey
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Table C.

Labor Force-Participation Rates, Emptoyment-Population Ratiosj,
and Unemptoyment Rates by Sex, Age, Race, and Hispanic Origin

for the US. and New York City.
1996 AnnuatAverages

[Labo Fome e Empoernt- uneip/t|
Populaton Group I Paqpm Rates Popubtim Ratio. - Rate I

I I U~~~~~.S. I N.Y.C. U.S- -| N.Y.C. L U.& I N-Y.C.|

Total.
Men
Womeft
Both sexes, 16-19 years

Whnite

BarLk

Hispanicorogir-

66.8 56.7 632 51.7 5.4 &8
74,9 66.4 70A. 60.4 -4A 9.0
59.3 487 56. - 44.5 5.4 85
57.3 . 25.0 43.5 . 17.8 16.7 29.0

67.2 55.7 64.1 51.6 4.7. 7.4

64.t 55.4 57.4 48.4 10.5- tZ5

66.5 52.7 60.6- 47.0 8.9 10.8

SOURCE: Burema of Lar Statistics
Cunfent Popubbton Surey
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Table D.

Unemployment Rates by Occupation
for the U.S. and New York City,

1996 Annual Averages

Occupational Category

Managerial and Professional Specialty
Executive, Administrative & Managerial
Professional

Technical, Sales, & Administrative Support
Technical and Related Support
Sales

Administrative Support (includes clerical)

Service Occupations

Precision Production. Craft, & Repair

Operators, Fabrncators, & Laborers
Machine Operators. Assemblers, & Inspectors
Transportation & Material Moving
Handlers, Equipment Cleaners, Helpers, & Laborers

United Stales New York City

2.4 3.2
2.3 4.5

2.8
5.2
4.2

7.2

5.5

7.7
5.2

11.1

5.6
9.5
8.9

9.4

11.0

11.3
6.3
16.7

NOTE: Occupational detail excludes persons with no previous work experience.
Farming and fishing occupations are not shown separately.

SOURCE: Bureau of Labor Statistics
Current Population Survey
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Table E.

Unemployment Rates by Industry
for Nonagricultural Workers

in the U.S. and New York City,
1996 Annual Averages

Industry

Construction
Manufactunng

Total
Durable Goods
Nondurable Goods

Transportation, Communications and Public Utilities
Trade
Finance, Insurance & Real Estate
Services

Government

United States New York City

10.1 17.2

4.8 8.7
4.5 10.4
5.2 8.1
4.1 8.1
6.4 10.9
2.7 5.0
5.4 8.2
2.8 4.6

NOTE: Industry detail excludes persons with no previous work experience.

SOURCE: Bureau of Labor Statistics
Current Population Survey



131

Table F.

Percent of Employed Persons In Occupations
by Demographic Group,

for the U.S. and New York City,
1996 Annual Averages

Occupational Category

Total
Managerial and Professional Specialty

Executive. Administrative & Managenal
Professional

Technicalt Sales. & Administrative Support
Technical and Related Support
Sales

Administratve Support (includes clerical)

Service Occupations

Precision Production. Craft, & Repair

Operators. Fabricators. & Laborers
Machine Operators, Assemblers. & Inspectors
Transportation & Material Moving
Handlers. Equipment Cleaners. Helpers. & Laborers

New York City United States
Percent of total Percent of total

Women Black Hispanic Women Black Hispanic
origin origin

47.1 27.2 22.7 46.2 10.7 9.2

43.2 16.3 11.5 438 6.9 4.8
57.0 20.2 9.7 53.3 79 4.3

48.6 24.3 20.0 52.5 94 6.3
41.5 180 17.4 49.5 79 7.0
70.1 35.0 23.7 79.1 12.5 8.3

520 38.0 32.4 59.4 17.2 . 13.7

7.8 288 26.9 90 7.9 110

51.4 20.7 51.4 37.7 15.2 16.4
2.1 39.4 24.5 9.5 146 10.3
9.8 28.4 373 19.3 164 15.2

NOTE Occupational detail excludes persons with no previous work expenence.
Total includes farming and fishing, not shown separately.

SOURCE: Bureau of Labor Statistics
Current Population Survey
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