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THE EMPLOYMENT SITUATION:
JANUARY 1998
Friday, February 6, 1998

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: Representative Saxton.

Staff Present: Christopher Frenze, Colleen J. Healy, Mary Hewitt,
Robert Keleher, Juanita Morgan, Amy Pardo, Dan Lara, Howard Rosen,
and Joseph Cwiklinski.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN

Representative Saxton. Good morning. Once again, it is my
pleasure to welcome Commissioner Abraham before the Joint Economic
Committee (JEC). Thank you so much for being here. The business
cycle expansion that began in 1991 continues to increase payroll
employment, according to the Bureau of Labor Statistics (BLS) data
released today. Payroll jobs increased by 358,000 in January, bringing
the total to 124.2 million jobs. The household survey also reflects healthy
employment gains. The unemployment rate was about unchanged, at 4.7
percent.

As I have noted before, the economic employment gains during this
expansion period have been sustained by the Federal Reserve's policy of
gradual disinflation. Lower inflation and interest rates have boosted the
economy and flooded the Treasury with revenues easing the deficits. The
domestic economic and fiscal situation remains quite positive.

In addition to the employment data, BLS also produces a variety of
statistics on prices. The Consumer Price Index (CPI), Producer Price
Index (PPI), Employment Cost Index, and other measures are closely
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watched BLS price data. Over the last year, we reviewed these data and
found no evidence of a significant pickup in inflation.

Furthermore, the forward-looking indicators used by the Joint
Economic Committee do not reflect any inflation threat. Instead, these
indicators-commodity prices, bond yields and the dollar-suggest that the
risk of deflation is becoming less remote. With respect to monetary policy,
it is clear that the goal of price stability is inconsistent with inflation or
deflation.

Monetary policy, guided by the inflation targeting approach to stable
prices, as I favor, actually is slightly biased against deflation. Inflation
targeting means that monetary policy aims to prevent a sustained increase
or decrease in the price level reflected in broad price indices. Since
monetary policy must be preemptive, the Federal Reserve must act before
deflation actually materializes.

Let me just say that one more time. Since monetary policy must be
preemptive, the Federal Reserve must act before deflation actually
materializes. That is why, for several months, I have suggested that a
Federal Reserve easing of interest rates would be an appropriate measure,
given the fact that there is a substantial time lag between Federal action
and the actual effect that we might desire.

Given the intense interest in this inflation/deflation issue, various BLS
price measures will be closely scrutinized by the financial markets for the
foreseeable future. To gauge the potential of imported deflation, the
import and export price indices will receive especially close attention in the
coming months.

In closing, I would like to mention an issue that consumed much of
our time and effort last year, the Consumer Price Index. With the
improvements made in this program by the BLS, Chairman Greenspan
recently commented that the BLS was doing, quote, "an excellent job." I
would like to second this opinion and thank the BLS for its hard and
sometimes unappreciated work in this regard.

Commissioner Abraham, thank you for being here this morning, and
we are anxious to hear what you have to bring to us this morning.

[The prepared statement of Representative Saxton appears in the
Submissions for the Record.]
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STATEMENT OF KATHARINE G. ABRAHAM,

COMMISSIONER, BUREAU OF LABOR STATISTICS:
ACCOMPANIED BY KENNETH V. DALTON, ASSOCIATE

COMMISSIONER, OFFICE OF PRICES AND LIVING CONDITIONS,
AND PHILIP L. RONES, ASSISTANT COMMISSIONER OF

CURRENT EMPLOYMENT ANALYSIS

Ms. Abraham. Thank you very much, Mr. Chairman. As always,
I appreciate the opportunity to be here, specifically to comment on the
labor market data that we have released this morning. The unemploy-ment
rate was unchanged in January at 4.7 percent. As you have noted,
nonfarm payroll employment, as measured by our establishment survey
increased by 358,000 over the month, and total employment, as measured
by our household survey, rose substantially as well.

Payroll employment rose in most of the major industry groups, with
particularly strong gains in manufacturing and construction. Con-struction
employment jumped by 92,000 in January. Job gains in the industry have
totaled 184,000 over the last three months, partly reflecting the strong
housing market.

Unusually warm weather during January in many parts of the
country, together with cleanup and repairs following the severe ice storms
in the Northeast, contributed to the over-the-month growth in January.

Manufacturing added 43,000 jobs last month, about the same number
as in each of the previous three months. Several industries that added jobs
throughout 1997 continued hiring in January. These included fabricated
metal products, industrial machinery, electronic components and aircraft
and parts. Within nondurable goods, still within manufacturing, long-term
employment declines continued in apparel, textiles and leather products,
while rubber and miscellaneous plastics showed an over-the-month gain.

Following two very strong months, the services industry added
89,000 jobs in January. This compares to an average monthly gain of
115,000 in 1997. Employment in help supply services, which is princi-
pally a temporary help agency, which had grown by 57,000 in November
and 30,000 in December, declined by 16,000 in January. Health services
expanded more slowly than average, as over-the-month employment
declines in home health care services and nursing homes offset continued
growth in hospitals.

Computer and data processing services and engineering and manage-
ment services continued their rapid growth. Retail trade added 24,000 jobs
in January, which is about half the monthly average for 1997. Employ-
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ment in department stores rose by 31,000 over the month. But following
robust holiday hiring, seasonal layoffs were larger than usual in miscella-
neous retail establishments, which includes such things as toy stores, book
stores, catalog sales houses. That industry lost 25,000 jobs over the
month. Wholesale trade employment rose by 30,000 over the month, with
strength in both durable and nondurable goods distribution.

Employment in transportation was up 40,000 in January, driven by
increases of 27,000 in air transportation, which offset an almost identical
decline in December, and 10,000 in trucking. Communications employ-
ment rose by 10,000 in January. That industry has added 51,000 jobs over
the past year. Real estate had an unusually strong month, adding 10,000
jobs. The employment gain of 12,000 in finance was in line with monthly
average gains in 1997 and was led by a 5,000 increase in security and
commodity brokerages.

Average hourly earnings of production or nonsupervisory workers in
the private sector increased by four cents in January to $12.51. Over the
year, hourly earnings rose by 46 cents or 3.8 percent. Turning to data
from the household survey, the unemployment rate was unchanged over the
month at 4.7 percent. The rate for adult men fell slightly to 3.8 percent
and that for adult women was up to 4.4 percent. The rates for other major
worker groups were about unchanged. Total civilian employment grew by
641,000 in January, after adjusting for the effects of some minor changes
in our estimation procedures that are described in my written statement,
that I won't elaborate on this morning, unless you have got questions.
These changes, I would note, did not signifi-cantly affect estimated
unemployment rates. Both employment and labor force growth have
accelerated sharply during the last three months.

I would like to note one thing about today's employment situation
news release which is that it includes a new table on labor force status by
educational attainment. I consider this an important addition, since
education is such a critical determinant of labor market success. The
unemployment rate for those with less than a high school education, for
example, is nearly four times that for college graduates. And there are
other statistics that similarly show the importance of education in labor
market outcomes that are included in this new table.

In summary, employment rose sharply in January, with continued
strength in manufacturing and construction, the civilian unemployment rate
was unchanged at 4.7 percent. We would, of course, be happy to address
any questions you might wish to raise.
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[The prepared statement of Conumissioner Abraham and accompanying
Press Release appear in the Submissions for the Record.]

Representative Saxton. Commissioner, thank you very much. Let
me just emphasize some information you brought to us in the last part of
your statement, which I think is very important and interesting. In fact,
years ago, Commissioner Norwood liked to make the same point. The
labor force statistics, as you just pointed out, consistently reflect differ-
ences in employment levels for a variety of education levels. It is quite
evident, it seems to me in this month's data, that that fact continues to
remain so. Can you give us the numbers that are in your information
relative to this subject?

Ms. Abraham. Yes. Just taking a look at unemployment rates, the
January figures for the educational groups that we have broken out in this
new table, for people who have less than a high school diploma, the
unemployment rate in January was 7.2 percent. For high school graduates,
it was 3.9 percent, for people who had some college, but hadn't graduated,
it was 3.2 percent, and for college graduates, it was 1.9 percent. So that
is one important measure of labor market success.

There are other ways you could look at this. We have also figures on
employment-to-population ratios. Those are complicated a little bit by the
fact that so many of the people with less education are considerably older,
the work force has gotten more educated over time, so that you would
really need to, in addition to what we have on the table, look at things
broken out by age group, but the pattern there is similar in the sense that
less educated people are less likely to be working.

Representative Saxton. And that is undoubtedly more true today
than it was in recent history. I mean, as we rely on higher tech types of
jobs, particularly in the service industry and in the world of-computers, I
suspect that more education today is even more meaningful than it was,
say, 15 or 20 years ago.

Ms. Abraham. I don't have readily at hand figures that go back that
far. It has always been true people with less education are less likely to be,
employed and more likely to be unemployed. It doesn't show up that this
has gotten worse so much in the unemployment figures. There may be
more evidence of it in the employment figures. Phil is noting as well also
in the earnings. It is very noteworthy that the gap in earnings between
more and less educated people has widened considerably over the last 15
years.
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Representative Saxton. Thank you. Let me turn to another issue
which is perhaps more evident in public discussions today. Most analysts
expect the United States economy to slow because of what we refer to as
the crisis in Asia. In what components of the BLS employment and price
data can we expect to observe the initial aspects of this effect? I guess
asked in another way, where should we be looking at your data to observe
whatever impacts may be forthcoming?

Ms. Abraham. Well, I think the first place that I would look in our
data for effects associated with what is going on in Asia would probably
be our import price statistics, which are most directly tied to devel-opments
there. If you want to add to what I am saying, you can. We have not seen
a whole lot of evidence in the data we have through December of any
impact of what is going on in Asia on import prices, but that was early,
and I will be watching those statistics heading into 1998. Our import price
statistics for January are due out next week. It is not obvious to me where
you would look in terms of our employment statistics. We do have a
series, I think Phil has in front of him, and I will let him speak to them, on
employment in export-related industries, and you might expect if what is
going on in Asia is impacting our exports that something would show up
there, but we have measures of employment for industries that do a lot of
exporting. We don't have measures of employment that are directly
associated with exports.

Representative Saxton. You don't have import indices?
Ms. Abraham. We have an index of employment in industries that

do a lot of exporting, but if employment in those industries changes, we
can't say directly whether that is because they are exporting less or-

Representative Saxton. You have price indices for both imports and
exports?

Ms. Abraham. Yes, we do.
Representative Saxton. Price indices are showing some effect

relative to the Asian crisis; is that right?
Ms. Abraham. Well, we are really not seeing much we could directly

link to that in the December data. The prices of imports from the Asian
economies have been drifting downwards for a couple of years, and there
wasn't anything we saw in the December data we could really say was a
result of the recent developments.

Representative Saxton. So you are saying at this point that
whatever reductions we may see in prices of imports and exports may be
evident, but it may not be directly related to the Asian crisis.
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Ms. Abraham. We haven't seen anything yet that is other than part
of what I would describe as a continuing trend, but we need to look at the
January data and the February data. Based on past experience, it often
takes a while before, for example, currency rate fluctuations to show up in
prices of imports. They don't get passed through immediately. We have
not really seen anything dramatic yet.

Representative Saxton. Do you break this down on a commodity
basis, or on a consumer item basis?

Ms. Abraham. We have statistics broken down by type of item. We

also have some statistics that are country of origin indexes. We have an

index for newly industrialized Asian countries that includes some of the

countries that are of concern and we have an index for the prices of

imports from Japan.

Representative Saxton. So you have indicated that import and
export prices have fallen, generally.

Ms. Abraham. Import prices have fallen. Do you have figures on

what has happened to export prices? I have been paying more attention to

what is going on with import prices and that is what I looked at.

Mr. Dalton. For the past two years, they have been falling as well.

Ms. Abraham. The export prices have been falling as well.

Representative Saxton. Have you noticed any reduction in prices of

personal computers? Is that a fair question to ask? Does your data reflect
that kind of information?

Mr. Dalton. I don't have the information on personal computers, per

se, but I think it is safe to say the price of personal computers is falling
irrespective of what is happening in Asia.

Representative Saxton. You are being very careful not to attribute

a cause for falling import prices or export prices to the Asian crisis, at
least at this point.

Ms. Abraham. The only data we have are data through December,

which would have been fairly early for any impact of the recent develop-

ments in Asia to have shown up, I think. We are seeing declines, but we

are not seeing anything different from the trend over the prior couple of
years.

Representative Saxton. Right. The decline in import prices from

Asia's newly industrialized countries, from October to November, is a

decline of about 1.1 percent. That seems to me to be a fairly substantial
decline.



8

Ms. Abraham. Yes.

Mr. Dalton. That is a relatively large monthly decline and I think
over the past two months the decline is somewhere along the order of 1.6
percent. But if you look at what has happened to those currencies,
exchange rates have dropped precipitously, by half in some cases, and to
date, we have not really seen anywhere near what we would anticipate the
full effect of those currency devaluations to be.

Representative Saxton. So you will be watching this closely,
obviously, in the coming months to try and determine whether or not there
is some direct impact which many of us believe has to come?

Mr. Dalton. Well, I think we believe that as well and all we are
saying is that we think the timing is a little bit different. It is going to take
some time. But if you look over the past two years, the U.S. dollar has
been appreciating relative to most other countries and import prices have
been generally declining over that entire period. So I think there clearly is
a relationship there. The issue is with drops as large as 30, 40, 50 percent
in the exchange rate, will we see that reflected in the import price index
itself? That is what we don't really know.

Ms. Abraham. And with what timing.
Mr. Dalton. And with what timing.
Representative Saxton. Let me go one step further and ask you if

you anticipate that there might be some reason to expect a weaker
Consumer Price Index in the future, reflecting these trends relative to,
particularly imports.

Ms. Abraham. What I don't have in my head, and I don't know
whether you have any sense of this, is what portion of the items in the CPI
market basket are items where either a lot of the consumption is consump-
tion of imported goods, or items that are competing with imports.

Mr. Dalton. I don't have that on the top of my head either.
Representative Saxton. I'm sorry, the data also shows, I believe,

that the Producer Price Index has come down some.
Ms. Abraham. Right. That is over the last year or so.
Representative Saxton. We would obviously expect the CPI would

follow.
Ms. Abraham. The thing that I think is important to keep in mind is

when we are talking about imports and the Producer Price Index, we are
talking about goods. The CPI is based on purchases of goods and services,
and in fact, services are more than half, I want to say 60 percent of the
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weight in the CPI market basket, so there isn't going to be any one to one
relationship between what is going on with the PPI and what happens with
the CPI. Goods prices are a component, and you would expect them to be
a factor, but the behavior of services prices has been quite different than
the behavior of goods prices.

Representative Saxton. Where would we look for initial effects of
the Asian crisis? Would we look at import and export prices? Would we
look at producer prices or consumer prices?

Ms. Abraham. I would look first at import prices, since that is
where the most direct impact likely would be. Even there, however, there
is likely to be some attenuation, effects showing up only over time. And
then I would look at producer prices and consumer prices, but any
effects-excuse me, let me correct that, not at producer prices, necessarily,
in any very direct way-

Representative Saxton. If there is a fall in producer prices, it would
follow other earlier indicators.

Ms. Abraham. Well, I could see two routes possibly for producer
prices to be affected by changes in the prices of imported items. First, to

the degree they impacted cost of materials, and second to the degree that
pricing behavior of domestic producers was affected by changes in the
price that foreign competitors were charging. And then you could look, as
well, at components of the Consumer Price Index where we know a lot of
what is being bought is imported items or is in competition with imports.
So you could begin over time to try to trace through effects of changes in
the prices of imported items, potentially on the Producer Price Index, and
to a certain extent, on the Consumer Price Index. But with both the PPI
and the CPI, I would expect the effects to be considerably smaller, than in
the import price index just given the weight of things that are exposed to
international trade in the indexes overall.

Representative Saxton. Obviously, domestically, the competition
provided by imports could be expected at some point to have an effect on
both Producer Price Index and the CPI. Is that not a fair statement?

Ms. Abraham. I think that is a fair statement. I think the only
question would be how large would that be and how do we identify it in the
data, as distinct from other things that may be going on. But this all bears
watching as we get successive months data for sure.

Representative Saxton. Thank you. As I indicated in an opening
statement, a year or so ago, there was a great deal of talk about legislating
change in the procedures you use relative to computation of the Consumer



10

Price Index. In the meantime, Chairman Greenspan has noted significant
improvements in his opinion relative to the accuracy of the CPI because
of certain changes that may have been made in your process. Can you
discuss those with us?

Ms. Abraham. Certainly. There is a table that I wish I had with me.
I don't know if you have it, Patrick. No. Well, we can supply that for the
record. But I can describe in general terms some of the things that we have
done. Over the course of 1995 and 1996, we made changes to address the
so-called formula bias problem. We, at the beginning of 1997, made some
important changes in the way we are pricing hospital services.

Effective with the data for January, which come out later this month,
we have updated the market basket of goods and services we are pricing,
and are changing the way that we account for quality changes in pricing of
computers. We have on our agenda for the next couple of years some
prospective changes, the details of which we have not yet announced
concerning the way we construct our subindexes. This relates to the
so-called substitution bias problem. We have requested funding to take
more aggressive steps to get new goods into the index, to do more with
adjusting explicitly for items quality in tracking changing price. We are
looking as well at the possibility of updating the market basket more
frequently in the future. So there is a whole set of things we have done and
have planned that taken together, I think, represent important improve-
ments.

Most of these changes have the consequence of slowing the measured
rate of inflation. I would stress, however, that this is not why we have
undertaken them. We have undertaken the changes because we think they
are improvements in our methods. But, they do have the consequence of
slowing the rate of growth of the CPI by a significant amount.

Representative Saxton. Help refresh my memory. When the Boskin
Commission Report was made public, did it make specific suggestions in
the Report; or was it just critical of the process?

Ms. Abraham. There were some specific suggestions. The principal
specific suggestions related specifically to the so-called substitution-bias
in the Consumer Price Index. There was a change recommended in the way
that we put our subindexes together to form the overall Index. That is
what we are currently evaluating and we have said we would make a
decision about that shortly and are looking at implementing whatever we
decide is appropriate to do next January.
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There were some suggestions about constructing, in addition to the
CPI, separate indexes that would do a better job of addressing the
substitution bias problem in a way that we can't do in the monthly CPI
because we don't have the needed information quickly enough. We are
proceeding on doing that as well. When it comes to adjusting for changes
in the quality of items, the value of new goods to consumers, which when
taken together, constitute about seven-tenths of the 1.1 percent bias that
they believed existed in the CPI, there were very few specific suggestions
about what we might do.

The only ideas that I have heard anyone advance that I think are
operational are the things that we are moving aggressively to do, in terms
of more use of hedonic adjustment; that is, more explicitly adjusting for
changes in item characteristics in tracking their price.

Representative Saxton. If I were to ask you to put together a
summary of the changes you have made, perhaps in the form of a report
to the Committee, would that be a fair thing for us to ask you to do? I am
discussing these issues because I got a glimpse of the reemergence of some
thought about a legislative change not long ago from some Members of
Congress. They ought to at least, before they pursue that line of activity,
have access to knowledge relative to the changes that have been made. If
you can provide that information for us, I think it would be most helpful.

Ms. Abraham. I can provide you immediately, as soon as I get back
to my office, a table that summarizes the changes, and estimates that have
been made, of their impact on the rate of growth of the index. We can
get-together with you or your staff to talk about whether you would like
something more detailed, in terms of a description of what change is
involved and so on.

[Commissioner Abraham's response appears in the Submissions for the
Record.]

Representative Saxton. I think that would be very helpful. Thank
you. I have no further questions at this point, unless you have some other
thoughts you want to leave with us. If not, I have completed the line of
questioning that I had in mind this morning.

Ms. Abraham. I think you covered as well the things that were on
my mind.

Representative Saxton. Thank you. I would also like to ask
unanimous consent that Senator Bingaman's material and statements be
included in the record, and since there is no one here to object, they will be.
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[The prepared statement of Senator Binganian appears in the Submissions
for the Record.]

Thank you again for being with us, Commissioner, Mr. Dalton, Mr.
Rones, and we look forward to seeing you in a month or so.

Ms. Abraham. Thank you.

[Whereupon, at 10:00 a.m., the hearing was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF

REPRESENTATIVE JIM SAXTON, CHAIRMAN

Once again it is my pleasure to welcome Commissioner Abraham and
her colleagues before the Joint Economic Committee.

The business cycle expansion that began in 1991 continues to
increase payroll employment, according to the BLS data released today.
Payroll jobs increased by 358,000 in January, bringing the total to 124.2
million jobs. The household survey also reflects healthy employment
gains. The unemployment rate was about unchanged at 4.7 percent.

As I have noted before, the economic and employment gains during
this expansion have been sustained by the Federal Reserve's policy of
gradual disinflation. Lower inflation and interest rates have boosted the
economy and flooded the Treasury with revenues, erasing the deficit. The
domestic economic and fiscal situation remains very positive.

In addition to the employment data, BLS also produces a variety of
statistics on prices. The Consumer Price Index, Producer Price Index,
Employment Cost Index, and other measures are closely watched BLS
price data.

Over the last year we have reviewed these data and found no evidence
of a real pick-up in inflation. Furthermore, the forward-looking price
indicators used by the JEC also do not reflect any inflation threat. Instead,
these indicators-commodity prices, bond yields and the dollar -suggest
that the risk of deflation is becoming less remote.

With respect to monetary policy, it is clear that a goal of price
stability is inconsistent with inflation or deflation. Monetary policy guided
by an inflation targeting approach to stable prices, as I favor, actually is
slightly biased against deflation. Inflation targeting means that monetary
policy aims to prevent a sustained increase or decline in the price level
reflected in broad price indexes.

Since monetary policy must be pre-emptive, the Federal Reserve must
act before deflation actually materializes. Consequently, for several
months I have suggested that a Federal Reserve easing of interest rates
would be appropriate.

Given the intense interest of many in this inflation/deflation issue,
various BLS price measures will be closely scrutinized by the financial
markets for the foreseeable future. To gauge the potential of imported

46-454 - 98 - 2



14

deflation, the import and export price indexes will receive especially close
attention in coming months.

In closing, I'd like to mention an issue that consumed much of our
time and effort last year-the CPI. - With the improvements made in this
program, Chairman Greenspan recently commented that BLS was doing
"an excellentjob." I would like to second this opinion, and thank BLS for
its hard and sometimes under-appreciated work in this area.
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PREPARED STATEMENT OF

KATHARINE G. ABRAHAM, COMMISSIONER

Mr. Chairman and Members of the Committee:

I would like to thank you for the opportunity to comment on the labor
market data released this morning. The unemployment rate was unchanged
in January at 4.7 percent. Nonfarm payroll employment, as measured by
our establishment survey, increased by 358,000 over the month, and total
employment, as measured by our household survey, rose substantially as
well. Payroll employment rose in most of the major industry groups, with
particularly strong gains in manufacturing and construction.

Construction employment jumped by 92,000 in January. Job gains
in the industry have totaled 184,000 over the last 3 months, partly
reflecting the strong housing market. Unusually warm weather during
January in many parts of the country, together with clean up and repairs
following severe ice storms in the Northeast, contributed to the over-the-
month growth.

Manufacturing added 43,000 jobs in January, about the same number
as in each of the previous three months. Several industries that added jobs
throughout 1997 continued hiring in January; these included fabricated
metal products (8,000), industrial machinery (7,000), electronic compo-
nents (4,000), and aircraft and parts (2,000). Within nondurable goods,
long-term employment declines continued in apparel (-5,000), textiles (-
3,000) and leather products (-1,000), while rubber and miscellaneous
plastics showed an over-the-month gain (6,000).

Following two very strong months, the services industry added
89,000 jobs in January; this compared to an average monthly gain of
115,000 in 1997. Employment in help supply services, which grew by
57,000 in November and 30,000 in December, declined by 16,000 in
January. Health services expanded more slowly than average, as over-the
month employment declines in home health care services and nursing
homes offset continued growth in hospitals. Computer and data processing
services and engineering and management services continued their rapid
growth, adding 16,000 and 22,000 jobs, respectively.

Retail trade added 24,000 jobs in January, about half the monthly
average for 1997. Employment in department stores rose by 31,000 over
the month. Following robust holiday hiring, however, seasonal layoffs
were larger than usual in miscellaneous retail establishments-such as toy
stores, book stores, and catalogue sales houses-which lost 25,000 jobs
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over the month. Wholesale trade employment rose by 30,000 over the
month, with strength in both durable and nondurable goods distribution.

Employment in transportation was up 40,000 in January, driven by
increases of 27,000 in air transportation (offsetting an almost-identical
decline in December) and 10,000 in trucking. Communications employ-
ment rose by 10,000 in January; the industry has added 51,000 jobs over
the past year.

Real estate had an unusually strong month, adding 10,000 jobs. The
employment gain of 12,000 in finance was in line with monthly average
gains in 1997 and was led by a 5,000 increase in security and commodity
brokerages.

Government employment was about unchanged over the month. Since
January 1997, state and local government employment has increased by
291,000, while Federal payrolls have declined by 39,000.

Average hourly earnings of production or nonsupervisory workers in
the private sector increased by four cents in January, to $12.51. Over the
year, hourly earnings rose by 46 cents or 3.8 percent.

Turning to data from the household survey, the unemployment rate
was unchanged over the month at 4.7 percent. The rate for adult men fell
slightly, to 3.8 percent, and that, for adult women was up, to 4.4 percent.
The rates for other major worker groups were about unchanged. Total
civilian employment grew by 641,000 in January, after adjusting for the
effects of minor changes in our estimation procedures that I will discuss in
a moment. (These changes did not significantly affect estimated unem-
ployment rates.) Both employment and labor force growth have acceler-
ated sharply during the last three months.

I would like to note that today's Employment Situation news release
includes a new table on labor force status by educational attainment. I
consider this an important addition, since education is a critical determi-
nant of labor market success. The unemployment rate for those with less
than a high school education, for example, is nearly four times that for
college graduates.

The new estimation procedures that I alluded to earlier are being used
to produce all estimates from the household survey beginning with today's
data for January 1998. These new composite estimation procedures
simplify processing of the monthly labor force data, allow users of the
survey microdata to replicate more easily the official estimates, and
slightly reduce the month-to-month variability of the employment and labor
force estimates. As a result of the introduction of the new procedures,



17

beginning in January, labor force and employment levels are not strictly

comparable to data for previous months. Unemployment rates were

virtually unaffected. An article to appear in the February 1998 issue of

Employment and Earnings will provide estimates of the effect of the

changes on major labor market indicators for various demographic groups.

In summary, employment rose sharply in January, with continued

strength in manufacturing and construction. The civilian unemployment
rate was unchanged at 4.7 percent.

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



18

AMI&A UnttdStates
v w - Departmentof Labor

Bureau of Labor Statistics Washington, D.C. 20212
Internet addr : hupl//st.bls gov/newsrelshtmn
T tcbrcsl mfor:atsoo USDL 98-37

Housebolddan: (202) 606-6378

Transmiasson of material in this release is
E~srblisbnsardatra 606-6555 embargoed ntail 8:30 A.M. (EST),

M tdacon 6065902 FRiday. Febmay6, 1998.

THE EMPLOYMENT SITUATION: JANUARY 1998

Employment rose esbstantiatly in January, and tre unemployment rate remained at 4.7 perient, the Burea of
L Statistics of tbe US. Department ofL reported today. Neofarm payr employ nt grew by 358,000,
with large ins occurtrng in contnuctiooarnd _ gnufacsen.

Oan 1. _o. o. IaAn ed., amtz maw. pay"a W~WL a--_*

', IN J.,, I i 1 t "' 1' -1wm I

IhmJOyn=t (Household Survey hMt

Both tenuber of unctployed peaon, 6.4 million, and te iemuploynrnt rue 4.71pm wevsentdy
u pchangd to January, after e l adj Amo tbe raor wolaer grop, dj jobb"; rue for Adult
woe (4.4 p e) rose by OA p age pomt m 1n-y, while the rare for auth men (3.8 percent) declined to
its lowest level in rearly 20 years. U t rats for teenagers (14.1 p t), whies (4.0pnt) bl
(9.3 percent), and Hispanics (6.9 percent) showed litle ornDo change overte t h (See ebles A-l and A-2.)

Among the maioreducarional nr t categories, the jobless rae forpessons 25 years and over who bad not
completed high school (7.2 pert) contined rus year-long decline. Rates fortw e with bigher levels of
edcacai na -iriclding high school graduates with no college espesence (3.9 percent). high school

graduates with rome college experiece but no bachelor's degree (3.2 percant), ard college grad-sres (1I9
percent)-were essentially unchanged over the month. (Seetble A-3.)

Beginning in January 1998, hounahold dat redlect new compeost esimnaton Focadmrcs and reviaed
Wpelaon control Additonal anformation on tbe rean sp on pae 4. Als ths release

innodacs labor force data for pasose 25 yews sed over by major educanoeal a et cateoes,
which appear in table A-3. Al subaequent ablea have been renumbemed aequestially.
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Table A. Major indicators of labor market activity, seasonally adjusted

I,1. m hu rL nin uth uoarn ia _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _

Quarterly averages Monthly data Dec.-

Category 1997 1998 Jan.

Hi | IV Nov. I Dec. I Jan. change'

HOUSEHOLD DATA

Civilian labor force............................

Employment.................................

Unemployment.............................

Not in labor force..............................

All workers........................................

Adult m en...................................

Adult women ....... :

Teenagers.....................................

W hite...........................................

Black............................................

Hispanic origin.............................

ESTABLISHMENT DATA

Nonfarm employment.......................

Goods-producing
2

.......................

Construction...........................

M anufacturing........................

Service-producing'......................

Retail trade.............................

Services..................................

Government............................

Total private......................................

M anufacturing..............................

Overtim e.................................

Total private......................................

Average hourly earnings.

total private..................................

Average weekly earnings,

total private..................................

Labor force status

136379 136,813 136,864 137.169 137.493 624

129,723 130,421 130,575 130,777 131,083 641

6,656 6,392 6,289 6.392 6,409 -18

66,988 67,123 67,077 66,929 66,745 -484

Unemployment rates

4.9 4.7 4.6 4.7 4.7 .0

4.1 4.0 3.9 4.1 3.8 -0.4

4.3 4.0 4.0 4.0 4.4 .4

16.3 15.0 15.2 14.3 14.1 -.4

4.2 4.0 3.9 3.9 4.0 .0

9.6 9.7 9.7 9.9 9.3 -.6

7.6 7.4 6.9 7.5 6.9 -.7

Employment

122,575 p
12 3

,
48 7

123.512 p
123

,
867

p124.225 p
35 8

24,750 p
2 4

,
89 7

24.888 p
24

,
98 8

p25,123 pl
35

5,635 p5,691 5,682 p5,742 p5,834 p
9 2

18.541 p
18.

6 32
18,634 p

18
,
67 2

p18.715 p43

97.825 p98,591 98,624 p
98

,
87 9

p99.102 p223

22.188 p
2 2 37 8

22 403 p
22

.
47 2 p

2 2
,
4 96 p

2 4

35;745 p36,104 36,102 p
36

,
26 5

1 p36,354 p89

19.746 p19,761 19,763 p19.772 p
19

,
7 81

19

Hours of work'

34.5 p34.6 34.8 p
34 .

6
p34.8 p0.2

41.8 p42.1 42.1 p42.2 p42.1 p-.
1

4.7 p4.91 4. p49 p4.9 p.0

Indexes of aggregate weekly hours (1982=100)

140.61 p142.21 142.91 p142.51 p143.41 pO.9

Earnings'

$12.30 p$12.45 512.48 p$12.47 p$12.51 p50.04

424.36 n431.19 434.30 D431.46 o435.35 D3.89

i Changes for household data shown in this column reflect an allowance for the effect of new composite
estimation procedures on monthly estimates. See the note on page 4.
2 Includes other industries, not shown separately.
' Data relate to private production or nonsupervisory workers.
p=prel.mary
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Total Etployment and the Labor Force fHousehold Survey Data)

Total employmrent, as measured by the household survey, at 131.1 million (seasonally adjusted), rose by
641,000 over the month, after adjusting for csanges in the composite estimation procedure. The employment-
population ratio rose to 64.2 percent. an all-toi high. Employment-population ratios for workers 25 years and
over at all levels of educational asainmnrent-less than a high school diploma (39.3 percent), high school graduates
with no college experience (63.0 percent), high school graduates with some college expenience but no bachelor's
degree (72.9 percest), and college graduates (7S.7 percent)-showed little or no movement over the month. The
ratio is low for persons without a high school diplotna in part because a very high proportion are age 65 and over.
(See tables A-I and A-3.)

About 7.7 million persons (not seasonally adjusted) held more than one job in January. These multiple
jobbolders comprised 6.0 percent of al emuployed persons. (See table A-10.)

The civilian labor force, at 137.5 million (seasonally adjusted), increased by 624,000 in January, after
adjusting for changes in the composite estimation procedure, and the labor force paricipation rate rose to a record
67.3 percent (See table A-1.)

Persons Not in the Labor Force

About 1.5 million persons (not seasonally adjusted) were marginally attached to the labor force in lanuary.
These were people who wanted and were available for work and had looked for ajob sometimue in the prior 12
months but were not counted as unemployed because they had not searched for work in the 4 weeks preceding the
survey.

The number of discouraged workers-a nabset of the marginally attached who were not currently looking for
jobs specifically because they believed no jobs were available for them-was 374,000 in January, little changed
froma yearearlier. (See table A-10.)

Ittdhtr b~y ll (Establishnwt Suve Data

Nonfarm payroDl employment rose by 358.0D0 in January to 124.2 million, after reasonal adjustmenr. Since
September, payroil employment bas risen by 1.4 million. Over the month, job gains continued in most major
industry groupa. with particulady strong growth in corstruction and mtanfacturing. (See table B-I.)

Construction employment rose by 92,00 in Janury. after seasonal adjustment. Since October, the industry
has added 184,000 jobs. Several factors contributed to January's gain: The weather was warmer than usual over
much of the country, there was considerable cleanup and repair activity foilowing ice atoenms in the Northeast, and
the housing market remained astrog due to low mortgage rates and the healthy economy.

Mantfeturing added 43,0D0 jobs in Januatry, the fourth month in a row with a gain of about this magnitude.
Since September. factory employment has risen by 162,000. Several durable goods industries that have made
steady job gains for more than a year condated to grow in January. These include fabricated metals (8,000),
industrial machinmy (7,000). eectrounic components (4.000). and aircraft (2OD0). Among nondurable goods
industries, employment in rubber and micellneous; plastics incrcsaed by 6,000, while apparel and textls
continuedltodecline.

Wihin the seevcmpoduig tector, empbyment in the servies industry rose by 89.000 in January, after 2
months of lager gains. Employment in help aupply v decreased by 16,000, following strong growth in
November and December. Since October. tjob growth in this industry has totaled 71,000. In January, health
serv added 14.000jobs; arge gains coninued in hospitals. but ntming bomes and home health care agences
showed declines. Computer services and enginheing and managerment services continued their strong job growth.
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Employment in transportation and poblic utilities rose by 49,000 in January, after seasonal adjustnent. Light
holiday hiring in air transportation led to fewer post-holiday layoffs than nonnal, resulting in a large job gainm
Jannary, after seasonal adjustment. Employment in comsunications rose by 10,000 over the month, primarily in
telephone ctn=munttonts. where growth has accelerated sice September.

Strength to both the durable and nondurable goods components of wholesale trade led to a relatively large job
gain of 30,000 in January. Retail tnde employment increased by 24,000 in January, about half the average
monthly gain for 1997. FoDowing robust holiday hiring, there were large seasonal layoffin miscelaneous retail
establishments, such as toy stores, book stores, and catalog sales operations.

Elsewhere in the service-producitg sector, employment continued to rise in finance ( 12,000), with the largest
increase in security brokerages (5,000). Real estate added 10,000 jobs over the month. Local govemment
employment rose by 18.000 in January, as both the education and noneducation components continued their long-
term growth. Federal government employment continued to decline.

Weekly Hours (Establishment Survey Data)

The average workweek for producuon or nonsupervisory workers on private nonfarm payrolls increased by 0.2
hour in January to 34.8 hours, seasonally adjusted. The manufacturing workweek decreased by 0.1 hour to 42.1
hours, while factory overtime was 4.9 hours for the third straight month. (See table B-2.)

The index of aggregate weekly hours of production or nonsupervisory workers on private nonfarm payrolls
increased by 0.6 percent to 143.4 (1982=100), seasonally adjusted. The manufacturing index edged down by 0.1
percent to 109.8. (See table B-5.)

Hourly and Weekly Earnings (Establishment Survey Data)

Average hourly earnings of production ornonsupervisory workers on private nonfarm payrolls increased 4
centsin January to S12.51, seasonally adjusted. Average weekly eamings increased byO.9 pecent to $435.35.
Since January 1997, average hourly earnings have risen by 3.8 percent and average weekly earnings by 5.0 percent.
(See table B-3.)

The Employment Situation for Febroaiy 1998 is scheduled to be released on Friday, March 6. at 8:30 A.M.
(ES7).

Revisloms In Household Survey Dat
Effective with dat for January 1998, new composite estimation procedures and minor revisions in the

population controls have been inuoduced into the household uey. (Data for months pnor to January
1998, shows in this release, were nom recalculated using the new Procedures) The new composite
estimation procedures sinplify processng of the monthly labor force duo at 1LS, allow users of the
survey mierudata to replicate more easily the official esinates released by Bt.5. and increase the
reliability of the employment and labor force estinates. The new procedures produce somewbat lower
estimates of the civilian lbor force and employment and sightly higher estimates of the level of
unemployment Unemployment rates were not significantly affected.

The population constls used in the survey were revised to reflect new esimates of legal immigration
to the U.S. and a change in the method for projecung the emnigatdon of foreign-bora legal residents. As a
rerlt, the estimate of the size of the Hispanic-origm population was raised by about 57,00D, however. the
estmate for the toudt civilian nomiastritonal Population 16 years and over was essentially unchanged.
Mom detailed information on thane changes and their efect on the estimates of labor force change and
composition will appear in the article, 'Revisions in the Current Population Survey Effective January
1998," in the February 1998 issue of EmpIoyv-rt and Eaminrs.
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Explanatory Note

Thu nw release Presents statiscs from two major surveys, the
Current Ppuiltion Survey (household survey) end the Current
Employmenm Sts survey (ctalmetm survey) Th househlid
survey provides the information en dhr labor force. employment, and
uenmploytent that p; in dte A tables, marked HOUSEHOLD
DATA. t is a sample sunvey of about 50AOCO househelds conducted
bytheBurea oftheCen1u fortheBuma fL borSttistics (BLS).

The establishment survey provides the information on the
employmen hours, nd carings of workers en nonfarm payrolls dut

sppeam in the B tables, maiked ESTABLISHMENT DATA. This
informauion is collected from payrll records by BLS in cooperation
with Stae agencien Lo June 1997, the sample included bmout 390,000
establilshents employing sbout 48 million people.

For both sunveys, the dat for a given month relate to a particular
week or pay period, In the household survey, the reference week is
generallyrtbesclrweek thatcontisthel2thdayofthemamnth. to
the establishment survey, the rcfercee period is the pay period
itcluding the 12th. which my or may sot correspond direy to the
culedr weke

Coverage, definitlona, and difflerenes
between s

Household survey. The sample s td o reflect dhr mntirm
cvilian soninstimtiotirl population Bued on respones to s seris of

questio onsworkandjobsearch activities eachpenon 16yew sod
over in a sample household is classified as employed, unemployed, or
et in the labor force

People r classified aevlyesd if they did any work at all as paid
employees during the reference week; worked in their own business,
profession, or on their own faum or worked witout pay or least 15
hours inufamilybuslneasorfurm. Peoplekreulsocountedasemployed
if they were temporarily absent from theirjobs becuseofillness, bad
weather vacatin, labor management disputes, or pesonal reasnsm.

People m clastified asmmmofedifthey meet ll ofthe following
ctrteme Thyhadnoemploymereduringthe rfeme weekdthywerc
available for work at that time; and dory mode specific efforus to find
employment sometime during the 4-week period cnding with the
referencweek Personslaidofffrom sjobhatdexpectingrecall need
notbeloktingforworktoheecouned as uneployed TIleunenmAoym
data derived from the household survey in no way depend upon the
eligibility for or receipt of unemployment inurance benefits.

Thecili laborfore is the um of employed and unemployed
persons Those notdsifiedusemployed orunemploycdwoteudrhw
laborfjbe. The sotreploysent rubr is the number unemployed us a
pescers of the labor form The fabororoce paracmts urote the
labor force as a percesa of the populpions oral the evqpfsu -

popsanit mueo is the employed as a pezcem of the population.
Etsulidsuwatirvey Thesampleestahlisemta rateswttnfrom

ptivtswnofrmbosineesmclisfiactherisoffics.odusto s wel
asPederal,Stae, andlocalgove rennteiaitiesEa yeaseoVr
pyrofla atm these who received pay for any pst of the reference pay
period, ncludin pemon on paid leave Pesona are ed In each

job they holU Ho-l mdmmgs data are for private bxinesru Vd
relate only to production workem to the goods-producing setor Ind
noensuperisoy workers in the serviciepducing sector.

Differen es in a ento The rm us cosqepol
snd methodological differences between the household and
estbhlishuv yresdlinimpntortdistia iindteemploymn
estimates deived from the surveys. Ameng thee are:

* The household survey Uchrlde; staicultusI workers, the self-
empl unpsid family wokers, sod private household woskers among
rt employed. Tbese groups e excluded from the etablishmem survey.

* Tbe household urvey mctudes people on anpaid leave amoog the

empoyed. The csublbhent suvey does oot
* Thehouseholdsurveyitlsoitedto workers 16yesrsofage ndolder.

The esublishmet survey is sot limited by age.
* The household survey bu no duplication of individuats, becue

individuals rcounted only one, even ifthey hold more than onejob. to
mte eahblishlment survey, employees working a mre thua one job snd
don appeSug on more tho one payroll would be counted ecplaty for
each _ppenrsce.

Other differenees between the two surveys se descrihed in
iComparing Employment Estimates from Household and Payroll

Surveys." which may he obtained from BLS upon request

Seasonal adjustnent
Over the course of a year, the size of the nation's labor force and

the leds ofenmploymeotrnd unoPploymentlundergoshsr flucnpfh oes
duo to such seasonal event so changes tin weather. reduced or

expanded production, harvests, major holidays, and the opening and
closingof scbools. Theeffectof such scasonal variasioncun be very
lage seasonal fluctuasions may sceount for as much as 95 percent of

the moeuh-o-month changes in uaneployment
Because thoeseasonal events follow a moe or Is regular psern

each year, their influence on satistical trends con be eliminated by

adjustingthesutinscsfrommonthtomonth. Thceaadjunstentsmake
nonvesotal developments, such as declines in economic activity or
increases in the prticipatoo of women in the labor force easier to
spot Forexumpled the larg umbrof youth mnrering the labor frce
eachJaneilikdytoobscure nyotherchangsthathver kenplce
relative to May, making it difficult to determine if the level of
economic activity has risen ordeclined, However, because the effect
of students finishing school in previous years is known, the seiatics
forthecurrerityearcanhb aduscted to allow for acomparoble chuge.
brofur as the sesonsdaldjustment is made correctly, the adjusred
figure provides a more useful tool 'sth which to Aunlyze changes in

ecomioctc activity.
Inboth the household and establisoseut surveys, most seasonally

odjused series ar independenrmy adjusoLe However, the dustd
seris for many major estimates, such as total payroll employment,
employment in most major industy divisions, toad employment and
unemploymnt am computed by sggreang in ly adjusted
compoent enets For ex ample, total unemploymnt is detived by
sommin the adjstd nmes for four major ap-sex compewe s this
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differs fiom the unemployment emmtrle that would be obtaned by
directly adjusting the total or by combining the duration. reasons, or
more detiled age categories.

The nmenical factors used to make the seasonal adjustmen ame
recaleated twice a year. Foe she bousd nurvey. the foacorn am
cialsted fortheJauary-June periodandagoinforthe ly-December
period. For thc establishmnt surey updated facu for aessnal
adjuntmsant ae callad for the May-October period and itroduced
along with new berthmarks. anal again for the November-April period.
In both surveys revisions to tistorecal data ae made osne a year.

Reliability at the estimates
Staisuics based on the household and establishtent sarveys am

sublect toboth sampling nd nonsampling eror. When a sample rather
thn theentire population is urveyed. thereni a chance that the sampte
estimates may diffr from the nsue population values they repemem.
The exact difference, or pt eror, varics deperding on the
particular sample selected, snd this variability is mcasumd by the
atandmrd ert of the estimate. T re is shots a 90-percent chance, or
level ufconfidence that an estimate based n a sample will differby no
more than 1.6 stalard ens firns the trse population value because
of sampling cror. BLS analyses ae generally conducted at the 90-
percent level of confiwence.

Forexample. heconfidenceinterval for themonthlychangeintotal
employment fromthe houehold srvey is on the oderof plus or minus

376.000 Suppose the esimae of wtoal esrmploynent inctates by
IO000D from one month to the next. The 9t-pec rn confidence
interval on the montshly change would range from -276.ODD to476C000
(10D.0000 +- 37600). These figures do not mean that the sample
reasulsa, off by these maguitudes. but rather that dhere is about a 90-
percent chance that the "true" over-the-mooth change lics within thts

interval. Sitcethsrangeincludesvaluesofl ssthanocro wecouldnot
say with eonfidence that employeent had, in fact. incteased. If.

olweverthrrepotedecmploymcntrisewashalfamslioedbthenallofthe
values withn the 90-pernent ctfildece interval would be greater than

ren. In this case hi is likely (at least a 90-percent chance) that an
employmsen re had, on fact. occurred. The 90-pereret eanfiderre
interval for the montly change in unemploynent is +/- 238.000. and
fothe nthlychangeinfheunmploymentruteitisw+-.21 percentage

point
In gencral. estimates involving many individualsorestablishmerts

have lower standard errors (relative to the size of the estimate) than
estimates which are based on a small number of observation The
precision of estimates i also improved when the data re cumulated
over time orch as for qtartrly and annual averages. The seasonal
adjustnent process can also improve the stability of the monasly

csrmates.
The household and ortablishment surve mre also affected by

rlneatjtg or. Nownampling eo can occur for mtny reasons.

including the failure to ample a rse t othe population. inability to
obtain informtsion for all rspondents in the sampr. inabiDty o
m willingrsafrenstoporvidc orrectainfonnmaunm atimedy
basis mistakes made by respodents and error mae minthe collti
or processing of the dau,

For example. in the establishment survey, estrmaes for the mrat
recm 2 months are based on substantially incomples retuns: for tlis
mrasne these restmatr me labeled rtm in thetables Iisonly
after two succsstive revisions to a moobly estimate when nearly all

sample repons IYVe been eceiesd trat the estintre isconridered final.
Another major sornee of nonsatpling ertor in the establishment

survey is the inabilty to capture. on a timely basis. employment
generatedbyrnewfirrns. Tocorrcforthissystematicundremaiw
of employment growth (and othor sources of erw). a process known as
bis adjustment is invluded in the sarney's estimating procedures.
whereby a specified number of jobs is added to the monthly sampte-
basedchange. Teseofthemonthlybias djusm tsbaud rgty
on past relationships between the sample-based estimaaes
of employment and the total count of employmets desaibed below.

The sample-based estimates from the establishment survey re
adjusted once a ycr (n a lagged basis) to universe counts of payroll
employmentobuminedftoaadtmnisrnuioivencordsoftheunernploynem
insurance program. The difference between the March sarmpl-based
employtent esttmates and the March umvesne cotnrs a known as a
benchmark revisiuon. and serves as a rough proxy for total survey ero.
The new benchmarks also incorporate changes in the clasfictuin of
industies. Over the past decade, the benchmark revisiwn for total
nonfarm employntss hbs averaged 0.2 percent. ranging from zer, to

0.6 percent.

Additional statistics and other Information
More comprehensive atatistes re contalied in Empfoynent and

Emsings publishedeachmonthbyBLS. Iisavailablefort17.00per
issue or $35.00 per year frm the U.S. Government Printing Offi
WashinguLroKC 20402. Allordersmustbeprepaidbysendingacheck
or money wder payable to the Superimntendent of Doemsens. or by
charging ao Mastercard or Visa.

Eiployaent and Eanings also provides meoaures of sampling
error for the bourehold survey data published in this release. For
unemploymentaad otherlabor force categories, these measures appear
in tables I-B through I -H of rsu lAplantory Notes." Measures of the
reliability of the dat drawn from the establishment survey and the
acsal am unts of revisirn due to benchmark adjusatent are provided
in tables 2-B through 2-G of that publiction.

Information in this release will be made available to aensory
impaired individuals upon recuest Vowce pbone. 202-606-STAT:
TDD phone: 202-606-5897: TDD message referral phone:
1-80D0326-2577.
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PREPARED STATEMENT OF

SENATOR JEFF BINGAMAN, RANKING MINORITY MEMBER

Over the past year, we have followed the admonition not to read too
much into one month's data on improvements in the US labor market.
Now, with data for the complete year, it seems appropriate to make some
overall comments on the health of the US labor market. The unemploy-
ment rate in 1997, at 4.9 percent, was the lowest since 1973. Yet in
contrast to 24 years ago, this year's low unemployment rate was coupled
with historic low inflation. In fact, 1997 signified the lowest combination
of unemployment and inflation in more than 30 years. One has to go back
to the 1950s to find multiple years of such low unemployment and
inflation.

Although this achievement deserves our applause and recognition, we
must also not forget that there remain large groups of people throughout
the country who have not yet enjoyed the full benefits of the current
expansion. As evidence of this phenomenon, I once again ask the Chair-
man's permission to enter into the official record for this hearing, the most
recent release of Professor Medoffs Job Quality Index (JQI), which covers
the fourth quarter of 1997.

Two very important issues are raised in this quarter's index. First,
according to Professor Medoffs 1997 index of wages, health insurance
and pension coverage-otherwise known as total compensation-most
workers have only now returned to the level of compensation they were
receiving when the recovery began in 1991. Second, despite a strong
pick-up in average wages during 1997, the Job Quality Index suggests that
compensation in the form of health and pension coverage continued to fall
in 1997. The gap between wages and benefits places a heavy burden on
middle income Americans and is contributing to a further deterioration in
the distribution of income in the country. This issue deserves serious
attention by my colleagues in Congress.

On a related issue, I agree with Chairman Saxton that the Asian
financial crisis is likely to have serious consequences for American
workers. Already at this early point, most analysts agree that the crisis
may raise the US trade deficit to as high as $300 billion and lower US
economic growth by up to 3/4 of a percentage point or more in 1998.
American workers and firms face the prospect of losing their export
markets while at the same time competing against cheaper imports from
Asia. The United States should play a central role in helping to manage
this crisis. At the same time, we must also be acutely aware of the impact
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the crisis will likely have on American workers and develop quick

responses to offset any economic burden placed on them as a result.

Once again, I welcome Commissioner Abraham this morning, and I

look forward to her report on developments in the US labor market and the
subsequent discussion.
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FOR MMEDIATE RELEASE
February 5. 1998

CONTACT: AMY GALGON
202/682-1800

U.S. Job Creation in 1997:
Higher Pay, Lower Benefits

WASEBGTON- While the U.S. economy created a net 3.2 million new jobs in 1997, the shifting mix
of jobs by occupation and industry continued to decrease health and pension benefit coverage.

ne CNP Job Quality Index (JQI, which tracks the impact of the changing distribution of jobs across
the economy, indicates that shifts in the mix of employment by industry and occupation during 1997
contributed to a solid increase in wages for the average U.S. worker. At the same time, however, this
shift also resulted in declines in benefit coverage. The JQI developed by Harvard economist and CNP
Narional Fellow James Medoff shows how the changngjob mrx has been affecting primary components
of compensation-wages and basic benefits-since 1985.

Service Jobs Not As Good, on Average

"Real wages have nearly recovered to 1989 levels; nonetheless, the average American worker remains
less well-compensated overall," said Michael Calabrese, CNP director of domestic policy programs.

"'The long-term trend that
is replacing heavily

JQI: Components of Compensation manufacturing with

Due to Changes in U.S. Job Mix (1985 - 1997) service sector jobs that
proportion of lower-wage
jobs lacking health and

_ a, gl 11 > | | ffi - = S e 3 _ pension benefits, slowed
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US. jobs arm classified
most generally as goods-
producing or service-
producing. Weekly wa-gs
in goods-producing
industries - which
includes manufacturing,
construction and mining -
average S596. compared to
S393 in service sector
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indusnies, according to Depwtent of Labor estabbshmn survey data for December. Goods-
pruducing jobs, pareularly, in i also me fmore likly to offer enployer-puid health snd
pension beneits.

One as average weely earnns ras an average 3.4 percent during 1997 was imprved job creaion
in dustrs - Particularly manufcuZing, consftuct2on, finance sod computer
sevies. Ma ing added more new jobs in 1997 (230,000) than the totl number added during the
preceding five yeas sine 1991. Lat year's resurgence in manucturing also showed up in relatively
high-payIng indugi. icluding otor viles d aqumt (up 25,000), wich pays m navp 870
weekly. T bad nws tha mam cn em ployme still ew la s td half the 2.9 pe t rae
of growth for private employmIM ovedall

Employmeet m cousuechn - wich averages S6Z7 weekly - grew atcr then overall job growth (3.8
percent), adding 209,000 new jobs, though less thee the 289.000 added in 1996.

In the service sector, computer, engineering and management services added a combined 350.000
generally wellcompensated jobs - more than 10 percent of all jobs added in 1997. Average
compensation levels also unproved because employment in the low-payg retail trade, hotel and personal
services grew slower
than overall job growth.
with retail adding
513.000 jobs (up 2.3 JQI: Average Total Compensation
percent). The low- Due to Changes In the Job Mix (I935-1997)
paying temporary DIM
personnel industry, I
which has nearly
doubled in size since 99
1991, added 143.000 a E E E E E E m E E
jobs in 1997-a 5.3 i
percent increase. 3 Ti*U U E U E* E U

During the entire period ; 7 *
sine 1991, which > * EEEEEEE- EE
mariked the end of the ' - E U. -I I
last recession, total **
payrollemploymenthas
risen by 15.7 million
(15 percent). But job 1 * 1U7 1sUi iNS 1000 1591 190 193 1004 IUS tsff 1907

creation by industry Yeadrnonti
varies greatly. While
goods-producing jobs
have increased less than
7 percent (by 1.5 million), employment in service-producing industries has surged nearly 17 percent (by
14.2 million). While service industries employing technical and professional wodrcs have added a
substantial munber of high-compensation jobs, a far larger number of jobs have been added in low-
compensation and more coringent categoris such as retail trade sod temporary employment setrvices.

Manufactuingjobs - employing 1.7 t mllion at average weekly wages of S580 - dominate the goods-
producing sector, but have increased by just 2.5 percent (450,000) since 1991. Jobs in construction -

Centerar Natonal Policy
One Mussceusuw Awvg,. NW, S&f 333 Wwhihbtan. DC 20001 # Phox (202)632-1800 -Fez (202)632-1818
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with average weekjy earnings of S627- bavejumped 26.7 percent ame 1991, while mining (weekly
earnings of 5741) employs S6,000 (13 percent) fewer worAr.

Among service-producing isries. the biggest job gais since 1991 have been in personal. busies
and ote consumr services (up 7.7 million, or 27 percent), an well as in retail trade (up 3.2 million, or
16.6 percent). Sincejobs in the general services and rail a categories pay an average weekdy wage
of S411 and 524S. respe . the 10 million jobs added in those industries more than offset the positive
wage and benefit gams associated with the 1.6 million new construction and manufacturing jobs that pay
am average 5596 weekly.

"Unlerploymnent is at a 24-year low, yet the New Economy has so fr failed to lift all boats," Calabrese
stated. "We do see a two-der compensation structune emerging from this shift to a high-tech service
eonomy. The chllenge for policy maken is to improve skilllcvls and impm ve intives for health
care and private pension coverage among the lowcr-paid half of the workorce," Calabrese added.

JQt: Annual Index Values for Components of Compensation

gd N E 2 CQ Antge AAM h tbndm AvePnDIIsi talonb
1985 100.00 100.00 100.00 100.00 100.

1989 99.49 99.78 99.14 98.64 110.78

1990 99.11 99A1 98.90 98.46 112.34

1991 98.94 9z29 98.93 98.65 111.16

1992 98.57 98.96 98.67 98.39 111.51

1995 98.67 99.25 97.87 96.92 120.34

1996 9S.79 99.43 97.73 96.62 122.72
Ame 1997 93.95 99.61 97.70 96.47 125.33
December 1997 9S.99 99.69 97.66 96.40 127.19

Cgntrwfr National Policy
One Massaccusew Awvnsa AW Suite 333 *W hinbtm DC20001 * Phone (202)682-1800 ,Far (202)682-1818

E-Mail: CMPaew -das,.net .Im.,t.IH..epeg. hkp:/Mw.wacce gce=.dVnetp/ndZ..ch
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FEB 24 IN

MEMORANDUM FOR: Honorable James Saxton
Chairman
Joint Economic Committee

FROM KATHARINE G. ABRAHAM
Commissioner

SUBJECT Consumer Price Index Improvements

This memorandum is in response to your request at the
February 6 Joint Economic Committee hearing for a summary of
the recent and planned improvements we have made in the
Consumer Price Index (CPI).

As you know, criticism of the CPI, most notably contained in
the Boskin Commission report, centers on three perceived
weaknesses: (1) lack of currency of the spending pattern
that underlies the index; (2) failure of the index to
reflect the effect of consumer substitution in response to
relative price change; and (3) inadequate treatment of new
product introductions and improvements in the quality of
existing consumer goods and services. This memorandum
briefly summarizes the actions we have taken and plan to
take in each of these areas to improve the CPI.

Currency of Expenditure Patterns

On February 24, with release of data for January, we
introduced a CPI that is based upon consumer spending
patterns in the 1993-95 period, a new sample of geographic
areas that better represents the distribution of the U.S.
population, and a new classification structure that better
reflects the goods and services consumers buy and how they
buy them. In addition, we have requested funding to expand
our consumer expenditure survey and to develop systems that
will allow us to introduce substantially more current
consumer spending patterns in future updatings of the CPI.
Finally in this area, we have committed to more frequent
updating of the weighting patterns used to calculate the
CPI. We have not yet decided on the optimal frequency of
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weight updates, but it is clear to us that a reduction in
the current (approximately 10-year) period between updatings
is warranted.

Consumer Substitution

We currently are conducting an evaluation of a new index
formula for use in the CPI that accounts in part for the
fact that consumers change their spending patterns in
response to changes in relative prices. Research on the new
formula, called the geometric mean formula, is nearing
completion, and we expect to announce the results of this
effort sometime next month. Any changes resulting from our
evaluation will be incorporated in the index beginning with
data for January 1999.

In this connection, I also should mention that we have
requested funds to produce a new index, as a complement to
the CPI, that more completely accounts for consumer response
to relative price changes. This index, which is of the
so-called superlative type, would be produced to the same
standards of statistical and compilation accuracy that we
enjoy with the CPI.

Quality Changes and New Goods

The Bureau of Labor Statistics (BLS) long has had an active
program to address the complex issues stemming from changes
that occur in the quality of the goods and services
consumers buy. Among the recent steps we have taken to
address such issues are:

* Development of regression-based estimates of the
value of quality change in the apparel component of
the index (1991);

* Institution of new procedures that better capture
price changes associated with the introduction of
generic forms of prescription drugs (1995);

* Restructuring of the hospital services component of
the index to track changes in reimbursement methods
and patterns of treatment more efficiently (1997);
and
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Use of regression-based estimates of the value of
quality change in personal computers (1998).

We also have requested new funding to undertake additional
work on accounting for quality change and new goods.
Specifically, we plan to collect additional data on prices
and characteristics of goods in support of extending
explicit, regression-based, quality adjustment techniques to
more index components. We also plan to establish new
procedures that will ensure the inclusion in the index of
new goods in a more timely fashion. Finally, we expect to
change the way in which the index's item samples are
updated, in order to focus more effort on product or service
areas that are impacted by rapid changes in technology.

Other Improvements

In the interest of completeness, I also should mention a
few additional improvements we have made to the CPI that do
not fall neatly into any of the above categories. In
January 1995, we changed the method used to calculate price
changes for both the residential rent and owners equivalent
rent components of the index to remove a net upward bias.
Similarly, we instituted, in two stages during 1995
and 1996, new procedures that effectively eliminated what
some critics have called the formula bias" problem.

The Economic Report of the President (1998) presents
estimates of the impact on the CPI of many of the
improvements summarized above. I am attaching a copy of
that information. I also should mention that the
Congressional Budget Office presented similar estimates in
The Economic and Budget Outlook: Fiscal Years 1999-2008
(January 1998).

I believe it is clear that the BLS has made, and will
continue to make, real progress in improving the accuracy of
the CPI. At the same time, however, it is also quite clear
that we do not have solutions for all of the vexing
measurement issues we face in producing the CPI. For
example, despite the progress we have made, and expect to
make, in the area of adjusting the index for the effects of
quality change and new goods, we still do not see our way to
the complete resolution of these problems. Much has been
accomplished, but much yet remains to be done.

Attachment

BLS/OPLCCPI
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Cc: Gen. F. Comm RF. Abraham Dalton Greenlees



TABSk: 2-4.-Expected Effects on Changes in the CPH and Real GDP of CPI
Methodological Changes

Percentage-point
effect on:

Change in method Yearintroduced CPI Real GDP

percent percent
change change

Pre-1998 -0.28 0.06

Generic prescription drugs ............................... 1995 -.01 .00
Food at home seasoning......................................1995 -.04 .0
Owners' equivalent rent formula ............................. 1995 -.10 .00
Rent composite estimator ............................... 1995 .03 .00

General seasoning......................................1996 -.10 .06

Hospital services index ............................... 1997 -.06 .00

1998 and after ............................................................-. 41 .14

Personal computer hedonics .................................... 1998 -.06 .00
Updated m arket basket ...................................... 15 .02

Geometric means ............. ................ 1999 -.15 09
Rotation by item .......................... .... 1999 -.05 03

Total -................. -.69 20

Sources: Department of Labor (Bureau of Labor Statistics) and Council of Economic Advisers
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