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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 1 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



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.]



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



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 sfightly 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.

A 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 a job
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.



[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



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. Allright. 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 [ 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 of jobs 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. 1 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.
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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
CPL, 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 modern
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. 1 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 1
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. [ 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 accuracyj; 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 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 1
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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, 138,000 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 month§ 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 inflatior: 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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PREPARED STATEMENT OF

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

Average hourly eamings increased four cents in May following a
gain of one cent in April. Over the year, hourly earmings 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.

Chart 1. Unempioyment rate, seasonally adjusted, Chart 2. Nontarm payroll empioyment, seasonatly adjusted,
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Both the number of unemployed persons, 6.5 million, and the ployment rate, 4.8 p were

litle 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 p ), gers (15.6 p ), whites (4.0 percent), blacks (10.3

P ), and Hispanics (7.4 p ) were jally unchanged. (See tables A-1and A-2))

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

Beginning this month, a convenicnt 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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Table A. Major indicators of labor market activity, seasonally adjusted

(Numbers in thousands)
Quarterly averages Monthly data Apr.-
Category 1996 | 1991 1997 May
v ] 1 Mar. ] Apr. l May |change
HOUSEHOLD DATA Labor force status
Civilian labor force. 134,830] 135934] 136,319] 136,098} 136,173 75
ploy 127.705| 128,728 129,175| 129,384 129,639 255
Unemp 7.124] 7,206 7,144 6,714 6,534/ -180
Not in 12bor fOTCE.......ummerrrarerssnressensert 66,627] 66,462] 66,194] 66,577 66.659] 82
Unemployment rates
All workers. 53 5.3 52 49 48 0.1
Adult men.. 44 4.5 44 4.2 3.8 -4
48 4.7 4.7, 44 45 B
T 16.6 170 16.4 154 15.6) 2
WHRILE....ccnveoeercrraearssanssnnsseeraee] 4.6 45 45 42 4.0 -2
Black 10.6| 10.9] 10.7] 9.8 10.3] 5
Hispanic origin.......cooueeeruueresesennd] 8.0 8.3 8.6 8.1 74 -1
ESTABLISHMENT DATA? Employment
Nonf: ploy 120,452 121,138] 121,344] p121,667) p121,805 pl138
Goods-prod 3 24,509] 24,635] 24,670] p24.663| p24.683 p20
5494 5,585 5609 ps.S599| pS.622 p23
18,444] 18,476] 18489 pi8.491| p18.486 p-5
Service-p g° 95.943| 96,504 96.674] p97.004| p97.122 pl18
LT B Y. T —— 21,850 21.928] 21.945| p22,036] p22,032 p4
SCIVICES.....irvvrmrmersnrasnsrnasssansan] 34,8001 35,086 35,176| p35.322] p35,447 pl125
Gi 19,499 19,5401 19,545] p19.578] p19.550 p-28
Hours of work'
TOtal PriVELL.......ocoerverrersssssesnrnersnsosns 345 347 34.8 p34.5 p34.5 p0
Manuf: 41.8 41.9] 42.1 pa2.1 p42.0) p-0.1
(63017, T S———— 4.6 4.8 4.9) p4.9 p4.8| p-1
Eamings*
$11.97| si12.10] $12.14] pSi2.15{ p$i2.19| p$0.04
. total private. " 413.48] 419.36] 422.47{ p419.18] p420.56 pL38
V Beginning in January 1997, houschold data reflect revised population controls used in the survey.
1 Establishment data have boen revised (o reflect March 1996 benchmarks, updated scasonal
j d and d | adj factors.

3 Includes o;ha industries, not sho:wn scparately.
* Data relate to private production or nonsupervisory workers.
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Total Employment apd 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 one job in May, 351,000
more than a year earlier. These multiple jobholders made up 6.3 percent of all employcd 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-1.)

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 for jobs 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 Employment (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. employmem growth continued in finance (8,000) and real estate (3,000). Employment in
! d 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. Fumiture and home furnishings stores added 9,000 jobs, while employment decreased in general
merchandise stores. Employment in cating 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 tost 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. (Sce table B-5.)

Hourly and Weekly Eamings (Establist S Data)

Average hourly eamings of private production or nonsupervisory workers on nonfarm payrolls were
up 4 cents in May to $12.19, scasonally adjusted. Average weekly eamings increased by 0.3 percent to
$420.56. 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
AM. (EDT).



35

5
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 adj as well as new seasonal
adjustment factors. In terms of data revisions, the not seasonaily 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 establish survey data on employment, hours, and eamnings.

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
hitp://stats.bls.gov/cgi-bin/dsrv?ee or through the Current Employment Statistics homepage at
http://stats.bls.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 Asrevised Difference
published
118,070 118,058 -12
118,579 118,550 -29
118,750 118,804 54
118,922 118,966 44
119,332 119,263 -69
119,537 119,516 <21
119,772 119,691 -81
120,052 119,983 -69
120,050 120,019 -31
120,311 120,248 -63
120,492 120,450 -42
120,723 120,659 -64
120,982 120,909 -73
121,296 121,162 -134
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percent of the labor force. The labor force participation rate is the
iabor force as a percent of the and the k

ctivity has risen or However, becanse the effect

of finishing school in p ymistnown.lhemnmcs
for thy year can be adj toallow fora change.
Insofar as the dj is made the adj

figure provides 2 more useful tool with which to analyze changes in
ecopomic sctivity.
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the faih sample a segment of the population, inability to

differs from the uncmployment estimate that would be obtai d by
directly adjusting the total ar by combining the duration, reasons, or
more detailed age categories.
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The numerical factors used to make the 1 adj are
recalculated twice a year. For the household survey, the factors are
calculated for the Fanuary-June period and again for the July-December
period. For the establishment survey, updated factors for scasonal
adjummcalm!aedfw!hsmy-oaobapeﬁodmdinnodlwﬂ
along with new benchmarks, and again for the November-April period.
In both surveys, revisions to historical data arc made once a year.

Reliability of the estimates

Statistics based on the houschold and establishment surveys are
subject to both sampling and ling error. When a sample rath
than the entire population is surveyed, there is a chance that the sample
estimates may differ from the “true” population values they rep:

unwillingness. P P
basis, mistakes made by respond and errors made in the collection
or processing of the data.

For example, in the survey, for the most
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ived. that the esti final

Anuhermajormmeof error in the

survey is the inability to capture, on a timely basis, employment
genersted by new firms. To correct for this systematic underestimation
ofemp growth (and oth of error), a process known as
bias adj is included in the survey's estimating procedures,

have b

The exact difference, or sampling error, varies depending on the
particular sample selected, and this variability is measured by the
standard error of the estimate. There is about a 90-percent chance, or
level of confidence, that an estimate based on a sample will differ by no
more than 1.6 standard errors from the 'uue”poplumonvnxuebecause

of ling error. BLS anal are g ducted at the 90-
percent level of confidence.

For le, th d interval for the monthly change in total

fromthe b nwveyuondteorduofplnsormxmu

376.000. Suppose the of total by

100,000 from one month to the next The 90-percent confidence
interval on the monthly change would range from -276,000 to 476,000
(100,000 +/- 376,000). These figures do not mean that the sample
results are off by these magnitudes, but rather that there is about 2 90-
pamlchance!hnmc“uue'm-d!e-mmhchmgelumm:hxs

interval. Since thi h han zero, we could not
nymthwnﬁdmthumplaymhad.mfaa.mmed. If,
d if a million, thenall of the
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2ev0. In this case, it is likely (at least a 90-percent chance) that an
employment rise had, in fact, occurred. ‘The 90-percent confidence
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based change. The size of the monthly bias edjustment is based largely
on past relationships between the sample-based estimates
of employment and the total counts of employment described below.

The sample-based from the i survey are
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insurance program. The difference between the March sample-based
employment estimates and the March universe counts is known as a
benchmark revision, and serves as a rough proxy for total survey error.
The new benchmarks also incorporate changes in the classification of
industries. Over the past decade, the benchmark revision for total
nonfarm employment has averaged 0.2 percent, ranging from zero
0.6 percent.

Additional statistics and other information

More i istics are ined in Empl and
Earnings, published cach month by BLS. Itis available for $13.00 per
issue or $35.00 per year from the U.S. Government Printing Office,
Washington, DC 20402. All orders must be prepaid by sending acheck
or money ‘order payzble to the Superintendent of Documents, or by

mmmmymmwoymu«-zs&m and  charging to Mastercard or Visa.

forth changs mp rateitis +/-.21 p p and ings also provid of

point. exror for the hold survey data p hed in this release. For
In general, involving many individual: unemployment and labor f ies, th appesr

have lower standard errors (relative to the size of the estimate) than in tables 1-B through I-H of its “Exp ry Notes.” M f the

estimates wich sre based on a small mumber of observations. The
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precision of estimates is also improved when the data are cumulated

over time such as for and annual zges. The 1
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estimates.

The household and establishment surveys are also affected by
ling error. N exTors can occur for many reasoas,

actual ision d rk adj pr
in tables 2-B through 2-G of that publication.

Information in this release will be made available to seasory
impaired individuals upon request. Voice phone: 202-606-STAT:
TDD phone: 202-606-5897; TDD message referral phone:
1-800-326-2577. ’



39

HOUSEHOLD DATA HOUSEHOLD DATA
Table A-1. Employment status of the civiltan popuiation by ssx and age
(Numbers in thoussnds) )
Not sezsonsally adjusted Seasonally adjustad!
Employment status, sex, and age
Jan. Feb. Mar.
1998 1597 1997 1995 1997 1997 1997 1997 1997
TOTAL
Civiian NOnNSRUBONS] PODURBON e o 202674 | 2 202285 | 202389 | 200513 | 202674 | 202832
Civiiian tabor lorce 133638 | 135,18 { 135963 | 133759 | 135848 | 125634 | 136319 | 138008 | 136973
6.7 66.7 67.0 67.2 67.0 67.3 672 7.1
Employsd 128391 | 128629 | 129585 | 128428 | 128560 | 128430 | 120,175 | 129384 | 129,839
ratio 6.1 618 811 628 6.5 638 68 6.9
Agricuture 6% 425 3474 3,458 3,330 3497 [ 340
incusiries 12269 | 125205 | 125912 | 1 125,112 | 128138 | 125789 | 125887 | 126200
7368 6551 7331 7268 7.144 6714 853
sS4 a8 .7 13 sS4 53 52 49 40
Notin lebor force 68721 | 67494 | 68870 | e8519 | €8437 | ea7se | estms | easr7 | eaess
Men, 16 years and over
Cwvlian 98048 | 97474 | 97559 | 08048 | 072684 | 97320 | 97387 | 97474 | oS50
CiviEan labor force 72125 | 72788 { 73991 | 72120 [ 73008 | 72987 | 73288 | 7a2m
e 75.1 X 750 75 752 750 752 751 750
Enmployed 05 | 69968 | 68183 | 6964 | €922 | eo47d [ 69562 | o929
ion ratio 7.1 ns 71.0 7.1 7.1 712 714 ny
P 3067 8% | a2 g ase 3738 aro 3,604 am
rate 54 50 a4 88 54 [X] a9 43
Men, 20 years and over
Civiian noninstiutiona! poputation €853 | £9630 | 89768 | 20530 | 89448 { 39556 | 69604 | 9680 | ev7es
Civiian 1850F KOrD8 e | 68085 | 68,833 | €9.346 | 67,998 | cag08 | e2m2r | esan [ evaer | esoen
769 769 770 768 7.1 789 7.4 771 789
Employed 64963 | espes? | essed | 788 | 65813 | essis | eaoes 6418
ratio 734 735 742 732 736 7.8 737 710 740
A 2422 | 2398 | 2368 2384 2276 232 | 248 2
indusiries €245 | 63560 | 6007 | 6246 | s3a49 | eas2 | 670 | expis | easer
133 | 2978 | 2s&: 2208 aies 3,009 3045 | 2004 | 2840
e 48 43 a7 47 48 4 “ 42 EYY
Women, 16 years and over
Civiian population 1 105200 | 105274 | 104200 { 105022 | 105088 | 105127 | 105.200 | 108,274
Civikien tabor force 6143 | 62428 | 62772 | 61639 | 62742 { 62647 | 63081 | e2mes | €297
593 598 £9.1 7 $9.6
Employed S8133 | so%25 | 59597 | 58240 | soa18 | s9.107 | soser | so7se | se7i0
ion ratio 5.8 56.8 559 566 56.3 56.8 568 567
3300 | 2901 ars 2399 ax 3450 3334 100 pr)
rats 54 46 51 [ 53 s3 'Y 82
Women, 20 years and over
Civilan 9a02s | o7ees ' or767 | oceses | svaw | ersm oress | ev.ver
Civiian labor foroe 87735 | 58,704 57885 | sapos | saved | 5910 | seeve | sa10
9.6 602 603 5.7 02 £0.8 0.4 Y]
Employed 85058 | 8383 { saess | 55067 | se185 | ssess | sesse | sesm | seas
rato 6.8 s7.7 578 568 58 §1.3 5.7 7.7 578
675 775 782 &1 797 m 743
Incustries 54183 | sa813 54208 85179 | sse20 | ssei3 | 55738
2677 | 2408 | 250 | 2818 2120 2 am 2581 2830
e 48 41 43 a9 48 a7 a7 “ 48
Both sexes, 16 to 19 years
Civiian ulation 14823 | 15309 | 15300 | w4623 | 15318 | 15261 [ 152n1 | 15309 | 15300
Civitan labor 1008 .. 1 | 748 2| 1878 7938 8,065 sors | 7817 7984
rate 821 487 512 511 £1.9 523 829 521 522
Employed L] 6285 [Y:4 6573 6501 €857 8150 | ews 6740
ratlo Q0 a1 @7 “s Qi a8 “2 “1 “1
41 253 304 Ll 07 240 2%
Nonsgriculturs! industries 60 | et 623 ear2 8294 [ 6455 | 6458 6474
1358 1,169 1298 1,208 1,354 1,408 128 1.229 1244
178 187 183 188 170 s 184 154 158

‘mmmnmmummm NOTE: Beginning in January 1907, data reftect reviesd population contols used in
wavey.

Idontical numbers sppes’ in e unadiutted and ssasonally adiustod cokunns, the housshold
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-2. wmummmwmmmmmm
(Numbers in thousands)
Not seasonally sdjusted Seasonally susted!
Employment status, cace, sox, age, #nd
Hispanic origin
1996 1997 1997 1998 1997 1997 1997 1007 1997
WHITE
Civian 168000 | 160,675 | 169782 | 163008 | 160436 | 160492 | 10056 160,782
Civiian labor foroe 112854 | 113867 | 114488 { 113025 | 114577 | 114333 | 114738 | 114618 | 1146
LAl LAl 574 672 615 675 61.7 678 675
Employed 10753 | 100,177 | 110004 | t07,578 | 100.151 | 100197 | 108630 | 100831 | 110,082
sdation atio £4.0 643 848 840 844 644 4.7 847 s
5517 4690 4481 5449 5220 513 $,108 aree 4578
e 47 49 39 a8 46 48 45 42 40
Men, 20 years and over
Civilian labor force 58,367 53,187 568261 59.042 59,181 50,198
7.4 774 778 73 7.7 775 7.7 7 774
Employed 58,028 8.7 57284 55,881 58692 57,057 §7.112
ato 743 745 752 741 748 745 748 749 749
234 2212 185 2,400 2388 2ars 219 158
rate 40 a7 3 4 40 39 as 32
‘Women, 20 years and over
Civilian labor force . 47939 48,705 48,114 48831 43619 48,832 48,662 48,874
ate $9.2 508 598 50.4 598 598 0.0 2.8 0.0
Employed 45978 47000 48,010 48,750 48747 46915 48,902 AT.087
atio 56.8 57.8 57.7 548 578 575 7.7 578 578
1.964 1,624 1,708 2,104 1881 1872 1917 175% 1827
e a as 38 a4 a9 a9 9 a8 a7
Both saxes, 16 to 10 yesrs *
Civiien fbor foroe 6547 e3s7 6844 6.650 6,704 8748 6742 6,780 8,748
858 824 847 565 553 558 558 857 558
Employed 5535 5.503 sra 5,708 srar 5758 sm2 s872 5,883
ratio 470 a4 a1 @3 74 s [:A4 484 a@as
1012 as4 | <3 ™S 957 68 51 88 855
= 158 134 139 192 143 148 141 1 127
Men 16.1 147 133 183 149 “s 150 13 127
Wamen 148 121 148 130 188 1wy it ne [r34
BLACK
Civiian 23,549 2 295 23,549 23847 23872 23098 23823 23050
Civillan labor foroe 15080 | 5285 | 15370 | 15138 | 13372 | 15408 | 15430 | 15965 | 15434
4.0 (3Y] 642 643 45 645 848 642 644
Employed 135 13,801 13828 13,584 13,700 13872 13,784 1300 13857
578 577 517 ST 878 573 57.7 579 578
1510 1463 1,545 1554 1653 1.7% 1,655 150 1507
ate 100 (X3 100 103 108 ns 107 [T 103
Men, 20 ysers and over
Civiiign labor foroe 6,808 8,796 6849 4% 8788 4803 6,805 6831
. 724 73 Ty 728 718 no 718 e ns
Emgloyed 8173 8221 6287 8,144 6,198 6,159 8,173 end s
(%4 3 esa €54 5.2 8y 5.0 es4 a8
638 578 563 L4 632 &8 - 629 sn 575
23 as a2 s 82 80 23 a4 (2]
‘Women, 20 years and over
force 7538 7,631 7841 2574 7574 7.8% 7.841 .80 700
€2.1 637 817 624 634 6.9 a9 as 841
Empioyed 751 LY 24 a7 ers7 8280 a1 8534 6997 6974
o 72 S84 8.1 8§72 578 573 579 584 sat
S80 &5 817 694 88 T08 644 e
79 83 [ a4 92 103 92 64 04
Both saxas, 16 10 19 years
force M4 233 L] m 960 1007 298 220 910
- 02 U7 %8 48 04 20 a1 s n9
Ervployed 47 583 572 -3 631 3 78 a2 08
ratio a8 242 238 22 283 s e 262 253
298 254 €07 228 337 d 319 87 a
N3 04 M9 27 us M3 21 e N2
Men 349 74 a9 200 27 374 a4 N3 s
‘Women 2[s 24 M0 23 as ‘nI 27 253 E T}

See foomaies at end of table.
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HOUSEHOLD DATA HOUSEHOLD DATA
Table A-2. Wmammmwmmmmmmoﬁgm—m
Otumbers in ousands) .
Not seascnally sdjusted Seasonally adjusted!
Employment status, race, sax, age, and
Hispanic origin
May Apr. May May Jan. Feb. Mar, Agx. May
1998 1997 1997 1996 1997 1997 1997 1957 1997
HISPANIC ORIGIN
Chivikan poputation 19131 { 20180 | 20238 | 19131 | 20013 20119 | 20100 | 20288
Civikan labor force —| 12487 | 13427 | 13630 | 1 13795 | 13840 | 13682 | 13572 | 13748
633 66.5 674 €5.9 65.9 83.0 67.9 €7.3 7.9
Employed 11388 | 1238 | 12688 | 11439 | 12853 | 12538 | 12483 | 124 | 12730
o 59.5 61.2 €28 59.8 812 625 621 618 629
1,099 1.069 964 1184 1,342 1102 1,169 1102 1018
s &8 a0 EAS 92 a3 81 (] LX) 74
'mmmmmmmdhmmm because data for the “other races’ group are Hispanics
nunbers mmmm'mmmm nchudad in both the white and black i

appear in
mmnnmmmwwmmmmm

Tabie A-3. Selected employment indicators
G thousanas)

Not seasonaily sdjusted Seasonally adjusted
Category
May Agr, May May Jan, Feb. Mar, Apr, May
1996 1997 1997 1996 1997 1997 1997 1997 1997
CHARACTERISTIC
Tatal empioyed. 16 yeers and over | 126391 128,629 | 129565 | 126428 | 128580 | 128.430 | 129,975 | 120384 | 129830
Masried men, spouse present 42,818 £23711 42,484 42338 42909 42513 42,509 @320 42273
32,491 32.603 32.573 2.9 o826 R 32,899 32473 2,448
Womnen who maintain tamiies ... 1372 7,508 793 733 7501 755 7720 788 7858
OCCUPATION

spacialty 37.568 3739 271 37478 37528 N 5N e
Technical, sales, and sdministrative supDOn ... .07 37,998 38,132 37615 38,163 38,073 33,158 38,150 33,302
o SRS———— . | A< - ] 17,319 17,407 17318 177 17170 1723 17287 17590
jon, craft, and repeir 33372 | 14087 | 14265 | 13469 | 13902 { 14340 | 14200 | 14301 | 14380
fabricators, e 18,181 18,183 18,514 18311 18317 18,144 16,234 18,415 18,847
Farming, forastry, and fishing kY 418 asse 3528 3388 as07 3 680
Wage and saiary workers 2130 1965 217 1,957 1968 1,522 1,908 1960 1.943
1517 139 1,483 1472 1448 1383 1414 1424 1444

Unpeid tamily workers 51 &7 s3 48 [ 1] 59 b 50
Wage and salry workers. 113630 | 115947 ] 116611 1130600 | 115500 | 1139087 | 11653 | 118608 | 116000
18,587 18,307 18,128 18,240 18338 16,144 17,904 18,038 17,807

Privat industries £5.083 97.840 90,483 95,700 7178 87,843 90,529 98,572 99,162
a3 o 910 «es 1002 a2 L] w2 L.14

Other industries 84,190 6,700 .57 84775 96,174 98,982 e 97,650 96,193
Sell-employed workers 9,132 9,151 8,882 9445 9,124 2.2 2159 2,108
Unpaidt tamily workees 13 126 150 k4] 182 1% 108 10 s

PERSONS AT WORK PART TIME
Part time for eccnomic reesans 4175 4244 380 4311 4428 4262 4,183 4,402 4019
Stack work of BUSINESS CONTRONS vreere—oore | 2,150 2419 am 2238 2423 237 2491 250
] par 1,708 157 1398 1,704 1552 1,550 1818 1,629 191
Past time for 17920 1919 52 17843 18,540 18070 18,120 8178 1858
incstries: .

Past tme for 6CONOMIC AEINS e | 4003 4,088 Ay 4,109 418 4,000 3937 428 3,808
Stack work o bUSINEES CONRIONS ——eevece—eereverrrorrons 2,087 azn 2070 2,13 2310 22m 2210 2374 2,159
ly part 1,658 1.547 1354 1655 1512 1523 1,478 1,008 1347

Past time for 172 18,562 179953 17.008 1777 17452 17568 17.081 17,780

NOTE: Persons et work exchxdes smployed persons who wers sbesnt fom thelr
bs during the entire relersnce week for reasons such as vecstion, Minees, of
mummmummmmmm

‘work full Bme but workad only 1 10 34 howrs during The rederence week 10r reasons
such as holidays, iness, end bed weather. Begiming in January 1997, duta reflect
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Table A4,
Nurnber of »
persons Unemploymant cates’
Catogory {in thousands)
Jan. Feb. Mar.
1996 1997 1997 1996 1997 1997 1897 1997 1997
CHARACTERISTIC
Total 16 yorrs and over 7.3 8714 6,534 55 54 53 82 49 48
Men, 20 ysars and over 3208 2904 2840 47 46 44 44 42

20 yesrs and over 2818 2581 2630 49 46 47 47 44 45

Both sexaa, 1610 19 years 1305 1229 1244 168 170 178 184 154 158
Married men, SP0USE PIBSENT ecsersm e eervvessesormmme 1302 1,161 1143 30 28 28 28 27 28
Mafried wOmen, SPOUSS DrOSEN . .o esccssremerrormmen| 1251 1028 1078 a7 3 34 2 ES) a2
‘Women tamilies 678 7 es 9.1 80 81 75 ks
Futi-time workess ....... 5903 5520 5274 54 52 s 5.1 48 47
Par-time workers 1453 1415 1283 59 87 L1 8T 87 52

OCCUPATION?

specialy 798 23 21 21 20 20 21

Technical, sales, 2nd SANNISTALIG BUDOOM cooamcecsrcsracnce 152 1528 48 44 43 43 42 »
ion, Craft, &nd repair 764 T4 688 54 83 47 49 48 48

Operators, and laborers 1,648 1453 1,421 (%] 7.9 81 81 73 T
Farming, forestry, and NG . coeeecesenrrecssssnnimen 340 256 243 87 15 75 74 62

INDUSTRY

Nonagricuural privats wage nd saiary workers ... 5704 5221 5199 57 54 53 82 50 $0
‘Goods-procucing industries S 1738 1578 1528 62 60 56 $5 54 82
ink 12 13 19 22 42 40 20 30
658 618 600 102 109 80 o8 [ %4 a4

1,085 947 908 46 45 43 44 2

Ourable goods 585 457 446 47 44 40 38 36 as
Nondurable goods 470 490 462 55 48 53 52 58 53
Service-producing industries 4059 1643 s 55 52 52 s 49 LI
Transponation and PUbEC VIS ........ . ssssmmrmem 300 208 2 42 41 43 41 28 s
and 1721 1,658 1,631 6.4 63 83 a2 &t

Finance, insurence, and res! estate 255 240 28 as 0 a2 u 32
Services 1844 1522 1528 57 4“9 50 a8 48
599 €38 32 29 29 28 24 24

Agricultre] wage and satary workens 25 12 149 103 as as 5 8 kAl

1 Unemployment as & percert of the civilian kebor force.
2 Seesonafly adjusted unemployment cata for service ocoupstions &re not
the seasonal ‘which s small reiative to the trend-Cycle the housenold sirvey.

Table A-S. Durstion of unemployment
(Numbers in thousands}
Not ssasonaily adjusted Seasonally adjusted
Duretion
3 Jan. Feb. Mar.
1996 1997 1997 1998 1997 1997 1997 1997 1967
NUMBER OF UNEMPLOYED
L woeks .87 2 2538 274 2801 250 2850 80
510 14 weeks 1932 1,981 1691 2310 2,580 2158 2022
15 woeks and over 2487 24% 2472 2354 2155 2183 2,084 2011
15 10 28 weeks - 119 1283 114 1048 [ 1028 1,001 1058 1078
27 wasks ety ovar 148 1147 1028 1,308 1212 1138 1,083 100 [
Average {mean) duration, in wesks 178 187 187 189 180 160 153 182 i3
Median duration, in wesks [X] 102 78 a4 77 a4 79 83 {24
PERCENT DISTRIBUTION

100.0 100.0 1000 1000 1000 100.0 100.0 1000 100.0
Less thun 5 weeks 2ns 398 73 83 N4 »7 »n1
510 14 weeks o 202 284 3ty 310 04 238 27 08
18 wasics end over M4 o2 ne sy 203 21 N7 ny
151028 weeks 158 "7 179 [Ls] 131 144 14 160 183
over 188 s 181 s 169 159 150 157 150
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Table A-8. Rsason for unemployment
lumbers in thousands)
Not seasonally sdjusted Seasonally adjusted
Reason
May Apx. May Jan. Fob. Mas, Apr, May
1996 1997 1997 1996 1997 1957 1997 1997 1997
NUMBER OF UNEMPLOYED
Job Kxsers #rd erzons who conmpleted IMporary jobs .....| 3,184 2050 2,698 3400 aus 3163 3187 297 2802
On temporary tayot! { [ 704 1.070 933 44 1.021 978 L2
Not on temporasy ayof! 2297 2082 1,932 239 220 2218 2,167 200 205
Job losers 1527 1453 | 1391 ') M 5 [N h )
Porsons who campletsd temporary jobs 670 (] 2 (') (83] M M M )
3] bl 721 [ €90 787 4 754 01
283 2229 2412 270 2,508 2648 2533 2420 2,08
Now entrants 547 540 548 600 647 647 577 574
PERCENT DISTRIBUTION
Total 1000 100.0 100.0 100.0 100.0 1000 100.0 100.0 1000
Job losers and persons who comploted temporary jobs .| 44.2 «“s 42 484 “s 47 “s “3 “t
On temporary 12.1 154 "o 146 132 130 143 45 122
Not on temporary beyoft =0 38 av 38 nz 308 303 298 309
8.7 1.0 1.3 9.4 123 109 1.0 n2 122
298 M2 o7 288 M6 38 354 380 380
New ertrarts 7.8 82 (X 7.4 [¥] a9 90 as a7
UNEMPLOYED AS A PERCENT OF THE
CIVILIAN LABOR FORCE
Job lasers and persons who completed temporary jobs ... 24 23 20 25 24 23 23 22 21
Job leavers K 5 5 5 7 o 8 8 5
21 1 X4 18 20 18 20 9 18 17
New entrarts. - K 4 4 4 5 5 4 4
? Not svailable, e housshold survey.
mmhmryim.u/ummmmwh
’
Tabie A-7. Range of of labor
(Percent)
Not
/ adj Seasonally adjusted
Measure
1998 | 1997 | 1907 | 16 | 1997 | vo97 | 1997 | 1997 | e
1 15 woeks
v .'TL"",._..""""""‘ "W 18 18 18 18 .8 1.8 15 15 15
U-2 Job losers and persons :nmph-a
e civiien
m”"‘ 428 porem 24 23 20 25 24 23 22 21
T [ olthe
s vnatianor o apioved 54 4 7 L] 54 53 82 a9 a8
U4 Total unempioyed ph:s diecouraged
workers, a3 p paroent of the Civilian labor force
x 3 sef sl ||l |olo]lom
Totad workers, phus a1 other marginally
atiachad workers, a3 & civilan
anached warkers e sof sl M| MMM M
ve o b
1t dme for 3 & parcent of
at hached workers ~ s sof asfy || ]| m
t uumuu-.

mmwnmwmummmu-m
pant ime for economic feesons are Those who went and are
mnmmmmunmh-mm For
further information, see "BLS introduces new akemative unempicyment
mensures,” huoaa:-msn-dnmww Beginning in
January 1997, date refiect revised
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HOUSEHOLD DATA HOUSEHOLD DATA
Tabis A-8. Unempioysd persons by sex and sge, sessonaily adjusted
Number of 3
unemployed persons Unemployment rates®
Age and sex (in thousands)
3 Jan, Fob. Mar. Act.
1996 1997 1997 1996 1997 1997 1997 1897 1997
Total, 16 years and over 7331 8714 853 54 52 49 4.8
16 1024 years 2581 2449 121 122 120 18 N4 109
1813 19 yoars 1305 1,229 1244 168 170 175 164 154 158
1810 17 yonrs. a8 618 108 177 18.7 04 188 184
1810 19 years 667 617 144 188 15.2 146 133 37
20 to 24 years 1278 1220 1,114 5 0.4 ar 2.0 9.0
25 yoars and over 4,784 4253 4, 43 40 41 40 R g 7
2510 54 yoars 2 A0 3™ 44 42 42 41 e B
55 yoars and over 581 487 481 as 3 0 3 0 29
Men, 16 years and over 3,604 1 55 84 5.1 52 49 45
16 10 24 yeurs 1444 1,331 1175 128 129 120 122 1.8 103
16810 19 yoars T24 701 630 176 184 179 179 172 152
1610 17 yoars 343 %0 250 205 204 196 214 178
1810 19 yoars 381 382 339 155 17 15.4 187 152 135
2010 24 yaars T20 oM 844 1.1 8.8 (X 89 87 78
25 yeurs srct over 2504 2911 41 40 a9 a9 ar 34
2510 54 years 2204 2,003 1,846 42 49 4.0 e 38 38
55 yoars and over 26 272 263 a3 a2 a3 as 30 28
‘Women, 16 years and over 3399 3,109 283 55 53 5.5 83 .9 52
1610 24 yoars 1487 1,118 1183 1n3 11.4 19 1ns 109 1"e
16t0 19 years 581 814 15.8 155 169 149 138 180
1610 17 yoars 283 268 184 e 197 171 165 180
16t 19 years 286 255 a8 132 162 150 133 713 138
20t0 24 yoars 556 589 569 89 &9 es o1 93 a
25 yoars and over ~| 2280 1,968 2,096 44 4 42 42 3s 40
2510 54 years 2019 1,747 1887 45 43 48 43 38 42
55 yoars and over 265 214 28 38 29 26 3 30 a0
1 Unemployment a3 & percent of the civillen labor force. the household survey.
INQTE: Baginning in January 1997, daza reflect revised poputation controls used in
Table A-6. Persons not in the labor force and mudtiple by sex, not
(Numbers in thousands)
Total Men Women
Catagory
1996 1997 19968 1997 1998 1997
NOT 1N THE LABOR FORCE .
Totat not in the labor force: 68,721 68,870 23923 24,368 17
Persons ly wani & job 8218 5,901 2,608 2488 3,607 42
Soarched K work 8nd VRIS 10 WOrK NOW' e 1478 1.431 64 780 ™
Reason not currently lookding:
over - as2 333 E-3] 198 3 140
Reasons other than o 1123 1083 474 “1 849 652
. MULTIPLE JOBHOLDERS
- ‘_ 7848 8,197 4352 4308 3494 3.500
Percent of total employed 82 83 (4] a3 (-1 LX)
4,455 4,594 2718 2m 1m 1,820
1,700 1713 558 546 1,151 1967
245 282 158 190 & kel
Hours vary y Y job 1408 1,608 88 . ers 524 b
1 Data refer 10 persons who have searched for work during the prior 12 months and Mmmbw-umw
mmnmnnmnm 4 Inchudes persons who work past tne cn thelr primary job and kil time on their
Inckudes thinks no work svaiiable, could not fird work, tecks schooling of training, numyh(l).namm
wmmma&.mmmdm NOTE: Begiviing In January 1997, data reflect revissd population controls used in
includes $088 who did not actively look for work in the prior 4 wesks for such. the housshold survey.

roesons a3 childcare end awponation probiems, &3 well a3 & small number for
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ESTABUSHMENT DATA ESTABLISHMENT DATA
Table B-1. Empioyses on nontanm payrofis by industry
(in thousands)
Not seasonally adjusted Seasonally adjusted
Indusry May | Mar. | A | way | mey | dan | Fen. | Mar | apr | wy
1996 | 1997 | 1997P | 19979 | 1996 | 1997 | 1997 | 1997 | 1997P | 1997P
121,439} 122,453 119.263] 120,909 121,162 121.344| 121,867| 121,805
101,485 102.483| 99.847| 101,380( 101,615] 101,789] 102,089( 102,255
24411) 24704 24432 24581} 24853 24.670| 24.683| 24,683
567 574 579, 574 574 572 51 578
3.7 544 54 55 54 54 54 54
92.6] 9289 a7 94 83 83, L<] 3
31401 3171 32| 317 319 a7 319. a2
1068 109.5 108 108 108 108 w7 17
5437] 5668] 5384] 5542] 5604f 5603 55| 562
1257.4] 1.2048| 1254| 1287 1.28| 1208 1294 1,209
747.1] 8049 m 774 791 777 768 778
34323 35658| 2359| 3481 3518] 23,534 3537 3547
18.407] 18.464| 18,469| 18465 18.475| 18,489 18.491| 18,488
12711} 12,762| 12762] 12758] 12.782] 12771] 12772| 12783
10836 10870f 10.762| 10.821| 10838| 10848| 10856] 10,8%
7434 7 7371 TAI7| 74271 7.437| 7.440| 7451
786.2] 7963 778 789 797 799 800
505.2) 508.2, 503 508 507 507 508 508
£30.0{ 5484 541 543 543 542| 541 540
7083 7073 711 708 708 708 709 708
248 22471 () (1 {1 ) W) [\)]
14640| 146801 1441] 14601 1482 1. 1.468] 1468
21458| 21487( 2112] 2128] 2132| 2,138] 2,143] 2,145
373.4] 3748 k) 387 3712, 375 375
1638.1] 1.841.0] 1853 1845] 1645] 1,845 1,643 1,644
617.2] 6203 611 610 812 614 618 622
18097 18128] 1.781 1802] 1804 1810f 1,804 1803
960.6| 9604 968 964 69| 957| 25
495.2| 4973 455 8 487 491 495 498
853.4] 8545 85| as4 854 as3, 855, 854
388.0f 3858 as7 388 388 386 388 308
7571 7,504| 7.707| 7844 7639 7841 7435) 7.830
5217| 5297 5391] 5341 5335] 5334 5232 5332
16408 t6607| 1698 1695 1.694| 1698 169 168
38.2) 41 41 42 42 40, 40
6088 6108 628 615 612] 612 608 608
e2.0l &201 an 835. 831 827| 816
67268| 875.1 €82, 678, 678, 677 677 [:xe)
1537.9] 1,5408| 1,538] 1,534] 1,534 1535 1540 1,544
1,025.2] 1,0278| 1,034} 1028| 1.028| 1028 1.028) 1,031
138.0; 1399 142] 139 139 140 138 139
087.5| 8897 878 885 287, 988 883 88
g2s ;14 4. 94, 84 a
gr.028| 97.749| 84831 96328| 068.509| 96574 87.004| 97.122
6387] 6437 6248| 8351 63768f 6405| 6428 643
4155 42021 40271 4121 4,142] 4164] 4,184] 4,184
228.0] 2281 231 228 28 228 224
469.8] 4738 438 452 453 45| 459 456
18538] 1.6778] 1641 1858 1.6564 1871 1678] 1,687
1764} 1805 170] 175 175 178 178 178
11819 1,1895 1,319 1168 1378 1191 1,194] 1,202
142] 143 15| 14 14 14 14 14
434,01 4358 415 428 aa 432 43| 438
2232| 2235 2219 2230] 2234] 2241 2242f 223
1363.0f 13653] 1332| 1354] 1358 1384] 1359 1360
B859.4| 8701 as? -1 877| 873, 870
6602] 6841 6457| 6570| 650| 6811 6623 6830
3895 3814f 3788) Jp63| 3 3889 3500| 3908
2707 2aZ 2707| ane) 21| 2T TR

See toomotas at end of table.
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Tabis 8-1. Empicyees on nontarm payrails by industry - Continued
{In thousands)
Net seasonally adjusted Seasonally adjusted
industry May Mar, Apr. May May Jan. Feb. Mar, Apr. May
1996 1997 19979 | 1997P 1996 1997 1997 1997 1997P | 1897P
Retail trade .. 21,589] 21.494] 21,757 22,071| 21,547) 21817 21.922[ 21,945 2,032
Building materials and garden suppﬁes 919.2{ 8883 967.0 914 918 922 931 a3
Ganera: merchandise stores .. 2.6338) 26741 26827 27058 2720 2757 27521 2783] 2800 279
stores 2,3059) 2351.7| 2356.3| 23753 2388 2420| 2418 2452] 2448| 2458
3.4129] 3.4303| 3.438.8] 34729 3.421| 3474| 3477| 3478 3.480{ 3.481
2,2656| 2,2928| 2308.5| 23218 22s9| 2307| 2311 2315 2318 2315
1.029.8| 1,051.5] 1,053.8] 1.0554 1029 1,051 1,053 1,055 1,058 1,055
1.075.1] 1.071.9] 1.074.7] 1,0782 1097 1,107 1103 1,104 1,104 1,099
964.8| 1,014.7| 1,0156( 1,031 75, 1.020 1,022 1,025 1,026 1,035
places .. 7,647.8| 7.386.1) 7.558.3 7.731.1 7423| 7.552| 7556 7,525 7.5789f 7.577
Miscellaneous retail establishments 2,669.6] 27363| 2741.4) 2773.9) 2697f 2788] 2783| 2 2,788f 2803
Finance, insurance, and real estate esas| 6951 6985] 7,029 e6888| 6971 6980] 6992 7018] 7.080
Finance ... 3. 3358 3, 3384 8291f 23351 3355] 3366 3380 3388
Depository institutions 2.0188| 20803 2.032.2f 20412 2021} 2082| 2,034] 2037| 2041] 2,045
C banks 1.4586| 1.476.0| 1.477.5] 14858] 1463 1478] 1479 1,482] 1488] 1490
Savings institutions ..... 2659| 253.5| 253.1| 2528 266 255 255 254 253 253
itory instituti 5128} 5354 537.7F S414 513 533 530 534 537 541
2307 243 241.8| 2432 22 238 241 242 241 242
s454| s76.7| S809| 5818 547 572 576 578] 584 584
Holding and other investment offices. 2107] 2161| 218.5| 2194 210 214 215 216! 218 218
2217 2215 2217 22201 2218 2218] 2219 2217| 2221 2221
1.510.8] 1.498.3] 1,499.2{ 1,501.0 1512 1,505, 1,503 1,500 1,502 1,502
lnsummams brokers, and service . 708.2| 717.0: 718.1 7189, 708 713 716 7171 719, 719
Real estate 1382] 1377 1399] 1425] 1379] 1402 1408 14091 1418] 1421
2 34,399] 34990| 35343| 35581 34,277| 34.880] 35.091| 35.176] 35322| 35447
services 6€69.0] 5800p 6686| 7219 618 647 683 667
Hotels and omar iodging piaces 1.7306| 1.676.5] 1.708.5] 1.787.9) 1715 1,743 1,748 1,748 1,7571 1770
1,168.2] 8 B 1,195/ 1197 1,196 1,397 1,199
7.170.4. 74761 7521 7577 7,583 7,601
80558 893 801 83
2,596.0 2743 2758] 2787 2782 2738
2,2338 2427 2432) 2457 2419 24
1,192.2; 1268| 1278] 129 1307 1325
1,078.7 1317 1123 1128 1,131 1,138
37157 380 378 380 382 385
523.7 530] 532 529/ 527 532
1.541.4 1480] 1495] 1494} 14894| 1528
9.4387 9,586] 9600 9612] 9843] 0669
1,670.0 1743} 1,720 1721 1727| 1,738
1780 1,75¢ 17583 1,759 1764
3841} 3p46] 3852 23BS8| 3663
677 678 678 684/ exn
942 843 948, 850 51
2042| 2046] 2047 2060 2088
2432| 2438] 2445] 2457] 24e5
578 579 580, 81 s87
634 688 680 698 694
;24 87 87, 87 87
2,182] 2182| 21| 2198} 2199
2916 2827 2834| 2867) 2978
8s7| 8a2 868 870
913] 9189 <]
{) m ) (L] m
19,529F 19.547( 19.545| 19.578] 10.650
78| 2716 2708 2709] 2668
1062| 1861 1856| 1857] 1,848
4821] 4824| 4822| 4633] 4020
1828} 1831 1929] 1539 1938
2633 259 2604| 2685
12185] 12207| 12214| 12.236| 12,282
6831 6849 6853| 6A58| 6855
538!.‘ 5354 s3se| s3s1| 8378 537

updated
adjustment factors.

Pa

prefiminary.
NOTE: mmmrm»mmamm
seasonal
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rmqummmamwmm'mmmmum

Not seasonatly ad;usted Seasonafly acjusted
Industry
May Mar, Apr, May May Jan. Feb, Mar. Apr. May
1996 [ 1997 | 1997P | 19979 | 1998 | 1997 | 1997 | 1997 | 1997P | tog7@
T0Ma) POVRLB oo e e errirrececseenene | 343 e 344 345 343 344 us 348 345 us
Good: i 410 | 212 | ©12 | @14 | @10 | 411 412 | 414 | 414 | @14
Mining 452 45.7 451 459 453 @7 458 459 453 489
& 389 3.4 388 397 385 388 388 29 3%0 9.4

20 [ @18 | 419 | 418 | 418 | 419 | 423 | e21 | 420
a7 48 47 48 47 47 49 49 48

429 427 428 425 425 427 429 43.0 28
59 X 50

al machinery
Electronic and other electrical equipment

Motor vehicles and equipment
insyuments and related products

Leather and leather products ..

Servic . 325 329 a2s 327 28 sar 3.0 33.0 327 aar
Transportation and pULEC utlties .............. 392 395 393 P4 39.4 395 397 7 384 388
trace 382 385 383 388 381 382 s 388 384 38.8

ROtAE TBIB ...oocovecrreerrsscssmasmessssasressner - 87 287 288 288 88 288 21 2.1 289 29

3se | 365 | 358 | 358 &4 @ @ @ @ @
324 | 324 [£4] @ @ &) @ @

Finance. insurance. and real estate ..

mmmuummommn
w?dammmmmwmm

prefminary.
NOTE: mmmmwnnmwmvmm-u
updated seasonal
dpum-mhnn

mmw%mumommmmmmmmm
meudnn-uuuwwmmnm
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TMMAvwmwmmamummdmmmmww

Average hourty eamings Average weskly eamings
industry May Mar. Apr. May May Mar. Apr, May
1996 1997 19979 1997P 1998 1997 19979 1997P

$1217 $1217 $12.17 $402.00 | $421.08 | $41885 | $419.87
1214 1215 12.19 40268 4247 419.18 42058

1372 13.78 13.8 548.17 565.26 567.74 57258
1598 16.05 18.00 69789 730.28 72388 73440
1567 15.76 1585 534.78 601.73 611.49 629.25

Durable goods ... 13.27 13.64 1354 13.65 56285 58516 58243 58422
Lumber and wood products 1034 10.60 10.64 1071 426.01 431.42 43837 444,47
Fumiture and fixtures ....... 10.08 1043 10.43 10.50 394.13 418.16 411.99 416.85
Stone, clay, and products 12.74 13.09 13.07 1315 555.46 §53.78 562.01 572.03
Primary metal industri 1482 1518 15.12 15.14 653.56 679.17 67435 673.73

Blas! furnaces and basic stes products 17.52 1788 17.88 17.89 776.14 TU8.34 793.87 788.85

Electronic and other elacmaleqmpmem 12.08 1249 12.56 12.54 496.90 52708 524.17
17.19 17.51 17.48 17.47 764.98 787.85 778.81 778.18

Motor vehicies and equipment 17.84 18.01 18.01 17.99 818.86 82488 81788 B18.55
Instruments and related products 13.04 13.47 13.48 13.55 541,18 568.43 56212 56839
i 10.34 10.56 10.52 10.54 409.43 425.57 42290 420.55

11.89 12.25 1227 1226 480.36 458.58 496.94 497.76

1118 11.40 11.45 11.40 455.03 463.88 462.58 487.40

21.04 19.40 2030 2077 839.50 758.54 779.62 801.72

.62 292 954 8.94 390.57 408.70 410.52 409.53

794 824 a2 821 296.18 309.00 30541 305.41

782 azr 829 87 2730 2735 237.08 23818
Finance, insurance, and real esiate .... 1274 13.20 13,10 13.15 453.54 481.80 488.98 41017
Services 11.67 1224 1220 12297 378.77 399.02 39528 39431
? See foomnote 1. table B-2. updated seasonal end seasonal
P = prefiminary. adjustment factors.

NOTE: Daia have been revised 1o reflect March 1998 benchmarks,
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Tabie B4. Average hourly samings of production or nonsupervisory workars | on private nontarm peyrolls by
industry, seasonasity adjusted A

- Percent
dan. | feo. | sar | g My | e
Industry 1906 | 1997 | 1997 | 1se7 | 19970 | 19e7p M"""{‘m
May 1997
$1205 | s1210] $1214 [ $1215| 1219 03
746| 47| 749| 7s0| Na. @
1w73| 1878 1379] 1380{ 1388 A
1598 | 1596| 1584 1598| 1807 7
1573| 1579| 1580 1587 | 1580 a
we| 1| wBo| wor{ 13 3
230 | 123s| 1237 1238 1238 r
1na{ nse] nsm| nsm| e 3
1474 | 1ase| 1wrm| 147 10 2
waz2| wz| 330 az| 1832 a
89| e2) e2s| szm| a2 1
1205 1308| a2 1301] raus 11
1208 1292] 1218 1218| 1220 3

! See footnote 1, table B-2. the rate of time and one-hatf.
2 The Consumer Price Index for Urban Wage Earners N.A. = not available.
and Clerical Workers (CPI-W) is used to deflate this P « preliminary.
3 NOTE: Data have been revised to reflect March 1996
Change was .1 percert trom March 1997 to April updated
1997, the latest month avaable. and recomputed seasonal adjustment factors.

4 Derived by assuming that overtime hours are paid a1



ESTABLISKMENT DATA ESTABUSHMENT DATA

Tath-&.mdwummdwﬁmummn‘wmmmmwm

(1982=100)
Not seasonally adjusted Seasonally adjusted
Industry My | Mer. | e | May | May | Jan | Fen. | mar | Apr | may
1996 | 1997 19979 1997P | 1998 { 1997 1997 1997 19970 19979
LT - ———— N < -Y N I 1 23 138.2 1402 [ 1357 | 1382 | 1400 | 1402 | 1396 1400
Good: i 11121100 | 1112 | 1138 [1110] 1120 | 1131 | 1133 | 1134 1138
Mining 550 | 551 55.1 571 554 548 564 568 6.0 57.8
C L 1488 | 1382 1474 1586 | 1458 | 1510 1545 | 1540 | 1538 1558

Motor vehicles and equipment . 1683 1659 1665 | 1687 187:7 1659 | 1679 | 1844 163.6
Instruments and reiated products 759 748 747 75.2 7581 78.0 754 75.4 75.1
i 1025 | 1024 10168 | 1023 | 1025 | 1041 | 1025 ] 1037 1029
Nondurable goods ........... 1028 | 1022 1028 { 1044 | 1040 | 1040 | 1043 1043 104.0
Food and kindfed Products ... e 1120 | 1108 1133 1163 | 117.0 117.0 | 1174 | 1169 117.0
Te - 608 551 533 632 84.7 8.7 599 5.8
Textile mill products 888 888 . 887 883 89.4 8.2 888 898 83.8
&nd other textile products . 741 732 732 77 748 74.2 743 739 728
Paper and allied products . 1088 | 1083 1090 | 1089 | 1102 | 1102 | 1102 | 1104 110.4
inting and publishing . 1248 1241 1238 [ 1239 | 1233 1239 | 1243 1247 125.0
Chemicals and aflied products 100.0 998 1002 | 1018 | 100.1 1003 | 1003 1003 1011
Petroleum and coal 728 738 759 754 78.0 76.3 78 742 758
Rubber and misc. plastics products 1448 1448 1449 | 1425 | 1439 1445 | 1450 1483 1447
Leather and leather products ... 422 418 414 44.0 425 43.0 a9 a8
S 147.1 } 1499 1503 1520 | 1468 | 1500 1521 | 1523 1513 151.8
Transportation and public utilities .. 1292 | 1283 1307 | 1267 | 1203 | 1305 | 1314 | 1305 131.2
trade 1224 | 1259 1248 1285 | 1219 | 1243 1259 | 1283 1256 128.2
Retall trade ................. - 1338 134.7 1377 | 1345 | 1367 1382 | 1385 | 1379 1378
Finance, insurance, and real estate 1278 | 1260 1269 | 1236 | 1247 | 1289 1290 | 1264 1269
Services 1763 1 1813 1819 1830 | 1755 | 1802 1828 | 1826 1818 1822
! See footnote 1, table B-2. updated seasona) and
P = prefiminary. adjustment tactors.

nary.
NOTE: Data have been revised to reflect March 1996 benchmarks,
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ESTABLISHMENT DATA ESTABUSHMENT DATA
Tablo B6. indexes of employment changa,
(Percent)

Time span sn | ke | var. | s [ way [amo [ oy | am [ sox | o | nov. | oo

Private nontarm payrolis, 356 industries1

496 57.6 815 582 55.5 583 622 598 617 503
67.1 64.5 577 639 625 628 614 €03 638 62.4

601 | 845 | 629 | 605 | se5 ) 83 | s<a | a28 | 581 ero
59.0 | Pe0.s | Psss

80.5 58.6 628 638 56 629 64.7 [2:5:] 643 8.6
704 68.7 67.1 67.0 69.1 6.7 65.7 858 67.0 682
587 5.2 5408 524 579 598 597 59.0 57.0 583
828 92.2 2.1 63.1 628 508 628 604 647 £5.0

643 643 622 858 660 649 683 687 694
638 709 70 €98 69.7 694 694 67.4 677

635 | 635 | e28 | e12| e53 | s | 626 | eas | es2

640 | esa | ero | 678 | e8| 670 | 702 | €95 | es2 | 709
na| 78| ra1 | ne| ns| 721 ] 701 | 65| ees | eso
628 1 €33 | 617 | 619 ) s87 | 62| 622 611 | 822 | e33
624 | 629 | 647 | 642 | €50 | 639 638 | Pes7 | Pesr

442 8.2 464 493 518 579 522 54.0 5§58

. 588
§1.4 | 421 | 428 | 498 | s22 | 479 | s00| 478 | s07
392 | 522 | s22 | 42| s29 | 42| s07 | 498 s22
Pso4 | Psoz

488 488 543 811 583 572 594 547 583
59.7 5§78 60.1 622 579 55.0 554 60.1 5.4
403 424 363 388 438 49.3 484 453 499
388 432 450 489 432 504 528

518 57.2 s97 572 578 83 626 608
56.5 588

388 392 398 388 398 439
381 98 408 s

g

g

34
£
5

2.0 a7
60.1 565
478 | 0| 417 sas| 388 | 33| 374 | 81| a9
396 | 424 | 403 | 45| 403 Pas3 | Paso

! Based on seasonally adjusted dua for 1-, 3., and 6-month spans  incraasing plus one-hal! of the wih
and unadfusted data for the 12-month span. Data are centersd within where 50 percent indicates an equal batance between industries with

the span. ad Oata have been revised ©
P = preminary. refiect March 1908 updand
NOTE: Figures are the percernt of in with and facwors.
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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, lic 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 0 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
chang.c bias (which results wP;en the quality differences between the goods priced in two

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

! U.S. Senate, Committee on Finance, Final Report of the Advisory C ission to Study the C Price Index.
Print 104-72, 104 Cong., 2 sess., (Washington, D.C., Government Printing Office, 1996).
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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
aggregaling 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 reiationship of the CPI to the
conceptual cost-of-living index; second, to review and critigue 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
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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.?

I1. The CPI in a Cost-of-Living Framework

The CP1 is a measure of the average change in the prices paid by urban consumers for a
fixed market basket of goods and services. Measuring pricé 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 modern 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

? For experimental index results for the poor and elderly subgroups, see Thesia 1. Gamner, 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 arc
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 ptual and th ical problems that have not been resolved and,
thus, have not received a comprehensive empirical treatment to date.

} Sec W. E. Diewent, “The Early History of Price Index Research,” in W. Erwin Diewert and Alice O. Nakamura,
eds., Essays in Index Number Theory, Volume 1 (Amsterdam, North-Holland, 1993).

* The formula used by the BLS for the CPI is sometimes referred to as 2 “modified” 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 marke1 basket in today's prices?" An
impontant 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 CPl is an undertaking that involves the collection of prices from
approximately 7,300 housing units and 22,500 retail/service establishments each month. The
CPl 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. CPl 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 CPl 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.

* 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 formufa. The 27 largest Metropolitan Statistical Areas (MSA)

along with Anchorage and Honolulu are selected as self-rep ing Primary Sampling Units (PSU) with certainty.
To represent the remaining urban areas a random sample of rep ive PSU's is sclected. The sample of areas

underlying the CPI will change in January 1998 as part of the CP] Revision process, as discussed by Janet L.
Williams, “The Redesign of the CPI Geographic Sample,” Monthly 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.5 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; Itisa
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-li\;ing index, there is no single all-purpose
definition of this target.’

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 guality and amenities (such as clean air and

® For adi ion of the relationship of the CPI to the cost-of-living index, see Robert Gillingham, “A Conceptual
Framework for the Consumer Price Index,” Proceedings of the American Statistical Association 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. Triplent,
“Escalation Measures: What is the Answer? What is the Question?” in W.E. Diewert and C. Montmarquette, eds.,
Price Level Measurement: Proceedings from a Conference Sponsored by Statistics Canada (Ottawa, Statistics
Canada, 1983), pp. 457-87.

* An allemative 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. 775-796.
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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 payrol] tax payments used to fund the provision éf 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 Part 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.”

1°U.S. Senate, Committee on Finance, Final Report, p. 37. The proper treatment of employer-provided medical care,
as well 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, 1989).
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that track the cost of a fixed basket." The major superlative indexes are the Fisher and Toémquvist
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 achicve 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 CP] 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 haye 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.

HI. 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

"' Sec W. E. Diewert, “Exact and Superlative Index Numbers.” in Diewert and Nakamura, eds., Essays in Index
Number Theory, Volume 1, pp. 223-252.

" 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 quanierly. Fully edited expenditure data for a given year are
not available until late in the following year. As will be described in section VI 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
prohibilively expensive.
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subindexes are collected into an all-items index. The formula currently used 10 agér:gate 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 formuia.”® The BLS and the
advisory commission.essentially agree on the size and nature of the bias at this level.

Substitution bias at (he 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 purchas@d during a base period. Because the houschold

' The original research was published in Ana M. Aizcorbe and Patrick C. Jackman, “The Commodity Substitution
Effect in CPI Data, 1982-1991," Monthly Labor Review, 116, no. 12, 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 as indicated by John S. Greent
“Expenditure Weight Updates and-Measured Inflation,” paper prepared for Third Meeting of the Inter )
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 St. 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, Commitice-on 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™ (p. 44). Then they state “Changing to geometric means will not
only solve the *formula bias' problem...but will also alleviate the below-stratum-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 Marshalt
B. Reinsdorf, “Price Dispersion, Seller Substitution, and the U.S. CP1,” 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 related property of “lime 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.kﬁrst. projecting the initial price
collected for each item backwards using information on price-trends for similar items, and, then,
dividing the appropriate expenditure figure by this backwards-projected price. This procedure,
however, bad an unintended consequence. Items that were on 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 items are apt to-rise in subsequent
months, this procedure imparted'an upward i:ias. ic., formula bias, to the index. The BLS
introduced procedures (principally-what is known as “seasoning”} to0 e[iminatc 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 tower level substitution bias.the commission first asserts that the
geomqn‘cmeans index-is-an unbiased.estimate of the true cost-of-living-index. Théy cite BLS
research showing from-June 1992-December 1994 the _difference»betweeri'the growth rate of the
geometric means index-and the CPI was 0.49 percentage point ;;er year.” Then the commission )
makes an adjustment to take account for the changés made by the BLS during 1995 and' 1996 to
eliminate formula bias, whicﬂ the BLS has estimated to-have reduced the rate.of growah of the -
CPl by 0.24 percentage point per year." Their estimate of lower level. substitution bias therefore

_is computed as the difference between 0.49 and 0.24,0r0.25 pcrcémage point per year, .
This estimate, however, may be too large. As described in Appendix A, the commission

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

'3 The research paper cited by the commission is Brent R. Moulton and Karin E. Smedley, “A Comparison of

Esti for El Y Aggregates of the CPL" papes presented at Western Economic Association International
conference, San Diego, July 7, 1995 (Washington, D.C., Bureau of Labor Suatistics).

® See Robert McCleliand, “Evaluating Formula Bias in Various Indexes Using Simulations,” BLS working paper
289, 1996; and Brent R. Moulton, “Estimation of E} y Ind of the C Price Index,” paper presented
at American Statistical Association confesence, Chicago, Avugust 5, 1996 (Washington, D.C., Bureau of Labor
Statistics).

42-495 - 97 - 3
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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 peometric 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 CPL" His estimates imply a price decline of about 0.25 percenta
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 elasticity of substitution is a of willingness to substitute between commodities and is
defined by economists as the proportionate change of relative quantities d: ded divided by the proportionate

change of relative prices.
1% See Marshall Reinsdorf, “The Effect of Outlet Price Differentials on the U.S. Consumer Price Index,” in Murray F.

Foss, Marilyn E. Manser and Allan H. Young, eds., Price Measurements and Their Uses, (Chicago, University of
Chicago Press, 1993).

10
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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 CP1. 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
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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—0.6
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 comnﬁssion, 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 commodilic§ 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

1® Reinsdorf, “Price Dispersion.”
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BLS for changes in the quality of these 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 CPl 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,

P 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 estimates 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 furnishings, 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:*

“..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.”

' .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 as'scssed?"
Although economists have methods for drawing inferences about preferences from market data
on observed consumer choices, the report does not indicate that the ;ommission 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.” 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 1 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 1993.2 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 assumnes 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

~

B U.S. Senate, Committee on Finance, Final Report, p. 30. The commission provides no direct support 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,” paper pr d at
Conference on Service Sector Productivity and the Productivity Paradox. Ottawa Canada, April 11-12, 1997
(Washington, D.C., Bureau of Labor Statistics).

Wiched




been made in the CPl over the past few years. Like other automobile quality adjustments in the
CP1, 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 CPI 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
CPldata 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 ofien are timed to
coincide with chaﬂgcs in product characteristics, particularly in the appare] 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,

i proféssiona]—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 items to 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 major areas. of

the index: medical care and high-tech consumer goods. More than half (034 percentage point)

B See Jack E. Triplen, “Quality Bias in Price Indéxes and New Methods of Quality Measurement,” in.Zvi Griliches,
ed., Price Indexes and Quality Change: Studies in New Methods of Measurement, (Cambridge, MA, Harvard
University Press, 1971); Paul A. Armknecht, “Quality Adjustment in the CP and Methods to Improve It."in
American Storistical Association 1984 Proceedings of the Busi and E ic Statistics Section (Washingion,
D.C., American Statistical Association. 1984); Paul A: Armknechi and Donald Weyback, “Adjustments for Quality
Change in the U.S. Consumer Price Index. Journal of Official Statistics S, 1989, pp. 107-23; Paul R. Liegey. Jr.,
“Adjusting Apparel Indexes in the Consumer Price Index for Quality Differences.” in Murmay F: Foss, Marilyn E.
Manser, and Allan H. Young, eds., Price Measurements and Their Uses, (Chicago, University of Chicago Press.
1993); Paul R. Licgey, Jr., “Appare] Price Indexes: Effects of Hedonic Adjustment,” Monthly Labor Review 117,
May 1994, pp. 38-45; 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 Mouhon and Moses. “Addressing the Quality Change Issue.” :
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of the quality/new goods bias the commussion 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 CPL* 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 cox;lponem 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 ﬂ:e 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

 The studies cited by the commission are 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 Macroeconomics
Annual 1996, (MIT Press, 1996); and David M. Cutler, Mark McCiellan, Joseph P. Newhouse, and Dahlia Remler,

“Are Medical Prices Declining?” NBER working paper no. 5750 (Cambridge, MA, National Bureau of E
Research, 1996). The latter study, of heart attacks, was supported in part by the BLS.
7' See Elaine M. Cardenas, “Revision of the CPI Hospital Services Component,” Monthly Labor Review, vol. 119,

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.” For production of the CPI and other national statistics the BLS must use methods that

are objective, reproducible, and verifiable.

** For examples of some of the methods that have been proposed, see the papers in Timothy F. Bresnahan and Roben
J. Gordon, eds., The Economics of New Goods, (Chicago, University of Chicago Press, 1997).
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The commission also failed to make any systematic effort to explore the possible
eiistcnce of negative biases in the CP1. 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 CPI. 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 CPlL.

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 ailow 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.
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IV. Short Run Recommendations®™

Recommendation i. The BLS should establish a cost of living index (COLI) 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 publisl; 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 CPI and should

move toward a COLI concept by adopting a “superlative” index formula to account for

® The advisory commission uses two different methods for numbering their reccommendations. See U.S. Senate,
Commitice on Finance, Final Repori, pp. 2-3 and pp. 49-55. Herein we follow the numbers and text from pp. 2-3.
* BLS Handbook of Methods, Bulletin 2490, 1997, p. 170.
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changing market baskets, abandoning the pretense of sustaining the fixed-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 Tomnquist” 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 geometsic 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 CPL

3% U.S. Senate, Committee 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
10 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 isspe 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,
eic.—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 assumned 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 CPL

32 See Ana M. Aizcorbe, Robert A. Cage, and Patrick C. Jackman, “Commodity Substitution Bias in Laspeyres
Indexes: Analysis Using CPI Source Data for 1982-1994," paper presented at the Western Economic Association
International Conference in San Francisco, July 1996 (Washington, D.C., B of Labor Statistics); and Shapiro
and Wilcox, “Alternative Strategies.”

% See Shapiro and Wilcox, “Alternative Strategies.” The CES formula that they proposed was originally derived by
P.J. Lloyd, “Substitution Effects and Biases in Nontrue Price Indices,” American Economic Review, vol. 65, June
1975, 301-13, and was suggested by BLS staff as a method for approximating a superlative index without current
expenditure data.
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The President’s 1998 budget includes funds to improve the accuracy and timeliness of the
CPI, and an important part 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 CP], and

indeed are the best measures currently available for this purpose.

Iy

ing price quotations by

Recommendation v. The BLS should change its procedure for ¢

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 chahgc. 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 1o ascertain which components provide most information on the future longer-term
movements in the index and which items have fluctuations which are largely unrelated to the

total and emphasize the former 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 CPl using Geometric Means (CPI-U-XG).” (Washington, D.C.,
Bureau of Labor Statistics, April 10, 1997).
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resources sysiematically 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 1o 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 program.*

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
CPL” 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 Association, 1996. forthcoming.

* U.S. Senate, Committee on Finance, Final Repor, 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 pecessarily
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 BLS should change the CPI sampling procedures to de-emphasize
geography, starting first with sampling the universe of commodities to be priced and then
deciding, commodity by commodity, what is the most efficient way 1o collect a representative
sample of prices from which outlets, and only later wurn to geographically clustered samples for

the economy of data collection.

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 o select samples of specific items at the national
level because of the lack of a national list (or frame) 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, that is item group
definition and structure, on the price indexes 1o improve the ability of the index to fully 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
commission’s concern, 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

% 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. CPL," paper presented at the Third Meeting of the Intemmational Working Group on
Price Indices, Voorburg, Netherlands, April 16-18, 1997 (Washington, D.C., Bureau of Labor Statistics).

3 Walter Lane, “Changing the ltem Structure of the Consumer Price Index,” Monthly Labor Review vol. 119 no. 12,
December 1996, 18-25.

¥ L ane, “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 CPl 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 10 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 10 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. ? 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 approacI:Z, while the
long life of housing assets and the likelihood of price appreciation made the standgrd 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.” CP/ Detailed Report, Bureau of Labor
Staustics, 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 durat;les 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 CP] 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 eamnings 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

4 Automobile and tenants insurance policies are priced 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 mechanism for bringing outside information,
expertise, and research results 10 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 1o 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'ﬁcademic 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
leasing-equivalence approaches to pricing of automobile services, see Paul A. Armknecht and Daniel H. Ginsburg,
“Improvements in Measuring Price Changes in Consumer Services: Past, Present, and Future,” in Zvi Griliches. ed.,
Output Measurcment in the Scrvice Sectors, (Chicago, University of Chicago Press, 1992),

“ See, ¢.g., Pollak, Theory of the Cost-of-Living Index, and Cutler, et al., "Are Medical Prices Declining?"
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and will provide researchers with access 1o rescarch databases to the extent possible, while
meeting data confidentiality requirements.

V1. Longer Run Recommendations

Recommendation xi. The BLS should develop a research program to look beyond its current

“market basket” framework for the CPI.

This recommendation suggests that the BLS should develop research programs exploring
“quality of life” issues such as time-saving benefits of new medical procedures.and rew
communication devices, and changes in the social or natural covironment cause& by rising crime
or new diseases. Because these thing§ clearly affect-our standard of living, a complete
accounting of U.S. economic progress would include them.

We do, however; have a reservation about this recommendation. Implicit in this
recc;mr'tlcnd'axtion is a suggéstion that the BLS should adjust the CP1 for these effects. We think
that valuing changes in time allocation or-in.the general social environment may mquire‘too ’
many subjective judgments to furnish an acceptable bas-is for adjusting the €P1. Furthermore,
amriving at a comprehensive measure of changes in the quality of life will be q_uite.difﬁcult. yet
making such adjuslmentS iﬁ only a few sclected cases could make theCPi less accurate if these
cases are not representative. Finally, it is unclear whether “quality of life” valuations really
belong in'an i-ndex' used for the escalation of-payments andadjus(mcm- 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-life
adjustment, however, is properly viewed as out of scope under the current definition of the CPL®

Most of the uses of the CPI have evolved within the context of an index limited to market goods

“ U.S. Senate, Committee onFinance, Final Report, p. 30.

“ The ission’s di ion of the app ¢ 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, Commitiee on Finance, Final Report, p.
47
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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 CPL.

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 adjustrent 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 as§umpu'on 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. Triplett, “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 quality adjustment methods used by the BLS, see Paul A. Armknecht, Walter F. Lane, and
Kenneth J. Stewart, “New Products and the U.S. Consumer Price Index,” in Timothy F. Bresnahan and Robert 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 use from 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.

VII. Conclusion

The advisory commission report has performed a service by caﬂing 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,

% Moulion and Moses, “Addressing the Quality Change lssue,” 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 gconictric ]
mean formulas.

. Introduction of a new CPI market basket in January 1998 based on 1993-95 consumer
expenditure patterns, and consideration of a more frequent schedule of marl;e( 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 processiﬂg system that will enable us
10 construct expenditure weights that are just two years old when introduced into the
index. (By contrast, the 1993-95 market basket will be 3 172 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,
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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 experimenta! superlative index program. Additional research is nceded 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 CPL. 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 short-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 CP1. 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 II1

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 CPl 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 CPl
must be based on tested and reliable statistical methods, even though in his view the resulting estimate will overstate
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 enbanced 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 markel 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
implcfncmalion 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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4
- data it produces, and of the critical need for these data to be as accurate as possible. It will
continue 1o investigate the measurement issues that it and others have identified, and will

introduce corresponding improvements to the index as quickly as it can.

ar
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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 first of these problems involves the
commission’s discussion of “time 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 1, 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 1 and 2 to the 37.5 percent decrease
between periods 2 and 3 to show a total increase of 22.5 percent between periods 1 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 1 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 1 and 3. Thus it is inaccurate to attribute the bias shown in
this example to the CPL -

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 ‘l.aias 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, Commiittee on Finance, Final Repont 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.

2.5. Senate, Commitiee on Finance, Final Report, p. 42. The anticle 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 Macroeconomics Annual 1996, (MIT Press, 1996).

4]
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“Shapiro and Wilcox...have provided an elegant rationale for the geometric
approach based on the corelation 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 Comp of the CPI: Estimation of
Price Changes,” Monthly Labor Review, 116, no. 12, December 1993; Marshall B. Reinsdorf and Brent R. Moulton,
“The Construction 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 Kann E. Smedley, “A Comparison of Estimators for Elementary Aggregates of the CP1," paper presented at
Western Economic Association International conference, San Diego, CA, July 7, 1995 (Washington, D.C., Bureau of
Labor Staustics).
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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 CPl component

.indexes also is unbiased. As Shapiro and Wilcox state, under their assumptions:

“If p;_s (the autocorrelation of the relative prices between periods / and n) is
small, [the "seasoned” version of the CPI)...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
commission’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 clasticity of substitution ?quals 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, “Mismeasurement,” fn. 22, p. 111.
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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 III) indicates that the advisory commission attributes a
" bias of 20 percent over the period 1967-96 due to increased scasonal availability and variety. It
is reasonable to think that, to the extent that consumers value the increased seasonal availability
of produce, they will consurne 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 lfnearized method implies that the percentage bias of the price index from failure to

incorporate the consumer surplus from a new good, n, is approximately
a . bias=-05x S, /6,

where S, is the percentage expenditure share of the new good after introduction and &, 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., Bureav of Labor Statistics, 1997).

2 See W. Erwin Diewert, “The Treatment of Seasonality in a Cost-of-living Index,” in W.E. Diewert and C.
Montmarquette, eds., Price Level Measurement: Proceedings from a Conference Sponsored by Statistics Canada
(Ottawa, Statistics Canada, 1983).

3 See Jerry Hausman, “Cellular Telephone, New Products and the CP1,” published paper (M Institute
of Technology, 1997). Hausman refers to his lincarized method as a “lower bound™ on the consumer surplus, but it is
unclear to us whether the conditions for the method 10 be a lower bound—a convex shaped demand curve—
necessarily hold in all cases.

h
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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 dlso from frozen fruits and vegetables. We assume a value
of -1.0 for §,. Under these assumptions, equation 1 implies that the increased consumption of
new scasonal iterns 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! 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 1 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 consumplioﬁ 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 ¢ surplus calculation should deduct the lost surplus of the
disappearing variety from the surplus gained from the new variety.

% Ideally, one would examine monthly consumplion data to isolate I changes in ption, but such data do

not appear to be available.
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We do not attempt to calculate the overall bias using equation 1 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 sca;onal 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, 1o 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 10 Dan Ginsburg, U.S. Bureau of Labor Statistics, May 25, 1984.
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after 1985. Part of the increase appears to have been driven by shifts in preferences, perhaps as a
fesponse to improved knowledge about the health benefits of fresh vegetables.

Motor fuel

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 45 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 o‘t; the retail facilities operated

by thirteen oil companies had installed pay-at-the-pump technology as of 1996.° Since many of

?U.S. Senate, Commitiee on Finance, Final Report of the Advisory Commission 10 Study the Consumer Price Index.
Print 104-72, 104 Cong., 2 sess. (Washington, D.C., Government Printing Office, 1996), p. 36.

¥ We also note that the report does not address possibl d decline in retail services, such as the
introduction of fees for providing air for tires at some service stations. In addition. the advisory commission
incorrectly assumes that the CPI does not make quality dj for air polluti dates and, agreeing with this
supposed BLS practice, makes no bias adj for the dates itself. Since BLS does, in fact, make cost-based
adjustments for motor fuel pollution d the commission pr bly should have counted these as downward

bias (see U.S. Bureau of Labor Statistics, "Quality Adjustment for Gasoline,” CPI Detailed Report, Janvary 1995, p.

8).
M “Pay-at-the-Pump Shows Solid Growth in *90s.” National Petroleum News, 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 1o 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 B1. Per Capita Consumption of Fresh Fruits, by Type, 1975-95
Units as indicated

hange, 1975-9.
Pounds per capita As percentage of In
Type of fruit 1975 1985 1995 1995 consumpti pounds
Citrus
Oranges and temples 159 116 123 -29.6 -36
Tangerines and tangelos - 2.6 1.5 20 ~21.9 -06
Lemons 20 23 29 321 09
Limes 0.2 0.6 1.2 817 1.0
Grapefruit 84 _S5 _60 -384 =23
Total 290 21. 244 ~18.9 4.6
Noncitrus
Apples 195 173 189 -3.0 -06
Apricots 0.1 0.2 0.1 200 0.0
Avocados 1.2 1.8 14 10.9 02
Bananas 176 235 274 356 98
Cherries 0.7 04 0.2 ~187.5 05
Cranberries 0.1 0.1 0.3 533 0.2
Grapes 36 6.8 76 52.7 40
Kiwifruit 0.1 0.5
Mangos 0.2 04 1.1 85.8 1.0
Peaches and Nectarines 5.0 5.5 54 85 05
Pears 2.7 28 34 194 0.7
Pineapples 1.0 1.5 1.9 .46.6 0.9
Papayas 0.2 02 04 '56.8 0.2
Plums and Prunes 13 14 09 —41.5 -04
Strawberries 18 30 _38 52.1 20
Total 551 65.1 735 250 18.4
Total 84.1 865 979 14.1 13.8

Source: U.S. Department of Agriculture, Economic 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

n 72-
Pounds per capita  As a percentage of In
Type of vegetable 1972 1985 1995 1995¢ 1pri pounds
Asparagus 04 0.5 0.6 333 0.2
Broccoli 0.7 2.6 32 78.1 25
Carrots 65 65 10.1 356 36
Cauliflower 08 1.8 13 38.5 0.5
Celery 71 6.9 64 -109 0.7
Sweet Corn 7.8 6.4 78 0.0 0.0
Bell Peppers 24 s 58 58.6 34
Onions 107 136 177 39.5 7.0
Tomatoes 121 149 166 27.1 45
Cabbage 85 88 9.1 6.6 0.6
Spinach 03 0.7 0.6 50.0 0.3
Cucumbers . 30 44 5.6 464 .26
Artichokes 04 0.7 04 0.0 0.0
Snap Beans 1.5 1.3 16 6.3 0.1
Eggplant 04 0.5 04 0.0 0.0
Escarole or endive 0.6 04 02 -200.0 04
Garlic 04 1.1 2.1 81.0 1.7
Lettuce .
Head - 224 237 216 =317 -0.8
Leaf or Romaine 33 6.0

Watermelon 123 135 159 226 3.6
Cantaloupe 7.0 85 99 29.3 29
Honeydews 1.0 2.1 24 58.3 14
All Others 08 08 02 -143 =01
Total 107.] 1268 146.0 26.6 38.9

Source: U.S. Depantment 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/Durability 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 mile life

* Improved steering gears

* Powertrain improvements

¢ Dextron I transmission fluid - 100,000 mile life

¢ Water pump front face - 150,000 mile life

o Battery saver

® Increased catalyst load - 100,000 mile life

* Rust resistant fuel injection -100,000 mile life

o Clearcoat paint

* sided galvanized steel body panels

¢ Serpentine drive belt
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JL 25 o9 -

Honorable Pete Stark
House of Representatives
Washington, D.C. 20515-0513 "

Dear Congressman Stérk:

At the June 6 hearing of the ﬁoint Economic Committee, you asked
the Bureau of Labor Statistics (BLS) for information on recent
job growth and related issues.

As you know, employment in thé United States has expanded
considerably over the past few years. In an effort to gauge

the qual;ty of the jobs that have been created, we have examined
trends in employment across ogcupations and industries. Findings
from this research indicate that the recent increase in
employment, though somewhat concentrated in relatively low-wage’
industries, occurred in both felatively higher-paying and lower-
paying occupations. I have enclosed an article on this subject
from the June 1936 Monthly Labor Review, "The nature of
employment growth, 198%-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.,” & 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 suriey, 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 -
AL 25-.g7 ¢

(Prior to the changes recentYy introduced, ‘the OES provided
occupstional 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 Ievels.) We are excited about
the useful information the new OES will be providing, and expect
to anmnounce a schedule on which the data will become available in
the not-too-distant future.

Lal

Although not a socurce of State-level data, the BLS occupatiol
employment projections provide a valuable perspective on the .
labox market of the future. [The Bureau's Office of Employment’
Projections updates these projections every 2 years. I have,
enclosed the November 1985 Monthly Labor Review, which contadins
five articles presenting the latest forecasts to the year

2005. A table showing projections for specific ococupations
begins on page 64. . R . {

Cne topic that arose at the héaring is the potential collection
of data on job vacancies. My:staff discussed the collection and
use of such. data with staff from your office and Congressman
Brewn‘s office at a meeting on June 18. BLS has conducted two
pilot studies on the feasibility of collecting job wacancy -
informationm by occupation. Wé learned that, from an operational

. 'viewpaint, collecting such information at the national level or
by State is feasible but relatively costly. The pih.ot study done
in the early 1%90s 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 be far more
expensive. - . - .

Purther, even if we -had the funding for such an undertaking,
understanding job vacancy data  and using them to make judgments
regarding welfare-to-work progrems could prove .extremely
difficult. Y must tell you that thiz is not an area in whieh BLS
haggsexpertise or experience. .In addition, I am concerned that a
survey with a national design likely would not provide the kinds
of information that State and local govermments would find most
useful for program planning and evaluaticn. As Congressman Brown
suggests in his letter of June 16, should limited funds be :
allocated, it might be best to conduct pilot surveys ocn job
vacancies in several local areas to assess the guality and
..usefulness of such information.- :

42-495 - 97 - 5
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Honorable Pete Stark--3

Ju 25 |9t

If you have any questions aﬂ%ut this information, please let
me know, or have a member oﬁfyour staff call Philip Rones, BLS
Assigtant Commissioner for Current Employment Analysis, on
202-606-7378. : .

Sincerely yours,

RATHARINE G. ABRAHAM
Commissioner

Enclogures

BLS/OBUS/DLFS .

COHANY/kdt X6378 .

cc: Gen. Files, Comm. RF, Abraham, Acting Assoc. Comm., Rones,
Nardone, RF, DF '
———————ttum,,
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Table 2. Employment isvels in 1989 end 1996, enamhw‘m #nd 1983 median usual weekly eamings

by major occupetion and industry ;
(Numbers in ltumnﬁ' ,‘.
5 & 196908 change intotal |
- 1288 | 1996 | Number | Pereant | weekly
emmings®
Highest-eaming group
Teta) 40539 48,873 8,334 158 @)
Professional epeciatty © {Mining - “ -19) -30.4] 81,083
ng Mining 4 104 %0 14 -135 942
Bales occupations Mining . 9 10/ 1 144 (8
Professional speciatty Construetion 148 188 20| 138 ars
Professional specialty Manufactutieg 1,808) 1,882 ” 42 819
Exscutive, and . 2560 2,840 260 1.0 204
Professional specialty Finance, insurance, {dnd real estate 208 n 83, 3068 768
Professional specialty Transportation and public vtiltiss are] 529 E 103 ™m
and and public utiitws wol 1,159 20 247 784
Technicians and retated support i 30| 21 -19) 24 0
Public sdministrationy’ 782 o5t 169 26 722
and (< . 108 122t 205 202 639
Technicians and retated support Tmmnampi&mﬁu 8 32 53| 192 682
Professional speciaty Wholesals - 89) 100 n 128 675
ond Publie > 12230 1,528 102 8.3 689
Profsssional Ry [Agriculture s 73 88, 16 228 649
Pracision production, craft, and repalr Mining H s 208 -25 «10.8 844
Precision production, craft, and repar Tronsportation and gublc uilities 1,283 1,185 -78 -2 824
- and , I ndt resl estate 2,708] 2,274 188| 7.9] 820
Sates Financa, insurance, 'snd rea! estatn 1881 2,082 201 108 €04
Technicians end relatsd support Public administration: 22| 208 -4 174 602
Technicians and retatod support Finance, insurance, and real sstate 141 162 21 14.8| 599
it and 4728 6,347 1,62 M3 5980
and trade - s10] 583 84, 108 su8
Technicians and retated support i 744 [~1] 113, 182 596
Sales cocupations Tranzportation and pibiic uilies M0 288 -1 75 ses
Sales occupations t 1,835 2,005 170 9.3 31
and ] 108| 2, 78 W
Precision production, craft, and repair Public sdministration 239 2 -18) 7.8/ sa2
Prafessional tpeciatty 1,542 14,312 2™ 24.0] 578
Sales ocoupations Manufacturing N 754 12 18 s78
Service occupations Mining . 8 7 -1 107 (4
Service occupations Pubfic administration, 1383 1,585 b3 18.3
Technicians and related support Wholesale trade - 40 2 12 21 W
Operators, fabricators, and taborers Mining 188 143 45 -24.1 518
Professional spacialy Rotsd uade < ast 410 s 188 513
Administrative suppont, inckding clerical [Transportation and plbic utkties 2173 2319 147 %/ 02
See footnotes at end of table.
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Table 2 &mmmmm1m.mhm@um,-ﬂlmmmﬂm

by major occupation and industry
Qumbers in thousands) : . _
1963-86 change in total
Employmeat employment' 1933
1999 1908 Number Porcant waskly
i sarmings*
Middle-saming group
Tota) ) 38,148 37.131 1,010 28 %
Precision production, arsft, and repsir Manufacturing 4,938} 3814 21 -7.8 sa2
Sales occupations - L] 85 - 1.8 602
Sales occupstions Public administraticn 24 5 1 a7 @
Precision production, craft, and repair ’ 4443 4442 - 0.0] 488
Techniclens snd relatad suppont Construction 54 45| L] 7.0 ()]
Precision production, cfsf, and repair [Whoiesale trade 2 320/ 2 0.7 468
Operators, tabricators, and laboters Transporation and public utiities 372 27147 ars 15.8 483
Administrative support, including cledcal Mining o L4 34/ -41.9 454
Operstors, fatricators, and laboress Public edministratien 151 108| -3 -28.3, 448
Technicians and refated support {Services 2019 2.M2 293 14.5] 4%
and Retai trade 1,543) 1,818 ars 17.8) 24
Precision production, craft, and repair {Setvices 1,848 2,055 07| 1.2 415
Administrative support, includ clerical 1,480] 1,353 27/ 86| e
: Transporiation and public utlities 3| 2 7.9 414
Precision prodisction, craft, and repair Financa, insurance,’'and real estats 144 1865 21 14.7) a3
production, craft, and repair Retall trade 1237 1,137 «100| 81 410
Precision production, craft, and repalr | Agricutture 48| 4 - 104 @
Administrative support, including clerical | Mamtecturing 2404 2033 - -15.¢| 394
Operators, fabficators, and isborers 1.513] 1,499 -14] 0.8 are
Service ! 12 28] 10] 58.6 “
Setvice occupations Manufacturing 350 284 -86 245 M8
Operstors, fabricators, and laborers |Manufacturing 8,980| 8,165 -4 8.8 345
Operstors, fabricatars, and laborers trade g70f 1,057, 87 9.0 34
Technicians and related support |Retail trade . 89, 123 “ 548 343
Adminisirative support, Including clerical Finance, insursnce, ind real sstate 3,168] 2,744 405 128 342
Adsministrative support, including clerical |Canstruction 442 452 10| 2.4 M2
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Table 2. Eﬂvbymhnbh”ﬂm!“,ﬂnmhuwhmn&mi%.ﬂlﬁnﬁhuﬂnﬂaﬂm

by major occupatien and Industry
{Numbers in thousands)
19838-86 chango In total
Empioymert employment’ 1993
Occupation Indutry Median
* 1889 | 19968 { Number Percent | weskly
eamingy’
Lowssteamning group
Tetat? 39,843 42,703 3,180 o] o
Adrrinistrative inciuding clarical |Wholezsale trada 803, 743 54| .8 34
Technicians and retated support . b=l 40| 1 188 @
Farming, forestry, and fishing Manufacturing (‘ 92 101 9 0.8
Farming, forestry. and fishing Transponation and public utillties 12| 7 2 -45.1 {0
Fanming, forestry, and fishing Public 55 28| -30 Sbe| (@)
Administrative ~uppert, ncluding clerical Services 6.288) 8,805 619 9.8 308
Operatars, fabricatons, snd | Agriculture 28| 8 28 -32.2 304
Servics . r 38 32 4| -10.5 {4)
, fabricators, and laborers Finance, Insusence,land res! estate 2| 56| -8 -5.5] @)
Farming, forestry, and fishing e ) 17 21 4 217 W)
support, including clerical Retal trade 1801 1,877 24/ 4.5 mn
Administrative support, inchuding clerical Agriculture 114] 174 89 27 268
Service Financs, insurance, md real estute 279 238 19 7.0, 255
Sales { 202 1,120, 218 %2 %0
Operators, fabricators, and aborers Services 1.807] 1,964 137 78] ™
Farming, forestry, and fishing Services . 410, 357, -3 -10.5 24
Famming, foreaty, and fishing [Agtioulture . 2,771 2883 118, 4.2 230
Farming, forestry, and fishing Finance, lmunno-. lnd real sstate o8 54 -12| ~17.8| 29
Sales occupations Retall trade 8334 9,055 ™ 8.8 25
Service Wholasale rade 45 48| 3 64 (0]
Farming. forestry, and fishing Wholesale trads 15 82, 47| 3121 (@
Service occupstions Services 8,881| 9,680 798 0.0 218
Sales occupations I Agriculture 21 18 -2 -10.0/ (0]
Operators, fabricators, and laborers Retail trade 2219 2401 182 82
Farming. forestry, and fishing Retai trads 23 39| 16 87.7 )
Service oﬂﬂbns Ratail !1:4. 4.578] 4,983 407/ 8.9 1
* Change (number and percant) was from
from the shown in the total
* Data refer to all wage and salary workers.
* Not available
* Data not shown where the 1993 hu-wul-um.nsaboo

* inchudes farming, forestry, and fishing workers in mining, notsmahvmw
NOTE: Detail may not sum to tolols due to rounding. Employment gi m\nn-u

1990 census-based population controls. (Sae text footnate 3.,
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State

Alabama
Alaska
Arizona

Arkansas
California
Colorado
Connecticut
Delaware
District of Columbia
Florida
Georgia
Hawaii

Idaho

Ilinois

indiana

lowa

Kansas
Kentucky
Loulstana
Maine
Maryland
Massachusetts
Michigan
Minnestoa
Mississippi
Migsourl
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota
Ohio
Oklahoma
Oregon
Pennsylvania
Rhede !sland
South Caroilna
South Dakota
Tennessee
Texas

Litah

Vermont
Virginia
Washingten
Waest Virginia
Wisconsin
Wyoming

1892

1.674.5
247.2
1517.0
863.1

12,1535

1,596.9
1.526.2
3413
673.6
5,358.7

111

Total p 1t, Annual Averag

1893 1884 1995 1998
1,716.8 1,758.5 1,803,8 1,8245
2529 250.3 262.0 263.2
1,584.4 1,692,1 1,795.7 1,895.6
894.0 1,034.1 1,060.4 1,085.8
120453 121585 124222 12,7750
1,670.7 17559 18344 1.886.9
1531.1 15437 1561.5 1.562.8
3486 356.0 386.4 376.8
670.3 658.8 8426 623.0
5571.4 5,789.4 5,996.1 6,1825
3,100.2 32659 34023 35283
538,68 536.2 532.8 529.3
4385 460.9 477.3 492.3
53305 5,452.9 5,583.1 5,676.0
2,626.9 27127 27885 28128
1,278.8 1,319.9 1,358.1 1,380.4
1,133,3 1,185.8 1,188.0 1,228.2
1,547.9 1,587.2 1,642.8 1,671.4
1,658.8 1,722 1.772.4 18107
519.4 531.8 538.2 540.0
2,102.4 2,146.8 2,827 2,205.9
2,840.2 2,003.8 2,976.1 3,036.4
4.005.8 41488 42738 43450
22427 23104 2,378.6 24317
1,002.3 1,055.5 1,0745 1,080.2
2,3945 24705 25210 2,564.2
3256 340.2 350.8 359.0
767.2 796.1 816.4 834.4
671.4 738.0 "788.1 8425
502.4 523.1 539.7 559.7
3,402 3,552.8 3,600.7 3,6400
626.2 857.2 682.4 694.0
7.752.0 7.818.7 76723 7,917.1
3,244.7 3.358.9 3,459.5 35552
284.8 294.9 301.8 308.9
40183 5,076.0 5,221.0 5,285
1247.0 12795 1,316.1 1,354.2
1,308.4 1,362.9 1,418.4 1,474.7
51228 51924 5,253.1 5,308.2
430.0 4342 440.1 441.8
1,570.4 1,607.2 1,645.1 1.676.0
3187 3320 3435 348,9
23285 2,423.0 2,499.0 2,530.4
7.4815 7,750.9 8,0225 8,242,1
809.8 859.7 807.7 854.6
257.2 263.8 270.0 2748
2,918.9 3,003.6 3,060.7 3,1303
2,253.0 2.304.3 2,346.8 24118
€52.6 6748 687.8 608.4
2,412.7 2.450.8 2,558.5 28018
210.3 216.8 219.4 2214

Net Change

1892-1896

150.0
18.0
378.6
1225
€621.5
300.0
56.6
355
(50.6)
8238
541.1
(13.5)
75.8
4411
258.6
1278
13.2
162.8
183.8
28.1
1246
2113
4178
246.8
129.9
2305
424
84.3
203.8
727
182.1
925
187.2
429.7
N7

1325
2071
232.7

17.0
148.3

289.4
873.0
185.9

238
281.9
189.4

2437
158

Pct. Change
1892-1996

8.96%
8.47%
24.968%
12.72%
5.11%
18.79%
3.71%
10.40%
-7.51%
15.37%
18.11%
-2.49%
18.23%
8.43%
10.12%
10.20%
10.15%
10.78%
11.30%
5.49%
5.99%
8.63%
10.63%
11.30%
13.53%
9.88%
13.39%
11.24%
31.91%
14.93%
527%
15.38%
2.42%
13.75%
11.44%
9.25%
10.85%
16.34%
4.58%
4,00%
8.71%
13.02%
12,89%
13.39%
24.18%
9.48%
9.90%
8.52%
9.12%
10.34%
7.68%
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Manutacturing Employment, Annusl Averages
Net Change
1994 1085 1996 1982-1886
386.4 e 3826 . 1.9
18.6 169 16.2 0.8
186.4 194.0 1985 263
254.0 259.3 2535 165
17773 1,764.2 1,853.2 {37.3)
190.9 182.4 196.0 101
285.1 2790 27152 (30.5)
835 61.5 58.1 9.3
13.0 13.0 131 (0.9)
484.0 488.5 490.4 75
§77.3 586.9 584.7 395
178 170 186 [<R)]
7.9 71.0 726 8.9
952.1 962.2 972.0 52.7
664.4 883.8 673.7 451
2449 250.3 247.4 17.2
187.9 191.4 196.1 134
305.1 3138 nse 247
188.5 188.0 188.3 33
91.4 (1R 88.1 (4.1)
178.2 178.0 173.9 {8.9)
“r.2 448.1 “4. 21.6)
8351.5 970.7 868.9 68.3
414.7 4268 428.3 n2
261.0 2578 2457 6.2)
a4 4208 414.0 20
230 234 23.8 13
108.8 122 113.7 13.0
3.7 386 38.6 125
100.3 10286 1046 7.2
500.3 489.2 485.3 (45.0)
4.7 45.1 45.9 4.9
956.1 o41.7 2218 (82.6)
859.9 a84.2 846.8 124
214 213 218 33
10702 '1,102.3 10939 433
1698 1707 1798 8.8
2213 229.3 2353 26.3
942.0 - 940.7 920.1 (22.9)
888 849 824 [ X1}
774 IM2 385.2 (5.8)
435 46.8 478 108
5389 | 5389 5222 77
1,008.0 1,028 1,054.3 847
187 - 1242 129.4 228
439 45.1 459 22
4043 4029 308.5 8.9)
338.9 3924 3441 (3.8)
81.6 . B24 819 {0.3)
5839 - 801.8 601.2 516
29 8.7 108 15
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T.P.U. Emplo) Annual g
Net Change Pet. Change
1992 1993 1994 1995 1996 1992-1996 1992-1898
83.0 85,1 8T, 89.8 80.2 7.2 8.67%
=28 29 3 229 27 0.1 0.44%
80.8 780 832 87.2 e2.1 1ns 13.95%
559 57.0 59.4 8aé 84.9 9.0 18.10%
607.4 6108 610.0 630.2 6415 4.1 5.61%
89.8 104.3 108.3 175 1203 205 20.54%
88.0 895 704 ns 731 5.1 7.50%
14.6 149 15.3 15.8 15.7 1.1 7.53%
22.1 21.4 20.9 18,9 19.3 {2.8) -12.67%
275.8 2871 2963 305.5 3141 38.3 13.69%
197.7 203.3 211.4 2183 221.9 242 12.24%
432 41,3 9.8 407 40,8 (2.3) -5.32%
203 20.9 21.8 27 22 2. 14.29%
302.9 3108 nzre 3239 o 28.1 9.28%
1828 135.0 1378 141.0 1394 85 4.89%
55.1 571 59.1 614 62.9 7.8 14.16%
64.7 65.8 673 58.2 68.8 5.1 7.88%
81.7 84.2 88.1 1.3 833 1.8 14.20%
105.4 107.3 110,00 107.7 1083 29 275%
25 222 226 223 224 0.9 4.19%
8.8 29.4 103.9 105.6 1085 77 7.79%
1214 124.0 127.4 127.0 128.2 78 8.43%
154.3 158.7 1e2.6 187.0 168.4 14 9.14%
109.9 1101 113.6. 17?7 197 9.8 8.92%
450 48.3 48.6 511 527 77 17.11%
151.1 152.2 155.9. 1587.7 159.7 8.8 5.69%
201 20.3 20.7 20.8 20.7 08 2.99%
47.2 473 484 40.6 50.3 31 857%
3.0 35.0 382 40.4 423 8.3 28,18%
173 18.1 18.0 18.5 185 22 12.72%
2332 2404 248.2 2528 2540 208 8.92%
288 29.2 298 31.0 312 24 8.33%
3997 401.7 401.2 402.1 402.2 25 0.83%
154.0 157.8 101.6 164.9 167.9 139 9.03%
175 18.0 185 18.4 184 0.9 5.14%
2133 2183 2228 2203 2.7 184 8.83%
706 723 729 79 72 -X] 8.35%
5.7 86.8 88,9 71.3 72,8 71 10.81%
2615 268.2 2730 2727 anse 104 3.98%
142 14.4 149 148 14.9 0.7 4.83%
65.1 68.0 69.0 "7 734 8.3 12.75%
148 14.8 158 18.0 16.4 1.8 12,33%
1208 128.8 133.6 1386 142.8 222 18.41%
432.2 439.8 458.2 475.7 488.2 58.0 12.96%
440 471 493 515 54.0 100 2273%
10.8 ns3 115 1.9 122 14 12.96%
148.9 149.5 151.7 158.7 181.8 149 10.14%
1138 114.2 1165 119.68 1229 83 8.19%
38.2 38.8 299 40.2 89.2 1.0 262%
110 1138 1161 120.1 120.7 10.6 2.83%
144 145 14.0 137 138 (0.6) ~4,17%
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Missouri
Montana

1984 1895 1996
334 400.0 18,9
s2.7 54.1 54.6
4208 “4s 4582
2328 2423 2474
2,845.1 2,015.1 29734
4205 453.3 484.5
3354 341.0 346.7
78.8 822 84.1
52.8. 522 49.7
15072 15538 1,608.9
8154 858.1 896.6
1332 185.8 135.3
116.7 1213 1251
127908 1,313.0 1,038
643.0 689.2 580.0
3318 340.0 341.1
2843 2055 303.3
9703 3337 400.9
399.5- 4140 @228
134.3° 187.0 138.2
5148 521.7 529.1
689.4 687.2 6965
0709 1,003.7 1,024.7
558.8 5795 5828
219.4 2282 2326
587.9 604.2 e12.8
928 98.1 .7
188.7 204.2 2075
144.9° 157.0 169.7
14.9 1409 144.9
815 8488 as5.3
155.6 161.4 164.1
1,582.5 16119 1.620.6
784.0 794.8 8110
78.7 700 80.2
1,227.9 12727 1,300,
801.2 9124 3185
344.1 357.0 305.0
1,168.9 1,183.8 1,205.3
94.9 973 0a.2
72 384.9 2978
847 87.4 87.6
s62.1 585.5 596.3
1,870.6 1,944.2 1,968.3
205.8 219.7 2305
62.6 439 846
678.7 €99.5 7137
565.1 580.1 580.9
154.0 156.0 160.1
s71.1 s88.2 505.2
50.3 518 s2.1
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npli Annual agH

1994 1085 1896
375.8 394.2 405.5
58.0! 60.8 82.4
470.2; 518.1 561.4
228.8: 237.4 2485
3,558.2' 38,7285 3916.7
504.1- 537.2 564.9
449.9- 465.7 481.4
91.4 96.0 1022
2614 263.9 2825
19229 2,0%8.2 21178
778.7 838.5 9203.1
163.8. 184.5 166.1
102.4 109.4 1149
15120 1,581.2 1,640.0
6124 633.8 652.9
326.1 3422 3581
2773 289.0 300,68
378.3 393.8 408.3
444.4 471.6 485.8
1.6 146.8 1504
668.4 694.5 715.2
975.7 1,024.9 1,062.8
1,074.6 1,125.1 1,185.4
635.2 647.1 68718
2247 2324 246.6
666.0 6855 707.9
1.7 96.6 101.8
202.4 211.0 2204
a26.7 345.1 383.5
145.2 1521 162.4
1,040.4 1,078.3 1,121.8
177.4 188.3 1821
2,464.2 2,540.1 2,810.4
724.2 7622 822.3
80.7 80.9 84.6
1,329.5 1,378.9 1,415.1
320.1 3440 364.3
343.2 362.9 384.7
15635 1,804.3 1.651.2
137.2 143.5 148.1
344.1 360.3 3734
85.8 87.4 90.1
603.8 638.0 655.5
2,009.1 21224 2,220.7
2242 238.1 255.5
766 78.0 ars
820.2 873.1 911.4
598.1 623.5 849.2
174.6 183.8 1/,m.3
817.0 632.0 855.4
453 475 48.1

Net Change Pct. Change

1992-1896

56.8

150.7

1892-1996

16.89%
15.34%
32.03%
168.89%
14.31%
27.40%
13.78%
19.67%

2.88%
25.10%
33.40%

1.58%
26.96%
16.30%
17.43%
16.63%
15.83%
16.06%
22.34%
16.14%
12.83%
18.32%
18.97%
13.44%
40.51%
16.35%
23.54%
18.75%
28.58%
25.31%
14.60%
19.84%
11.53%
28.20%
14.79%
14.01%
24.28%
23.38%
10.74%
11.53%
20.34%
14.20%
21.14%
20.53%
30.09%
15.60%
19.81%
16.38%
20.92%
14.16%
15.07%
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3407
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49.7
2853
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ployment, Annual Averages
1994 | 1985 1896
Me.0; 3432 a7
73.9 72.8 73.1
204.3 3105 2206
1790 177.1 178.3
2,099.2) 2.107.0 2,117.0
299.3; 3037 308.8
2172 2209 2238
50.4 50.8 52.8
2705 2549 241.4
810.6. 9164 828.2
564.0. 5703 569.1
111.8, 114 10,1
92,9 95.7 9.7
788.0. 798.7 8103
390.7: 3917 3337
226.0. 2303 2316
233.4. 2387 235.1
2806 286.9 289.6
351.8. 358.3 3813
84.1 93.2 93.1
4201, 421.8 4218
3900, 3948 400.2
€38.9! 840.9 6433
Ty a7 378
2137 2147 2179
384.9} .3 3897
76.3) 76.9 76.6
1516 150.8 1515
923 8.5 101.2
762 78.2 78.9
588.4 588.5 566.8
163.1 166.5 1711
1,4233 1,396.8 1,382.3
538.8. 550.6 561.4
672 7.1 70.7
741.0 7487 7517
z702 269.7 ns
2347 2402 248,
7138 7182 7209
81.7° 61.3 61.3
2053, 2042 208.8
67.1 7.0 70.4
3707 3731 383.1
14137 14457 1,454.4
161.4! 1638 166.6
447 45.1 45.3
603.2' 5078 587.1
4372 4440 450.4
1385 136.4 138.8
367.1 3787 3832
58.2 57.8 58.7

Net Changs Pct. Chang

1882-1698

38
©2)
439
122
21.4
175
18.2
4.0
(44.4)
591
2.0
0.0)
8.6
384
8.1
106
9.4
16.3

1892-1096
1.12%
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U. S. Department of Labor Commissioner for
Bureau of Labor Statistics
Washington, D.C. 20212

Ju 25 I8

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 multinatioral 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,

WW

KATHARINE G. ABRAHAM
Commissioner

Enclosures
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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
Baitimore
Jacksonville
Columbus
Milwaukee
Memphis
Washington, DC
Boston

Population ranking is based on 1992 population.

1990 199¢
6.9 8.8
6.7 9.3
8.4 6.7
6.1 6.4
6.3 6.9
48 54
6.2 5.2
4.9 4.0
14.3 9.1
79 49
4.7 42
3.8 37
38 47
8.2 8.1
53 38
3.9 34
5.7 5.1
54 53
6.6 8.5
57 45

SOURCE: Bureau of Labor Statistics
Loca! Area Unemployment Statistics
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Annual Average Unemployment Rates for
the U.S., New York State, and New York City,

Year

1968
1969

1970
1971
1972

us.

Annual Averages 1968-96

New York
State

New York

SOURCE: Bureau of Labor Statistics
Current Popuiation Survey



Table C.
t.abor Force Participation Rates, Emptoyment-Population Ratios,.
and Unempioymem Rates by Sex, Age, Race, and Hispanic Origin

for the U.S. and New York City,
1996 Annual Averages
T Labor Force Empiay Unemploy
Poputation Group - Participation Retes | Population Ratio. | Rate
US. | NYC | US-TNYC | US [ N¥C.
Total. ‘ 66.8 58.7 632 51.7 5.4 88
Men . 748 664 709 604 - 54 8.0
Women - - 59.3 487 60 - 445 54 85
Both sexes, 16-1%-years 523 250 435 . 178 - 167 290
" White o 672 57 641 516 7. 74
Black ' 641 554 574 ° 484 105 125
" Mispanicorigii- "~ 66.5 527 . 606 470 89 108

SOURCE: Bureau of Labor Statistics
Current Population Survey



129

Tabte D.
Unemployment Rates by Occupation
for the U.S. and New York City,
1996 Annual Averages
Occupational Category United States New York City

Managerial and Professional Specialty

Executive, Administrative & Managerial 24 3.2

Professional 23 45
Technical, Sales, & Administrative Support

Technical and Related Support 2.8 56

Sales 5.2 95

Administrative Support (includes clerical) 42 89
Service Occupations 7.2 9.4
Precision Production, Craft, & Repair 55 11.0
Operators, Fabricators, & Laborers

Machine Operators, Assemblers, & Inspectors 7.7 11.3

Transportation & Material Moving 52 6.3

Handlers, Equipment Cleaners, Helpers, & Laborers 111 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 United States  New York City
Construction 10.1 17.2
Manufacturing
Total 48 87
Durable Goods 45 104
Nondurable Goods 5.2 8.1
Transportation, Communications and Public Utilities 4.1 8.1
Trade 6.4 109
Finance, Insurance & Real Estate 27 50
Services 54 8.2
Government 28 46

NOTE: Industry detail excludes persons with no previous work experience.

SOURCE: Bureau of Labor Statistics
Current Population Survey



Table F.

Percent of Employed Persons in Occupations

Occupational Category

Total
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, Fabricators, & Laborers
Machine O s A s, & |

Transportation & Matenial Moving

Handlers, Equipment Cleaners, Helpers, & Laborers

NOTE: O i detail exclud:

Total includes farming and fishing, not
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with no previous work experience.
shown separately.

by Demographic Group,
for the U.S. and New York City,
1996 Annual Averages
New York City
Percent of total
Women Black Hispanic
origin
471 272 27
432 16.3 115
570 202 9.7
486 243 20.0
415 18.0 174
701 350 237
52.0 38.0 32.4
78 288 269
s 514 207 51.4
2.1 394 245
9.8 284 373

Hispanic
origin
9.2
48
43

6.3
7.0
83
137
1.0

16.4
10.3

United States
Percent of total
Women Black
48.2 10.7
4338 6.9
53.3 79
525 94
49.5 7.9
791 12,5
59.4 172 -
9.0 7.9
a7 15.2
9.5 146
19.3 16.4

152

SOURCE: Bureau of Labor Statistics
Current Population Survey
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