[0XT

MONITORING INFLATION

HEARINGS

BEFORE THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

NINETY-SIXTH CONGRESS
SECOND SESSION

PART 4
AUGUST 22 AND SEPTEMBER 23, 1980

[Hearing days of October 24, November 25, and December 23, 1980, of
this series, were not held due to Congress not being in session on those
respective dates]

Printed for the use of the Joint Economic Committee

&

U.8. GOVERNMENT PRINTING OFFICE
73-905 O WASHINGTON : 1981

For sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D.C. 20402



JOINT ECONOMIC COMMITTEE
(Created pursuant to sec. 5(a) of Public Law 304, 79th Cong.)

LLOYD BENTSEN, Texas, Chairman
RICHARD BOLLING, Missourl, Vice Chairman

SENATE HOUSE OF REPRESENTATIVES
WILLIAM PROXMIRE, Wisconsin HENRY S. REUSS, Wisconsin
ABRAHAM RIBICOFF, Connecticut WILLIAM 8. MOORHEAD, Pennsylvania
EDWARD M. KENNEDY, Massachusetts LEE H. HAMILTON, Indiana
GEORGE MCGOVERN, South Dakota GILLIS W. LONG, Louisiana
PAUL 8. SARBANES, Maryland PARREN J. MITCHELL, Maryland
JACOB K. JAVITS, New York CLARENCE J. BROWN, Ohio
WILLIAM V. ROTH, JR., Delaware MARGARET M. HECKLER, Massachusetts
JAMES A. MCCLURE, Idaho JOHN H. ROUSSELOT, California
ROGER W. JEPSEN, Iowa CHALMERS P. WYLIE, Ohio

JOHN M. ALBERTINE, Ezecutive Director
Lovuis C. KrauTHOPF 11, Asgistant Director-Director, SSEC
RICHARD F, KaAUFMAN, Agsistant Director-General Counsel
CHARLES H. BRADFORD, Minority Counsgel

(1)




CONTENTS

WITNESSES AND STATEMENTS
Fripay, Avcust 22, 1980

Bentsen, Hon. Lloyd, chairman of the Joint Economic Committee: Opening
statement . _ _ ___ ____________________ e
Kahn, Hon. Alfred E., Chairman, Council on Wage and Price Stability, ac-
compamed by W. Klp Viscusi, Deputy Director_ .

TuEsDAY, SEPTEMBER 23, 1980

Proxmire, Hon. William, member of the Joint Economic Committee, presid-
ing: Opemng statement__ . __ . __ L _____.__
Russell, R. Robert, Director, Council on Wage and Price Stability_ __.__

SUBMISSIONS FOR THE RECORD

Fripay, AugusT 22, 1980
Bentsen, Hon. Lloyd:
Press release No 80-521 entitled ‘“The Consumer Price Index—July
1920 ”” Bureau of Labor Statistics, Department of Labor, August 22,
1980 _ e
Press release No. 80-523 entitled “Consumer Prices: Energy—July

1980,”” Bureau of Labor Statistics, Department of Labor, August .

22, 1980 - o oo

Press release No. 80-524 entitled “Real Earnings in July 1980”
Bs;lreau of Labor Statistics, Department of Labor, August 22,

1980 e

Kahn, Hon. Alfred E,, et al.:

Table reflecting the “Consumer Price Index”____________.________.
Response to Senator Proxmire’s request for COWPS to document
specific success cases under its wage-price program.__________....

TuEsDAY, SEPTEMBER 23, 1980

Proxmire, Hon. William
Press release No 80—592 entitled ‘“The Consumer Price Index—
August 1980,” Bureau of Labor Statistics, Department of Labor,
September 238, 1080 __ oo ___.
Press release No. 80-591 entitled “‘Real Earnings in August 1980,”
B118reau of Labor Sta.tlstlcs Department of Labor, September 23
CdO80 . e e e

Page

34

167
194

23

29
36
52

169

189



-MONITORING INFLATION

FRIDAY, AUGUST 22, 1980

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

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

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

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

OPENING STATEMENT OF SENATOR BENTSEN, CHAIRMAN

Senator BEnTsEN. This hearing will come to order.

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

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

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

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

aa)



2

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

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

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

[The press releases referred to follow :]



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

Bureau of Labor Statistics Washington, D.C. 20212

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

THE CONSUMER PRICE INDEX—JULY 1980

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

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

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

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

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

Seasonally adjusted Unadjusted
Compound

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

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

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

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

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

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




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

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

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

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

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



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

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

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

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

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




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




Technical Notés

Brief Explanation of the CPI

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

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

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

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

80 percent of the total noninstitutional civilian popuht.lon,
and (2) a revised CPI for Urban Wage Earners and Clerical
Workers (CPI-W) which represents about half the popula.
tion covered by the CPI-U. The CPI-U includes, in addition
to wage earners and clerical workers, groups which histor-
eal]y hnve been excluded from CPI coverage, such as

gerial, and technical workers, the self-
employed short-term  workers, the unemployed, and
retirees and others not in the labor force.

The CPI is based on prices of food, clothing, lh:lter, and
fuels, transportation fares, charges for doctors’ and dentists’
services, drugs, and the other goods and services that people
buy for day-to<ay living. Prices are collected in 85 urban
areas across the country from about 18,000 tenants, 18,000
housing units for property taxes, and about 24,000 esta-
blishments——grocery and department stores, hospitals,
filling stations, and other types of stores and service esta-
blish All taxes directly ciated with the purch
and use of items are included in the index. Prices of food,
fuels, and a few other items are obtained every month in
all 85 locations. Prices of most other commodities and
services are collected every month in the five largest
geographic areas and every other month in other areas.
Prices of most goods and services are obtained by personal

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

The index measures price changes from a designated re-
ference date— 1967 ——which equals 100.0. An increass of
122 percent, for example, is shown as 222.0. This change
can also be expressed in dollars as follows: The price of a
base period “market basket™ of goods and services in the
CP1 has risen from $10 in 1967 to $22.20.

For further details see the following: The Consumer
Price Index: Concepts and Content Over the Years, Report
517, revised edition (Bureau of Labor Statistics, May
1978); The Revision of the Consumer Price Index, by
W. John Layng, reprinted from the Statistical Reporter,
February 1978, No. 78-S (US. Dept. of Commerce), -
Revisions in the Medical Care Service Component of the
Consumer Price Index, by Daniel H. Ginsburg, Monthly
Labor Review, August 1978; and CPI Issues, Report 593,
(Bureau of Labor Smﬁﬂu. February 1980)

A Note About Calcuiating Index Changes

Movements of the indexes from one month to another
are usually expressed as percent changes rather than
changes in index points because index point changes are
affected by the level of the index in relation to its base
period while percent changes are not. The example in the
accompanying box fllustrates the computation of index
point and percent changes.

Percent changes for 3-month and 6.month periods are
expressed as annual rates and are computed according to
the standard formula for compound growth rates. These
data indicate what the percent change would be if the
current rate were maintained for a 12-month period.

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




A Note on Seasonally Adjusted and Unadjusted Data

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

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

the C Price Index unadjusted for seasonal variation.

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

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

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

PIes P )

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

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




24 Hour CPI Mailgram Service, . )

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

is being offered by the RBureau of Labor Statistics through -

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

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

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

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

Relative Unagjusted Seasonaily acjusted

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

€xpenciture category

AL fteas . 0.1 0.9 1.0 0.

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

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

€000 avay from ho s 5

Alconolic beverages. . 7 .

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

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

Other private trans. services
Public transportation 1/

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

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

Entertainaent 8
Entertainmen .8
Entestainaent Services 1. -8

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

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

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

247.8
23

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

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

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

€xpenatture category

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

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




13

CPI-U

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

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

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

Region/populstion size class

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

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

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

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

2/ Foods, fuels

ve

®ost other goods and sarvices priced as Indicated:

and several other items priced every maath in all a
o

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

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

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

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

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

Group

Relativ

importance, Unacjusted incaxes

Decemper June July
it 1980 1980

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

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

Gas (piped) and electricity 1/

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

Appa;

ot

Gasoline .

Na
ot

Publ

Megical care
Megical
Medical car

Professional service
Other wedicai care slnicu i

Entertainaent ...
Entertainsent commoaities
Entertainment services i/.

other

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

rel comsoaities
R ooys' ap|

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

intenanc
ner private transportation

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

ic transportation Lf..

commooities .
services L/

n

QooUs ano services ...

appliances i/...

Personal care services L/.

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

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

v
NOTE:

Not sessonally .oJusun.
Incex applies to

nth as a whole, not to any specific date.

CPI-W

U.S. city average, by expenoiture category and

una

djusted

percent change to
July 1980 from-
July 1979 June 1980

Expenditutre category

13.0

N
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1.1
1.1
1.3

s
1.6
-6

service group
0-L
i

Seasonaily sajusted
percent change from-

Apr. to May to June to
Hay June July

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

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

Expenaiture category

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

By e

N

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

LoooulrlLnbaooaLuihLnbian
mbbnboE~bbhLANBON DL IO

3097 307.9 307.8

226.5 228.8 231.3
276.4  283.0 286.1
346.0

55.2

S
e

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

-

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

ared s .

Trangportation

Tivat

Py

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

T TN Ty

e b

[ Sy Srure)
Noloe orSasovwiiuehowabolwudditucunvneunana

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

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

School books ana supplies
Personai ang eoucational s

e

MNLLUS ancrbbaRRNLLDRNRERB - ORELBRO RSN RS

I

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

Bom3Y uwmDoBLOUNRLURLABNGIBRONBUESLRDBRbUWODUEN

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

Apparel cossoditie: 169.9 169.6 168.9 169.8 .6 .5

N
-

1

s

7

9

A

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

Special

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

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




TABLE 6. Consuser Price Index for url
othereise noted

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

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

Apr,
1980

16

ban wage earners and clerical workers:

Incexes
y .

1980

ERY

Juni
1980

247.8

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

since 1973.

w - Every month.
1 = January, March

¥
2 - Fabruary, Apeil, June, August

¥ feglons are dafines a3 the four Census regions.

e on size ciasses are
A than 4,000,

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

than

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

CPIW

Selecteo aress, all items index, 1967s100 unlass

Percent change to Percent change to

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

YRR
IR EEREEEE
IR EERRRRE]

R
i
N
v
)

Peaes
DRI

R

R
AR

EEREERR

=

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

o Budget In
County. Durinitions do not inciude tevisions msde

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

lons of aroas which have urban populstion as defined below:

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

NOTE:
Faaily Budgets.

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

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

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

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

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

s August 1973 = 92 percent
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CHART 2: CPI-W: Hous’ihg, dpparel and upkeep, 1969-80

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

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

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

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

/-/—-—-—’

—]

T

Percent chaonge =

(Seasonally adjusted)

//

]

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

[}

'

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

Medical care ' n
Index, 1967=100 267.8

\

RN
800

Percent change +

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

FAS

(Y4

B

~

A
Y

.
AL T 7y
L
"

bl

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

log
228
220
200 -
180
160

—1 140
120

— 100

P41l

1

Percent

11

[

1
— = D) Gl b
000000

-

58

3

|
—_
]
[= ]

| I
s8 o N
5 o ©

[ 1
5

Ll
'
o

Percent

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

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

40

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

‘ ) 1 220

7 — 140

Percent change * Ju — 100

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

—1 30

l'\. » " o 'Iﬂ ] 20

]

A i \Wﬂgrf_dg""\' YL ~ A ik lg
' -10

Other goods_and services -

|ndex, 1967=100 ‘12!1'3.7 tog

(Seasonally odjusted) 328
220

200

180
160

140
120

§

L1it]

\
\

//

1

/

]

/

Percent change s L

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

ety

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

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



Table C.

in experimental measures: Percent change over 12 months

HOMEOWNERSHIP COMPONENTS used in official CPI-U and

Table D.
alternative h

Official ALL-ITEMS CPI-U and EXPERIMENTAL MEASURES using

8 change over 12 months

Experimental measures

Experimental measures using alternative

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

12
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Explanaii_ons of Homeownership Measures

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

who Ily purchased a home in the base
period. Included are the total price paid for the home and
the total amount of interest expected to be paid over half
the stated life of the mortgage. (2) Current monthly prices
-are used for each of these components.

Experimental Measure X-1: (1) The weight for this
rental equival is the estimate of the rental
value of all owner-occupied homes in the base period com-
piled from a specific question asked on the 1972-73 Con-
sumer Expenditure Survey. This covers the entire stock of

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

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

this measure.

PPIOp

Experimental Measure X-2: (1) The weight for this user .

cost method includes expenditures for mortgage interest,
property taxes, property insurance, maintenance and re-
pairs, the estimated base-period cost of homeowners’ equity
in their houses, and the offset to shelter costs resulti

in the base period to determine its cost. (2) Prices used are
current ones except for the appreciation ‘term which uses
a S-year moving average of the changes in appreciation

rates. :

Experimental Measure X-3: (1) The weishum the same
as in Experimental Measure X-2, except that mortgage in-
terest costs are calculated as the total interest amount
paid out by homeowners in'the base period. Asin X-1 and
in X-2, this measure covers the entire homeowner popula-
tion. (2) The prices for all components except mortgage
interest costs and are current thi;

As in X-2, appredntlon is represented by a S-year movlng .
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs in a 15-year
weighted moving average, which reflects the base perliod
age distribution of mortgage loans.

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

1 M.

from the estimated appreciation of house values in the base
period. This measure covers the entire stock of owned
houses. To derive the weights for mortgage interest costs
and equity costs, the total value of the housing stock in the
base period was apportioned into its debt and equity

p The debt equals the owed,
and the equity component is the amount owned, i.e., pay-

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

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

X-5: (1) The weights for this

_outlays approach include, as in X4, expenditures actually

made in the base period for property taxes, property in-

" surance, and maintenance and repairs. The weight for the

mortgage interest cost term is the same as for the X-3. No
ppreciation of equity el musedAslnX-4not

all h are d in this

those who made no mongage debt payment in the base

period are excluded. (2) Current prices are used in X-5 ex-

cept for mortgage interest which uses the 15-year weighted

moving average also used in the X-3.
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United States -
Department é)}

News :::

Bureau of Labor Statistics Washington, D.C. 20212

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

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

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

Gasoline and Fuel 01l .

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

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

Electricity and Natural Gas

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

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

Area, region and population size
class

per 40 therms

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

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

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

July
1960

$17.184

16.174
17.560

21.186

26.671

19.003

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

22.122
16.124
15.841
16.099

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

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

3/ Prices are for propane only.

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

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

26.506

utility (piped} gas

per 100 theras

June
1980

$368.858
35.57%

45.778

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

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

47.750
35.518
35.449
39.574

36.353

July
1960

$40.415

35.861
36.982
43733~
57.222
45.778

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

56.898

47.518
35.675
34,375
46.158

47.459

36.867
34.369

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

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

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

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

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

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

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

Ares, region and population size
class

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

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

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

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

St. Louis, Mo.-I1l

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

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

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

&

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

Reglon/population size class
cross classification 3/

Northeast/A.

$1.246

Gasoline,

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

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

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

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

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

1/ Also includes types of gasoline not shown separately

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

Unleaded regular

June
1980 .

July
1580

Leadeo premium

June
1980

$1.300

1.303
1.308
NA

1.383

July
1980

$1.307

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

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

in

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

since 1973.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

m [€) [€)) (%) (5) (6) ay
Real :
Month Average Average Average Consumer average Average .Real
hourly weekly weekly price weekly tax spendable
earnings hours earnings index 1/ earnings effect 2/ earnings 3/
1979 Percent change from preceding month, seasonally adjusted
July 0.7 0.0 0.7 o1 0.4 0.1 =0.5
August 0.8 0.3 1.1 1.0 0.1 0.1 4)
Sept. 0.6 =-0.3 0.4 1.1 -0.8 (4) -0.8
October 0.3 0.0 0.3 1.0 -0.7 (4) -0.7
Nov. 1.0 0.0 1.0 1.0 0.1 0.1 =0.2
Dec. 0.8 0.3 1.1 1.2 =-0.2 0.2 0.3
1980
January 0.3 -0.3 (%) 1.4 -4 0.0 1.4
Feb. 0.6 =~0.3 0.3 1.4 ~1.0 (4) -1.1
March 0.9 -0.3 0.6 1.4 0.7 0.1- -0.8
April 0.5 -0.3 0.2 1.0 ~0.8 (4) -0.8
May 0.5 =0.6 ~0.1 0.9 =-1.0 (4) -0.9
June p 0.9 0.0 0.9 0.9 (4) 0.1 -0.1
July p 0.3 0.3 (4) “) (4) 0.0 (&)
1979 Percent change from same month a year ago
July 8.1 -0.8 7.2 11.5 -3.9 0.0 -3.9
August 8.2 ~0.6 7.6 12.0 -3.9 (4) =4.0
Sept. 8.2 =03 7.9 12.4 -3.9 0.1 T =40
October 7.5 =0.6 6.9 12.4 4.9 -0.1 ~4.8
Nov. 7.8 -0.6 7.2 12.8 4.9 - (4) ~4.9
Dec. 8.0 -0.6 1.4 13.4 -5.3 %) - =5.3
1980 -
January 7.5 -0.6 6.9 14.0 -6.2 0.8 -7.0
Feb. 7.7 -0.8 6.8 14,2 -6.5 0.8 =7.3
March 8.1 =1.4 6.6 14.6 -7.0 0.8 -7.7
April 8.5 -0.3 8.2 14.5 -5.6 1.0 =65
May 8.1 -1.4 6.5 14.4 -6.9 0.8 ~7.6
June p 8.2 ~l.4 6.7 14.2 =6.6 0.9 =7.4
July p 7.5 -1.9 5.4 13.0 . =6.8 0.7 =7.4

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

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

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

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

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

high-wage and low—-wage industries.

Explanatory Notes

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

to a married worker with thres deoendents who made this

amount.

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

fying wage for pi ion or
workers in the private nonfarm economy. It is adjusted to
exclude the effects of two types of changes that are not
related to underlying wage rate developments: Overtime in
manufacturing {the only sector for which overtime data are

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

visory

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

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

it J data are p! d by some users for
analyzing general earnings trends in the economy since they
eliminate the effect of changes that normally occur at the|
same time and in about the same magnitude each year, and
therefore, reveal the underlying cyclical “trends. These!
changes in averags earnings may be due to seesona! changes;
in the proportion of workers in high-wage and low-wage in-
dustries or occupations, or to ssasonal changes in the
smount of overtime work, and so on. The seasonally ad-
justed data are presented in table 2.

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

might also differ from the average in
this release.

The Bureau of Labor Statlstics has also published data
on annual after-tax earnings based on information obtained
through the Current Population Survey. These series, which
have been constructed for the 1962-1974 period, relate to
the actual earnings of heads of households of specific size
and composition. For a discussion of mm series, see Paul
M. ge, “Annual Earni of | td Heads,”
Momhly Labor Review, August 1975.

The hourly earnings index is designed to measure under-

Y y in tax lisbility changes.
For a p i of the le sarn-
ings series and hourly earnings index, and their relation to
other wage data, see the following arcicles: Jack Alterman,
“Compensation per Man-Hour and Take Home Pay,”
Monthly Labor Review, June 1871; Thomas Gavett, “Mea-
sures of Change in Real Wages and Earnings,” Monthly
Labor Review, February 1972; Norman Samuels, “Develop-
ing a General Wage Index,” Monthly Labor Review, March
1971; Paul Schwab, “Two Measures of Purchasing Power
Contrasted,” Monthly Labor Review, April 1971,




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

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

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

TOTAL PRIVATE: ?

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

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

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

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

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

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

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

* Transportation snd public utilities:

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

Wholesale and retail trade:

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

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

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

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

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

]
2

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

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

(45



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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

CONSUMER PRICE INDEX

[Seasonally adjusted, percentage changes]

December 3 mo ended 1—
1979 relative

importance Julyto  October January Agril July June to
1979 1980 1980

percent) uly 1980 July

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

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

All items less mortgage interest

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

T Annual rates of change,
2 Not seasonally adjusted.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Representative HeckvLer. Yes, I do.

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

Representative HeckLER. Thank you very much.

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

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

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

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

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

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

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

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

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

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

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

Mr. Viscusi. That would be fairly rapid.

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

Mr. Viscust. Within the quarter I would say.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Senator BENTSEN. Senator Proxmire.

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

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

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

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

negatively.
enator Proxaire. Still come in negatively ?

Mr. Viscust. Right.

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

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

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

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

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

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

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

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

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

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

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

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

Senator Proxuire. It’s increased more?

Mr. Kaun. The increases have been enormous already.

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

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

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

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

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

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

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

Senator Proxmire. That’s right.

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

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

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

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



Senator Proxsare. My time is up.

Senator BexTsen. Congressman Mitchell. )

Representative MrrcuerL, Thank you, Mr. Chairman.

It’s good to see you again, Mr. Kahn.

Mr. Kang~. Thank you, sir.

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

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

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

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

Representative MrrcHELL. Relieve their plight?

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

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

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

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

Mr. Kann. Absolutely ; absolutely.

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Representative HeckLer. Thank you, Mr. Chairman.

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

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

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

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

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

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

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

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

Representative HeckLEr. Unfortunately, my time has -expired.

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

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

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

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

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

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

Mr, Kann, Yes. . _

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

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

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

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

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

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

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

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

Mr. KauN. The Council, yes.

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

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

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

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

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

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

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

Senator ProxMire. Roughly what?

Mr. Viscust. $15 million. '

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

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

Senator Proxmire. I understand and I'm trying to elicit more. Can
you give me another example ?
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Mr. Kanx. We had a couple in the hotel field. I want to be care-
ful—Holiday Inns was one. I’m sorry; I can’t tell the other.

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

[Tge] following information was subsequently supplied for the
recor

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

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

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

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

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

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

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

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

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

With warm regards,

Sincerely,

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

particularly wanted the public to focus.

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

became final on November 1, 1979.

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

e

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

revised price standard developed for the second program year.

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

inflation except at excessive costs.

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

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

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

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

3

73-905 0 - 81 - 5§



62
I. EVALUATION OF THE PROGRAM

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

exclusions).

A. Analysis of Aggregate Wage and Price Data

1.  Price Performance

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

rate of 11 percent.

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

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

mandatory controls.

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

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

limitations, which allow uncontrollable cost increases to be passed through,
.6
f



65

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Update (June 12, 1980).

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

lag, once the surge of energy prices themselves abated.

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

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

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