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CONSUMER PRICE INDEX

FRIDAY, MAY 21, 1982

Coxaress oF THE UNITED STATES,
Joint Ecoxonmrc COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 9:30 a.m., in room 2154,
Rayburn House Office Building, Hon. Henry S. Reuss (chairman of
the committee) presiding.

Present: Representatives Reuss and Wylie; and Senators Jepsen,
Mattingly, and Brady.

Also present: James K. Galbraith, executive director; Louis C.
Krauthoff II, assistant director; Charles H. Bradford, assistant di-
rector; and William R. Buechner, Paul B. Manchester, Mary E. Eccles,
Mark R. Policinski, and Richard Vedder, professional staff members.

Representative REvss. Good morning. The Joint Economic Commit-
tee will be in order and we are told that Senator Jepsen will be a
moment late.

He has an opening statement which I shall herewith enter into the
hearing record.

Also, Senator Hawkins has an opening statement which I enter into
the hearing record at this point.

[ The opening statements follow :]

OPENING STATEMENT OF HON. ROGER W. JEPSEN

It is a pleasure to welcome an old friend of the committee, Dr. Norman Ture.
As one of the country’s leading economists, you told us many years ago that high
taxes and high money growth mean high unemployment and high inflation. And
history has proven you absolutely correct.

This morning we want to hear your thoughts on infiation. The news this morn-
ing continues to be good as every measure of inflation shows that we have made
significant progress in bringing prices under control. More importantly, the out-
look for inflation is also good.

But, I want to also discuss one concern I have about the low inflation figures.
Some of my colleagues think the battle against double-digit inflation is over and
we can go back to our old ways. As they beat their breasts over interest rates,
they demand that we turn on the printing presses once again and use excessive
money creation to lower interest rates.

First, excessive money growth causes higher interest rates, not lower. I hope
you can provide us with the historical data on what happens when you try to
lower interest rates by throwing brand new dollar bills at them. What you get
is brand new bouts with higher inflation and higher interest rates.

Second, have these people forgotten the pain that their inflationary policies
have caused this Nation? Have they forgotten what happens to the elderly when
inflation is 13 percent? Have they forgotten what happens to the poor when in-
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flation is double-aigit? Have they forgotten what happens to us as a Nation when
uncontrolled inflation makes us view the future with fear rather than with con-
fidence?

Yes, we have terrible unemployment right now and many people are suffering.
But, do we trade their misery for future misery by foolishly trying to trade
unemployment for inflation? Do we go for the quick-fix or do we give the new
program a chance to work?

You know I think it is much more than economies that should keep us on
course. I don’t think the numbers, the theories, the graphs, the projections or any
of that means that much to the people of this country. They feel high unem-
ployment and they feel lower prices; the last thing they need is an economist or
the media to tell them how they feel.

What they want most of all is for government to show the public that it knows
where it is going and that it will not change course every six months. What the
people of this country want most of all is leadership.

And you know it is leadership and not lower unemployment or lower inflation
that is most difficult for government to provide its people. If we solved the big
problems of leadership, we would go a long way to solving our economic problems.

Your attention is called to the unemployment-inflation trade-off.

See the attached charts to see what it really looks like.



This graph shows that]
the unemnlovment-
inflation trade-off is
slippery; and also that
it worsened in 1970,
again in 1974 and still
again in 1979.
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OPENING STATEMENT OF HON. PAULA HAWKINS

The very good news continues on inflation. During the first 4 months of this
year, the Consumer Price Index has been running well below 3 percent. The GNP
price deflator—which provides the broadest and most complete measure of infla-
tion in the economy—for the first quarter of this year was only 3.6 percent. And
the Producer Price Index is rising at 1 percent, which could further slow the CPI
for a few more months.

Some people downplay the significance of this dramatic decline in inflation be-
cause the recession is of such overriding concern. There is no doubt that un-
employment is too high, but have we forgotten the misery of high inflation? Have
we forgotten that prices rose 27 percent during 1979 and 19807 Isn't it obvious
that this hyperinflation is what led to double-digit interest rates?

Many of my colleagues in the Congress and a great many people who work
for the media do not understand this. They see high interest rates and recession
as the costs that we are paying to fight inflation. They are wrong. High interest
rates and recession do not result from fighting inflation but from having infla-
tion. Stopping inflation is the prerequisite for achieving low interest rates and
sustained economic expansion. Recent interest rate trends bear out my conten-
tion.

With the strong inflation in 1977, 1978, 1979, and 1980, interest rates increased
and increased. The bellwether rate of interest on 90-day Treasury bills averaged
4.4 percent in December 1976. In December 1977, it averaged 6.1 percent. In De-
cember 1978, it averaged 9.1 percent. In December 1979, it averaged 12.1 percent.
In December 1980, it averaged 15.7 percent.

The first task of the Reagan Administration in 1981 was to stop the rise in
interest rates. That has been done. The Treasury bill rate is now 12 to 121
percent ; about 314 percentage points below its December 1980 level. The prime
rate is 5 percentage points below its December 1980 level.

To keep inflation and interest rates declining, it is imperative that we pursue
a policy of restrained growth in government spending, a lifting of burdensome
regulations and that we keep the 1981 tax cuts in place. Those who believe that
we can get lower interest rates and recovery by increasing taxes and by faster
money growth would do well to remember what happened when we followed that
advice in 1968. Despite balancing the budget, interest rates went up, not down,
inflation accelerated, and a year later the economy receded. Let us not make
that mistake again. Lower taxes to stimulate economic growth and restrained
money growth to fight inflation are the keys.

OPENING STATEMENT OF REPRESENTATIVE REUSS, CHAIRMAN

Representative Reuss. We are delighted to welcome our colleague
from the Senate, Senator Brady from New Jersey, who is with us, and
who brings to the Congress a wealth of learning in the financial and
investment field. We are honored that you are sitting with us and,
of course, you arc welcome to interrogate the witnesses.

I am delighted that the April consumer price figures are agreeably
low. Prices rose only 0.2 percent in April. It makes the first 4 months
a very low inflation with a CPI rise of only 0.8 percent, compared to
an annual rate of better than 8.9 percent during 1981 and a 12.4 per-
cent rate in 1980.

As the chart shows [indicating], one might well ask what else is
new? Whenever the Government succeeds in raising unemployment,
of course, inflation drops. In 1970, unemployment rose to 5.9 percent
and inflation obligingly halved itself from 6.1 percent to 3.4 percent.’

Now, look at unemployment in 1974, when as you can see unemploy-
ment pushed up to 8.5 percent and again, agreeably, inflation plum-
meted from 12.2 percent to 4.8 percent, very precipitously.

Now, we have a similar rise in unemployment as a result of Rea-
ganomics to 9.4 percent, and inflation has agreeably gone down from
13.3 percent to 1 percent or less than 1 percent.



A recession always brings down the inflation rate. With today’s high
Interest rates and deficits pushing the economy into a deep recession,
no one should register surprise that inflation is dead in the water—as
Secretary Regan has so well said, the economy is dead in the water—
nor should anyone be surprised if—based on the past record—inflation
takes off again if the economy ever recovers.

The stark fact is that this administration has refused to take even a
first step toward developing a long term anti-inflation policy, unless
they’re counting on school prayers.

The best the administration can hope is that high jnterest rates and
growing deficits will keep the economy in recession indefinitely.

The issue of the 1970’ teaches us that we need an interest rate policy
which fosters, instead of kills, investment; an incomes policy featuring
some kind of a social contract to keep wages and prices under general
surveillance and control ; support for competition instead of encourag-
ing megamergers; and job training for workers instead of cutting
those programs.

We are happy this morning to have as our first witness Janet Nor-
wood from the Bureau of Labor Statistics.

- Ms. Norwood, would you proceed with your statement ?

STATEMENT OF HON. JANET L. NORWOOD, COMMISSIONER, BUREAU
OF LABOR STATISTICS, DEPARTMENT OF LABOR, ACCOMPANIED
BY KENNETH DALTON, ASSISTANT COMMISSIONER, DIVISION OF
CONSUMER PRICES AND PRICE INDEXES

Ms. Norwoop. Thank you very much, Mr. Chairman and members of
the committee. I'd like first to introduce Kenneth Dalton, who is our
Assistant Commissioner for the consumer price area.

I am of course very hap}})Iy to have this opportunity to provide a few
comments to supplement the release we issued this morning.

The CPI for all urban consumers rose 0.2 percent in Epril after
seasonal adjustment. The increase follows a decline of 0.3 percent in
March and is in line with the moderate rates of change evident since
October.

Advances in the housing and food and beverage components, which
had decreased in March, were largely responsib%e for the increase in
April. Partially offsetting these increases was a further sharp decline
in gasoline prices which produced the largest 1-month decline in the
transportation index since October 1954,

Increases in most other major components of consumer spending
were about the same as in March. Similar trends occurred in the CPT
for wage earners and clerical workers,

The April increase in the CPI-U brought the change in consumer
prices from a year ago to 6.6 percent, a sharp slowdown from the 10
percent change recorded for the 12 months ended in April 1981. The
price deceleration has been particularly apparent in the 6 months’
ended in April 1982, during which time the CPI rose at a seasonally
adjusted annual rate of 2.8 percent. In contrast, the index rose at an
annual rate of 10.5 percent in the 6 months ended in October 1981,

The current price deceleration follows a period of double-digit in-
flation during which the Consumer Price Index rose to over-the-year
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rates of 13-14 percent. Consumer prices increased at very moderate
rates during the early 1970’s, and began an upward spiral late in 1973
with the imposition of the oil embargo in October.

Inflation rose to double-digit rates during 1974. Then, during the
recovery from the steep recession of 1973-75, price increases moder-
ated—particularly for food and energy—so that by the end of 1976,
consumer prices were rising at an annual rate of less than 5 percent.

With the economic expansion in 1977, prices accelerated moderately.
Sharp increases in energy, food, and housing costs followed, pushing
consumer price rises to unprecedented rates during 1979, 1980, and
for most of 1981.

The current deceleration began late last year. The rate of increase
in energy prices slowed markedly after March. By October, prices had
begun to fall with large price declines occurring this spring.

In April, retail prices of energy products were 3.4 percent below a
year ago. All of the slowdown and subsequent decline of energy prod-
ucts came in the petroleum area. Gasoline and fuel oil prices were
down from last April, whereas charges for natural gas and electricity
continued to increase at about the same rate as during 1981.

Despite their increase in April, food prices also decelerated sharply
during the last 12 months. In fact, the rate of increase in food prices
was more than cut in half.

All major components of the CPI food index slowed, with the
largest deceleration occurring in dairy products, fruits and vegetables,
sugar and sweets, fats and oils.

Most of the slowdown in the all items CPI during the past year
came from energy items. But such other items as clothing, public
transportation, entertainment, and house, also contributed to the
slowdown.

There were two exceptions to the deceleration trend. Medical care
prices in April were 12.1 percent above a year ago, up sharply from
the 9.5 percent increase recorded from April 1980 to April 1981.
Prices of tobacco products were also up more in the last year than
previously.

The homeownership component of the CPI contributed to the slow-
down in inflation as house prices reacted to high mortgage interest
rates. The Bureau’s experimental CPI, which uses rent in place of
homeownership, has also decelerated during the past year.

In April, this experimental measure declined 0.2 percent to a level
of 6 percent above a year ago. A year ago—in April 1981—the rental
equivalence-based measure was 9.9 percent above April 19. Thus, both
the official CPI and the experimental rent-based CPI decelerated. The
rent substitution measure slowed by 3.9 percentage points and the
official CPI-U by 3.4 points.

The difference in the rate of deceleration between the two measures
reflects differences in the treatment of homeownership. The experi-
mental measure uses rent charges to represent the change in the shelter
costs of homeowners. The official CPI employs house prices, mortgage
interest rates, property taxes, property insurance, and maintenance
and repair costs to represent homeownership costs.

In summary, the price situation has shown marked improvement
during the past year, especially during the past 7 months. The over-
the-year increase in the CPT is lower than at any time since early 1978.
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The Producer Price Index, which reflects the state of the price strue-
ture at earlier stages of production, has also shown considerable
deceleration. The over-the-year increase in finished good prices was
3.1 percent in April, the smallest year-to-year change in over 5 years.

At earlier stages of production, the situation is even more promising,
with prices of intermediate goods for further processing in April only
1.4 percent above a year ago and prices of crude materials actually
down 4 percent.

Thus, the substantial reduction in inflationary pressures is broadly
based ; it reflects improvements that have taken place in the supply-
demand situation for petroleum and agricultural products, as well as
price reductions resulting from the decline in overall economic activity.
N Mr. Dalton and I will now try to answer any questions you may

ave.

[The Consumer Price Index, April 1982, news release referred to
by Ms. Norwood follows:]
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THE CONSUMER PRICE INDEX--APRIL 1982
The Consumer Price Index for Afl Urban Consumers (CPI-U) and the Consumer Price Index

for Urban Wage Earners and Clerical Workers (CPI-W) both rose 0.4 percent before seasonal
adjustment in April, the Bureau of Labor Statistics of the U.S. Department of Labor announced
today. The CPI-U rose to 284.3 and the CPI-W to 283.7 (1967=100), respectively. The All
Items experimental measure using a rental equivalence approach (CPI-U, X-1) Increased 0.2
percent to 258.8. Compared with their levels In April 1981, the CPI-U was 6.6 percent higher,
the CPI-U, X-1 6.0 percent higher, and the CPI-W 6.3 percent higher.

CPI for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes
On a seasonally adjusted basis, the CPI for ALl Urban Consumers rose 0.2 percent in
April, while the experimental CPI-U, X-1 declined 0.2 percent.

The 0.2 percent increase in the official CPI follows a decline of 0.3 percent in March
and is in line with the moderate rates of increase evident from October through February. The
housing and food and beverage components, which decreased in March, advanced in April and were
largely responsible for the increase in the overall index. Partially offsetting these
increases was a 1.6 percent decline in the transportation component. Increases in most other
major components of consumer spending were about the same as in March. The indexes for

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

Seasonally adjusted Unadjusted
Compound

Expenditure Changes from preceding month annual rate 12-mos .
category 1981 1982 3-mos. ended ended
Oct. Nov. Dec.| Jan. Feb., Mar. Apr. Apr.'82 Apr.'82
All items R— 4 3 20 -3 .2 .8 6.6
Food and beverages 20 a0 .1 .7 6 -3 .3 2.4 4.1
Housing .0 .5 RS .3 b0 -3 .8 3.7 8.6
Apparel and upkeep 3 -a g - R 4 Al 3.9 3.0
Transportation 1.3 .9 6|-.2 -7 -1.0 -1.6 -12.1 2.8
Medical care 1.0 1.1 .7 .8 7 1.0 1.0 1.2 12.1
Entertainment .8 .8 .3 7 .7 .5 .3 5.7 6.7
Other goods and services | 1.0 .5 .6 .6 9 1.0 .9 1.4 10.4




apparel and upkeep and entertainment continued to register small Increases, while large
increases were recorded by the medical care and other goods and services components.

Rising homeownership costs accounted for over four-fifths of the 0.8 percent Increase
in the housing component. Home financing costs, which declined in March, rose 1.8 percent in
April, reflecting increases of 1.2 percent in house prices and 0.6 percent in mortgage
interest rates. The Index for residential rent increased 0.2 percent, the smallest increase
in 2 years. The fuel and other utilities component was unchanged in April. Increases in
charges for natural gas, telephone services, and water and sewerage maintenance offset
declines in fuel oil prices and charges for electricity. Over the past 12 months, fuel oil
prices have declined 8.4 percent.

The index for food and beverages rose 0.3 percent in April, following a decline of
0.3 percent in March. Grocery store food prices also advanced 0.3 percent. The index for
meats, poultry, fish, and eggs increased 1.1 percent in April., Beef and pork prices both
increased sharply while poultry prices rose moderately, following seasonal adjustment. On the
other hand, egg prices declined sharply for the second consecutive moath. The index for fresh
fruits and vegetables also declined, but not by as much as in March. All other major grocery
store food groups recorded either moderate Increases or small declines in April. Prices for
the other two components of the food and beverage index -- restaurant meals and alcoholic
beverages -- increased 0.4 and 0.3 percent, respectively.

The transportatton component recorded its fourth consecutive monthly decrease in April,
declining 1.6 percent. Gasoline prices dropped 6.7 percent. Over the past 12 months, the
gasoline index has declined 12.5 percent. Partially offsetting the April decline in gasoline
prices were moderate Increases in most other transportation components. The index for used
cars rose 0.6 percent, while the new car index increased 0.7 percent. The indexes for public
transportation rose 0.8 percent, largely due to increases in airline and intercity traln
fares.

The medical care index rose 1,0 percent in April, the same as in March. The index for
medical care commodities, which includes prescription and nonprescription drugs and medlical
supplies, Increased 1.1 percent in April. Charges for hospital rooms and physicifans' services
rose 1.2 and 0.6 percent, respectively.

The index for apparel and upkeep rose 0.1 percent in April, following increases of
0.4 percent in each of the preceding 2 months. The index for women's and girls’ clothing was
unchanged in April, following an increase of 1.2 percent in the March index. 'Prices for men's
and boys' clothing rose 0.5 percent.

The entertainment index rose 0.3 percent in April, following somewhat larger Increases
earlier this year. The other goods and services component advanced 0.9 percent, about the
same as In the preceding 2 months. Increases In bank service charges and prices for personal
care items were largely responsible for the April increase.
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CPI-U Experimental Measure

On a seasonally adjusted basis, the CPI-U using rent substitution (X-1) declined 0.2
percent In April. The official CPI-U rose 0.2 percent. The large differences in movement in
April reflects the differences in the treatment of homeownership costs in the two indexes.
The CPI-U, X-1 uses rental charges to represent movements in shelter costs of homeowners.
Rental charges increased 0.2 percent in April. The official CPI-U employs house prices,
mortgage interest rates, property taxes, property insurance, and maintenance and repair
costs. This measure of homeownership costs increased 1.3 percent in April as a result of
increases in house prices and murtgage interest rates.

CPI for Urban Wage Earners and Clerical Workers (CPI-W)--Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers
rose 0.2 percent in April, following a 0.2 percent decline in March and moderate Increases In
the preceding 5 months. The food and beverage component advanced 0.3 percent, following a
decline of 0.2 percent in March. Grocery store food prices also rose 0.3 percent as meat
prices rose sharply. The housing component increased 0.9 percent in April, following an 0.3
percent decline in March. Homeownership costs increased sharply as home financing costs rose
2.1 percent., The index for fuel and utilities rose 0.1 percent. The transportation component
declined for the fourth consecutive month -- down 1.7 percent in April -- primarily due to a
6.7 percent decline in gasoline prices. The index for medical care rose 1.0 percent,
reflecting large increases in charges for hospital rooms and prices for prescription and
nonprescription drugs and medical supplies. The index for apparel and upkeep Increased 0.1
percent. The entertainment index rose 0.4 percent. The other goods and services component
continued to advance, increasing 0.8 percent in April.

Table B. Percent Changes in CPI for Urban Wage Earners and Clerical Workers (CPI-W
Seasonally adjusted Unadjusted
Compound

Expenditure Changes from preceding month annual rate 12-mos.
category 1981 1982 3-mos. ended ended

Oct. Nov. Dec.| Jan., Feb. Mar. Apr. Apr.'82 Apr.'82
All items 45 4 .3 20 -2 .2 0.6 6.3
Food and beverages 200 A .8 SBoo-.2 .3 2.1 4.0
Housing 1] 4 4 .2 3 -3 .9 4.1’ 8.8
Apparel and upkeep -2 a0 - 0 4 7 W1 4.8 2.8
Transportation 1.3 .9 6| -2 -.7 1.0 -1.7 -12.6 2.9
Medical care .9 141 .7 .8 .7 .8 1.0 10.8 10.8
Entertainment 1.1 5 2 o4 .7 .3 4 5.8 6.2
Other goods and services 9 5 .6 6 1.0 1.0 .8 12.0 10.1
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Homeownership Changes
On October 27, 1981, the Bureau of Labor Statistics announced its intention to change the

way in which homeownership costs are measured for the Consumer Price Index. Effective with
data for January 1983, the Consumer Price Index for All Urban Consumers (CPI-U) will
incorporate a rental equivalence measure for homeownership costs. Effective with data for
January 1985, the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-¥)
will also Incorporate the rental equivalence approach. Detalls of these changes can be found
in U.S. Department of Labor news release 81-506, October 27, 1981.

Postponement of Rebasing of Consumer Price Index

Because of severe budget constraints, the Bureau of Labor Statistics did not carry out
the Government directive to rebase the Consumer Price Index and the Producer Price Index to
the new U.S. Government 1977=100 reference base. Postponement was required because of the
high cost of both the direct production work necessary to prepare the data and the information
services to explain the change. No alternative date for adopting the 1977 reference base has
been set. All Items indexes on a 1977=100 reference base are avallable upon request from the
Bureau.




Tahle C. Official CPI-U and Experimental Measures using altemative approaches to homeownership costs: 1967-100.

1/ Residentfal rent, not seasonally adfusted

Relative Unadjusted percent Seasonally adjusted percent changes
importance | Unadjusted indexes change to Apr. 1982 fram fram-
Group
Decesber 1977]Mar. 1982 | Apr. 1982 Apr. 1981 Mar. 1982 Jan. to Feb. Feb. to Mar JMar. to Apr.
ALL ITEMS
CPIU . 100.0 283.1 264.3 6.6 0.4 0.2 -0.3 0.2
Flow-of-Services Measures
CPI-U-XT (Rent Substitution) ........ 100.0 258.4 258.8 6.0 0.2 0.1 0.2 -0.2
CPI-U-X2 (User Cost Qurrent Interest) 100.0 283.9 285.1 8.8 0.4 0.4 -0.5 0.0
CPI-U-X3 (User Cost Avg. Interest) .. 100.0 275.7 276.7 8.8 0.4 0.4 -0.1 0.1
Outl Measures ' R .
CPI-U-%4 {Current Interest) ......... 100.0 279.4 280.2- 6.5 0.3 0.1 0.1 -0.1
CPI-U-X5 (Average Interest) ......... 100.0 270.8 2714 6.4 0.2 0.1 0.2 0.1
HOMEOWNERSHIP
CcPIU 2.8 365.7 - 370.6 9.2 1.3 0.4 -0.9 1.3
Flow-of -Services Measures . .
CPI-U-XT (Rent Substitution)l/....... %5 219.6 220.1 7.8 0.2 0.4 0.5 0.2
CPI-U-X2 (User Cost Current Tnterest). 11.4 .z 819.2 25.5 1.8 0.8 -2.4 0.7
CPI-U-X3 (User Cost Avg. Interest) .. 10.0 346.8 352.8 30.6 1.7 1.5 -1.7 0.6
Outlays Measures | .
CPI-U-X4 (Current Interest) ......... 10.0 446.0 452.1 12.3 14 0.6 -1.2 1.1
CPI-U-)X5 (Average Interest) ......... 8.7 339.7 343.2 14.0 1.0 0.9 0.8 0.9

¢l
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Explanations of Homeownership Measures

Offictal CPI-U includes five components. (1) The weights
for property taxes, property insurance, and home main-
tenance and repairs represent expenditures of all home-
owers in the base period. The weights for house prices and
contracted mortgage interest cost represent only those
homeowners who actually purchased a home in the base
period. Included are the total price paid for the home and
the total t of interest d 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 equivalence measure 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 CPl The
CPI rent is designed to rep in
residential rents for all types of housing units, not just
changes in rents for units that are typically owner occupied.
The .CPI rent com; is, therefore, not appropriate for
this measure.

Experimental Measure X-2: (1) The weight for this user
cost method includes expenditures for mortgage interest,
property taxes, property insurance, maintenance and re-
pairs, the estimated base-period cost of homeowners’ equity
in their houses, and the offset to shelter costs resulting
from the estimated appreciation of house values in the base
period. This measure covers the entire stock of owned
houses. To derive the weights for mortgage interest costs
and equity costs, the total value of the housing stock in the
base period was apportioned into its debt and equity
components. 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 age mortgage i rate

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

Expertmental Measure X-3: (1) The weights are the same
as in Experimental Measure X-2, except that mortgage in-
terest costs are calculated as the total interest amount
paid out by homeowners in the base perlod. As in X-1 and
in X-2, this measure covers the entire homeowner populs-
don (2) The prices for all components except mortgage

costs and {ation are current monthly prices.
As in X2, lppredmon is represented by a S-year moving
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs in a 15-year
ighted moving age, which refl the base period
age distribution of mortgage loans.

Experimental Measure X-4: (1) The.weights for this out.
lays approach include expenditures actually made in the
bass 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

are d in this b those
who made no mortgage debt payment in the base period
are excluded. (2) The prices used for each of these items
are current ones.

Experimental Measure X 5: (1) The weights for this
outlays approach include, as in X4, expenditures actually
made in the base period for property taxes, property in-
surance, and maintenance and repairs. The weight for the
mortgage interest cost term is the samie as for the X-3. No
appreciation or equity elements are used. As in X-4 not
all h are d in this
those who made no mortg;ge 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

11-261 0 - 82 - 2

ng age also used in the X-3.
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Technical Notes

Brief Explanation of the CPI

The Consumer Price Index (CPI) is a measure of the
average change in prices over time i a fixed market basket
of goods and services, Effective with the January 1978
index, the Bureau of Labor Statistics began p

hlichis

visits of the Bureau’s trained rep Mail questi
naires are used to obtain public utility rates, lomc fuel
prices, and cena.m other items.

In calculating. the index, price changes for the various

CPP's for two population groups: (1) A new CPI for A]]
Urban Consumers (CPI-U) which covers approximately
80 percent of the total itutional civilian population;
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 CPIL.U includes, in addition
to wage eamners and clerical workers, groups which histori-
cally have 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, shelter, and
fuels, transportation fares, charges for doctors’ and dentists’
services, drugs, and the other goods and services that people
buy for day-to-day living. Prices are collected in 85 urban
areas across the country from about 18,000 tenants, 18,000
housing units for property taxes, and about 24,000 esta-
blishments——grocery and department stores, hospitals,
filling stations, and other types of stores and service esta-
blishments. All taxes directly associated with the purchase
and use of items are included in the index. Prices of food,
fuels, and a few other items are obtained every month in
all .85 locations. Prices of most other dities and

items in each 1o are 8¢ with weights
which represent their xmponance in the spending of the
appropriate population group. Local data are then com-
bined to obtain a U.S. 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 areas. Area indexes do not mea-
sure differences in the level of prices among cities; they
only measure the average change in prices for each area
since the base period.

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

For further details see the following: The Consumer
Price Index: Concepts and Content Over the Years, Report
517, revised edition (Bureau of Labor Statistics, May
1978), The Revision of the Consumer Price Index, by
W. John Layng, reprinted from the Statistical Reporter,
February 1978, No. 78-5 (U.S. Dept. of Commerce),
in the Medical Care Service Component of the

h : d

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

Consumer Price Index, by Daniel H. Ginsburg, Monthly
Labor Reviow, August 1978; and CPI Issues, Report 593,
(Bureau of Labor Statistics, February 1980).

A Note About Calculating Index Changes

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

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

Indax Point Changs
CPi 238.4
Less previous index 233.2
Equas!s Index point chenge: 3.2
Percent Change
Index polnt difference 3.2
Divided by the pravicus Index 233.2
Equats: 0.014
Results multiplled by one hundred 0.014x100
Equals percent changs: 1.4
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A Note on Seasonally Adjusted and Unadjusted Data

Because price data are used for different purpou: by

the Consumer Price Index unadjusted for seasonal variation.

different groups, the Bureau of Labor Si
seasonally adusted as well as unadjusted chxnges each
month.

For analyzing general price trends in the ecomomy,
seasonally adjusted changes are usually preferred since they
eliminate the effect of changes that normally occur at the
same time and in about the same magnitude every year—

S 1 factors used in computing the seasonally ad-
justed indexes are derived by the X-11 Variant of the
Census Method II Seasonal Adjustment Program. The up-
dated seasonal data at the end of 1977 replaced data from
1967 through 1977. Sub annual updates have re-
placed 5 years of seasonal data, e.g., data from 1975
thxuugh 1979 were replaced at the end of 1979, The

such as price movements resulting from ct
conditions, production cycles, mode! changeovers, holi-
days, and sales.

The unadjusted data are of primary interest to con-
sumers concerned about the prices they actually pay. Un-
adjusted data also are used cxmmvely for escalation pur-
poses. Many coll g and
pension plans, for ple, tie ion ch to

of all jtems and 35 other aggregations
is derived by ing the of 45
selected components. Each year the seasonal status of
every series is reevaluated based upon certain statistical
criteria. If any of the 45 selected components changes
its seasonal status, seasonal data from 1967 forward for
the all items and for any of the 35 other aggregations,
that have that series as 2 component, are replaced.
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CPIV
TABLE L. Consuser Price Index for all urban consisers: U.S. clty average, by expenditure category and commodity 4nd service 9roup,
1967=100
Relative Unaajusted Seasonally adjusted
Group impor tance, Unsajustes indexes  percent change to percent change from-
cember Apr . Apr. 1982 from- 2 Peb. to  mar. to
1961 et} 1982 Apr. 1981 mar. 1982 Pen. Rar. Ape.
Expenditure category
AlL items. . 100.000 6.6 0.4 0.2 -0.3 0.2
ALl 1cems(i957-597100) ... . - - - - -
7003 end beverages... . 17,535 41
Food. - 4.0
Fo0a at hom . 3.4
» ana bakery products i/...... 5.0
poulecy, fish, and eggs . a3
Dairy proaucts L/..... . pors
Fruits ana vegecables. . 4.3
Sugar ana sweets 1/.. . -2.8
Pats ana oils 4 . -3.6
HONa1COB0LIC beverages . . 2.3
. 6.1
. 5.3
. 4.9
. 2.5
. 9.
. 1.
13,
5.
4.
Financing, taxes, .nd insucance 1/ 13.
naintenance and repa: 7.
Maincenance and :lpll! 7.

maintenance and repair

ties 1/..

Fuel and other utilities .

Fuel 011, coal, and bottled gas J..
Gas (piped} and electricity .. .
Other ucilities ana public services 1/
Housenola rurniéhings and operation
Housefurnishings .
Housexeeping supplie
Housekeeplng mervice:
Apparel and upkeep.
Appuu commogities
na boys' lppnreL
omen's and gicie: par
Intancs' ana ‘oaullxl apparn

e

Private r.xlnlporr.l(xon.
New cars
Used car .
notor uel 3/..

Gasoline
maintenance and re:
Other private tranaportation 1/...

Othec private trans. commodities L/

Other private trans. services L/

Public transportation 1/..

medical care
Medical care conouiuu .
Medical cace services .

Professional service

ther medical care

EntertalnMent .....eae
Entercainnent coamodities
Entertainment services L/.

Othec gooas and services,
Tobacco products Lf.

Perscnal care L/... .
Tollet gooas ana pe(lollll C re

appliances
Personal care services 1.

|
-
P Y 4 -G AP P o o o Y o o T P T L e L T

3.

-

-

e

LVl UNAMHALBRWOMNELOENNNLOBUNNOWLNOFLURE RVWHONE CRUANND N

24307

240.6
242.3

Personal and educational equn.l( 290.4 t
School books and SuppLis 263.3 1
Parsonal ana educational services 297.1 3.

Commoaity and
ceeee 2631 284.3 6.6
. 258.8 258.9 3.2
. 275.6 276.5 41
£ood and beverages ... 24701 247.0 2.9
3 food and bevecages... 263.4 259.7 -1
. 180.8 4 2.1
. 310.3 -2.6
. 3.5 6.6
. . . 325.5 1.2
¢, residential 1/, . us.6 1.8
hoid ces 1. . 392.5 12.8
. 280.8 2.8
. 4.068 5.1 12.3
Other eeryices ..... . au? 254.0 a8
Special indexes
ALL 1teas leas f0od. . 83 282.9 7.1
. 68072 268.5 268.7 5.4
. asan 267.2 267.9 5.6
ome purchase and \
aoregage interast coste . 79.597 267.1 267.5 5.8
. 280.9 2.1 $.3
. 245.2 245.0 2.9
. 2504 255.0 -1.2
. 29 2914 -2.1
Nondurables venee 270.7 269.3 1.3
Secvices less fent. apve: 3457 491 1106
medical care i/ cees 1.1 324.0 1.0
ceves 406.1 395.7 -3.4
ceaen 736 275.7 7.9
FIPON 269.8 272.2 a0
. 225.3 227.2 6.4
. 245 406.6 -11.3
Services less enecqy. . 321.5 324.5 10.9
the consumer dollars .
- $.353 8.352 -6.1
- 304 302 - -

1/ Not zesso
Y, Hew mecies; includes aicect pricing of di
3/

ally adjusted. -
1 and gasobol as of September 1361.
ot September 1981.

not to any specific date.

Includes direct pricing of gasohol
HOTE: Index applies to a month as a whole




TAMLE 2. Consumer Price Index 107 all Urban Con3TIers:
coamocity and service group, 1967=100

Sessonally acjustea indexes

Jan.
1982

Group

rod
ana

Sugac
Pate and oils 1.7
Nonalcaholic beverages

Rent
Other rental ¢
Homeownership
Home puzchase
£inancing, caxe:
Maincenance ana cepairs
Aaintenance and repaic
Maintenance and repair
commodities L/.

Puer ana other utilit
e1s .-
Puel 0il,

coal, ana bottlied gas

woaen's and quh apparel
Infants' ana todalers' apparel
Pootwear.

Ocher apparel co-ocxuu y-
Apparel services

Usea ¢
Aotor fuel %/
Gasoline 3/..
Mainzenance end cepaip
Ocher private ulnlporur.lon
Other private trans.
Other private trans. ervic
Puplic transportacion L/.
nedical caze. .es
medical caze commodities
neaical care services .
Proressional secvices _/
Other medica:
Entertainment
Entercainment
Entertainment
Other gooas and servic
‘Tobacce products /.
I?lrlornl care L/...
Toilet goods and
Appu.nc 5 L
Personal care services L/.
Pecsonal and educational expanses
School booka ana supplies .
Pecsonal snd educational services .

personal care

Nonaurabies less tooa, btvtrlg

ana sppacel 1/.-..

udlcu care
Other servic

Spectal inaex
All icems less ¢
AlL items less

gage interest costs
©All items less medical ca

Services less energy.

Not sessonslly adjusted
av series; includes ditect pricing of
noludes direct pricing of gasohol as of
Index agplies to a mouth a
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CPLU

Seasonally aajusted U.6. City average, by expenditure category and

Seasonaliy adjustea annual rete
percent change

Peo.  mar.  Apr. 3 @ontns enaing in % sontas ending in
1982 1982  i%82  July  Oct.  Jan.  Apr.
1981 1981 1982 it 19
Expenditure category
- - 4.0 0.8 .8
274.9  275.7 3.9 2.4 1
3.6 2.1 3
36 1.8 .
7.2 2.7 9
-7.8 7.1 6
2.0 2.8 ‘
4 313 -10.8 2
- 1.9 4.2 2.0
- -9.9  -1.0 5.9
4 7.5 32 5.3
] 3.2 2.3 3.0
7 4.7 3.1 IR 3.9
2 5.9 . 4.6 1
s 4 3.7 1.3 .
10.% 2.6 3.5 15.7 3.0
1.6 0.1 “ 9.4 6.2
25,9 5.8 1.3 10.0 8.5
10.2 1.3 3.1 160 2.2
1.6 -4.6 a.s 9.3 -1
19.4 3.4 1.8 26.0 2.6
3.4 9.6 3.5 7.9 6.5
361.6 45 10.9 2.8 9.0 6.8
254.6 .0 5.2 6.0 4.1 5.6
339.9 9.4 1800 2.9 0.2 3
432.3 5 17.4 -2 7.9
683.1 -3.0 8.1 -23.6  -S.1 -
9.2 20.5 10.0 13.4
20,4 7.2 10.8 17,0
5 s.7 6.4 5.2 [
4 5.5 as 43 6.4
1 4.2 1.2 8.6 5.6
7 7.2 9.5 .0 7.4
) 5.2 -4 .9 4l
1 o .S .6 3.4
3 9.3 -2.6 -4 7.3
3 .3 -.8 . a3
‘ 9.0 -5.7 .8 £.7
7 4.5 2.6 .0 1
1 7.4 -6.0 .9 4
s 7.6 6.4 .6 1 ]
3 120 5.2 .1 2 3
7128 5.1 .4 2 4.6
2 2.5 4.2 .0 7 2.1
9 39,4 135 6 293 10.0
5 10.6  -i.4 .2 .6 -23.8
5 10,6  -1.% .2 .6 -23.9
7.6 1L 5.8 .4 9.3 6.6
1.6 7.8 9.7 .9 9.7 6.2
14 7.7 5.4 .1 s 2.1
13.8 7.8 10.8 . 7.1
39.7 9.9 5.1 54 s.2
13.6 12,9 108 11.2 1.0
1.3 7.9 12.1 10.0
13 1.5 1009 1.2
[ 8.1 2 (8%
171 143 138 13.8
9.0 6.9 5.7 §.3
7.8 6.1 6.0 6.0
n.2 8.4 s.4 6.9
12.0 6.7 1.4 5.1
1.4 3.2 149 (%]
6.1 6.9 8.6 7.7
5.2 6 33 10.8
6.7 . . 5.4
20,2 10.6 ° 1.3
4.5 1L.9 1.8
294.3 9.5  10.5 1.2
Commodity ana service group
- 4.8 10.5 2.8
260.4 2.5 67 .1
275.8 3. 5.0 3.1
5.2 2.1 7.5 1.2
265.9 . 43 -7
180.0 1.8 3 1.0
4.9 1.9 1.0 -6.1
234.6 2. 9.5 3.8
325.6 15.7 6.6
218.6 9.4 [
3940 19.3 6.0
7.6 13.1 6.6
341.0 13.6 1.2
282.5 10.2 7.4
202.9 1.6 o
269.1 [ 9
v 2 1
267.1 s 1
2.2 3 5
. 1
3 s
2 3
] 1
? s
6 5.7
s 9.0
1
’ 5.0
s .
‘ -11.7
0 3.8

diesel and 'lnbol as of September 1901.

» Dot to any |pocxnc date.
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CPI-U
TASLE 3. Consumer Price Index for all urban consumers: Selected areas, all items index, 19670100 unless otherwise noted
ox. Incexes Percent change to Percent change to
Area }/ Pricing  index Feb.  mar.  Apr. Apr. 1982 from- Rac. 1982 trom-
schedule base 1982 1982 1382 1982 Apr. Feb,  Aac.  Mar. Jan. Feb,
2/ - 1981 1982 1882 . 1sel 1982 1382
U.B. CITY AVErag@.es.ceeenceeannnn 2834 203.1 28402 6.6 0.4 6.8 0.2 -0.1
Chicsgo, ILl.-Northwestern Ind. n 6.3 1.4 6.4 .5
Detroit, mich n 4.1 2.0 3.7 .1
L.A.-Long Be-cn. Anabela, Calit. n 8.0 o1 0.8 -4
u.¥., H.Y.-Nor L3 5.0 .3 5.3 -.6
Philagelphia, b n 5.4 1 6.3 -3
Anchorage, AL 1 10/67 - - 7.8 -
8altimore, md 1 - - 4.3 -
Boston, mass. 1 - - 2.9 -
Cincinnets, Ohio-ky 1 - - 7.1 -
Denver-8oulaer, Colo. t - - 9.9 -
1 117 - - o -
1 - - 7.2 -
1 - - 3.7 -
n - - 6.9 -
1 - - 8.3 -
1 - - 8.9 -
Searcle-Everect, 1 - - 2 -
mashington, D.C.-Ag. 1 - - 6.3 -
. 2 - 5.4 .1 - - - -
- 2 - 1.5 -6 - - - -
. 2 - 5.3 .2 - - - -
Dallase Ion. -oun. “Tex . 2 - 6.3 1.2 - - - -
Qonolulu, Hawaii..... - 2 - 5.5 . - - - -
Houston, Tex. . . 2 - 6.5 -3 - - - -
Ransas City, Mo . 2 - 3.2 -7 - - - -
Minneapolis s: Pnul Ninn.ui . 2 - 3.2 -l.4 - - - -
Ppitesburgh, . 2 - 3.6 -L.2 - - - -
San Prancisco-oakisna, Caliteserii 2 - 10.5 1.0 - - - -
Region 3/
Mortheast. . 2 12/17 - uLe - ur2 4.0 -3 - - - -
. 2 12/77 - 1521 - 15401 7.2 1.3 - - - -
. 2 12/77 - 154.3 - 1536 6.4 -5 - - - -
. 2 12777 - 156.1 - 156.9 8.1 .5 - - - -
. 2 12/277 - - 14903 5.9 - - - -
. 2 12/17 - - 1543 6.8 - - - -
. 2 12/77 - - 15408 6.3 - - - -
N 2 12/717 - - 153.0 6.5 - - - -
. 2 12/77 - - 1539 8.3 - - - -
Regton/population size cl
cross classification )/
Northeast/A.. 2 12/77 - 442 - 4.6 - - - -
North Clnlr.l/l. 2 12/77 - 1516 - 6.4 - - - -
Soput 2 12/77 - 152.6 - 6.1 - - - -
uu/u 2 12/77 - 1519 - 6.2 - - - -
Northeast/B. 2 12/71 150.7 . a9 - - - -
Worth Cenual/ﬂ. 2 12/1 - 1519 - 8.1 - - - -
2 12/77 - 157.2 - 6.1 - - - -
2 12/77 - 157.1 - 7.0 - - - -
2 2/77 - 1s8.1 - 5.9 - - - -
2 12/77 - L. - 7.8 - - - -
2 12/77 - 154,00 - 6.0 - - - -
2 12777 - 150.2 - 6.3 - - - -
2 12/77 - 151.4 - 5.9 - - - -
2 12/71 - 1510 - 8.6 - - - -
2 12/77 - 1523 - 6.2 -8 - - - -
2 /m - 153.) - 10.0 3.0 - - - -

v

NOTE:

Area is generally the sr.undn a nuropo:unn Sctatistical Area (SMSA), exclusive of farms. L.A.~long Beach, Anaheim, Calif.

18 a combination of two Northeastern N.J. and Chicago, Ill.-Northwestern Ind. are the more

extensive Standard Conwhdaztﬂ Areas. Area definitions are those established by the Office of Management Budgat in

197:. except for Denver-douldar, Colo. which @oes not include Douglas County. Definitions do not include revisions made
1

and several other it
M - Every momth.
1 - January, March, may, July, September, and November.
2 - Pebruary, April, June, August, OCtober, And December.
Regions are dezined as the four Census region:
The population size classes ace aggregacions
Moze thln
Az 1,250,000 to 4,000
8 385,000 to 1,250, %00,
< 75,000 to  385,000.
Less than 75,000
popuunon size class A i the aggregation of population size cl

priced every month in all ar

1 most other goods and services priced as indicated:

which have urban population as defined bslow:

s A-1 and A-2.

within are

are found in the Consumer Price Index; differences in living Costs among areas are found in

Price chang
Paily Budge



TABLE 4. Consumer Price Index for urban wage earners and clerical workers:

cozmodity and service group. 1967+100

19

Unaajuscea

Relative

Graup ioportance, Unagjusted indexes  peccen

Dec £, ( A .

1981 1982 1982 Apr. 498

Expendit
Als 1tems. . 100.000

ALl ftema (1957594100 - -
000 and Geverages.. . 19,136
Pooa. .. . . 18.083%
Foos ac . vaes 12,485
Cereals ana bakery products 1/... 1.639
Reats, poultey, £ish, and eggs... 4.108
Dairy products L, . 1.660
Pruics ana vegetables. . 12
sugac and cweets L/. . (463
Fats ana oils L/ . .34
Nonalconoiic beverages - 147
Other prepared foods - L.124
00d_away £ron home. . 5,604
Alconolic beverag . 1.047
Housing . . . 42,657
Shelter. . 25.005
e, . . 4.019
Other tal costs .. . +513
Homeownersnip. - 23.472
HoZe purchase L/....... . .36
Pinancing, taxes, and insucance L. 12,131
Malntenance and repaics.... 3.178
Maintenance and repair gservices... 2.314
naintensnce ana epaic
1ties 1/ .865
Puet ana otner neilicies 6.786
18 seennee 5.048
Puol 011, Coai, ana botticd gas i/. 1.387
Gas {piped) and electricity .. 3.660
Uther utilic1es and puniic services L/ 1.138
Houunom Lurnishings and OpPECAaT 1Ol 6.866
Houserurnisnings 3.908
Housekoeping ouppiies 1/, 1419
Housokeeping cervices L/ L4681
Apparei and upkeep. 4,625
Apparel cozmoditie: 3,991
Men's ana boyo' apparel 1.253
women'a and girls' appar L.a72
Intanca' and codalers’ lppnrel . 119
Poorw . 647
Ouher apparel comoaities 1] 500
Apparel services . .634
Transportation. . 21.838
Private :nn.pou.uon 20.68)
e 3.703
Used c . 4.215
Notor fuel 2 . 6.831
Gasoline 3/ 6.696
maintenance and cepair 1.596
Other private u.n-poxuuon PV 2T 4.336
o:nox pnva commoaities 1/. .756
Setvices i 3

wnnc u.n-poxuuon_/
Mecicai care.
Medical care eon-odxnu
ngaical cate Bervices
Protessional services L/.
Ocher medical care
Entertainment

Entectainment secvice
Other goods and secvices .
Tobacco products
Pecsonal care Y.
Totle © qooas ana ‘personal care

1/

appl: t
Persona.
Paceonal and educational
8chool books ana supplies

000 and beverage
Nondurables less £0od and bevera

81.9:1
70.995
89.736

v

and’energy .

co-oduu. less £00d ana energy.
y.

Purcl
1967981700 é/
1957-59=$1.00 1/.

1 Not seasonsily sdjusted.

e e

are swbbumnro

e
CreauerErNE ROl KOG BBOERIRIG NNNEW

A S A S T

.
-

t change to
1982 troa-

1 mar. 1982
ure category

0.4

[ S

lhv nuu, includes direct pricing of diesel and gasobol as of September 19381.

n/ udes girect Pricing of gazahol
m'lx nmu appties to a month a

Septemer 1981
a whole, not to any specific date.

CPIW

U.5. city average, by expendituce category ana

Seamonally acjusted

percent change

Jan. to
Teo.

-2

reo.

[t

nar.

£roa-
na.

o

Ape.
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: CPIW
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Representative Reuss. Thank you. The happy performance of the
CPI in April was largely due, was it not, to the miraculous 2.6 percent
decline in energy prices?

Ms. Norwoop. Well, there were a number of components which
declined and a number which went up, but you are quite right. The
decline in energy prices had an important effect.

Representative REuss. Some point out today that the decline in
retail prices of energy products is leveling off and in fact the price of
gasoline is starting to rise again.

Is that correct ?

Ms. Norwoob. That is what I read in the newspapers, Mr. Chairman.

Representative Reuss. Well, it has to be right then. [Laughter.]

If you remove from the April figures the very delicious 2.6 percent
decline in energy prices and suggest that energy was a wash, is 1t not a
fact that the rate of increase for A.pril overall would have been 0.8 of a
percentage point rather than 0.2 of a percentage point, and that 0.8
of a percentasge point for a month, of course, annualizes at our friendly
double-digit inflation ?

Ms. Norwoop. Mr. Chairman, you are quite right that if you look
at the all item CPI excluding energy, we got 0.8 percent increase
and that is higher than a 0.2 percent for the all items CPL

As you probably know, we don’t like to annualize a 1-month rate
because we think it puts too much emphasis on a single month.

I think it’s also important to note that one of the things which in-
creased the index this month was a change in house prices, and the
CPI including energy but excluding house prices is zero.

Representative Reuss. If what the newspapers are reporting,
namely an increase in retail energy prices, comes to pass, would you
expect this to show up in the May CPI figures, or could it lag until the
June CPI figures are in ?

Ms. Norwoob. I am not sure of that. Of course, Mr. Chairman, I
think the important point is that the news suggests that there may
be some curtailment in the supply of energy which should probably
produce some increases in the price of gasoline and other energy items
in the CPI.

I have not seen any evidence yet, however, that anyone expects those
prices to go up sharply, and I think the question is how much of an
Increase will there be.

Representative Reuss. But if they go up at all, that is likely to signal
rising inflation; is it not?

Ms. Norwoob. I think we cannot expect a continued downward pull
on the index from energy commodities, and we have had that in the
last few months.

Representative Reuss. If this occurs, that is, if the CPI turns up-
ward in the next month or two, is it possible that we are going to see

at one and the same time rising unemployment and rising inflation?

Ms. Norwoon. I would hope not.

Representative Reuss. Well, we all hope not. Do you think it is a
possibility ¢

Ms. Norwoop. I just don’t know.

Representative Reuss. The housing industry in our country is in a
severe—I use the word “depression” for housing, yet housing prices
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increased 1.2 percent in April. 1 don’t like to annualize either, but
that’s a whopping 1-month increase.

How do you explain that housing increase in the face of a clear
depression ?

Ms. Norwoop. Well, as I have explained before, Mr. Chairman, we
have some real concerns with the data base that is used for the house
price index.

We also are certain, as I have indicated publicly, that we are prob-
ably not picking up some of the so-called creative financing arrange-
ments that have been occurring. And so I would look at the housing
component, with some care, and I believe we want to look at it over a
longer period of time than a single month.

As you know, the rent-based experimental index did not show that
kjl;ld of increase, and I wouldn’t look at that over a 1-month. period
cither.

I think probably over a longer period of time—over a period of sev-
eral months—the house price index has been more moderate than in
this particular month. ,

Representative Reuss. Referring to the Consumer Price Index, am
1 right that about once every 10 years comes a revising and correcting
and updating time on the part of BLS with respect to the CPI?

Ms. Norwoop. Yes, that has been a historical practice.

Representative Reuss. When are you ready for a 10-year revision ?

Ms. Norwoop. I would say that that has to depend on action by the
U.:S. Congress, sir. :

Representative Reuss. Well, if we are to follow good statistical
methodology, when should we review the Consumer Price Index ?

Ms. Norwoon. We should have begun work on that perhaps 2 years
ago.

gRepresentative Reuss. Was the wherewithal to provide for that re-
view, which, as you say, we should have begun 2 years ago, included
in the 1983 budget request?

Ms. Norwoop. No, sir.

Representative Reuss. How much money would have been involved
had a request been made?

Ms. Norwoop. The revision of the CPI has many aspects to it, and
it must be done over a period of several years. So there is an incre-
ment for several years. The first year’s increment is about somewhere
in the neighborhood of $5 million.

Representative Reuss. Do you regard the bringing up-to-date of the
Consumer Price Index as an important tool for seeing that our country
achieves its goals?

Ms. Norwoop. Mr. Chairman, as Commissioner of Labor Statistics, I
have very great concern for my responsibilities in seeing to it that the
data we produce are relevant to current conditions and are of high
quality. And I believe that we need to look at not just the market
basket, but also the areas in which we collect data.

Since the 1980 census data are now becoming available, the whole
rental component should be redesigned. I would also like to see some
further quality control work and some further research in a number
of areas, as well as the introduction of modern technology in data
collection.
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Representative Reuss. I am impressed by what you say. I certainly
will do my best to see that, in one way or another, the Bureau 1s put in
possession of the means to do its decennial updating of the CPI.

Congressman Wylie. )

Representative Wyvie. I defer to Senator Mattingly.

Senator MATTINGLY. Mr. Chairman, the Subcommittee on Congres-
sional Operations and Oversight, which I chair, has also held a number
of hearings where Ms. Norwood has presented valuable information on
the CPI. There are alternatives that Congress can pursue instead of
waiting for a millenium, to revise the CPI-W or the CPI-U. An
improved standard might change the lag time and yield a more fair
index to whatever economic program there is in this country.

Right now there are 84 indexed Federal programs. When we see the
Consumer Price Index falling, as it is now, we should recognize it as
good news. Sometimes one gets the impression that we’re looking for
bad news. Perhaps some want to see inflation stabilize. Others want
it to increase in order to take the pressure off some of the accomplish-
ments we have been trying to make in this Congress.

As you know, the inflation pressure, as Ms. Norwood said, is dimin-
ishing. Regardless of the many comments on unemployment and inter-
pretation of the data base, there is still a bottom line—the CPI has
gone down. For the last 4 months, I think it measures out at 1.2 per-
cent. That is good news indeed.

Furthermore, I think the CPI shows the path to recovery. I do not
feel that inflation will necessarily take off when our economy recovers.

There are two things that must be done in the budget process. First,
we must tackle the entitlement programs which we continue to avoid.
By applying the CPI in a fair and even-handed manner, it can help
the recovery of this Federal budget. But at the same time, we must not
saddle the private sector with unwarranted taxes that are going to
stifle the growth of this recovery.

Now, it all comes down to the budget process here in Congress. The
true economic problem in the budget is the entitlement programs. A de-
creasing CPI is going to have a tremendous impact if it continues in
this direction. In your opinion, how will a shrinking CPI impact the
outlays of the Federal Government ?

I’'m not a pessimist. I don’t think if we have economic recovery the
CPI has got to go back up.

Ms. Norwoop. Well, clearly, since the CPT is used to escalate a num-
ber of Federal Government expenditures, a more moderately increas-
{)n,(ﬁ CPI will have a very important effect on the Federal Government

udget.

Senator MarTincLy. When you testified before the Operations and
Oversight Subcommittee, the Brookings Institution, the American En-
terprise Institute, the AFL-CIO, and the U.S. Chamber of Commerce
were all represented. At that time, everybody was willing to accept
the application of the CPI and its relation to adjusting the cost of
living. I think that this goes hand in hand with this budget process
we’re on.

Don’t you now feel that you agree that there’s no necessity of in-
creasing inflation if we have economic recovery ? Why would the CPI
go back up if we have economic recovery ?
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Ms. Norwoop. I certainly hope that we have economic recovery and
that we continue to have price moderations, Senator Mattingly.

Senator MaTriNGLY. Do you think that we’re trying to pick off dif-
ferent items in the market basket that are going down? What in that
market basket has remained up?

_ Ms. Norwoop. One area that I have great concern about is the con-
tinuing increase in the medical care component of the CPI, which
seems to be going up at a rate of about 1 percent a month. There are
always some things that go up and some things that go down. The
CPI is basically an average. But we have come from very high rates
of 13 and 14 percent, down into a much more moderate range.

Senator MatTineLY. The market basket is primarily composed of
consumable items which exhibit this dramatic downward plunge. Isn’t
that true?

Ms. Norwoop. The CPI market basket is made up of the goods and
services that were actually purchased by families in the United States.
The last survey on which the market basket is based was conducted in
1972 and 1973.

Senator MarrincLy. Does that also mean that what is happening in
the CPI suggests that real wages are rising now ?

Ms. Norwoop. The Bureau of Labor Statistics issued a real earnings
release today, which shows some slight decline this month. In the
previous several months, there has been an increase in the real average
earnings.

Senator MarrincrLy. If we ever do change the market basket, let’s
just make sure that we don’t put the Federal budget in there. As usual,
1t seems to be the only thing that has a high rate of growth at this
moment. :

Thank you very much.

Representative REuss. Senator Jepsen, will you be kind enough to
take over until Congressman Wylie and I get back?

Senator JepsEn [presiding]. Thank you, Ms. Norwood, for waiting -
while we play musical chairs.

All of us will probably be running in and out of the hearing room
because we are working on developing a budget in both Houses.

Ms. Norwoop. And that is rather important.

Senator JepseN. Ms. Norwood, is the reduction in the rate of infla-
tion observed in recent months, when using the CPI, confirmed by the
patterns in other price indexes, such as the Producer Price Index, the
GNP price deflator, or even the experimental CPI measure that you
have devised that uses a rental basis for housing? Is there a relation-
ship that you find with the present CPI?

Ms. Norwoop. I believe it is correct to say that just about all of the -
price measures that are produced by the U.S. Government have shown
considerable moderation, particularly in the last half year or so.

The Producer Price Index system does permit us to look at the trend
of prices through the various stages of development in the economy,
from the crude materials level through intermediate processing, fin-
ished goods, and then on into the consumer area. :

And the producer price system has shown even greater moderation
than the consumer price system.

Senator JepseEn. Ms. Norwood, does there seem to be a consensus
among the economists that have been around Washington for a long
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time, and the folks that have been working on our budget negotiations,
that if you have a pump priming, if you get the loose money policy
plus tight fiscal policy, you’ve got the magic formula ?

Do you think that such a view is having any influence on some of the
decisions made by your shop, or that are advocated in other areas—
possibly in your reflection of this chart here this morning?

Ms. Norwoop. Mr. Chairman, our job is to measure what has hap-
pened. We stick to the facts. We derive and collect data. We process
them in accordance with procedures that have been established in
advance and explain publicly to anyone who wants to look at them.
So we just report on what is happening, and we leave to the Members
of 1.C‘ongress and the administration and others the role of making
policy.

Senator Jepsen. Well, you have the facts. :

High money growth, which has been in existence until recent years,
is sort of the name of the game. You just pump prime the economy.

According to your facts and statistics and records, has that worked
over the years?

Ms. Norwoop. Well, there are a lot of different views about whether
inflation is caused because of excessive demand or perhaps not suf-
ficient supply.

All that T can tell you is that our measures include the prices that
are paid. And, of course, the official CPI is affected very much by
interest rates and by other developments that make people either buy
more or buy less. But the causal relationships we prefer to leave to
all of the scholars and forecasters. There is a very large industry out
there that tries to do that.

Senator Jepsen. OK. Thank you very much.

Ms. Norwood, I have no further questions.

I thank you very much for coming and appearing and for all of
your input. ,

Good morning, Mr. Ture. It’s a pleasure to welcome a former staff
member of the committee.

Having said that, we will recess for a few minutes. I have now to go
to the Senate for a vote, and the House Members are voting, too. We
expect to reconvene in approximately 10 minutes.

Thank you.

[ A short recess was taken.]

Representative Reuss [presiding]. Mr. Ture, welcome back to the
Joint Economic Committee. I welcome you because you were for some
years our brain trust leader and I enjoyed working with you so much.
I wonder if you would mind yielding just long enough so that Con-
gressman Wylie could ask Commissioner Norwood a few questions?

Mz, Tore. Oh, no. Certainly I would have no objection.

Representative Reuss. Why don’t you just make yourself com-
fortable right where you are. Don’t move, and Commissioner Norwood,
if you would be kind enough to resume the witness chair for Congress-
man Wylie.

Representative Wywie. I want to make the recommendation that we
hearken the good news about the inflation rate—and we don’t hearken
the news about the unemployment rate. The Chairman in his opening
statement made the observation that when unemployment goes up, the
inflation rate goes down. That observation hasn’t always been the case.
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As a matter of fact, in 1974 the unemployment rate went up and the
inflation rate went up at the same time. :

But where is the fine line between inflation control and economic
growth and employment? I’m not sure this is the proper question to
ask you, but can we have a lower inflation rate and high employment
at the same time?

Ms. Norwoop. There certainly have been times in our history and
where the relationships have become much more clouded in recent years,
and I think it is rather difficult to pull them out. But I am sure that
Mr. Ture will be much better qualified to answer some of the ques-
tions than I.

Representative Wyvrie. Yes. I’ll ask Mr. Ture that. But to report un-
employment statistics, I am sure you have to pay attention to what
factors motivate increases or decreases in the unemployment rate. How
important are seasonable price variations in the determination of
trends in the CPI? Is it possible to make a strong argument that the
recent sharp decline in inflation is the result of seasonal factors?

Ms. Norwoob. No, sir, not at all. There are, of course, seasonal in-
fluences on prices. We expect that when agricultural produce is plen-
tiful, that prices would be lower and that as we near the end of a
growing season some prices for some commodities will be higher. For
many commodities there are changes of season and there are certain
periods during a year when their prices move—more or less predict-
ably—higher or lower. So there are some very specific occurrences
which happen year in and year out.

In recent years, of course, some of the pricing practices of our
American economy have been changing and seasonal adjustment is,
of course, a very imperfect art, and we have had difficulty dealing
with some of these changes. We do the best we can with it. It is, I
believe much harder in the price area than it is in the employment-
unemployment area to do a really good job of seasonal adjustments,
and I think it’s important to look at all of these data. But I think there
is no question in my mind that any way you look at the CPI, it has
decelerated.

Representative Wyrie. Thank you.

Now, in your attempt to make adjustments or projections of things,
you have to take various factors into account as to what the unem-
ployment rate might be—what is down the road 1 month or 2 months
down the road or three months down the road. You do make projec-
tions as to what the unemployment rate might be. Is that correct?

Ms. Norwoop. No; we do not. We believe rather strongly that if we
were to engage in short-term forecasting, that we would perhaps be-
come captured by the need to show our skill in that area. We feel it
is far better for us to leave short-term forecasting to others to do, both
inside the administration and in the private sector, and we try to re-
restrict ourselves to looking at the trends as we see them on the basis
of what has actually happened.

Representative Wyrie. Well, that would have led me to my next
question, which may not be appropriate. I happen to think the big in-
crease in the unemployment rate is due almost entirely to the increase
or continuation of high interest rates. You do not make any projec-
tion or pay any attention to interest rates?
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Ms. Norwoop. Well, it’s certainly clear that some of the areas where
employment declines have been steep, housing in particular and auto-
mobiles, other durable manufacturing have, of course, been affected
by the high rates of interest. I believe that’s very important. The only
point I would make is that T would leave to my friends at the Treasury
Department the forecasting of what is going to happen to interest
rates in the future.

Representative WyLIE. Well, I think maybe it’s time, from my stand-
point, to hear from one of your friends at the Treasury Department.

Thank you very much, Mr. Chairman.

_ Representative Reuss. Commissioner Norwood, thank you for stay-
ing here. Now you are excused, and I part with the hope that we will
be able to do something about the CPI updating. I am impressed that
we should not let those decennial census figures lie fallow, but should
get to work on them and see what effect they have on the CPI. As Sen-
ator Mattingly pointed out, the CPI is not just an abstraction. It’s a
very real thing on which millions of dollars hang.

Ms. Norwoop. Thank you very much.

Representative Reuss. Secretary Ture, thank you very much for
your patience. As I said, we are honored and delighted to have you
here. Senator Jepsen was particularly pleased to be here this morning
and he at the moment is gone, but he will be back. I have the impression
you do not have a written prepared statement.

“Mr. Tuge. It is with great regret I have to advise you that I had
sent up 100 copies of a statement for the record this morning, and
apparently they have gone astray, and I do hope they will come back
to the fold very shortly.

Representative Reuss. Let me say that your full statement, when
discovered, will be put into the record. But why don’t you proceed,

then, as you like.

STATEMENT OF HON. NORMAN B. TURE, UNDER SECRETARY FOR
TAX AND ECONOMIC AFFAIRS, DEPARTMENT OF THE TREASURY

Mr. Ture. Thank you very much, Mr. Chairman and Congressman
Wylie. I am sure you will appreciate it’s always a great pleasure for
me to have the opportunity to come to the J oint Economic Committee.
T have a feeling this was, in a real sense, my alma mater; I worked here
very happily for a good number of years and learned a great deal. I
hope I did not leave an undue scar on the organization as I took my
departure, but it’s always a pleasure to come back and have the oppor-
tunity to exchange views. L

We are talking this morning about inflation and its implications.
The best thing and the most important thing to say about it, of course,
is the really good news in the economic outlook. The Commissioner’s
report this morning is an additional piece of evidence that suggests
that the inflation momentum is very substantially reduced and we
must all take some considerable heart from observing that. It is not
merely the downward movement in the Consumer Price Index that 1s
an indicator of favorable developments here. We find the same sort of
information in the GNP deflator and the Producer Price Index.
Although the numbers vary, they all show essentially the same sort of
development, a material decline over the last several months in the
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rate of advance in the overall level of prices. Clearly, we must all
welcome this.

These data very strongly urge that there are no mysterious forces
that require inflation to proceed at some inexorably high and vigorous
rate. In other words, these data certainly suggest some substantial
challenge to the notion of core inflation.

By the same token, there is nothing in these numbers that says we
can afford to relax and assume that we are well over the hump on this
and that the battle has been won.

In my view, the progress with respect to the war on inflation can be
attributed, to some very substantial extent, to the deceleration, in trend
terms, in the rate of growth of the stock of money. I think that our
ability to continue to progress in holding down the rate of growth of
the price level will depend on our capacity to continue to restrict the
rate of growth in the stock of money.

I wish my statement were here so indeed you could look at it; what
you would find is that the monetary growth path over the past year
and a little bit—the last 14 months—has been regrettably quite erratic.
For the roughly 7 months preceding October of last year we had the
kind of growth path in money stock which I think contributed mate-
rially to a slowing of inflationary pressures. Over that period M,
growth was at an average annual rate of approximately —0.1 percent,
and indeed, in 6 of those 7 months the growth rate was virtually zero.

In the 7 months following September of last year, on the other hand,
the growth rate in the stock of money, as measured by M,, has been
alarmingly rapid, erratic, to be sure, but at an average annual rate of
approximately 8.5 percent, and that certainly is a source of concern.

I think we could be fairly relaxed about it i1f we could look at these
numbers and say, as has been suggested by some, that they are a mon-
etary aberration, a blip on a growth path which is, indeed, much more
subdued. I would like to believe that were true, but if you look at the
rate of expansion of the monetary base, you find that it has, in fact,
over that same 7-month period, increased even more rapidly and it
suggests on the basis of that sort of lag relationship that is to be
observed, that we are likely to see a continuation of the growth in
money stock at, in my judgment, an untowardly high rate for several
months to come.

I think that spells the resurgence—or a possible resurgence—of in-
flationary pressures. I would fervently hope we can get on to a course
of very slow, very steady—and I emphasize very steady—monetary
expansion in the very near future, and that that policy would be com-
municated to the financial community, to the business community at
large, and to households, and that indeed that policy’s consistency can
be demonstrated by actual events over the next several months to come.
If, in fact, we succeeded in achieving that kind of growth path with
respect to the stock of money, I am confident we will be able to cement
the progress that has been made to this point in time with respect to
the inflation rate, and I think as well it will contribute materially to
bringing down the current level of interest rates,

As has been observed and observed very widely, the high level of real
interest rates—I put quotation marks around the word “real”—that
now prevail and have prevailed for some time past represent a major

11-261 0 - 82 - 3



30

impediment to the resumption of vigorous and sustainable economic
recovery. I subscribe to that view but I do not believe that measures
other than obtaining a slow, steady—underscoring that word many,
many times—growth in the monetary aggregates will produce the de-
sired decline to a lower level-—a significantly lower level in the rates of
interest. '

I notice an interesting chart which I regret I was not here to hear
explained, but gazing at it, I would imagine it represented an effort to
establish a relationship between the inflation rate as measured by tne
CPI and the unemployment rate. I am not quite sure what the data
alluded to on the red line are, whether it is an annual average, a lag
relationship, or a contemporary monthly observation. But glancing at
it, what it would seem to suggest to me is that the relationship, if any,
has a negative sign and probably a very low correlation coeflicient.
I would be very much intrigued to see if anybody has done a simple
correlation of the two and what the statistics that emerge from that
are.

We have many, many times, all of us, I think, in the past examined
efforts to relate unemployment rates and inflation rates on a so-called
Phillips curve, and to see whether or not there is a steady, reliable
relationship there. I have never found one. Nobody that I know of who
has done so has been able to establish one. I don’t want to make cate-
gorical assertions that there isn’t any relationship there at all, but I
suspect it’s precisely the opposite of what is generally surmised ; that
is to say, I think high inflation and the expectation of it probably im-
pairs employment conditions, whereas an expectation of a low inflation
rate probably is highly constructive in terms of improving labor mar-
ket condition.

Let me very briefly amplify on that point and then make myself
available for questions. I think that the prospects for a sustained and
wholesome recovery in the U.S. economy will be greatly heartened if
all of us, and particularly the decisionmakers in the private sector,
can be convinced that the high inflation rates of the recent past are a
thing of the past and that we will be enjoying relatively low inflation
rates for some considerable time to come, because unless one believes
that those who supply labor services and those who buy them are
continuously confused between nominal and real returns for the pro-
vision of labor services, there can be nothing about a high inflation
rate that encourages the increase in the supply of labor services or
makes them more in demand. On the contrary, inflation must certainly,
by virtue of the interaction with the tax system, act to deter the pro-
vision of labor services and therefore impair employment conditions.

I would be happy to be as responsive as I can to any questions you
may have,

[ The prepared statement of Mr. Ture, together with attached charts,
follows:]



31

PrePARED STATEMENT OF HON. NorMaN B. Ture

Mr. Chairman and Members of this Committee:

I am pleased to be here today to discuss with you the
economic outlook, with particular attention to inflation.
High inflation rates raise production costs, interest rates,
and tax rates. Inflation distorts economic signals, impairs
efficiency in market performance, and erodes productivity.
Inflation must be brought under control and kept at the
lowest possible rate if we are to have a sustained economic
expansion. Reduction of inflation is one of the principal
economic goals of this Administration.

Recent price data show that the economy is progressing
toward this goal. Measured by the overall GNP deflator,
inflation was 7.3 percent from 1981-I to 1982-I. This is a
deceleration of over 2-1/2 percentage points from the
9.9 percent inflation rate from 1980-I to 1981-1. Even more
encouraging, the price level grew only at a 3.5 percent
annual rate in the first quarter of this year from the fourth
quarter of last year. These data indicate that inflation has
decelerated significantly. They strongly urge that there is
no inexorable force requiring us to suffer high inflation
rates. The inflation rate can continue to fall in the
foreseeable future.

Whether inflation will continue to decelerate as fast as
it has recently depends primarily upon the behavior of the
money supply in coming months. The rate of growth of the
money supply is the central determinant of the inflation
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rate. The total guantity of money in the economy at any
time, adjusted by the rate at which it circulates, that is,
its velocity, determines the level of demand for goods and
services. When the money supply grows too fast such that
nominal demand increases relative to the supply of goods and
services, prices are bid up and inflation accelerates. Hence
inflation can only be controlled by a policy of steady,
moderate growth of the money supply.

- Factors other than money may affect inflation, but these
factors are far less important than the money supply., and are
mostly of a very short-term nature. Unexpected changes in
conditions of supply affecting broad categories of production
may confront institutional barriers to guick adjustments.
Price increases in these output categories may not be
promptly offset by declines --- or slower increases ---
elsewhere. For a brief period, the overall level of prices
may rise more rapidly.

It is sometimes argued that Federal deficits cause
inflation. There appears, however, to be no relatioriship
between deficits and inflation; if anything the link appears
to be opposite to that expected, with times of high deficits,
which tend to be times of weak economic activity, associated
with low inflation rates. Indeed some significant part of
the increase in the projected deficits over the next several
years is attributable to the sharp deceleration in inflation
in recent months.

The connection between this recent deceleration of
inflation and growth of the money supply can be seen in
Chart I. The chart shows the level of Ml in billions of
dollars since the beginning of last year. From late February
of last year until late September, Ml growth was highly
restrained --- an annual rate of 2.2 percent. Indeed, from
mid-April through September, Ml exhibited virtually no
growth. The recent favorable inflation behavior can be
traced to a great extent to this period of highly restrained
monetary growth.

Continued moderation in the growth rate of money is
required if the favorable inflation performance of recent
months is to be maintained. However the chart shows that
since September of last year, Ml growth has accelerated. The
annual growth rate of Ml over the 31 weeks since September
has been 8.6 percent, a substantial acceleration over the
2.2 percent growth rate during the 31 weeks prior to the end
of September. 1/ This recent acceleration of Ml is cause for

17 These growth rates were computed by log regressions on a
time trend.
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some concern. If Ml continues to grow at this rate, there is
a substantial danger of a resurgence of inflation.

It has been argued that an acceleration of monetary
growth should be permitted at this time in order to stimulate
a recovery from the recession. This reflects a view that
monetary expansion systematically results in an expansion of
real output and income. But this could be true only if
monetary expansion somehow increased real rewards for
supplying production inputs or if people were consistently
fooled into confusing increases in nominal and increases in
real rewards for working and saving. Otherwise, undue
monetary expansion leads only to increases in the price
level. 1In the past, efforts to stimulate the economy by an
easy monetary policy have brought about more inflation, and
this in turn has helped cut short the economic expansion and
led to another recession deeper than the previous one. A
policy of excessive monetary expansion during recessionary
periods has only helped bring about accelerating inflation in
combination with ever deeper recessions.

In the present situation the temptation to accelerate
expansion of the money supply should be resisted, especially
since there are so many signs that the economy is ready to
recover without faster monetary growth. PFor one thing,
excess inventories are being worked off. This typically
happens near the end of a recession. Moreover, final sales
in real terms increased in the first quarter, providing
further evidence of an upturn in the near future. Automobile
sales have also risen recently and interest rates have fallen
over the past several months, reflecting a more optimistic
assessment of investment opportunities. This is another sign
of the beginnings of an economic expansion. Finally the tax
cuts of last year, and more importantly, those scheduled to
go into effect this July increase the incentives to supply
the labor and capital services which are needed for
increasing production. It would be a bad mistake to reignite
the fires of inflation by pumping up the money supply,
thereby obstructing economic recovery.

The best way to bring about recovery is to restrain
monetary growth to a noninflationary rate.

There are those who maintain that the process of
economic recovery, in and of itself, will regenerate
inflation. This view is mistaken. An examination of
previous business cycles leads to the conclusion that if
money is kept under control the inflation rate during the
typical recovery is relatively low. The inflation rate,
measured by the GNP deflator, in the year before the 1975
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recession trough in the first guarter of 1975 was

10.9 percent. In the first year of recovery after that
trough the inflation rate was 5.9 percent and in the second
year it was 5.2 percent. Similarly in the year before the
trough in 1970-IV the inflation rate was 5.0 percent; in the
two succeeding years it was 4.7 percent and 4.3 percent. One
of the reasons why inflation is relatively low during a
recovery is that productivity and output grow strongly,
especially in relation to the growth in money; prices
therefore tend to rise more slowly. Moderate, steady
monetary growth is consistent with a strong noninflationary
expansion in the near future.

In the present economic circumstances no discussion of
inflation is complete without some remarks about interest
rates. It is well known that interest rates rise in
inflationary periods as lenders attempt to protect themselves
against inflation-induced reductions in value of the dollars
used to pay the interest and principal on the loans. To
bring about lower interest rates, it is necessary to get
inflation and inflation expectations down.

Since inflation depends mostly upon the rate of growth
of the money supply, there is a relationship between the rate
of growth of money and interest rates., This relationship is
illustrated back to the beginning of last year in Chart II,
which depicts the bank discount rate on three-month Treasury
bills and the annual growth rate of Ml over thirteen-week
periods (again computed by log regressions on a time trend).
The chart shows that changes in the bill rate followed
changes in the monetary growth rate after a short lag. Early
in 1981 monetary growth accelerated and the bill rate
followed upward shortly thereafter. Then M1 growth
decelerated and the bill rate fell too.

Since last September Ml growth has accelerated again,
and as a consequence the bill rate and other interest rates
have risen. It follows from this analysis that low interest
rates for a sustained period can be had only if inflation is
low also. And a low inflation rate reguires a restrained
growth in the money supply. If Ml continues to grow at the
rates experienced since last September or accelerates even
more, it is unlikely that interest rates will fall very far
in the near future; indeed, they are likely to respond to
significant upward pressures arising from renewed inflation
expectations.

Low inflation alone is not enough to bring about low
interest rates. In the current situation inflation has
decelerated but interest rates remain relatively high, with
the result that "real” interest rates are at some of the
highest levels in recent memory.
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The explanation for such high "real®” interest rates is
not the magnitude of projected Federal deficits, as some
argue, because there is no statistically significant
relationship between Federal deficits and the real interest
rate. Rather, a large part of the explanation lies in the
increasing volatility in the growth rate of money in recent
years.

When monetary growth is more volatile it is more
difficult to forecast future monetary growth; by the same
token, it is more difficult to forecast future inflation.
When the future price level is more uncertain, the real value
of the future dollars to be earned from any investment is
more uncertain too; each investment project becomes riskier.
In order to protect themselves against this risk, prudent
investors increase the risk premium in interest rates. Hence
the recent increase in monetary volatility has brought about
a greater risk premium in interest rates, and this is a prime
source of the high "real"™ interest rates currently pre-
vailing. It is these high real rates which act to dampen
investment and hinder recovery. A major focus of our concern
about interest rates, therefore, is to reduce the risk
associated with volatile, hence unpredictable growth in M1,

The recent increased volatility of monetary growth is
illustrated in Charts I1I - V. They show annual growth rates
of Ml over three-, six-, and twelve-month spans back through
1978. (The growth rates are computed by log regressions on
the respective time trends.) All three charts show a marked
increase in volatility since 1979. Even the twelve-month
growth rates, shown in Chart V, which are smoother than those
in the other two, show this volatility.

Because of the influence of monetary volatility on
investment and lending risk, it is not enough to have
moderate monetary growth in order to bring about low interest
rates. In addition monetary growth rates must be steady over
time. The proper goal of policy is not merely a low
year-over-year growth rate, but as well a steady rate of
growth through time.

Finally, let me emphasize the importance of tax indexing
in order to reduce the economic distortions of inflation.
Without indexing, inflation increases marginal tax rates, and
widens the wedge between what producers pay for their inputs
and what the suppliers of these inputs receive. As a result
the real cost of these inputs to producers rises and the real
return to suppliers falls, and there is less supply and
production.
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The following figures provide an example of these
effects. A worker earning a median income has at this time a
marginal tax rate of about 40 percent to 44 percent, where
taxes include social security, Federal income taxes, and
state and local taxes. To compensate this worker for a $1.00
increase in the cost of living, a firm must now pay more than
$1.70. In the late 1960's it would have cost $1.40, and
without indexing it will rise to $2.00 by the late 1980's and
to at least $2.50 in the 1990's., 1In such a situation real
after-tax wages tend to fall even as nominal pretax wage
rates rise, bringing about less employment, lower
productivity, and general stagnation. It is essential that
inflation be prevented from raising marginal tax rates. The
indexing provisions enacted in the Economic Recovery Tax Act
must be retained. They cannot, to be sure, prevent inflation
and the distortions it imposes on the economy. Nor does
indexing itself undo the distortions imposed by taxation
itself. It does, however, prevent the cumulative interaction
of these two sets of distortions. As such, it is one of the
most constructive changes in the Internal Revenue Code
enacted since the inception of the income tax.

We have been going through troubled and uncertain times.
The brightest development in recent months has been the
material deceleration in inflation and the promise therein
for a solidly based recovery. We must be at pains in our
public policy work to preserve and extend these gains. Above
all, let us not lose them by resorting to an expansionary
gonetaty policy in a misguided effort to bring interest rates
own.
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Representative Reuss. Thank you. I will be delighted to recognize
Senator Jepsen.

Senator Jepsex. I yield to Congressman Wylie.

Representative Reuss. Congressman Wylie.

Representative Wyrie. Thank you, Mr. Chairman.

Mr. Ture, you alluded to a question which I asked Commissioner
Norwood a little earlier. That is, the relationship between unemploy-
ment and inflation.

Is there, in fact, such a relationship ¢

Does increased inflation necessarily mean more employment, and
an increase in unemployment necessarily mean a decrease in the
inflation rate?

I think the chairman. in his opening statement, said that he thought
that the reason for the decrease in the inflation rate right now was be-
cause of the increase in the unemployment rate.

Have you found a relationship between unemployment and inflation
in your studies?

Mr. Tore. The answer is no. Every time that we have tried to map
Phillips curves, they come up looking very much like those maze puz-
zles that kids, including me, love to play: “Enter here. See if you can
ﬁ{ld your way out, without crossing a line.” They wander all over the

ace.

P I think that looking at them does not necessarily suggest that there
cannot be some momentary impact, by the change in people’s expecta-
tions about price levels, in unemployment conditions; but it would
have to be momentary.

There certainly is no stable long-term relationship. And, in an ab-
stract analytical sense, the relationship should be the reverse. That is,
the expectation and the realization of high inflation rates should deter
rather than enhance employment conditions.

Representative WyLIE. You commented on the relationship between
the money supply growth and inflation in your statement.

How do you assess the Fed’s performance, so far as you have been
Under Secretary?

Mr. Ture. Well, when one looks at the long-term performance—
that is to say, year over year measures of change—one has certainly
to endorse the Fed’s performance. That is to say, we have, over the
last 2 years, made significant progress in reducing the year-long rate
of expansion of the money stock. ‘

What I find highly regrettable about that is that the path from one
year to the next hasn’t been a good deal steadier. On the contrary, it
has been highly erratic.

If and when my prepared statement for the record ever appears, you
will find some charts at the end of the prepared statement which pre-
sent measures of the growth rates, at annual rates, over 3-month, 6-
month, and 1-year periods, of the monetary aggregate M,. And what
they show is something that looks very much like a roller coaster.

I think that the high degree of volatility, enormous variability in
the growth path of the stock of money, has contributed very substan-
tially to much higher risks of taking positions in fixed financial con-
tracts; and those much higher risk levels have contributed—I can’t
estimate with any precision—very substantially to the high level of
interest rates.
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Visitors in my office, from one or another firm in the financial com-
munity, have opined that perhaps as many as 500 or 600 basis points in
interest rates can be attributed to the volatility in the growth of the
money stock. I can’t myself either validate or refute those estimates.
They sound at least reasonable to me.

Some of the work that we have had done in the Treasury suggests
that a substantial fraction of the high real rates may be attributable to
that volatility. Some of the work which has been done by some of our
outside consultants, using different estimation techniques, come up
with essentially the same result.

So, I would very strongly urge, not that the Fed should give up its
efforts to reduce, through time, the rate of growth of the monetary
aggregate, but rather, encourage them as vigorously as any of us
possibly can, to move to a much steadier path toward that desired
objective.

Representative Wywie. I happen to think that the real cause of the
increase in the unemployment rate is high interest rates. And I hear
what you say about the variability of the monetary supply, vis-a-vis
the interest rates.

How serious or severe is the large budget deficit and high interest
rates?

Mr. Ture. As you are, I'm sure, aware——

Representative Wyrie. That’s the debate going on right now.

Mr. Ture. Yes. There is a very popular view, widely entertained,
that the current high levels of interest rates are due to the current and
prospective high budget deficits. And that is a subject which I and my
associates in the Treasury, and a good number of people outside of the
Treasury, have turned their attention to.

T have tried to take a balanced position about this, Congressman
Wylie. And where I come out on it 1s: It may be that people’s percep-
tions of what is likely to happen if the deficits are not reduced would
be conducive to high and increasing inflation expectations, which
would reinforce today’s high interest rates. I would concede that as
a, possibility.

But when you evaluate the possibilities of that, the only thing you
have to rely on, aside from abstract reasoning, is the historical record.
The historical record denies that relationship. It shows no relation-
ship between the size of the Federal deficit and the level of interest
rates. .

It shows no relationship between the change in direction, or the
magnitude of change, in the Federal deficit and the level or the change
in interest rates. It shows no relationship between the amount of the
Federal deficit and the amount of funds raised by the Federal Govern-
ment in the credit market. It shows no relationship between the amount
of money raised by the Federal Government in the credit market and
total funds raised in the credit market. It shows no relationship be-
tween the ratio of Federal-to-total funds raised in the credit market
on the one hand, to the level or direction of change in interest rates.

Now, that strikes me as a fairly persuasive body of statistical re-
sults, which would suggest that there is not much relationship between
deficits and the direction or level of change in interest rates.

One must be sufficiently objective to allow for various possibilities;
and T’ll offer that objective vision right now:
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It is possible that at this time, and by virtue of the difference in
circumstances, people’s expectations are that circumstances will be
different in the future, that the level of deficits that are foreseeable,
unless very drastic actions are taken, will exert pressures on the Fed
to monetize these deficits to an untoward degree, and that will gen-
erate a resurgence of inflation.

And one can anticipate that, by keeping interest rates high. To re-
peat, that is a possibility.

Representative WyLIE. I was asked a question, by the Chamber of
Commerce, at a meeting I attended recently, about inflation rates
coming down so rapidly: Why don’t interest rates follow ?

I responded that the high budget deficit, and the expectation that
the deficit was going to remain fairly high, were the probable rea-
sons for a difference between the inflation rate and the interest rate of
4 or 5 percent or so.

Mr. Ture. To repeat, I can’t categorically deny that. But I have to,
in all honesty, express some skepticism about the explanatory value
of the deficit, actual or prospective, with respect to the direction and
change in the level of interest rates.

It seems to me that what you would find, looking at the track record
of the growth in the money stock, is that, during a period last year—
from, roughly, the end of March to the beginning of October—it
showed very, very little change in the stock of money.

What you found was that during much of that period, particularly
during tlze last part of it, interest rates were coming down, not at a
precipitous rate, but coming down very significantly.

Since November—say, within 1 month or 6 weeks after the turn in
the increase of money stock got under way, since the acceleration of
the growth of the money stock began—we have had a firming up of in-
tﬁrest rates. There was an upward movement that went on into early
this year.

And it has only been in the last few months that there has been an
inching down, Now, that direction of change is wholesome, and I think

‘1t could be reinforced, irrespective of the outcome of the budget deci-
sions,

It could be reinforced by appropriate developments in monetary
policy; that is, a demonstration of an intention and a capacity to im-
plement that intention, of getting the money growth path ento a slow
and steady track. I think that that will bring rates down, and bring
them down smartly.

Representative WyvLie. Thank you very much, Mr, Chairman.

Representative Reuss. On just that point, Mr. Ture, I am interested
in your statement that since September or October, the money supply
has grown at a rate of 8.5 percent, hasn’t it ?

And you have suggested that the high interest rates we now have—
and I thoroughly agree with Congressman Wylie that those are a lead-
Ing cause of our troubles—you suggested that that set of unacceptably
high interest rates is due to that 8.5 percent money growth going on
for 6 or 7 months.

Apologists for the monetary authorities are sometimes heard to say:
“Don’t worry. We have in place M, targets of 2.5 to 5.5 percent ; and
those targets are reasonable, aren’t they? Therefore, what are you

_ worrying about #”
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‘What would your answer be to that ?

Mr. Ture. Well, targets are not much good if you’re seldom on them.
1 think that this committee deserves an enormous amount of credit—
I don’t have to give it to you; it’s there—for having increased the
community at large’s perception of the need to establish realistic goals
for monetary policy, rather than having it perform in an entirely
will-o’-the-wisp sort of way, and at random ; and the emergence of tar-
geting as a_part of monetary policymaking, I think, is certainly a
wholesome development.

Now, what needs to be done is to get on those targets something
more often than sometimes.

I have always been amused, were it not for the fact that it’s so
serious an outcome, to see, as you put it, apologists for the monetary
authorities say : “Well, if you measure it from December to December,
give or take a week or so, we make the target.” That’s connecting two
points in time and ignoring all the phenomena in between.

If you could follow a bounding ball—this is point 1 and this is point
2, and everything looks like so around it—that doesn’t tell you that
you're on the target or anywhere near that growth path. You have two
points through time that are reasonably good, and there are a great
many other points in time which are good, bad, or indifferent, as the
case may be.

I come back to emphasizing the steadiness of the pursuit of those
targets, as well as the year-over-year results, which I think is enor-
mously important. T would say that it was not merely the acceleration
in the growth of the money stock in the last 7 or 8 months that’s rele-
vant; it is also the high degree of volatility which I believe people in
the financial community have now come to expect, which has contrib-
uted to keeping real interest rates at an extraordinarily high point.

Representative Reuss. I believe that what you’re saying—please cor-
rect me—that reasonable targets are a good thing, but run for a con-
siderable period of time, not just a few weeks. This tends to make the
performance of the monetary authorities credible; and the lenders of
money, perceiving that the targets are indeed close to being met, decide
that they’re not going to have to demand an uncertainty premium on
their interest rate. And that premium is now a large part of the out-
rageous high interest rates.

Mr. Ture. That’s very well put, sir.

Representative Rruss. You agree?

Mr. Ture. Yes. I call it a premium for downside risk. I’'m sure that
the vernacular changes, depending on who you’re talking to, but I
think the thought is very, very widely entertained, particularly in fi-
nancial circles.

Representative Reuss. Let me now tura to a couple of other matters
within your expertise.

Let me yield right now to Senator Jepsen.

Senator JEpsEN. Thank you, Mr. Chairman. I must leave to vote, and
I expect there to be another vote after that, so I think T am going to
have to give up trying to race back and forth between here and the
Senate. Mr. Ture, it is a pleasure to welcome you as an old friend
and former staff member of this committee, and as one of the coun-
try’s leading economists. You have told us for many years, year-in

11-261 0 - 82 - 4
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and year-out—you have been very consistent—that high taxes and
high ‘money growth mean higher unemployment and higher inflation.
History has proven you to be absolutely correct.

You know, today unemployment is too high and many people are
suffering. They are not worried about getting ahead ; they are worried
about just keeping up. In fact, out in my region they are worried about
getting the crop in. The question that we are debating now before
both Houses is do we trade the misery we may have right now for
future misery by foolishly trying to trade unemployment for infla-
tion—that is, the quick fix—or do we give this economic recovery
program a chance to work?

I think the solution is much more economic. We need to keep on
course. I don’t think that the numbers and the theories and the graphs
and projections or any of that means much to the people of this
country. They can feel unemployment, and they can feel the tightening
of belts, the increasing cost of living. The last thing they need is an
economist who tells them how they feel. What they want most of all
is the Government to show the public that it knows where it is going
and will not change course every 6 months.

When the people have retained their confidence in the Government,
I think we are going to see all kinds of things happening, because the
signposts, with the exception of unemployment, are all in place. In-
flation has markedly decreased, savings by both institutions and in-
dividuals is healthy and moving in the right direction.

Interest rates are not low, but have been adjusting downward in
the right direction. Inventories are low, and in my State many indus-
tries are hiring back. Hog prices, cattle prices are the best they have
been in a long time and continue to move in the right direction. Grain
prices are moving in the right direction. I think this has turned
around. But it is not going to%appen overnight. It took us, depending
who you talk to, 26 to 40 years to get where we are.

Mr. Ture, I thank you for appearing, and I thank you, Mr. Chair-
man, dfor permitting me just a few minutes to put some things in the
record.

Representative Reuss. We welcome Mr. Ture’s presentation here.
It is largely through your suggestion and I am grateful to you, Senator
Jepsen, for making it and sorry your duties on the Senate floor keep
you from staying with us.

Senator JEpseN. We are trying to provide a signal of confidence to
the people of this country. They are looking for that signal, and they
have got every right to expect it.

Representative Reuss. I wish you good fortune.

Mr. Ture. I ask you to respond to a couple of matters within your
economic affairs portfelio, although they aren’t directly related to in-
flation. Number one concerns a friendly exchange of correspondence
which T have had with the Treasury Department for many months,
starting last fall. I wrote the Secretary, and I sent you a copy, last
July, saying that we of the Joint Economic Committee would be much
helped if the Treasury could work up for the various tax expenditures
listed in our budget proceedings, information concerning the break-
down of those tax benefits by various income groups.



47

The Treasury quite reasonably told us my summary was indeed
burdensome, and so we didn’t press you on it. But as months have
gone by, and particularly as the budget debate, which is now going on,
approached, my letters became more plain and direct. And just the
other day your associate, Mr. McNamar, wrote to say that he didn’t
think the Treasury could do it or could do it very soon.

Well, T plead with you to get the Treasury staff, which is excellent
and which has a lot of people who have been there for 7 or 8 years
and who thus did the workmanlike job that was done in 1975 and
1978 on this, I would feel very good if I could have some expression,
despite difficulties, that the Treasury staff would do-what 1t can to
satisfy a real need.

This is particularly true because the Tax Act of last summer con-
tains some 29 new tax expenditures, many of them in my judgment
very sensible ones, but we do need to know in evaluating them all
who basically gets the benefit of them.

Some are widely shared in all income groups. Others, however, such
as the old deduction for State gasoline taxes, for example, and others
only benefit people in upper income groups. This kind of information
is very useful to us. Couldn’t we reach some kind of a friendly agree-
ment here that the Treasury will, within a reasonable time, produce
what it can and give us, as the Treasury did in 1975 and 1978, its
methodology. Sometimes it involves something less than an ironclad
methodology.

Mr. Ture. Well, first of all, let me express my regret about the fact
it was so extended a period of time between the time of your letter
making a request and the time you heard from the Deputy Secretary
MecNamar the other day. I think, as he explained, there were a number
of circumstances which contributed to the fact that we have not yet
delivered to you materials that would be responsive to your request.
I think he also explained to you that he shared the view that we ought
to try to produce an analysis of the sort you are looking for.

We will attempt to address resources to it, but we have not had the
resources available. I tell you that without any reservation as to its
complete objectivity and influence. We have a very good staff, and T am
glad that you do appreciate that. They are seasoned, on the whole, and
they are extremely capable and good economists, and they are enor-
mously overworked, and they have not been able to realize that hiatus
that sometimes occurs during the course of a legislative year.

When the legislative effort is over, they can turn to all things that
have accumulated as a result of the legislative effort and discharge
their obligations. This time around they were scarcely done with the
Economic Recovery Tax Act when they started with the Revenue En-
hancement Act. Then they started with the revenue enhancement and
the other tax legislative efforts which have been forwarded to Congress.

That is a continving call which. as I say with great regret, has over-
vi*]orked and nearly exhausted their capability to take on a lot of other
chores.

Now, apart from that. T think that in talking to some of them, they
have some really difficult conceptual measurement problems to deal
with, and T would ask your indulgence in my trying to explain them
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to you. I am not going to hold myself out as being as expert as many
of them would be to be able to examine those in detail, but let me give
it a college try and urge that whatever the nature of the results that
ultimately reach you, I am sure they will be explained at length, and
I would fervently hope they would have the appropriate explanation
and the qualifications.

Let me try one of them at this point. At the very best, if you look at
our special analysis G, we have attempted to register the caveat about
how one might interpret these numbers. One such caveat is that you
can look at these only one tax expenditure at a time. The dollar amount
of any one of them is likely to change depending upon the sequence
with which you order the analysis. That is to say, suppose you have a
$20 billion aggregate deduction. Suppose you looked at it after you
looked at another $20 billion deduction. Its effect on revenue will differ,
depending on whether you look at it before or after. But trying to
come to an aggregate measure has turned out to be an estimation task
that is beyond our present capability.

Apart from that, what these numbers presented in special analysis
G show you are our best estimates of the effects on liability, and they
therefore must be interpreted as differing materially from what you
properly asked for, that is, effects as measures of ultimate benefits.

In order to be able to do that, we would have to have some device for
tracing what happens if such or so a prevision in the code were elim-
inated or modified in some specified way. I warrant we can do that
pretty effectively in the abstract, but doing so in a concrete quantifi-
able sense has proved to be a simply elusive undertaking.

This is a problem of feedback effects, of tracing the consequence of
a provision or elimination of a provision through the economy as the
economy adjusts to that change in the tax provision. I would subscribe
" completely to the view that without such feedback effects you get
only a very partial measure of the economic impact of tax change, and
I would hope there would be virtually universal consensus on that
point.

Having said that is what we have to do, it doesn’t necessarily follow
we have the capacity for doing it. We have been working on it for
some considerable time. I think we are making a major approach to
" being able to do it at least, you know, in a fairly gross sense. At this
point I don’t think we can do it in a highly aggregated sense.

Let me give you a single illustration of the point I am trying to
make. One of the major, largest tax expenditures included in this
special analysis G for the current budget document is net exclusion
of pension contributions and earnings in employer plans.

For fiscal year 1981 it was estimated at $23.4 billion, going to $27.5
billion estimated in fiscal year 1983. Suppose, never mind for what
rcason, one were to say what would happen—and this is the way
you tried to measure this number—what would happen if that tax
treatment were eliminated ¢ That is to say, if employees were required
to include in their current taxable income the amount of their em-
ployer’s contributions and the earnings thereupon as they are made
and accrued. Well, I would not know how to measure the effect of that
in the aggregate, let alone how to distribute it among income levels.
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My problem would be this: Is it at all reasonable? Is it even re-
motely conceivable that, if the Congress were to change those provi-
sions of the code that provides for this exclusion, that employees
would not insist and employers would have to provide increases in
compensation of another form, probably cash wages and salary, to
compensate for the loss of those benefits?

In my judgment, it goes without saying such a response would be
forthcoming and very promptly. Now if that were true, our question
would be: Would the increase in the taxability of employees by virtue
of the fact that pension plans would no longer be an attractive device
for compensation, that they would be getting cash taxable wages in-
stead, would the increase in their liability on that compensation fall
short of or exceed the decrease in liability of employers?

I can’t give you an answer to that, but clearly that is the sort of
thing we would have to know in order to be confident of the ultimate
effect on revenue of this particular provision in the code.

To go beyond that point and say, what will be the income level dis-
tribution of that kind of change 1s an enormous task. Not to say it is
an unimportant one or one we just cavalierly dismiss. But I would
urge your sympathetic indulgence and a perception of how difficult it
would be to give you a meaningful number.

Representative Reuss. I think that this has been a very useful dia-
Jog, and I have listened intently and I am very sympathetic to your
description of what an honest analyst has to say. Still, it would be
enormously helpful to the Congress and this committee to receive for
each one of these expenditure rubrics a response such as you have just
made for one of them. So I think the Congress will be greatly helped
by receiving the income group distribution analysis for the various ex-
penditures, even if in some, or even many instances, the Treasury’s
best effort is to say, “Look, we can’t provide you with anything very
meaningful because of the problem and commonsense reality.”” That
is just what we need to know, and we really don’t have the capability
here of making that kind of analysis.

You are the best and possibly the only game in town on that with
the superstaff you have. So I would hope we could resolve this matter,
which isn’t really a constitutional crisis, between us, as follows: why
doesn’t the Treasury as soon as it can, having in mind the very con-
siderable staff burden, respond to the request which we have made,
which essentially asks for the kind of thing which was done in 1975
and 1978. When we receive it, it will be entirely satisfactory if in
some or even many instances the Treasury’s report, so to speak, throws
in the sponge and says we can’t really answer that. If you give us your
reasons why you can’t, it will help us, and in & number of other cases
too, if you can come up with some reasonable answer.

Finally, I would hope, without setting a deadline, but it is May—I
would hope it would be submitted as soon as possible and, in any event,
this year. Does that seem unreasonable?

Mr. Ture. No. I think your request is reasonable and, as Secretary
McNamar indicated in his reply to you, will try to commit resources as
soon as we can get them available and in such quantities and magnitude
as we reasonably can as early as we can.
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As you were stating, it seems to me, an eminently reasonable posi-
tion, Mr. Chairman, it occurred to me it might be useful to put this
on the table for your response. If we were to arrange for a staff
seminar for the people on the staff of the committee with some of the
staff people in Treasury to explore the dimensions of the problems that
I have only been able very barely to suggest, do you think that would
be possible ?

Representative Reuss. I think that is a constructive suggestion. We,
of course, wanted this study not just for ourselves and the staff but for
the Congress, and particularly for the budget process. But there will
be another budget next year, and it will be helpful then. I would think
that your suggestion is a good one. Perhaps sitting down with our
staff and yours should be deferred until your staff has a report close to
being finished. Then if our staff feels your staff is being unduly diffident
and isn’t seizing the bull by the horn, they can say so and there can be
some dialog on it.

I think it is an excellent idea. If you would do that, we would
welcome it.

[The following information was subsequently supplied for the
hearing record by Representative Reuss relative to the above dialog
with Mr. Ture:]
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THE SECRETARY OF THE TREASURY
WASHINGTON :

May 12, 1982

Dear Mr. Chairman:

This is in response to your letter of April 7, 1982,
to Secretary Regan, regarding the income class distribution
of tax expenditures. I apologize for the delay in supplying
you with such information, but continuing work on the
1983 budget has prevented the Office of Tax Analysis from
devoting resources to this and other requests.

The Treasury is only able to estimate the income
distributions of items estimated from tax return data.
Such information is incorporated in Treasury's individual
income tax model, which contains detailed tax computation
figures stratified by adjusted gross income class. The
income distributions of tax expenditures estimated on the
tax model are provided each year to the staff of the Joint
Committee on Taxation, and these estimates are included by
the Committee in their annual tax expenditures report, the
most recent of which was published March 8, 1982.

The income distributions of other tax expenditures are
not available. Estimates made in 1975 and 1978 of such
distributions were based on few or no facts indicating which
taxpayers claimed special deductions or exclusions. Although
the aggregate value of these tax expenditures can be estimated
with some degree of accuracy, since information on the levels
of subsidized activities is available, disaggregation by
income intervals is highly speculative. No additional detail
on these items has become available since 1978, and the enact-
ment of major tax revisions since that time has made distribu-
tional analysis even more difficult. After a review of the
methodology used to generate the estimates made in 1975 and
1978, the Office of Tax Analysis staff has concluded that the
lack of supporting data causes such numbers to be subject to a
high degree of error, and thus potentially misleading. Thus,
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the only reliable infoimation that we can provide to Congress
is that based on tax return data and published by the Joint
Committee on Taxation.

It is important to note that the published income
distributions are those of the taxpayers claiming a tax
preference, and not necessarily the beneficiaries of the
subsidy. To the extent that a tax subsidy induces activity
of the preferred type, the beneficiaries may be persons other
than those claiming the benefits for tax purposes. For
instance, to the extent that deductibility of charitable
contributions results in a level of donations above that
which would have occurred absent the tax preference, the
ultimate beneficiaries are the donees of the additional
contributions. The income distribution derived from tax
returns reflects only the income status of those claiming
the charitable contributions deduction, and not those
benefiting from the higher level of donationms.

An accurate distribution of tax expenditures by income
class is essential and the Treasury staff will continue to
develop the necessary data and methodologies to provide such
information. At the present time, however, we feel that
reliable estimates are not possible.

Sincerely,
R. T. McNamar
Acting Secretary

The Honorable
Henry S. Reuss

Chairman
Joint Economic Committee
United States Congress .

Washington, D. C. 20510
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HOUSE OF REPRESENTATIVES sEATE -
WEMRY 8. RDISS, WIS., CHAINMAN ROGER W, JLFEON, WA,
RICHARD BOLLING, MO VICE CHAIMAS
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LT Congress of the United States T

MARGARET M. NECKLEA, MASS, JOINT ECONOMIC COMMITTEE LLOTD BENTSEN, TEX
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JAMES K. CALBRAITH, WASHINGTON, D.C. 20510 PAUL 5. SARBAMES, 2D,
DxECnvE DieceTon

May 12, 1982

The Honorable Donald T. Regan
Secretary

Department of the Treasury
Washington, D.C. 20220

Dear Mr. Secretary:

More than 10 months ago, on July 2, 1981, the Joint Economic Committee
requested the Treasury to provide an analysis of the distribution of tax
expenditure benefits by taxpayer income group. Unfortunately, repeated
attempts to arrange for this work have produced nothing.

1 have attached the correspondence which traces our dealings with your
Department. After initiating the request July 3, I wrote to you on August 3,
1981, asking that the Department also estimate the distributions of benefits
for new tax expenditures enacted in the 1981 tax act. As these letters show,
we tried to accommodate Treasury on the timing of the project, and agreed to
let it wait until the tax bill had passed.

The first and only written response from Treasury arrived on December 21,
1981. Signed by the Assistant Secretary for Tax Policy, John Chapoton, this
letter said: "The Department of Treasury is currently reviewing tax expendi-
tures to be included in the fiscal year 1981 budget...Because of the Timited
amount of time remaining for estimating the aggregate value of tax expenditures,
distribution of those items among income classes will have to be delayed until
after work on the budget has been completed. This detail will be provided to
you at the earliest possible time." Prior to this, relying on assurances from
Treasury staff, we had the apparently mistaken impression that the work on our
analysis was nearly complete. .

Finally, on April 7, two months after the release of the Fiscal 1983 bud-
get, I wrote to you again, expressing my unhappiness with the pattern of non-
cooperation from the Department and urging that we work out an acceptable
timetable for completion of the analysis. I have not received a reply.

I am now inviting you, accompanied by Treasury staff responsible for
tax expenditure analysis, to appear at a hearing at your earliest convenience
to discuss this work. Please let me know when during the week of May 17 or
May 24 you will be able to testify.

1 will look forward to hearing from you.

Sincerely,

S. Reuas)
IH(eim Reuss

Chairmaﬁ
Attachments
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April 7, 1982

The Honorable Donald T. Regan
Secretary

Department of the Treasury
Washington, D.C. 20220

Dear Mr. Secretary:

On July 2, 1981, I wrote to you on behalf of the Joint Economiec Committee
requesting that the Treasury Department prepare am analysis of the distributfon
of tax expenditure benefits by income class. A subsequent letter dated
August 3 amended that request to include such estimates for new tax expenditure
provisions enacted during 1981. This work s sought by the Comnittee to
update similar studies by the Department in 1975 and 1978, which also
responded to congressional requests. It will also serve to supplement the
informition on benefit distributions for 16 tax expenditures supplied
annually by Treasury to the Joint Tax Committee.

I initially agreed to let Treasury delay this project until the Congress’
had completed its actions on the 1981 tax bill, recognizing that the Depart-
ment was deluged with work. We accepted the assurances of Tom Vasquez,

Deputy Director of the Office of Tax Analysis, that the Department appreciated
this accommodation and would then proceed expeditiously with our request.

During September and October, well after final passage of the tax
bill, my Committee staff inquired about the status of the project at regular
intervals. They were told by Mr. Vasquez that Cynthia Wallace in his
office was at work on ir. As weeks went by and nothing materialized, the
Treasury staff became incremsingly evasive. Finally, in December, I received
a letter from John Chapoton, Assistant Secretary for Tax Policy, announcing
that the requested work would again have to be delayed, this time until
after the Depaytment finished its submissions to the fiscal 1983 budget.

It 1s now two months since the release of that budget and our patience
is exhausted. These estimates were due long ago and there is no excuse for
further delay. Two wecks ago, Ms. Wallace told my staff that she doubted
any work had begun and had the impression that the request had been held up
by the deputy assistant secretary, Gregory Ballentine.

WAL V. NOTH,
2asd5e anorom,

@ongtésg of the Tnited Stateg o et o

MACK MATTINGLY, 8A.

. 90,
oA,
1000
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I ask that you attend to this matter at once and set a firm timetable
for completion of the analysés. Since some of the estimates have already
been compiled for the Joint Tax Committee, we think a reasonable date for
the rest of the. resulta 13 May 10. If you cannot assure me that this work
will be promptly completed, I will be compelled to call Treasury officials
before the Committee to explain their recalcitrance and motives in
thwarting this congressional inquiry.

Sincerely,

Henry S. Reuss
Chaitman

HSR:me
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. July 2, 1981

e

The Honorable Donald T. Regan
Secretary

Department of the Treasury
Washington, D.C. 20220

P

Dear Mr..Secretary:

The Congressional Budget Act of 1974 requires a listing 6f
tax expenditures in the budget. This has been done most recently
in Special Analysis G of the fiscal year 1982 budget, and in a
March 16, 1981, report by the Joint Committee on Taxation.

The Treasury prepared a detailed analysis of tax expenditures
by income class in 1975 for Senator Mondale, and-updated this study
in 1978 at the request of Senator Muskie. 1In"light of the rapid
growth of tax expenditures in recent years ‘I believe -that a further
update is warranted, and I ask .that you prepare such an-analysis.
{The report of the Joint Committee on Taxation has some estimates of
tax expenditures by income class, but their listing is incomplete.)

I realize that the Treasury is.currently busy with work on
the tax bill, thus I would not expect Treasury to initiate this
analysis until congressional action on the tax bill is complete.
The specific details of this request could then be worked out
between the appropriate Treasury officials and staff members of
the Joint Economic Committee.

Sincerely,

Henry S. Reuss
Chairman
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JOINT ECONOMIC COMMITTEE
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WASHINGTON. D.C. 20510 °*

August 3, 1981

The Honorable Donald T. Regan
Secretary

Department of the Treasury
Washington, D.C. 20220

Dear Mr. Secretary:

In my letter of July 2, I'outlined a general request to the
Treasury Department for an updated analysis of tax expenditure
benefits by income class. Some of these benefits will have been
changed, and otherscreated, by the tax legislation just enacted.
Thercfore, in addition to the major categories now applicable to
individuals (listed in Special Analysis G of the budget), I would
like this study to include estimates by income class of the tax
expenditure provisions in the final version of the 1981 tax cut
legislation.

I understand that after the tax bill has been enacted our
staffs will be meeting to discuss the details of this work. I

look forward to hearing of its progress.
Sinc&el(y./( S/
[ Yo,

Henry S. Reuss
Chairman
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DISTRIBUTION OF SELECTED ITEMS OF TAX EXPENDITURES UNDER INDIVIDUAL INCOME

TAX, BY EXPANDED INCOME CLASS 1

[Amounts in millions of dollars; returns in thousands)

Age exemption Blind exemption Dividend exclusion
Expanded income class (thousands) 2

Returns ~ Amount  Percent  Returns  Amount  Percent  Returns  Amount  Percent

Below $5 407 40 19 1 *) 0.0 308 4 0.8
$5 to 810 2,292 368 172 27 4 143 1285 19 38
$10 to §15 1,787 407 19.1 10 1 36 1,343 26 5.3
$15 to $20. 955 260 12.1 48 10 357 1,236 29 5.7
$20 to $30.. 1,094 360 16.8 9 2 71 2,849 84 16.6
$30 to $50.. 765 374 17.5 26 8 286 3,784 166 329
$50 to $100.... 362 225 10.6 4 2 7.1 2,006 130 25.7
$100 to $200.. 108 76 3.5 2 1 3.6 457 36 1.1
$200 and over 33 23 1.0 1 (*) 0.0 136 1 2.2
51O 7804 2133 ... 128 28 13,403 L —

Disabifity pay exclusion Medical deductions Real estate tax deduction

Returns ~ Amount  Percent  Retuns  Amount  Percent  Retuns  Amount  Percent

Below $5 90 52 40.3 308 4 1 325 81 0.1
$5 to $10 81 45 349 1,069 79 23 1,522 97 11
$10 to §15 31 22 170 1,653 155 45 1837 191 2.2
$15 to $20.. 18 2 1§ 2362 304 88 2710 374 43
$20 to $30....... 22 8 6.2 5281 834 242 6823 1,429 16.5
$30 to $50 6715 1,160 337 8870 3252 315
$50 to $100 2,221 652 189 2849 2291 26.4
$100 to $200 368 189 5.5 478 725 83
$200 and over 91 67 19 109 302 3.5
51| FROO— 242 129 .. 20,069 3444 ... 25523 8,679 e

State and local income tax State and local sales, persona! Home mortgage interest
deduction property, and other tax
eductions

Retorns  Amount  Percent  Returns  Amount  Percent _ Retums _Amount Percent_

Below $5 306 8 0.1 429 7 0.15 378 21 0.1
$5 to $10 1,319 59 S5 1,519 48 1.0 1,468 189 10
$10 to $15.. 1,968 131 11 2123 97 2.0 1,458 334 17
$15 t0 $20.. 2,834 284 23 3232 205 43 2,212 863 44
$20 to $30.. 6,761 1,313 107 7497 816 17.0 5759 3575 183
$30 to $50.. 8731 3,95 320 9685 1927 402 7842 8564 437
$50 to $100 2810 3716 301 3202 1168 244 2,369 4,697 24.0
$100 to $200... 453 1,682 13.6 587 354 14 343 1,065 54
$200 and over....... 100 1,204 9.6 155 170 35 71 2719 14
25,280 12,348 ... 24489 4793 ... 21,960 19,587 ...

See footnotes at end of table.
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DISTRIBUTION OF SELECTED ITEMS OF TAX EXPENDITURES UNDER INDIVIDUAL INCOME
TAX, BY EXPANDED INCOME CLASS *—Continued

[Amounts in miltions of doflars; returns in thousands]

Deductibility of nonmertgage
interest in excess of investment

Charitable contributions

deduction

__ Casuaty toss deduction

income
Refurns ~ Amount  Percent  Returns  Amount  Percent  Returns  Amount  Percent
Below $5.... 6 3 0.04 328 5 0.01 17 1 0.1
$5 to $10... 68 1 1 1,448 31 40 m 3 4
$10 to $15. 492 82 12 2,145 129 14 175 21 3.0
$15 to $20. 1,308 291 43 3,078 249 28 282 40 5.8
$20 to $30. 39719 1297 19.2 7433 985 111 608 108 15.6
$30 to $50. 5829 2842 421 9,545 2,550 289 871 243 351
$50 to $100... 1,360 1,501 22.3 3081 2109 239 316 173 25.0
$100 to $200.. 149 509 1.5 503 1,126 127 56 60 8.7
20 208 3.0 113 1,652 187 18 43 6.2
1] DO 13,211 6,740 ..o 276714 8836 ... 2,454 692 .o
Eiderly credit Child care credit Earned income credit ®
Returns ~ Amount  Percent  Returns  Amount  Percent  Returns  Amount  Percent
Below $5 2,201 658 380
126 21 16.3 172 36 34 3690 1,064 613
$10 to $15.. 235 5] 39.5 399 94 9.0 79 10 6
$15 to $20.. 109 19 14.7 566 133 127 21 4 1
$20 to $30.. 53 17 132 1,140 266 254 4 1 .01
$30 to $50.. 53 18 140 1,495 431 41.2
$50 to $100 8 3 23 221 7 14 .
$100 to $200.. *) (*) . 17 8 8.
$200 and over...... (*) (*) . 2 1 g
L1117 DO 585 4013 1,045 e 6,001
Capital gains deduction
Returns ~ Amount  Percent
Below $5 105 179 14
$5 to $10 496 188 1.5
$10 to $15 540 342 2.6
$15 to $20 536 337 2.5
$20 to $30 1,282 1,165 9.0
$30 to $50 1,674 2,539 19.6
$50 to $100 869 3337 25.7
$100 to $200 228 2134 16.4
$200 and over 63 2762 213
Total 5793 12983 ...

v Estimated for the tax law enacted as of Dec. 31, 1981, and at 1981 income levels.
2 Expanded income equals adjusted gross income plus minimum tax preferences (mostly excluded capita) gains) less investment interest expense

to the extent of investment income.

3 Includes the refundable portion of the earned income credit.

* Less than $500,000 or 500 returns.
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RUSSELL OFFICE BUILDING . WASHINGTON, D.C. 20510 . TELEPHONE {202} 224.5344

CONTACT: Bob Rose For Release AM's
Monday, February 13, 1978

MUSKIE SAYS BENEFITS OF MANY TAX BREAKS GO MOSTLY TO THE WEALTHY

Sen. Edmund S. Muskie, D-Maine, said Sunday new Treasury figures con-
firm that the benefits from many tax breaks are concentrated on high
income taxpayers. ’

“The Treasury figures show," Muskie said, "that 31 percent of the
$84 billion in tax benefits went to 1nd1v1duals'with incomes of over
$50,000 , who constitute only 1.4 percent of all taxpayers. Of the 69 tax
expenditures directly affecting individuals, 20 prcvided more than half
of their benefits to these '$50,000 and over' taxpayers. An additional
seven tax expenditures provided more than half of their benérits to the
5.2 percent of all taxpayers with income of over $30,000."

Muskie 1s chairman of the Senate Budget Committee, which 1s required
by law to review tax expenditures and to devise methods of coordinating
tax expenditure legislation with direct spending programs. The Con-
gressional Budget Act defines tax expenditures as revenue losses caused
by those Federal tax laws which "allow a special exclusion, exemption,
or deduction from gross income or which provide a special credit, a
preferential rate of tax, or a deferral of tax liabllity."

The Treasury flgures, prepared at Muskle's request, show how $84
billion in FY 1977 tax expenditures are distributed among individJ;l tax-
payers in different income categories. The calculations cover 69 different
tax expenditures affecting individuals. In addition to these provislons,
$28 billion in FY 1977 tax expenditures which directly benefitted corpora-
EISB; are not incliuded in the Treasury income distributions. Estimates
of all FY 1979 tax expenditures are even higher, totaling $130 billion--
$93 billion for individuals and $37 billion for corporations. However,
the FY 1977 Treasury figures are the latest for which income distributions
have been developed.

Some of these provisions benefitting higher income taxpayers are
among the largest tax expenditures. For example, 68 percent of the bene-
fits from the special treatment for general capital gains ($6.9 billion)
went to taxpayers with income over $50,000; 85 percent of the benefits

from the tax exemption for state and local bond interest ($1.7 billion)
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.went to taxpayers with income over $50,000. Other major tax expendi-
tures providing a majority of beneflts to taxpayers with income over
$50,000 include percentage depletion for oll, gas and hard minerals, )
and accelerated depreciation on housing investments.

Senator Muskle said, "The Treasury calculations support the Carter
Administration's contention that its tax reform proposals would improve
the progressive nature of the tax system. Several Carter reforms
affecting individuals would reduce tax. expenditures largely benefitting
taxpayers with over $50,000 of income. These include repealing the
alternative capital gains tax, offering state and local governments
the option to issue taxable bonds, thus reducing the benefits for tax
exempt bond purchasers,and tightening the minimum tax,which falls most
heavily on capital gains.

"On the other hand," Muskie noted, "some major Carter tax expendi-
ture recommendations affecting individuals would strike hardest at
persons with between $20,000 and $50,000 of income. These include
limiting the medical and casualty loss deductions, eliminating the
deduction for state and local gasoline taxes, and terminating the tax
exemption for unemployment benefits received by taxpayers with substantial
other income."

Muskie said, "Many tax expenditures effectively implement Federal
policies and should be retained. However, since tax expenditures are
generally enacted as permanent legislation, it 1is important that, as
entitlement programs, they all be given thorough periodic consideration
to see whether they are efficiently meeting the national needs and goals
that were the reasons for their initial establishment. The concentration
of tax expenditure benefits for higher income taxpayers 1s a special
reason for carefully scrutinizing these provisions."

Muskie noted, "The new budget process already has substantially
increased Congressional awareness of the costs of tax expenditure
programs, as well as the need to review these programs just as Congress
pericdically reviews spending programs. There 1s also a growing under-
standing in Congress," he said, "of the importance of analyzing the
relationships between tax expenditures and direct spending programs
which affect the same areas of Federal policy."

Tables prepared by the Treasury showing the estimated revenue loss
for each provislon by "Expanded Gross Income" class are attached.
Expanded Gross Income is a broader concept than the "adjusted gross
income" concept that appears on income tax returns. In addition to
"adjusted gross income," 1t includes the untaxed part of capital gains,
percentage depletion in excess of cost depletion and other tax prefer-
ences subject to the minimum tax; however, it excludes the deduction of
investment interest up to the amount of investment income. It therefore
comes closer to real economic income than does adjusted gross income.
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Tax Expenditures Affecting Individuals, Fiscal Year 1977

Distribution by Expanded Income Class

)

! v \ 4 |
! (S millions of dollars) .. L v &
Expanded : Benefits and : Exclusion i Capital :Capital :Expensing ¢ Interest on : Excess of : Capital :Capital + Expensing
Income : allowances to : of Military :Bxclusion : Gains :Gains :Exploration :State and Local: Percentaga: Gains on :Gains : of Farm
Class t Armed Forces : Dieability :of Income : Treatment :Treatment and ¢ Pollution ¢ Qver Cost : Coal :Treatment of : Capital
(8000 :__Personnel :_Pensions :Barned Abroad: of Timber :of Iron Ore :Development : Control Bond3 : Depletion : Royalties:Farm Income : Outlays
0-3 125 10 10 * * 2 . * 3 * 1 2
5-10 450 40 30 1 * 3 * 4 1 4 18
10 =18 270 25 27 1 * 3 * 4 1 9 3L
18 - 20 135 15 41 2 * 5 1 7 2 14 37
20 - 30 55 10 102 .5 * 8 3 11 4 27 (23
30 - 50 45 &4 175 9 1 32 7 46 7 51 9
50-- 100 10 1 106 11 - 1 47 26 70 9 68 78
100 - 200 4 * 40 9 1 45 19 65 7 56 27
200 and over 1 o 16 17 2 65 29 95 14 100 25
Total 1,095 165 5&s 55 5 210 B 305 45 3% 5
Source: U. S. Treasury Department.
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\
($ millions of dollars)’ > 'y \L S %

Expanded : Deduction: Deduction : Deduction : Credit : Deferral : : ¢ Depreciation in :Ocher :Expenaing :Exclusion of
Income : for : for Real : of Interest: For New : of Capital : ¢ Capital : Capital : Rental Housing :Depreciation :0f Research:interest on in-
Class ! Mortgage : Estate ¢ on Consumer: Home i Gain On :Dividend : Gains % Gains : in Excess of tin excess of and :dustrial devel-
(5000) ! Interest @ Taxes : Credit : Purchase : Home Sales :Exclusion :Ceneral: at Death: Straight Line :straight line :Development:opment bondS
0-5 3 6 1 1 9 7 27 29 3 1 » *

5 - 10 89 75 35 3 27 3% 9% 99 4 2 " *

10 - 15 354 280 141 17 151 50 184 194 4 2 * Lo

15 = 20 748 535 297 26 230 58 290 305 7 3 1 2

20 -~ 30 1,613 1,19 641 34 300 111 558 588 12 . 5 R § 3

30 - 50 1,131 1,033 450 15 130 105 1,077 1,134 48 21 4 8

50 - 100 470 -679 187 3 30 63 1,429 1,506 73 32 8 29

75.¢ 57
00 - 200 68 253 27 1 10 17 1,166 1,228 68 R 30 74 6 21
00 and over 14 150 6 * 3 5 2,085 2,197 101 44 10 32

Total 4,490 %,205 1,785 166 890 %50 &,910 7,280 320 140 30 95

€9
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¥ \/ w ($ millions of dollars) . Y
Expanded ‘Expensing of : :5eyear :Exclusion of: Parental per- : Charitable : Credit

Income : Excess tConstruction : Asset State :Amortization :Scholarships: sonal exemption : contributions: for child
Class : First Year :Period {nterest: Investment: Depreciation: Gasoline :Housing : and : for students : for : and depen- :Jobs
: ciat :and Taxes s _Credit : Range :_Taxes :Rehabilitation :Fellowships : 19 and over :_education :_dent care  :Credi
0.3 1 1 16 1 1 * 40 5 * 3 1
35-10 2 2 144 2 21 * 80 110 2 65 9
10 - 15 2 2 264 4 76 * 60 240 5 97 16
15 - 20 3 3 237 5 136 * 35 193 12 121 i4
20 - 30 5 6 388 8 249 1 15 44 25 165 23
30 - 50 21 22 412 20 138 2 10 45 96 41 25
50 - 100 32 34 336 17 50 3 5 88 87 7 20
100 - 200 30 32 160 18 11 4 » 20 98 1 10
200 and over 44 48 o118 25 3 1 * 5 200 * 7
Total 140 150 7,075 100 685 5 5 750 525 500 125

9




1/ ($ millions of dollars) \

Expanded ¢ Exclusion og ¢ Maximum ‘Exclusion :Charitable : Employer : : : : ¢ QASDI: H

Income : Employees I tax on :of prepaid :contributions : contributions: Medical  :Charitable : OASDI: : OASDI: : Dependents : Railroad
Class : meals and ¢ personal :legal sother than health: for medical : expense :contributions: Disability : Retired : and ¢ retiremen
(8000} : lodging : service income :services :and_education :_insurance : deduction :health ;_benefits :_workers : Survivors : benefits
0-5 5 - * 2 91 9. * 135 1,085 246 72
5-10 30 -- 1 54 494 125 10 132 1,061 261 70
10 - 15 70 -~ 1 204 814 312 20 67 541 123 5
15 - 20 70 -~ 1 397 1,028 3% 40 43 345 78 23
20 - 30 40 -- 1 856 1,547 633 100 45 360 82 24
30 - 50 s * 1 712 882 408 155 : 32 255l 58 17
50 - 100 20 60 * 652 456 221 130 14 118. 27 8
100 - 200 8 237 * 423 178 } 79 135 2 21 5 1
200 and over 2 258 * 625 70 49 200 - * Coa * w

Total 280 55 5 3,935 5,560 7,230 790 70 3,790 60

99



{$ millions of dollars)

Expanded : : : T : Premiums on : Premiums on :Capital tAdditional :Tax Credit sExclusion of
Income : Workmens : Disabled :Employer: Individual: group term : accident & :gains on :personal :for the rinterest on
Class : compensation : coal miners :pension : pension : life : disability :hohmes of €Xemption ;elderly (retire- :14fe insurance

{5000) : _benefits : benefits :plans :_plans :_insurance : _insurance :persons_over 65 for aged :ment {ncome credit) : savings

0-35 206 15 a8 2 14 1 - ™ 70 3o 43
5«10 202 14 416 32 76 6 1 304 120 209
10 - 15 103 7 1,030 76 126 11 2 218 50 209
15 - 20 ' 66 5 1,515 115 159 13 4 134 19 207
20 - 30 .68 5 2,608 266 239 19 7 151 10 340
30 - 50 48 3 1,672 349 137 11 6 127 - 1 326
50 - 100 22 l 1 912 420 70 6 9 92 * 301
.00 - 200 4 * 375 112 28 2 6 33 * 132
200 and over 1 * 149 18 11 1 5 1% * 85
Total 720 50 8,75 1,390 860 70 %0 1,140 230 1,850
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(5 millions of dollars)

Expanded Exclu- @ :Exclusion of
Income sion of: Unem- iTrust Earnings-
Class Sick ¢ ployment :Supplemental Unem-:

{5000} Pay : benefits :ployment benefits
0-5 5 168 1
5-10 12 382 2

10 - 15 3o 320 2

15 - 20 35 276 2

20 - 30 14 223 2

30 ~ 50 8 80 1

50 - 100 5 45 *

100 - 200 1 6 *
200 and over * * d
Total 110 1,500 10

+ Exclusion

of
Public

i Assistance

148
111
33
18
17

iExcess of
ipercentage
tover minimum
:standard deduction:

530

i Additional

:Earned

: personal €Xemp— income credit

:tion for the iefundable and
:{nonrefundable

710
555

: Casualty

loss

%
33
59
61
76
42
16
19
370

t Veterans
: disabilicy
: deduction :

compensation

38
91
159
163
196
73
21

Vaeterans
Pensions

18

12

L9



J/ ($ millions

of dollars)
Expanded H Interest on : Deductibility Deferral
Income : General State - other State of Interest
Class :G.I. Bill and Local and Local on Savings
($000) :Benefits Debt Taxes Bonds
0-3 75 * 4 17
5-10 90 1 80 66
10 - 15 52 7 352 66
15 - 20 22 36 717 65
20 - 30 15 59 1,710 107
30 - 50 4 150 1,796 101
50 - 100 2 533 1,595 %
100 - 200 * 359 766 42
200 and over * 580 640 27
Total 260 1,725 7,660 585

Office of the Secretary of the Treasury
Office of Tax Analysis

% Less than $500,000.

January 19, 1978

89



1977 Individual Tax Returns

Expanded Thousands
Income of returns
Class filed
($000) (estimated)

0-5 25,47k det

5-10 20,109 23,7
10-15 16,106 /¢ 3
15-20 11,824 /2.y
20-30 9,907 3
30-50 3,347 2.8

50-100 985 /!

100-200 198 0.2
200 and over ko o./

Total 87,998 /oo.o

69
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[From the Congressional Record, June 2, 1875)
TREASURY STUDY SHoOwS “TAx EXPENDITURES” WILL BENEFIT WEALTHY MOST

Mr. MoNDALE. Mr. President, a Treasury study prepared at my request shows
that the benefits from most “tax expenditures”—preferential tax provisions in-
tended to encourage or reward specific activities—are concentrated heavily on
taxpayers with the highest incomes.

Of the $58 billion in fiscal year 1974 tax expenditures, over 23 percent went fo
individuals with incomes of over $30,000, who make up only 1.2 percent of all
taxpayers.

The 160,000 taxpayers with incomes of $100,000 or more received an average
of $45,662 each in tax relief from the 57 tax expenditures on the Treasury list,
while the 9.9 million taxpayers earning between $15,000 and $20,000 saved an
average of only $901 apiece, and those from $10,000 to $15,000 saved only $556
each.

Tax expenditures are defined by the new Congressional Budget Act as the
revenue losses attributable to Federal tax provisions—

“* * * which allow a special exclusion, exemption or deduction from gross
income or which provide a special credit, a preferential rate of tax, or a de-
ferral of tax liability.”

The Senate Budget Committee, on which I serve, is required by the new law:

‘“To request and evaluate continuing studies of tax expenditures, to devise
methods of coordinating tax expenditures, policies and programs with direct
budget outlays, and to report the results of such studies to the Senate on a re-
curring basis.”

The 57 tax expenditures on the Treasury list include the special tax treatment
of capital gains, $6.7 billion ; the tax exemption for state and local bond interest,
$1.1 billion; excess depreciation deductions, $700 million; the investment tax
credit, $880 million ; deductions for home mortgage interest, $4.9 billion ; property
taxes, $4.1 billion ; and medical expenditures, $2.1 billion ; and a variety of other
provisions.

Many of the larger expenditures are very heavily concentrated in the higher
income brackets. Over 88 percent of the $1.1 billion in tax relief going to individ-
gals from tax-exempt State and local bonds goes to people with incomes over

50,000.

Over 62 percent of the $6.7 billion tax expenditure from the special tax treat-
ment of capital gains goes to the 1.2 percent of taxpayers with incomes over $50,-
000, and over 47 percent goes to those with incomes over $100,000.

THE TAX EXPENDITURE CONCEPT

Mr. President, there is a good deal of misunderstanding about the concept of
tax expenditures.

The concept is based on the assumption that the main purpose of an income
tax system is simply to raise revenue, and that all taxpayers and all forms of
income should, as nearly as possible, be treated alike. There are, of course, broad
exceptions to this rule, such as the progressive rate structure and the provisions
which take into account differing family sizes, but these are considered part of
the basic structure of our income tax system.

However, when the Government seeks to use the tax system for other, more
limited, purposes—to encourage oil drilling, exports, business investment, home
building, and so forth, by giving preferential tax treatment to those who engage
in those activities, it is in effect subsidizing them with money that must be
made up by higher tax collections from others.

The practical effect is the same as if the Government took a portion of its tax
revenues and made a direct grant to those who engage in the activities the Gov-
ernment wants to encourage or reward.

But instead of collecting the money from all taxpayers and granting it back
to some taxpayers, it allows the favored taxpayers to keep the money and make
it up by collecting more from everyone else.

These tax expenditures are thus a form of Government spending or subsidy,
and they should be evaluated on the same basis as other forms of Government
spending. ’

Calling these special tax provisions expenditures does not make them either
good or bad. It is meant to be a neutral term, and it is intended only to require
us to begin looking at these tax subsidies in the same way we look at other;
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Federal spending programs. Their practical effect is the same, and they should
be judged by the same standards.

Many tax expenditures serve a legitimate purpose and they should be con-
tinued. Others need to be examined to see whether they can be restructured so
that their benefits are distributed more broadly and equitably. In still other cases,
a direct expenditure, loan or guarantee program might work better than a tax
expenditure, and we should consider substituting one for the other. And finally,
some tax expenditures serve no defensible purpose at all, and should be abolished.

The new budget process wiil enable the Congress to review and analyze these
tax expenditures in the same way we look at other Federal spending programs,
s0 that we can make certain they are serving the purposes for which they were
intended efficiently and at the lowest possible cost.

CONCENTRATION IN HIGHER BRACKETS

The concentration of tax expenditure benefits in the higher income brackets is
one of the important reasons these provisions must be examined with great care.
If the Federal Government is, in effect, going to be spending money to support or
reward certain activities, we must determine whether it makes sense to do 80
under a system which provides the highest benefits to those with the highest
incomes.

One reason why most tax expenditures provide more relief to those with higher
incomes, is that they exclude or exempt from taxation income which would other-
wise be taxed at a taxpayer's highest marginal rate. As a result, the tax benefit
from a provision increases as a taxpayer’s highest marginal rate bracket increases.
For a taxpayer in the lowest, 14-percent bracket—making $5,000 a year—each
$£100 deduction, exclusion or exemption is worth only $14 in reduced taxes. But
for some in the highest, 70-percent bracket—making over $200,000 a year—each
8100 deduction, exclusion or exemption is worth $70 in reduced taxes.

This problem could be avoided by changing deductions or exemptions into
credits. Unlike a deduction, a credit is subtracted directly from the tax otherwise
due, so it is worth the same amount in tax savings to all taxpayers, no matter
what marginal tax bracket they are in. A $100 credit would save everyone $100
in taxes, rather than saving the rich $70 and the poor $14.

T have proposed, for example, that taxpayers be given the choice of taking
a $200 credit for themselves and each dependent, instead of the present $750
personal exemption. This $200 optional credit would be worth more in tax sav-
ings than the $750 exemption to almost all families earning $20,000 or less.

The Senate approved this $200 optional credit earlier this year as part of the
Tax Reduction Act, but it was dropped in conference and replaced by a $30 credit
which may be taken in addition to the $750 exemption.

The use of a credit rather than a deduction could well be extended to other
areas, such as the provisions dealing with home mortgage interest and property
taxes. If properly structured, the credit could result in greater tax savings than
the present deductions for the great majority of taxpayers.

Mr. President, I would like to express my thanks to the Treasury Department,
and especially to Assistant Secretary Frederic W. Hickman and his staff, for their
work on this tax expenditure study. These estimates are difficult to make, and the
Treasury had many other demands that had to be met at the same time this
work was being done.

MODIFICATIONS IN TREASURY LIST

One item is omitted from the Treasury list of tax expenditures which has been
included on other lists—the maximum tax on earned income.

The maximum tax is estimated to cost $330 million in fiscal year 1974, and was
included in the list of tax expenditures prepared by the staff of the Joint Com-
niittee on Internal Revenue Taxation—JCIRT—for the Senate and House Budget
Committees.

Tlie maximum tax was instituted in the 1969 Tax Reform Act, and limits the
maximum marginal tax rate on earned income-—wages, salaries, and so forth—to
50 percent, as compared to the maximum marginal rate on all other income of 70
percent.

Another item—untaxed capital gains at death—was included in the Treasury
list at my request, but the $700 million cost attributed to it is far below the $5
billion cost estimated by the staff of the JCIRT. R

The reason is that the Treasury assumes a specific limited form of taxation of
these gains, and estimates the cost of this provision as merely the revenue gain
that would result from this limited form of taxation.
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This is not the way the cost of other tax expenditure items is estimated.
The $6.7 billion cost of other capital gains, for exampile, represents the difference
between taxing these gains as ordinary income and the present favorable treat-
ment. If the capital gains at death item is measured on this same basis, the
ocost for fiscal year 1974 comes to $5 billion.

The staff of the JCIRT is in the process of preparing a breakdown of the
maximum tax and the capital gains at death items by adjusted gross income
class, but this information is not available as yet.

1 ask unanimous consent that tables showing a complete breakdown of indi-
vidual tax expenditures by adjusted gross income class be reprinted in the
RECORD at the conclusion of my remarks.

The PrEsmING OFFICER. Without objection, it is so ordered.

(See exhibit 1.)

Mr. MoNDALE. This information was supplied by the Treasury. The tables also
show the following additional information, which was prepared by my office :

First. The aggregate total of all 57 tax expenditures, broken down by AGI
class, along with the percentage of the total going to each AGI class, and to
AGI segments (0-$10,000, $10-$20,000, $20-$50,000 and $50,000 and over) :

Second. The percentage distribution of each tax expenditure by AGI segment
(0-$10,000, $10,000-3$20,000, $20,000-$50,000, and $50,000 and over).

EXHIBIT 1
ESTIMSTED " QF TAX OF ALS BY ADIUSTED GROSS IMCOME CLASS, FISCAL YEAR 1974 -
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Representative Reuss. Finally, I wanted to ask you, Mr. Ture, about
the debt ceiling, particularly the temporary debt ceiling. The perm-
anent one doesn’t occur until September. Something has to be done
about that, but we have also a temporary one we are going to bump
against one of these days or weeks, and my question is: Wouldn’t it
be a good thing if the Treasury brought up promptly to the Congress
and the proper committees’ Ways and Means and Finance, your pro-
posal, because I don’t think it 1s good for the country to get into a
last-minute hassle where people say the United States is going to go
broke on Saturday night, and so on. It takes a little while to get
these things through and, to be candid about it, one reads in the press
about various proposed attachments to it. Well, let’s have the Treas-
ury’s request and let the attachments succeed or fail, as Congress will,
and let’s get on with it rather than getting into some desperate week-
end in June, or whenever.

Mr. Ture. We are perfectly in accord with ‘that, absolutely. I think
your position is absolutely right and reflective of the Treasury’s views
on that. What I can tell you now as the Treasury representative is that
the Assistant :Secretary for Domestic Finance will be testifying to the
Committee on Ways and Means, I believe on Tuesday next, und to the
Committee on Finance in the Senate.

Representative REuss. On this subject?

Mr. Ture. Yes.

Representative Reuss. He will say we need a ceiling bumping by
such a date and such a time?

Mr. Tore. Yes,

Representative Reuss. That is excellent. I wasn’t aware of that.
That is a perfect answer to my question.
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Well, we are very grateful to you, Mr. Ture, for your returning to
your alma mater. You have acquitted yourself, as always, splendidly,
and we enjoyed having you with us.

Mr. Ture. A pleasure to be here, sir.

Representative REuss. We now stand in adjournment.

[Whereupon, at 11:15 a.m., the committee adjourned, subject to the
call of the Chair.]
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TUESDAY, JUNE 22, 1982

Conaress oF THE UNITED STATES,
Joint Economic COMMITTEE,
Washington, D.C.

The committee met, pursuant to notice, at 9:33 a.m., in room 2247,
Rayburn House Office Building, Hon. Henry S. Reuss (chairman of
the committee) presiding.

Present: Representatives Reuss and Richmond.

Also present: James K. Galbraith, executive director; and Paul B.
Manchester and Mark R. Policinski, professional staff members.

OPENING STATEMENT OF REPRESENTATIVE REUSS, CHAIRMAN

Representative Reuss. Good morning.

The Joint Economic Committee will be in order for its hearing on
the Consumer Price Index for May. The CPI rose in May at an annual
rate of 12.7 percent. This means that double digit inflation is back, and
double digit unemployment is close. President Reagan’s misery index,
the sum of inflation and unemployment, is now 22.2 percent, or more
than one-third above its level of 16.1 percent when the Reagan ad-
ministration took office in January 1981.

The President will have little to show and a lot to answer for when
the voters go to the polls next November. The Consumer Price Index
shows that we have not beaten inflation. The simple truth is that the
Reagan administration has no anti-inflation policy other than reces-
sion, and we will not get inflation under control until such a policy is
brought into being.

‘We need an energy policy to assure security of supply and reason-
ably stable prices. We need an incomes policy. We need a food policy
to prevent renewed shortages and higher prices. We need a policy to
bring down interest rates, especially to promote housing and invest-
ment in new capital equipment. We need procompetitive, antispecula-
tion policies to fight inflationary uses of credit.

Recently, administration spokesmen have wondered why the Ameri-
can public hasn’t given the administration more credit for reducing
inflation. Today’s report on inflation indicates, again, the wisdom of
the average American, who has rightly remained skeptical of the suc-
cess.claimed by the administration.

Before proceeding, I will enter Senator Hawkins’ opening state-
ment, at her request, in the hearing record at this point.

[The opening statement follows:

T
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OPENING STATEMENT OF HON. PAULA HAWKINS

The Consumer Price Index took a fairly large jump in May. The 1 percent rise
translates into a 12 percent annual rate. However, the compound annual rate
over the last three months is only 3.7 percent. This compares with the 9 percent,
12 percent, and 13 percent rates, respectively, over the last three years 1981,
1980, and 1979.

Despite the jump in May, I think our general disinflationary trend is still on
track. While the rates for all of 1982 will not be as low as our recent three-month
average, they should certainly be well below doubtle digit rates.

But, I want to discuss one concern I have about inflation figures. Some of my
colleagues had thought that the battle against double-digit inflation was over,
and we can go back to our old ways. As they anguish over interest rates, they
demand that we turn on the printing presses once again and use excessive money
creation to lower interest rates.

Excessive money growth causes higher interest rates, not lower ones. That is
not to say that the Federal Reserve has been doing a very good job. They haven't.
While the average growth in the money supply has moderated, there has been
terrible volatility-—stop-and-go growth rates that have made the financial mar-
kets as nervous as a cat on a hot tin roof.

What we need is a more steady course. As far as the inflation fight is concerned,
what we need is consistent Government policy in both the monetary and fiscal
arenas. I think the Reagan economic program is still on target. The worst thing
the administration could do is to return to the Carter days when we had a new
economic policy every other Tuesday.

Mrs. Norwood, I look forward to your testimony. Inflation is the main cause
of our current recession ; inflationary expectations are a chief component in our
high long-term interest rates. I hope you can offer us the prospect of good infla-
tion news for the rest of the year and that it will soon be translated into good
news on the recession recovery and a decline in interest rates.

Representative Reuss. We are delighted to welcome again, as our
leading witness. Commissioner Janet Norwood of the Bureau of Labor
Statistics, one of our most respected analysts and statisticians, whose
unhappy lot it has been recently to bring us bad news on both the un-
employment and inflation fronts.

Ms. Norwood, as always, we are delighted to have you and your
associate. Would you now proceed to tell us the news.

STATEMENT OF HON. JANET L. NORWO0OD, COMMISSIONER, BUREAU
OF LABOR STATISTICS, DEPARTMENT OF LABOR, ACCOMPANIED
BY KENNETH DALTON, ASSISTANT COMMISSIONER, DIVISION OF
CONSUMER PRICES AND PRICE INDEXES

Ms. Norwoop. Thank you, Mr. Chairman. I would like to introduce
Kenneth Dalton, who is in charge of our price statistics.

I am glad to have this opportunity to offer the Joint Economic
Committes a few brief comments to supplement our Consumer Price
Index press release, issued this morning at 8 :30 a.m.

The CPI for all urban consumers, the CPI-U, rose 1 percent in May
after seasonal adjustment. This advance follows a 7-month period in
which the average monthly increase was 0.3 percent. The acceleration
in the May index was largely attributable to a sharp reversal in the
movement of the transportation component. Gasoline prices rose 0.9
percent in May, following a 13-month period of sustained moderation,
including substantial declines in each of the first 4 months of 1982.
Further advances in the housing and food components also contributed
to the upturn in May. On the other hand, the index for apparel and



upkeep declined, and increases in the other major categories of con-
sumer spending were about the same as in April.

The May increase in the CPI-U brought the 12-month change in

consumer prices to 6.7 percent, well below the 9.8-percent increase re-
corded for the 12 months ended in May of last year. Over the past 8
months, including May, the rate of increase in consumer prices has
slowed substantially, with the most noticeable decelerations occurring
in energy, homeownership, and the food components of the CPI.
Moreover, the rate of increase in a special index which excludes these
items also moderated over this period, but less dramatically.
_ In May, energy costs rose 1.6 percent as prices for petroleum-based
items advanced after sharp declines earlier this year. Charges for gas
and electricity continued to increase at about the same rate as during
the 12 months ended in September. The decline in gasoline and fuel
oil prices over the period from March 1981 through April 1982 fol-
lowed sharp increases in the first quarter of 1981 after announced price
hikes by OPEC and price decontrol. These sharp increases, along with
a slowdown in economic activity, led to a reduction in demand and
what has been characterized as the “oil supply glut.” Inventories have
now been drawn down, and it appears that this “glut” is over.

The behavior of food prices has been marked by volatility. Both
the 1973 and 1978 inflationary episodes were characterized by sharply
increasing food prices. At some other times, however, food prices have
provided a major decelerating pressure on the overall CPI. The slow-
down in food prices preceded the current slowdown in consumer
prices. For the 12-month period ended in September 1981, grocery
store food prices had increased only 5.5 percent, a rate half of that of
the overall index. Over the past 8-month period, including May, the
increase was even less, a seasonally adjusted annual rate of 3.6 percent.
The May advance was primarily due to sharp increases in prices for
meats and fresh fruits and vegetables. These increases correspond with
the Agriculture Department’s forecasts calling for an acceleration
during the second and third quarters and an overall increase in the
5- to T-percent range for all of 1982.

The homeownership component of the CPI, primarily reflecting in-
creases in house prices and mortgage interest costs, registered advances
throughout most of the period from January 1978 through Septem-
ber 1981. During the succeeding 6 months, this component declined
and was 4 major factor in the overall slowdown in consumer prices.
The last 2 months, however, have seen a large jump in homeownership
costs as house prices rose sharply. Problems in measuring homeowner-
ship may have exaggerated these movements—both on the upside and
on the downside. )

The experimental CPI-U, X-1, using rent substitution, offers an
alternative measure for analyzing the recent price behavior which
moderates the volatility inherent. in the present “asset” approach treat-
ment of homeownership costs. The experimental series. as you are
aware, will, with some modification, become the official measure of
homeownership costs in the CPI-U with publication of the data for
January 1983. While the recent overall pattern of price behavior re-
flected by the experimental measure is similar to that of the official
CPI-U, the deceleration following September 1981 was more gradual,
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with the April index registering a decline, followed by a 0.6 percent
rise in the May index.

In summary, prices increased in May, following 7 months of sus-
tained moderation. When the volatile house prices and mortgage costs
are excluded, the index rose 0.6 percent in May. primarily because of
increased prices for food and energy. When put in lower penspective,
the annualized increases during the first 5 months of 1982, both for
the overall CPI and for the major categories, are still well below those
of last year.

Mr. Dalton and I will try to answer any questions you may have.

Thank you.

[The Consumer Price Index, May 1982, news release referred to by
Ms. Norwood follows:]
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Advance coples of this release are made available to the press with the explicit
understanding that, prior to 8:30 a.m. EDT: (1) Wire services will not move over
their wires copy based on information in this release, (2) electronic media will not feed
such information to member statlons, and (3) representatives of news organizations will not
contact anyone outside the Bureau of Labor Statistics to ask questions about or solicit
comments about information in this release.

THE CONSUMER PRICE- INDEX--MAY 1982

The Consumer Price Index for All Urban Consumers (CPI-U) and the Consumer Price Index
for Urban Wage Earners and Clerical Workers (CPI-W) both rose 1.0 percent before seasonal
adfustment in May, the Bureau of Labor Statistics of the U.S. Department of Labor announced
today. The CPI-U rose to 287.1 and the CPI-W to 286.5 (1967=100), respectively. The All
Items experimental measure using a rental equivalence approach (CPI-U, X-1) increased 0.7
percent to 260.6. Compared with their levels in May 1981, the CPI-U was 6.7 percent higher,
the CPI-U, X-1 6.1 percent higher, and the CPI-W 6.5 percent higher.

CPI for All Urban Consumers (CPI-U)--Seasonally Adjusted Changes
On a seasonally adjusted basis, the CPI for All Urban Consumers rose 1.0 percent in
May, while the experimental CPI-U, X-1 increased 0.6 percent.

The 1.0 percent advance In the official CPI follows a 7-month period in which the
average monthly Increase was 0.3 percent. The acceleration in the May index was largely
attributable to a turnaround in the transportation component. Gasoline prices, #hich had
declined almost 15 percent over the period from March 1981 through April 1982 rose 0.9 percent
in May. Further advances in the housing and food and beverage components also contributed to
the upturn in consumer prices. On the other hand, the index for apparel and upkeep declined

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 1981 1982 3-mos. ended ended
Nov. Dec.| Jan. Feb. Mar. Apr. May May '82 May '82
All items .5 R .3 2 -3 .2 1.0 3.7 6.7
Food and beverages .1 .1 .7 6 -3 .3 .8 2.9 4.8
Housing .5 4 .3 40 -3 8 1.4 7.8 8.8
Apparel and upkeep -1 ga1 -0 4 4 a0 1.9 2.7
Transportation 9 6| -2 -7 -1.0 -1.6 4 -8.2 2.8
Medical care 1.1 7 .8 7 1.0 1.0 .9 12.2 12.0
Entertainment .8 .3 .7 .7 .5 .3 .3 4.2 6.4
Other goods and services .5 .6 6 .9 1.0 .9 7 10.5 9.8
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while increases in the other major categories of consumer spending were less than or the same
as in April.

The transportation index advanced 0.4 percent in May, following a decline of 1.8
percent in April. The turnaround was due to the dramatic reversal in gasoline prices which
accounted for over three-fifths of the acceleration in the overall CPI. HModerating the impact
of the jump In gasoline prices were smaller increases'in new and used car prices, which rose
0.3 and 0.1 percent, respectively. Automobile finance charges declined for the second
consecutive month, Moderate Increases were recorded for most other private transportation
components. The index for public transportation rose 0.8 percent, the same as in April, again
largely due to increases in airline and intercity train fares.

The housing component rose 1.4 percent in May, following a 0.8 percent increase in
April, and accounted for about one-third of the acceleration in the overall €PT. Shelter
costs advanced sharply for the second consecutive month. The index of home financinrg costs
rose 1.7 percent as a 2.6 percent increase in house prices was partially offset by a 0.8
percent decline in mortgage Interest rates. Charges for residential rent rose 0.8 percent In
May,following a small increase in April. The index for fuel and other utilities also
accelerated, rising 1.0 percent la May after recording no change in April. Charges for
natural gas rose sharply for the fifth consecutive month while the index for electricity
registered a small decline for the second month in a row. Fuel oil prices, which had declined
sharply in the 2 preceding months, rose 0.7 percent in May.

The index for food and beverages rose 0.8 percent in May, compared with a 0.3 percent
increase in April. Grocery store food prices also accelerated, advancing 1.0 percent, largely
due to substantial lncreases in the indexes for meats, poultry, fish, and eggs, and fruits and
vegetables. Beef, pork, and poultry prices all rose sharply, while egg prices declined for
the third consecutive month, All other major grocery store food groups continued to record
either moderate increases or small declines. Prices for the other two components of the food
and beverage index -- restaurant meals and alcoholic beverages -- increased 0.4 and 0.1
percent, respectively.

The medical care index rose 0.9 percent in May, about the same as in recent months.
The index for medical care commodities, which includes prescription and nonprescription drugs
and medical supplies, increased 0.8 percent, Charges for hospital rooms and physicians'
services rose 0.8 and 0.6 percent, respectively.

The index for apparel and upkeep declined 0.1 percent in May. A decline in prices for
women's and girls' clothing, reflecting early summer sales, was primarily responsible for the
decrease. Partially offsetting this decline were moderate increases tn the Lndexes for men's
and boys' clothing, footwear, and apparel services.

The entertainment Index rose 0.3 percent in May, the same as in April. The other goods
and services component advanced 0.7 percent, somewhat less than in recent months. Increases
in bank service charges and tobacco products were largely responsible for the May increase.
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CPI-U Experimental Measure

On a seasonally adjusted basis, the CPI-U using rent substitution (X-1) rose 0.6
percent in May. The official CPI-U rose 1.0 percent. The large difference in movement in May
reflects the different treatment of homeownership costs in the two indexes. The CPI-U, X-1
uses rental charges to represent movements in shelter costs of homeowners. Rental charges
increased 0.8 percent in May. The officlal CPI-U employs house prices, mortgage interest
rates, property taxes, property insurance, and maintenance and repair costs. This measure of
homeownership costs increased 1.8 percent in May as a result a sharp increase In house prices.

CP1 for Urban Wage Earners and Clerical Workers (CPI-W)--Seasonally Adjusted Changes

On a seasonally adjusted basis, the CPI for Urban Wage Earners and Clerical Workers
advanced 0.9 percent In May, after recording a increase of 0.2 percent in April. The food and
beverage component rose 0.8 percent in May, following an increase of 0.3 percent in the
preceding month. Grocery store food prices rose 1.0 percent, largely reflecting sharp price
increases in meats and vegetables. The housing component increased 1.4 percent, the second
consecutive large monthly Lncrease. Shelter costs rose sharply as both homeownership costs
and charges for rent accelerated. The index for fuel and utilities also increased
substantially. The transportation p , which had declined in each of the preceding
4 months, increased 0.5 percent in May. The turnaround was due largely to the sharp reversal
in gasoline prices, which increased 0.9 percent in May. The index for medical care advanced
0.8 percent. The apparel and upkeep component declined 0.4 percent, largely due to a decline
in prices for women's and girls' clothing. The entertainment and other goods and services
rose 0.2 and 0.7 percent, respectively.

Table B. Percent Changes in CPI for Urban Wage Earners and Clerical Workers (CPI-W

Seasonally adjusted Unadjusted
Compound

Expenditure -Changes from preceding month annual rate 12-mos.
category 7981 1982 3-mos. ended ended

Nov. Dec.| Jan. Feb. Mar. Apr. May May '82 May '82
All items 5 .4 .3 20 =2 2 .9 3.4 6.5
Food and beverages .1 .1 .8 S0 -2 .3 .8 3.4 4.7
Housing 4 4 .2 30 -3 9 1.4 8.5 8.9
Apparel and upkeep A -1 0 4 .7 a0 -8 1.7 2.4
Transportation 9 6 -2 -7 <10 <175 -8.4 2.9
Medical care 1.1 7 .8 .7 .8 1.0 .8 1.3 10.8
Entertainment .5 .2 -4 7 .3 4002 3.7 6.2
Other goods and services 5 .6 6 1.0 1.0 .8 .7 10.8 9.5
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Homeownership Changes
On October 27, 1981, the Bureau of Labor Statistics announced its intention to change the

way in which homeownership costs are measured for the Consumer Price Index. Effective with
data for January 1983, the Consumer Price Index for All Urban Consumers (CPI-U) will
incorporate a rental equivalence measure for homeownership costs. Effective with data for
January 1985, the Consumer Price Index for Urban Wage Earners and Clerical Workers (CPI-W)
will also incorporate the rental equivalence approach. Detalils of these changes can be found
in U.S. Department of Labor news release 81-506, October 27, 1981.

Postponement of Rebasing of C Price Index

Because of severe budget constraints, the Bureau of Labor Statistics did not carry out
the Government directive to rebase the Consumer Price Index and the Producer Price Index to
the new U.S. Government 1977=100 reference base. Postponement was required because of the
high cost of both the direct production work necessary to prepare the data and the information
services to explain the change. No alternative date for adopting the 1977 reference base has
been set. All Items indexes on a 1977=100 reference base are available upon request from the
Bureau.




Table C. Offictal CPI-U and using appr o costs: 1967100,
Relative Unadjusted percent Seasonally adjusted percent changes
importance Unadjusted indexes change to May. 1982 from from-
Group
December 1977(Apr. 1982 | May. 1982 May. 1981 Apc. 1982 Feb. to Mar. | Mar. to Apr  |Apr. to May.
ALL ITEMS
CcPI-U 100.0 284.3 287.1 6.7 1.0 -0.3 0.2 1.0
Flow-of-Services Measures
CPI- Rent titution) ........ 100.0 258.8 260.6 6.1 0.7 0.2 -0.2 0.6
CPI-U-X2 (User Cost Current Interest) 100.0 265.1 287.0 8.4 0.7 -0.5 0.0 0.5
CPI-U-X3 (User Cost Avg. Interest) .. 100.0 276.7 278.4 8.5 0.6 0.1 0.1 0.4
Outlays Measures
CPI-U-X (Current Interest) ......... 100.0 280.2 282.4 6.5 0.8 -0.1 -0.1 0.8
CPI-U-X5 (Average Interest) ......... 100.0 271.4 273.3 6.5 0.7 0.2 -0.t 0.6
HOMEQWNERSHIP
CPI-U 22.8 370.6 377.4 9.4 1.8 0.9 1.3 1.8
Flow-of-Services Measures
CPI-U-X1 {Rent Substitution)V/....... 14.5 220.1 221.8 1.7 0.8 0.5 0.2 0.8
CPI-U-X2 (User Cost Current Interest). 11.4 419.,2 421.6 219 0.6 2.4 0.7 0.0
CPI-U-X3 (User Cost Avg. Interest) .. 10.0 352.8 353.6 27.1 0.2 -1.7 0.6 -0.4
Outlays Measures ~
CPI-U-X4 {Current Interest) ......... 10.0 452.1 458.5 1.5 1.4 -1.2 1.1 1.2
CPI-U-X5 (Average Interest) ......... 8.7 3.2 347.1 1.0 1.1 0.8 0.9 1.2

_1_/ Residential rent, not seasonally adjusted

g8
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Explanations of Homeownership Measures

" Official CPL-U includes five components. (1) The weights
for property taxes, property insurance, and home main-
tenance and repairs represent expenditures of all home-
owers in the base period. The weights for house prices and
eon!m:ted mortgage Interest cost re'preunl only those

who Ity hased & home in the base
period. Included are the !onl 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.
Expertmental Measure X-1: (1) The weight for this
rental equival is the esth of the rental

value of all owner-occupied homes in the base period com-
piled from a specific question asked on the 1972-73 Con-
sumer Expenditure Survey. This covers the entire stock of
owned homes. (2) Prices used are the current rents col-
lected for.the residential rent component of the CPI The
CPI rent is designed to rep in
residential rents for all typel of housing units, not Just
dnngps in rents for units that are typically owner occupied.
The .CP1 rent comp is, therefore, not approp for
this measure.

Expertmental Measure X-2: (1) The weight for this user
cost method includes expenditures for mortgage interest,
property taxes, property insurance, maintenance and re-
pains, the estimated base-period cost of homeowners® equity
- in thelr houses, and the offset to shelter costs resulting
from the estimated appreciation of house values in the base
period. This measure covers the entire stock of owned
houses. To derive the weights for mortgage interest costs
and equity costs, the total value of the housing stock in the
base perlod was apportioned into its debt and equity

The debt equals the emount owed,
md th.a equity component is the amount owned, i.c., pay-
ments on principal plus appreciation from the time of pur-
chase to the base period. Each component was sub-
sequently multiplied by the average mortgage interest rate

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

Expertmental Measure X-3: (1) The weights are the same
as in Experimental Messure X-2, except that mortgage in-
terest costs are calculated as the total interest amcunt
paid out by homeowners in the base period. Asin X-1 and
in X-2, this measure covers the entire homeowner populz-
tion. (2) The prices for all components except mortgage
interest costs and appreciation are current monthly prices.
As in X-2, sppreciation is represented by a 5-year moving
average of the changes in house prices. However, X-3 uses
past and current mortgage interest costs in a 15-yecar
weighted moving average, which reflects the base period
age distribution of mortgage loans.

Experimental Measure X-4: (1) The.weights for this out-
lays approach 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-
cver. no appreciation or equity terms are included. Not all

are d in this b those
who made no mortpge debt payment in the base period
are excluded. (2) The prices used for each of these items
are current ones.

Experimental Measure X-5: (1) The weights for this
outlays spproach 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 samie as for the X-3. No
appreciation or equity el are used. As in X4, not
all h are rep d in this b
those who made no mortgage 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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Technical Notes

Brief Explanation of the CPI

The Consumer Price Index (CP1) 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 aew
cpi for All Urban Consumers (CP1-U) which covers ap-
proximately 80 percent of the total noninstitutional
civilian population; and (2) a revised cPi for Urban
Wage Earners and Clerical Workers (CPI-w) which
represents about half the population covered by the
CcPI1-U. The CPI-U includes, in addition to wage earners
and clerical workers, groups which historically have
been excluded from CPI coverage, such as professional,
managerial, and technical workers, the self-employed,
short-term workers, the unemployed, and retirees and
others not in the labor force.

The cpi is based on prices of food, clothing, shelter,
and fuels, transportation fares, charges for doctors’ and
dentists’ services, drugs, and the other goods and serv-
ices that people buy for day-to-day living. Prices are col-
lected in 85 urban areas across the country from about
18,000 tenants, 18,000 housing units for property taxes,
and about 24,000 establishments—grocery and depart-
ment stores, hospitals, filling stations, and other types
of stores and service establishments. All taxes directly
associated with the purchase and use of items are includ-
ed 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 col-
lected 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 visits of the
Bureau’s trained representatives. Mail questionnaires
are used (o obtain public utility rates, some fuel prices,
and certain other items.

In calculating the index, price changes for the various
items in each location are averaged together with
weights which represent their importance in the spend-
ing of the appropriate population group. Local data are
then combined to obtain a U.S. 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 areas. Area in-
dexes do not measure differences in the level of prices
among cities; they only measure the average change in
prices for each area since the base period.

The index measures price changes from a designated
reference date—1967—which equals 100.0. An increase
of 122 percent, for example, is shown as 222.0. This
change can also be expressed in dollars as follows: The
price of 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 Sratistical
Reporter, February 1978, No. 78-5 (U.S. Dept. of Com-
merce), Revisions in the Medical Care Service Compo-
nent of the Consumer Price Index, by Daniel H.
Ginsburg, Monthly Labor Review, August 1978; and
cpt Issues, Report 593, (Bureau of Labor Statistics,
February 1980).

A Note About Calculating Index Changes

Movements of the indexes from one month to another
are usually expressed as percent changes rather than
changes in index points because index point changes are
affected by the level of the index in relation to its base
period while percent changes are not. The example in
the accompanying box illustrates the computation of in-
dex 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 Pont Change
cPr 2364
Less previous index 2332
Equals index point change 32
Percent Change
Index point difference 32
Divided by the previous index 2332
Equals’ 0014
Results muttipited by one hundred 0014x100
Equals percent change: 14
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A Note on Seasonally Adjusted and Unadjusted Data

Because price data mmedfordxﬂ‘erentpmpomby
different groups, the Bureau of Labor Stati blish

the Consumer Price Index unadjusted for

seasonally aduxteduwellnm:djmtedchmweuh
month.

For analyzing general price trends in the economy,
seasonally adjusted changes are usually preferred since they
climinate the effect of changes that normally occur st the
same time and in sbout the umc magnitude every yen—
such as price ng from changi

S ] factors used in computing the seasonally ad-
justed indexes are derived by the X-ll Variant of the
Census Method II S 1 Adj The up-
dated seasonal data at the end of 1977 xephoed data from
1967 through 1977. Subseq annual updates have re-
placed 5 years ‘of seasonal data, eg., data from 1975
th:ough 1979 were replaced at the end ‘of 1979." The

conditions, production cycles, model du.ngeoven, holi-
days, and sales.

The unadjusted data are of primary interest to con-
sumers concemed about the prices they actually pay. Un-
adjusted data also are used Iati

of all items and 35 other aggregations
is derived by bining the of 45
selected components. Each year the seasonal status of
every series is reevaluated based upon certain mﬂsﬂml
criteria. Ifmyofthe45 lected

its 1 status, 1 data from 1967 forward for

ively for pur-
poses. Many collective bargaining contract sgreements and
pension plans, for example, tic compensation changes to

the all jtems and for any of the 35 other aggregations,
that have that series a3 a component, are replaced.
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CPI Data Available in 24-Hour Mailgram

GRaus

ALL ITENS
AL |![r..ln>1 3911002

FOOD AND BEVemASES

F

FOOY AT WORE

CEREALS AMD BANERY PROLUCTS
KEALS, PBULII'. FISh, Anp EGSS

DAIAY P

FRUITS nD v:.aiubu.o

£00D AWAY FROM MOKE

HOUST NG

RENT, RESIGEM 1AL
HOKEOWRERSHIF

FUEL ARD OTWik UTILITIES

FUEL O1L, COAL, ANl BOTTLeD GAS
GAS_(PIFID) a#0 BLECTR

APPAREL AN LraceF
| B rin..rannnm-
ARS
I u;:b CARS.
GASOLLME
f PUSLIC DRARGPOATATION

HEDICAL Cakk
AEDICAL CARE SERVICES

EMTERTAIANERT

GIMER GOODS AWD SEAVICES
FERSDaAL CARE )/
COLMODITIES

DURABLES

SENVICES
ALL ITEES LESS FO2D
FHERG
. " EnsEs

Consumer Price Index data are available by mailgram
within 24 hours of the CPI release. The service is of-
fered by the National Technical Information Service of
the U.S. Department of Commerce.

The CPI MAILGRAM service provides unadjusted
and seasonally adjusted U.S. City Average data both
for the All Urban Consumers (CPI-U) and for the

ic1ty
HOGSEAOLD FLRWISKIAGS AND CPLAATION 225.-

COnRODITIES LESS rLCD AMD BEVERAGES 240.G
*OADURABLES LI FLLD AND biVERAGES

COx3UREA PRICE I1MIEA FOA ALL UrcAb COMSUKEXS CPI~): ]
US. CITY AVERAGE (iyeT1i00)

UMACJUSTeD  $ A
II:EI PEH CHG PER CHG Pek cm.
T, FROM 1z vaOM L )
1361 /0 A4S0 PO AGO MO A“

2,y 10.2 0.2 C.a
32503 - - D
.2
3
a
.3
Ry
-1
S
N
.0
.8
-3
-2
=l
..
Y
1515 .2
2670 12,8 .7 1.2 l
152.5 S0 .- -3
270.¢ zely 2.0 s
40505 tole - e
3308 2005 b 5
3uae TR 1.0 .0
25,7 (YIS 1. lau
225.5 [ .1 . t
2452 0.7 .y e
2300y .8 .3 W
231y 11 N 3y
1.1 .2 3
266.4 3.0 oz 5
120y s 0 0
Sis.é a6 X} .
275.6 ., L3 -
108 O

Urban Wage Earners and Clerical Workers (CPI-W) In-
dexes. The unadjusted data include the current month’s
index and the percent changes from 12 months ago and
one month ago for 35 CPI ¢ and groupi
The seasonally adjusted data are the percent changes
from one month ago. Subscription price—$125 in con-
tiguous U.S.

ORDER FROM: National Technical Inf

Service, 5285 Port Royal Road, Springfield, Virginia 22161

Pleaseenter____ subscription(s) to CONSUMER PRICE INDEX MAILGRAM (NTISUB/158).
Subscription rates: 125.00 in contiguous U.S. and Hawaii, 135.00 in Alaska and Canada.

NAME:

STREET ADDRESS:.

CITY, STATE, ZIP:

( )ENCLOSED § Purchase Order Numb

( ) CHARGE 3 to my American Express Account # .
( ) CHARGE S, to my NTIS Deposit Account #

{ )BILL ME $ SIGNATURE REQUIRED

11-261 0 - 82 - 7
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CPIV
TASLE ). Consumer Price lnaex tor all urban Consuders: U.B. City averdge, Dy expendllure CALegOry and CORTOAILY 4RQ GELViCe Group,
1967=100

Relative Unaajustes Seazonsliy amjusced
Group izportance, Unadjusted xndexcl peccent cnange percent change from-
Decezber y 1982 £ o Peb. to  mar. Lo Apr. to
1981 1582 eyt n.y Tou1 apr. 1562 nac. Apr. nay

Expenaiture category

AlL 1rtems. 100.000 6.7 1.0 1.0
ALL 1cems(1957-59=100; . - - - -
Pood ana beverages 4.8 .6 -8
. 4.8 6 .8
Pooa at nome. 4.5 .7 1.0
Ceroais ano baxery products 1/ 49 6 .6
meats, poultry, £ish, and e9gs 5.7 1.0 21
Dairy proauccs 1.3 -2 -2
Pruics ana vegetables 7.6 13 13
sugar ano sweets -4 .1 -k
Pats ana oils 1/. -3.7 1 Y
sonaiconoiic peve 3.2 “ 5
Other préparea tooas 5.8 3 3
Fooo awey 1rom node. 5.4 -4 .4
Alconolic beverages 4.5 .3 -k
HOUBING «vcnmennnn . I 14 for
sneltec 9.2 1.6 1.6
ent, resiaential 17 2.7 8 -8
Other rental costs . 13.0 -0 ¥}
Homeownership. ... 5.4 1.8 18
Hoge purchase 1/ . 6.2 2.6 2.6
ncing a insurance L/. 12.6 1.5 15
Raintenance and fopaird 6.9 .9 1.0
363.6 76 -8 10
256.2 4.7 .6 -5 -6
339.2 9.7 1.8 -q 1.0
428.2 8.6 2.3 .4 1.1
641.3 -6.0 .5 3.4 -5
377.8 1404 2.9 -6 13
Other urilities and public s (vxcel § ¥4 197.7 12.9% -6 1.4 -6
Hougenold furnisnings and opesation . 232.6 6.0 3 3 5
Housefurnishings .. 193.8 5.7 5 “ .7
Housekeeping supplies 1/. 284.9 61 2 2 2
Housekeeping services 1/ 31004 6.8 2 2 .3
Apparel ana upkeep 1919 2.7 N 1
181.4 2.1 a 2
18301 40 5 2
160.9 1.2 .0 6
267.0 4.1 -2 1
205.6 2.7 “ iy 3
210.8 -l -5 -.3 -5
arel services . 273.4 7.1 .5 -6 it
Transportation 282.5 2.8 10 -1.6 “
Pravate 278.8 2.0 1.0 -7 "
New cara 196.0 35 .8 N 2
Usea cars 285.1 291.3 18.8 2.2 -6 B
Motor fuel 366.9 370.6 -11.0 1.0 6.7 .9
Gasoline 3/. 366.7 37004 -11.1 1.0 -6.7 K
MaintenancCe and repal. 1.9 7.8 .5 -6 -5
Other peivate cransportation 1/ 255.1 1.0 .2 2 2
Other private t commod’ 214.9 40 .9 -3 ]
Other priva 268.2 7.1 a1 ‘. a
Public transporcation 1/. 339.3 14.9 .8 .8 .8
medicat care 3217 12,0 R 1.0 3
Medicai Cace calmxuel 202.4 10.5 -8 1.1 .8
Aedical care sarvices 348.0 12.4 .6 1.0 .9
Protessional services L/. 297.8 9.3 5. .7 .5
Ocher medical care services . 08,7 15.2 -8 1.3 1.3
33.9 64 2 5 3
238.0 6.1 .3 6 3
228.5 0.9 a -3 3
Other goods and service: 253.8 9.8 -5 1.0 3
Tobacco proaucts i/ 235.1 9.8 1.0 1.5 4
Personal care i/.- 245.9 6.9 2 6 -9
Toilet gooas ana personal care
appiiances 1/ 243.8 7.9 -3 .9 1.3
248.7 6.2 2 3 -6
291.9 14.0 3 1.0 11
263.8 14.5 2 .7 8
298.7 14:0 " 11 11
Commodity and service group
100,000 284.3 287.1 6.7 1.0 0.2 1.0
56.619 258.9 1.8 1.0 -3 K3
17.535 276.5 a8 6 3 .8
39.284 247.9 3.4 11 -6 10
17.616 259.7 -1.1 .5 -2.3 .7
3.952 1814 21 -3 a -2
13,664 304.4 -2.0 .7 -1.5 -1
21.667 235.8 7.1 1.7 2 6
43.181 328.4 10.7 1.0 0 .9
5.097 220.1 1.1 .8 5 .2
23.925 397.3 11.8 1.4 - 1.2
5.874 290.3 9.3 .2 -3 -5
4.068 348.0 12:4 -6 .9 1.0
4247 255.3 8.8 2 .6 i
83.423 282.9 7.1 L1 1.9
68.072 268.7 5.6 .7 -6
89,174 267.9 X7 9 -8
79.597 267.5 5.9 .0
95.130 292.1 6.5 -3
40,242 245.0 3.4 s
18.574 255.0 -8 -7
14.622 291.4 -1.5 .13
35.152 265.3 10 -6
38.084 3e9.1 u2 -0
39,113 324.0 10.6 -0
11.133 395.7 ~2.2 -1.7
88,867 2715.7 1.9 Nt
£00d and energy 72.2%0 2722 8.7 .0
Less €000 and energy... 32,792 2272 6.6 “
v 7.450 06,6 -9.9 3.5
39.438 324.5 10.4 -1
Purchasing powe
196181200 1. - 5.352 -6.5 .0 -.3
1957-59=81.50 1/. - 302 -

_/ Not. u-mu, sajuneed.
dizect priciag of dtesel ano gasonol as of September 136l
c109 o 198,

pecific date.




TABLE 2. Conzuzer Price Index tor all urban
cozmoatty and service group, 1967=100

Group

Carcals and bekery proaaces 1/
neats, poultry, fish, and eggs
Dairy progicta I/....... .
Fcuito ana
Sugar 40o ow
rats and 0113 1/
Honalconolic beverages .
Otner prepacea £ood:
Pood avay trom home.
Alconolic beverages

Homa purchese 1/
Pinancing, taxes, end insurance
Maincenance and repairs.
Aaintenance and repair
naintenance and repaic

1ties 1/,

Puel ana ocber wtilitieh
Fuels ..
Fues 011, coal, ano bottlea gas 1/
Gas (pipea) ana electricicy
Ocher utiiities and puDLIC DECViC
Household furnishings and OPEration ..
Housefurnishings

supp. {
. ping services 1/.
na upkeep.

parel ct ties
nen' s,e08 boy- appare.

" nd girls® nppn
Infanco’ and todalerst .:p.mn .
Pootws

3
Appacel gervices .
Transportacio
Private cransportation

notor tuel 2/
Gasoline 3/.
Maintenance and repair
Othe, e transport.
Other private 1,
Other private teans. services 1/.
Puniic eransportacion 1/
Medical care
Medical care ccu-o-:xuu
Redical care services
ervices 1/.
are servic

Pecsonal cara 1/.°
Toilat gooc: “ana personal care
applia v

Personal cace services 1/.

Pecscnal and educational expenses ..
Bchool booke and supplies
Personal and educational services .

Apparel comaoaities..
s fooa,
and apparel 1/

moztgage interest costs
home purchase and

=or cqaq- " interast costs -
All items lesz medical car

less £ood
Toatsy comsodities 1
luvleu leas enargy.

¥
A

wor -.nuuy sdjusted

Nev seri nclodes direct pricing
Tnclodes direce pricing of gasohol
+ Index applies €o & mouth as’a who
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consuzers:

Seasonally adjusted indexzes

reb.
1982

nac. Apr. nay
1982 1982 1982  Aug.
1581

3 mooths easing in

Seasonally adjusted annual rate
percent change for-
6 conths

oy,
1981

nay
1982

. ob.
1981 1982

Expenaiture category

1.2

of digssl and gasonol as of Sepremner 1301
Septesber 1301,

no to any specitic date.

-
N e

Lrbhlbonoamrosoamwovrotna

[)
.
4
3
s,
1
2
2
2
0.
6.
)
1
2
7
?
9
5.
6
3
4
..
5.

,..
e

PNV SeIriE - VRPN IS )10 of SPURPIEY ¥ ST ITF PO QrIrer

-
SUoLL LusbuwhwebarwrurbaeronNErrALOrBORRLIFoOWRD NIt ILOBNEHEONRLBWArUB0OD

rlvuonn or

R R A Y A A A T

4
4 3
1 2
7 [
4 11,
14 10.
3 5.
3 3.
13, EN
13, 3
10. 8
11. 9.
2. 4.
13 10,
8, 25.
12. 13.
9. 10.
1. 14
[] 10,
1. 17.
9. 7-
9. 7.
10, 7.
12. 9.
12. 7.
.. 6.
4.2 5.
4.7 7.
215 16.
28.7 17,
20.6 1s.

8.4 3.7 9.8
5.4 2.5 6.2
4.2 5.9 5.0
6.0 1.0 6.8
8.0 -4.1 5.0
.9 1.3 2.8
3.0 .3 1.3
310 3.8 7.7
12.3 5.3 14.9
9.2 6.9 9.0
13.3 4.3 17.8
1.3 6.4 12.9
13.1 9.3 14.3
1.8 7.6 10.2
3.6 0.9

4.3 8.5

4.0 8.0

4.1 0.7

3.6 .7

1.1 ()

+3.3 4.9

.5 1.4

-1 5.4

5.1 15.7

5.4 143

-1.1 1.4

4.5 9.3

5.0 1.5

4.4 7.0

-7.0 =31

4.7 14.8

CPI-U

Seazonaily anjustea U.B. City sverage, by expenditure category and

ending 1n
nay
1992

oS
Nun

IS S A
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CPIU

iaBLE 3. Consuzer Price 1ncex fOf 411 urban Consumers: belected areas, all 1tems incex, 19672100 unless otnecwise notea
Otner Inaexes Peccent crange to Percent change to
Area L/ Prictny  ingex  Feo.  mMar.  Apr. nay nay 1982 troa- Apr. 1982 troa-
cchecale base 1982 1982 1982 1982 may  mar.  Apr.  Apc.  Peb. ..
P 1961 1982 1982 1981  196¢ 1982
U.S. city average....... 283.4 2031 2843 287.1 6.7 14 1.0 6.6 0.3 0.4
€nicago, 1i1.-Borthwestecn Ina ) 274.9 2764 280.2  281.7 u.s 4.1 2.7 6.1 1.9 1.4
Decroit, mica . " 718 a2 285.9 3.y 2.8 -8 4.1 2.1 20
LeA.-long beacn, Ananein, Calif. " 205.6  246.6 2871 7.4 .2 -1 8.0 4 -1
¥.-soctheastern " 268.0  267.4 270.9 5.5 L3 1.0 5.0 3 .3
rnumupnu. Pa.-d.J.. “ 275.5  274.7 2151 5.0 -1 .0 5.4 1 .1
Ancnorage, Alaska. 1 10/67 - 260.0 263.8 7.8 I - - - -
Baltimoce, ma. 1 - 281 282.6 5.3 Y - - - -
BoKCOn, Mass... B - 265.8 272.5 3.4 1.0 - - - -
Ciacinnact, Unio-Ky.-Ind 1 - 2849 288.7 6.3 1.3 - - - -
uenver -uouLder, COLO. ... H - s08.2 3.4 '8.7 L. - - - -
1 17 - 15501 155.7 6.7 4 - - - -
1 - 283 292.9 5.2 1.2 - - - -
I3 - 212 270.2 w0 1 - - - -
x - 8.7 282.1 1.3 -LE - - - -
1 - 280.7 265.7 6.6 1.8 - - - -
1 EETCN | 329.2 10.7 3.2 - - - -
1 - 2934 w2 9.6 2.7 - - - -
1 - 278.8 278.4 5.2 -1 - - - -
. 2 27v.8 - - - - - 5.4 1 -
surralo, N.¥o..... 2 259.9 - - - - - 1.5 6 -
Clevelana, Unio 2 285.3 - - - - - 5.3 .2 -
Dallag-Fort worthy 2 293.6 - - - - - 6.3 1.2 -
Honolutu, Hawail.. 2 262.2 - - - - - 5.5 e -
Houston, 2 304.1 - - - - - 6.5 -3 -
Kansas City 2 276.0 - - - - - 3.2 -7 -
Ainneapolia-Se. Pauls 2 106.0 - - - - - 13.2 -4 -
Picesburgh, Pa. 2 279.6 - - - - - s -1z -
San Francisco-Oaklana, Celif. 2 245.8 - - - - - 0.5 10 -
region 3/
2 127717 14700 - 472 - - - - a8 -3 -
2 12/27 1521 - 154 - - - - 7.2 13 -
2 12/77  154.3 [t - - - - 6.4 -5 -
2 12/77 156.1 - 1%6.9 - - - - [ .5 -
2 12/17  adw5 - - - - - 5.9 .5 -
2 12/77 154.3 - - - - - 6.8 -0 -
2z 12/77  154.% - - - - - 6.3 -1 -
2 12777 152.8 - - - - - 6.5 N -
2z 12/17 1519 - - - - - 8.3 1.3 -
Kegion/populacion size class
to3s classiticacien 3/
Norcneast/A.. 2 12/77 1442 - - - - - [RY -4 -
2 12/717  153.6 - - - - - 6.4 1.0 -
2 12/77 152,86 - - - - - 6.1 .2 -
2 1217 151.9 - - - - - 8.8 4 -
2 12/77 150.7 - - - - - 3.9 5 -
2 12/77  151.9 - - - - - [ 1 -
>ou:n/B 2 12/77 157.2 - - - - - 6.1 .0 -
west/8. 2 12/77 157.1 - - - - - 7.0 1 -
soctheast /. 2 12/717  iss.1 - - - - - 5.9 3 -
Norch Centra 2 12777 1491 - - - - - 7.8 . -
soutn/C 2 12/77  154.0 - - - - - 6.0 -1 -
wesc/C z 1217 150.2 - - - - - 6.3 iy -
Noccneasc/D. 2 12/17  151.4 - - - - - 5.9 .3 -
woren CenlnA/D. 2 12777 151.0 - - - - - 8.5 1.5 -
south/u 2 12777 152.3 - - - - - 8.3 -8 -
wesc/u. . 2 12777 153.3 - - - - - 10.0 3.0 -
4/ Ates 1s genecally the standarg metropolitan Statistical Ares (3ASA). exclusive of tacad. L.A--Long Seach, Ananein. calar.
15 & COADINALION Of LWO SMSA @ N.Y,, N.Y.-Northeastern N.J. and Chicago, I1l.-Northwestern Ina. v
Eionive Seoncara Uonsoliaotes Areas. Ared Geriniiions are tbose established by Lne Oifice of Menagement “and Boager 1n
1973, except for Denver-osider, COL0. wnich aces not incluae nouglaa County. Definitions do not 1nclude revisions made
since 19
Yy tuels, ana sevaral other items priced every DONTh 1n all areas: mOSt OThes goOds and secrvices priced 4s 1ndicated:
m - Every month.
-3 march, may, July, Septemper, ana November .
2 - Pebruary, April, Ju ust, October, ana Lecemoer.
3/ Regions are aelined as the rour Census regions.
The population size cl o aggregations of areas which have urban Populacion 43 aei:ined below:
A- nore tnan 4
A-2 1,250,000 to 4,000,000,
s 385,000 to
< 75,000 o
Less than 75,000
popuunon size Class A 13 the aggregation ot population Size Classes A-1 ana A-Z.
NOTE: Price changes within areas are found 1n the Consumer Price Index; differences in living coscs among areas are found in

Fanily Buagecs.
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TABLE 4. Consumer Price Index for urban wage sarners and clerical vorkers: U.S. city average, by expenditure cacegory and
compodity and service group, 1967=100
Relative Unadjusted Seasonally adjustea
Group importance, Unadjusted lll‘lex.l Ppercent change to percent change from-
H nay 1982 from- Pep. to  mar. to  Apr. to
1981 1982 feris may 1981 Apr. 1982 nar. Apr. nay

Expendicure category

ALl iteas, 100.000 .5 1.0
A1 1tems(1957- ss-xom..“ - -
00d and Deve 19.136
Zooa. 12.089

s and bakery products 1/.
poultry, tian, and eggs
Dairy proavcca i/.s

ouBrrmLuoarLiaboBLLLY

00a away Ex .
Alcobolic beverages...
Housing .
Shelter

Rent, resigential 1/.
Other rental costs .

[ e T T N Y

Financing, taxes, and insucance 1/
Aaintenance and repairs.

Maincenance and repair
commodicies L/.
Puel ana other ucilities

18 .

. . e
(piped} and electricity
r utilities and public services 1/
Household furnishings ana operation .
Housefurnishings
Housekeeping supplies 1/.
Rousekeeping services 1/.
Apparel ana upkeep.

ey

1
Other appazel cu-odxnu _/
Apparel secvice
Transportation
Private transportatio

v car

FEBummulue wenuonobatews

B L L LI H PSS SRR A S

Used cars. 1l
nogor tuel 2/ -1
Gasoline -1
Aaintenance ana repair .
Ocher private cransportacion 7.
Other private trans. commod 3.
Other private trans 7.
Public transpor: p 16, .5
nedical car 10, 3
10. N
u. -6
7. .5
Other medical care 4. 8
Entertainment .. 6. .3
Entertainaant c s. 3
Batertainsent secvices 1/ 7 )
Other good: 9. .6
Tobaces products /.. a. 11
Personal ca 7. 2

up

100.000
59.723
19.136
40,587
18.786

3.991

14.795

Tess. food, beverages,
ana apparel .
Durabl .

Rent, cesidential 1/
Housenold services L
Transporta
nedical ca
o

91.511
70.995
€9.738

81.373

36,6017

1)51-5!;41. 0’1/

Yy loz seasonally sdjusted.
Sew seriss; includes direct pricing of diesel and qnoux a8 of September 1301.
% Includes direct pricing of gasohol as of September 1981.
t Index applies to a month as a whola, Bt to any -p-cuu: date.



TABLE 5. Consumer Price Index for urban wage e
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CPI-W

rners and clerical workers: Seasonally adjusted U.5. city average, by expenditurs

Category and commodity and service group, 1967=100

Group

AlL itees....

bakery produc
a ultry. loh:ana
Dairy products L

Pruits ano vegetables.

Sugar ana sweecs 1/

Fats and o1ls 1/...

Nonalcoholic beverages .

Other prepared fooas

Pooca away from home..
Alootolic beverages

Housing .

shelcer

Rent, resiaential 1/.

Other rental costs ..

1/

Pinancing, taxes, and insurance 1/

Maintenance and repairs
Maintenance and (epalt services.

Maintenance and repair

commodities 1/..
Puel and other utilities .
Iuell

. . ea 923 I/
Gos (piped) and electricity ..
Other utilities ano public services i/.
Household furnishings and operation .
Housefurn1shings ......
Housekeeping supplies 17
Housekoeping services 1/
Apparel ana upkeep.
1

FOOTWEAL v asso

Other apparcl commedities 1/,
Apparel services

Transportation.
Private uansporr.auon

Other private transportation 1/.
Other private trans. commodities 1/
Other private trans. services L/,

Public transportation 1/.
Hedical care....
Meaical care commodities .
Hedical care services ...
Professional services )
Other medical care services .
Entertainment ..
Entertainment comsodities
Entertainment services L/.
Otner goods and services
Tobacco products /.
Ppersonal care 1/.
Toilet goods and personal care
appliances 1/.
Personal care services 1/.
Personal ana equcational expenses -
School books and supplies ...
Personal and sducacional servic

All items

less
and apparel 1/.
Durables.
Secvice
Rent, residential 1/..
Household services lell rent
Tcansportation services.
Medical care Services ........
Other services .

Sp«:ul xmexe z

AlL

ALL

ALL
All items leas howe

mortgage intersst costs

All items less wedical ca

Commodicies lesa food.
Nondurables less food.
Nondurables -less food and appare

Energy 1/.
AlL un‘i les:

gy
Services less energy.l...

1/ dot seasonally adjusted
£ 7 includes direct pricing of
3 1ne direct pricing of gasohol

Lude:
WOTE: Index applies to a month as a whole

Seasonally adjusted indexes Seasonally agjusted annual rate
percent change for-
Peb.  mar.  Apr. nay 3 months ending 1n ¢ moncns ending in
1982 1982 1982 1982  Aug.  Nov.  FPeb. ay Nov. nay
1981 1981 1982 1982 1381 1982

Expenaiture category

e
[ o SR Y ol o o T o N g
-
CEQuS oovuwrrbubwsavnasblburn

8.2 3.4 7 3.4
3.8 3.4 8 4.
4.0 3.4 7 4.3
2.5 3.4 [ 4.8
5.2 3.2 6 4.8
1.3 1.6 3 5.4
i.3 -8 7 1.3
3.2 -10.2 7 9.4
-4.0 1.7 9 3.7
-8.1 0 -5 -1.9
€.5 2.6 1.1 5.1
6.9 2.7 8.9 2.7
6-9 4.0 6.8 4.0
2.6 . 1.7 5.0 3.9
7.3 3.7 8.5  1L.8 6.1
6.5 2.3 9.9 12.9 6.1
9.1 6.9 6.0 9.0 6.4
4.6 7.5 lL.4 16.1 9.4
5.9 1.2 1l0.&  13.6 5.8
-5.3 4 15.a 4.9 7.2
141 .0 8.5  21.6 4.7
7.7 N 5.8 9.5 5.7
9.7 5. 6.1  12.2 5.9
2.3 6.2 5.1 2.8 5.6
1.3 7.9 6.7 12.2 7.3
9.8 8.9 5.2 10.6 2.0
.8 4.0 =205  -2.7 -9.1
13.¢ . 16.0  16.3 13.0
15.4. - 1.1 9.1
6.5 - 4.3 9 5.3
5.1 - 4.3 6 4.8
5.0 . 4.t 9 7.4
12.5 . 4.5 9 €2
.0 - 1.7 3 1.5
-1.1 - .9 4 -9
2.9 . .7 8 2.4
-6.7 . -8 7 1.8
-5.0 - -0 3.5 3.4
4.2 - P 5.2 1.8
-0 - -1.7 2.0 -7.0
7.6 . -4 8.7 5.5
14.9 - -8.4 117 -4.8
15.2 . -9.0  10.7 -5.4
3.1 N 2 4.5 -9
34.9 B 8 334 9
140 -13. -32.8 3.9 -23.7
1a.0 -13. -32.9 3.9 -23.8
10.7 - 4 9.2 .8
12.6 - 2 9.4 6
s - 9 4.9 4

9 . [ 0.3 1

. 0 9.7 2

9 . 3 3

9 - 0 9

s - 2 6

[ . ) 9

2 . 5 13

2 . 7 6

& N 4 2

. 5 3

3 - 8 3

) B 4 2

-4 . 3 0
8 8

4 4

0 9

1 8

7 )

Lolbae sorrbanlbrrbwoHHALD

1

1 1
6§ 10, 10. 19.
1 6. 4. .
27 1L 14, 1z.
5 13, 10. 1.
8 L. 14, 13,

3.5 9.7 3.4
2.2 6.4 1.2
5.4 4.8 a4
-6 . 3
-4.5 4.8 -7.5
.9 2.4 -9
-4 1.1 -5.7
3.7 8.3 6.6
5.1 14.9 6.6
6.9 9.0 6.4
3.9 8. 6.6
6.1 13.2 5.4
10.0 1.5 10.6
L 1.5 9.7 7.3

 dlassl and gasonol as of September 1981.
September 198;
pot o any lpcclfu: date.
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TAeLE &. Combwhar Price Inoes [Of Qrbas waje e4rmecs 480 CleriCal woreers: Selectsd aress, 4ll items ieoes, 1967100 saiess
occhervise mocen

Ocamr Ee ) Percemy Chamge to Terceat to
aces &/ Fricing  imoex  Feb.  mar.  Apc. axy way 1362 reom- Ape. 1982 trom~

Screomie baze 1362 A2 1382  Lsks aay  mar.  Apc.  ARC.  Feb.  mat.

& astl 1302 IS82  usl i1m2 oM
2. Cary avecage. . [X3 14 1.0 (81 0.3 a4
+ 111.-Mortimestern ing. [ BN
Dwtroit, Mich.... a 2.0 1.9
L-A.-Long , - . .9
- -8 2
- -2 X

Iy /67 - - -

1 z - -

1 - < -

1 < - -

n - - -

N um - - -

1 : N 2

N 1 < < -

Murtlami, Ureg.-masn. 1 - - -
st. loois, #0.-11L 1 - - -
1 < < <

1 - - -

N < < -

2 - mae - - - - -

2 - 2564 - - - -

2 - s - - - -

2 - D3 - - - -

2 - st - - - -

2 - i - - - -

Kansas Cicy, #o.-kans JOSN 2 - ma - - - -
Sinoeapol1s-St.Paul, Winn.-mis. 2 - w2 - - - -
Pittacurgh, Pa...... 2 R ] - - - -
San Prencisco-Gaklana, Calif. 2 - e - ~ - -
2 wm < M6.7 - - - - -

2 12/1 - a5 - - - - -

2 2/ - a8s - - - - -

2 wm - asa - - - - -

2 - - - - - -

2 N - - - - N

2 < < - - < -

2 - N - - - -

2 < - - N N .

aRgi0n/pOpulation size class
cross classitication 3/

. 2 . - - - - -

: 2 - - - - - -

. 2 - - < - < <

N 2 - - - - - -

N 2 - - - - < -

N 2 N - Z - - N

N 2 - - - - - -

: 2 - - - < -

. 2 < - : N - -

N 2 - < - - - 2

N 2 - - < - < N

N 2 - N - N - N

N 2 - - N - N N

. 2 - - - - - -

- 2 - - - - -

: 2 - - < - < -

1% generally the Standard metropolican Statistical Area (SASA), exclusive of bares. L.A.-Long #eech, Andneim, Calit.

WUTE; .

Y
2

CORbINAELON OF two SMSA'S, 4na M.Y., W.Y.-Northeastern N.J. and Chicago, Ill.-Mogchwestern Ind. aze the ®o:
escensive Standard Consolidated Areas. Area definitionz are those establiahed Dy the Office oI Managemen

.

% and Budget in
1973, excepe tor Denver-8oulder, Colo. which does not Include Douglas County. Uetlnitions do not inClude revisions made

=1nce 1973,

Fooas, Luels, and several other 1CeAS Priced every Sonth 1n all Areas; BOSt OCher yoOds and SIVICea Priced 4% indicated:

m - Every month.
i - January, Warch, may, July, September, and Noveabet.
2 - Feoruary, Aptil, June, August, UCLoo®r, And Lecember.

Regions Qerined as the tour Census regioas.
The populacion 3ize CLas3e2 Are 49YIegations of aless whiCh have urben population az GeKined belovi
A-L nore tnan 4,000,000
A-2 1,250,000 to 4,000,000,
s 385,000 to 4,250,000,
c 75,000 to 385,000,

v Lass than 75,00
Populstion size Class A iz the egyregation ot pogulation size classes A-1 ana A-2.

Price coanges within areas are 1ound ia the Consumer Price Index; aitferences in living custs among areas are found 1a

Fanily buagets.
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GASOLINE AND FOOD PRICES, INTEREST RATES

Representative Reuss. Thank you very much, Ms. Norwoed.

As you say, the main causes of this disastrous return to double-digit
inflation are gasoline and food. Now the fact is that gasoline prices
continue to rise, do they not? Your figures are for May, but that rise
has not tapered off, has it ?

Ms. Norwoop. That is correct. There seems to be some evidence of
increasing gasoline prices. However, the big effect on the index for
May was the shift from negative to positive in the gasoline component.

Representative Reuss. Meat prices rose very sharply, 2.1 percent in
May. Isn’t it a fact that meat prices at the wholesale level are con-
tinuing upward, and isn’t it true that that is likely to produce a con-
tinued sharp inflation in meat prices after May?

Ms. Norwoop. Well, my understanding of the Agriculture Depart-
ment forecasts are that there is some anticipation of continued in-
creases in food prices.

Representative Reuss. Is it not further a fact that the May index, on
which you are reporting today, didn’t pick up the very sharp rise in
interest rates that is currently taking place?

Ms. Norwoop. Yes, there is some lag. However, there is the problem,
as I know you are very well aware, Mr. Chairman, of the many
changes in financing arrangements for houses that we do not pick up
in the index.

Representative Reuss. Creative financing and Uncle Fred helping
out on the mortgage?

Ms. Norwoop. Yes. Some on the downside as well.

Representative Reuss. But where Uncle Fred doesn’t exist, things
are worse for the homebuyer, are they not ?

Ms. Norwoop. They certainly can be.

Representative Reuss. The net of it is that gasoline, food, and in-
terest rates, the big disaster items, seem to be getting worse, not better.
Isn’t that so?

Ms. Norwoop. Certainly, the index for May shows that.

ANTI-INFLATION POLICY

Representative Reuss. Now, I have been, as you know, skeptical of
the administration’s anti-inflation campaign. Their one weapon has
been very high interest rates and the resultant recession. Frankly, I
don’t see very many visible signs of how the Reagan anti-inflation
program is supposed to have worked.

Theoretically, if interest rates are high enough and recession is cruel
enough, businessmen panic and sell their goods at lower prices. But I
don’t see that happening. Even in housing, where we know there is a
lot of distress, prices are up.

So, where is all this great tradeoff ¢ It is said that, sure, the 10.5
million unemployed suffer, but their sufferings benefit humanity be-
cause it brings about lower prices. Where? It doesn’t seem to be true
of interest rates. Their rise is caused by the great inflation fighters, the
administration, and the Federal Reserve. It doesn’t seem to be true of
gasoline. That’s going up again. It doesn’t seem to be true of meat.
- That’s going up again. So, where is it happening?
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Ms. Norwoop. Well, without commenting, Mr. Chairman, at all, in
any way, on the policy issues, I do think it is important to recognize
that we did have annual rates in the vicinity of 11-12 percent in 1980
and 1981, and that we are now down to somewhere under 7 percent.
The big question, as you quite rightly point out, is where we go from
here.

Representative Reuss. Well, another big question is who caused
these joyous months that we have been through. That is to say, if it
was OPEC’s slackness and an oil glut, if it was a beneficent crop sea-
son which brought in bumper crops and low prices, then it ill-behooves
those who threw all those people out of work to claim credit for it.

Would you enlighten me and the world?

Ms. Norwoop. Well, I'm afraid that I cannot enlighten you on any
of the policy issues. As I see it, my job is to look at what actually
has happened. There has been, certainly for the 7 months preceding
May; a clear deceleration.

As I have said, because of technical difficulties in measurement, I
think some of that deceleration may have been overstated. I think
we need several months more to see where the acceleration of May
will lead.

I think that it is a little bit better to look at either the experimental
measure or the CPI-U, excluding the home purchase and mortgage
interest costs. But both of those are going up at a rate in May of 0.6
percent, and that’s a significant increase, clearly.

Representative Reuss. Again, I do not ask you about the quality of
the governmental policy. But, it is important that we be able to sort
out, I think, the extent to which the good things that have happened
in the Consumer Price Index in the months back of us are the result
of the high interest rate policy of this administration and to what
extent they are the result of other extraneous factors.

I can’t see the decline and resurrection of gasoline prices as being
due to Ronald Reagan or Paul Volcker. Can you? And if so, how?

Ms. Norwoop. The relationship between various measures of unem-
ployment and prices, the old Phillips curve relationships, have be-
come very muddied in recent periods. We have had the decontrol of
petroleum, which started during the Carter administration and then
was accelerated during the Reagan administration.

I think we have had some effect on energy prices. Energy prices do
find their way through the economy, because the indirect effects of
the use of energy in the production process are important. Food prices
are affected by, as you have quite clearly indicated, a variety of factors,
including supply and demand and international conditions, but also by
the weather.

Representative Reuss. Well, if what you have said is true, namely,
that gasoline prices and food prices have been primarily affected by
factors other than the recession that engulfs us, then can’t we learn
something from the past 18 months? Can’t we determine that bring-
ing about a high interest rate recession not only creates terrible misery
for our country and the world, but doesn’t in and of itself do very
much about fighting inflation?

I ask, because there will be other policymakers after Mr. Reagan
and Mr. Volcker, whether the events of the last 18 months give much
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encouragement to the next recession maker who may come along with
his inflation fighting program.

Ms. Norwoop. Mr. Chairman, I think one possible way of looking
at this is to take the Consumer Price Index and exclude from it mort-
gage interest costs, food and energy, and see what is left. If you take
those items out, in May, over a 12-month period, the year-to-year
change was 7.8 percent. That corresponds to rates in the 10- or 10.2-
percent range in the last 3 months of 1980.

So, there has been some deceleration, even if you exclude mortgage
interest rates and the way in which they are calculated in the index,
food prices and energy prices.

Representative Reuss. Looking at some history, back in 1974, we
had a very sharp increase in the Consumer Price Index. It was, on an
annual basis, 12.2 percent. And then, there was a big recession under
Mr. Nixon, and then Mr. Ford, and hosannas were loudly sung be-
cause inflation went down to 4.8 percent. But a couple of years later, by
1979, it was back up to 13.3 percent.

So, what ground is there for long-term self-congratulation about
the fact that inflation is better now than it has been? What I'm saying
is if we don’t put into place an anti-inflation policy—and, as I have
¢aid, we don’t have an energy policy, we don’t have an incomes policy,
we don’t have a food policy, we don’t have an interest rate policy, and
we don’t have a competition policy—if we don*t put into effect an anti-
inflation program, aren’t we going to be back on the same dreary cycle
of some relief from inflation and then back up it goes again?

Ms. Norwoop. All that I can say, Mr. Chairman, is that I think we
have made some progress. The data show that, particularly if you
look at the index excluding these basic components that you have been
talking about. There is room for further improvement, clearly.

Representative Reuss. Congressman Richmond.

ECONOMIC RECOVERY

Representative Ricamonp. Thank you, Mr. Chairman.

Ms. Norwood, you said we have made some progress. I think we
ought to realize the progress we have made is just on the backs of the
10.5 million unemployed people and on the backs of American in-
dustry, which is functioning now at perhaps one of the lowest rates
in modern history.

I don’t think we have made any progress. Everyone says that this
recession is going to turn around when people start replenishing their
inventories. People can’t afford to replenish their inventory. Sure, the
average store doesn’t have sufficient inventory, and we are saying
people will go back to work when people have to start replenishing.
But at 22 percent interest, which is effectively what many merchants
pay, they can’t afford to replenish.

Tror the foresceable future under Reaganomics, under the present
tax plan, present interest prices, present outlook, present lack of policy,
as our chairman says, I believe we are in for many, many, many, many
months of stagflation.

Now, I’'m sure other people believe that, too. What can we look for?
What can American industry look for and what can the American
people look for? I don’t see why food should be a large inflationary
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factor when the basic costs of raw materials in food have stayed at
or below their annual level. :

. As you know, basic commodities today are far, far cheaper than
they were if you indexed the dollar back to the Great Depression.
Corn, wheat, and soybeans are selling per bushel today at many, many
pennies less than they were during the Great Depression. As you
know, corn, wheat, and soybeans are the basis of the American agri-
cultural economy—the very foundation. When you talk about beef,
you are talking only about the conversion of corn. I don’t see why
those prices should go up necessarily.

I can’t figure out how we are going to get out of this miserable
trough of stagflation until we get interest rates down, until we get
Sﬁm‘i{ gonﬁdence back in the investment communities. What do you
think?

Ms. Norwoop. Everything I read suggests that everyone is looking
for some break in high rates of interest.

INTEREST RATES

Representative Ricaymonp. How are you going to have a break in
high rates of interest when nothing is being done to cause a break?
What are we doing to force interest rates down? We are increasin%
gh% Federal deficit. We are not increasing taxes to match the Federa

eficit.

You and I agree if we could have lower rates of interest, we could
get out of this trough of stagflation. But what is the Reagan admin-
istration doing to reduce interest? You and I know that interest is
going to go up, not down. In fact, it’s gone up this month, and I’'m sure
your index next month will show a higher rate of interest.

Ms. Norwoop. I don't try to predict. I try to measure what actually
happens.

Representative Ricemonp. You know there’s been an upward trend
in interest rates this month.

Ms. Norwoob. Yes. But there are other factors, as well, in the index.
Apparel prices have been declining. Medical care prices have been up
and have been continuing up at a rate of about 1 percent a month for
a very long period of time. They tend to get lost, by the way, in our
discussion of energy and food because energy and food prices are
somewhat more dramatic.

The big problem, I think, is that we have had a very large downward
pull on our Consumer Price Index by energy prices. That is no longer
here. Those energy prices have gone up. And even if they remain rela-
tively stable, we will no longer have the downward pull on the index
coming from energy.

As I have said, the Department of Agriculture projects that food
prices will rise in the 5- to 7-percent range. Then, 1t depends, really,
on what happens to medical care prices, to all of the other several
hundred items that consumer families are actually buying in this
country.

Representative Ricaymonp. What happens if interest rates go up a

oint in the foreseeable future, which 1s going to happen? In fact,
nterest rates have already gone up half a point. What will that do to
your index?
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Ms. Norwoop. Mr. Dalton tells me that it would raise the index
about 0.1 percent. But it depends, of course, on the relationship of
mortgage interest rates to house prices, because there is a relationship.
Frequently, if mortgage interest rates go up, house prices go down, or
vice versa, because of the marketplace and the difficulty people have

- in buying. Of course, what’s happening is that very few people are
buying houses.

Representative Ricamonp. Which shouldn’t cause your index to
vary particularly, right?

Ms. Norwoon. We have a base weighted index because we want to
isolate changes in prices from changes in quantities, which are essen-
tially an increase or a reduction In the standard of living. Those
houses that are selling are selling with different kinds of financing
arrangements,

Representative Ricumonp. Creative financing.

Ms. Norwoop. What has been called creative financing.

PRICES OF MANUFACTURED GOODS

Representative Ricamonn. You haven’t mentioned the biggest item;
namely, manufactured goods. What do you think of that? You men-
tioned food, you mentioned energy and Kousing prices, and we talked
about interest. Certainly a large part of our economy is based on the
cost of machined goods, correct?

Ms. Norwoon. Well, new car prices have been fairly stable. As I
have said, medical care prices are up. Apparel has been exceedingly
low.

Representative Ricasonp. What do you mean by exceedingly low ¢

Ms. Norwoop. The apparel and upkeep index in the CPI in the
month of May was down 0.1 percent, and it has been quite low for
several months.

Representative Ricaaonp. In other words, we really can’t blame
the Nation’s manufacturers and the Nation’s labor force for the cur-
rent inflation, right?

Ms. Norwoop. Well, I'm not here to blame anyone. I'm here to
measure what goes on and try to explain to you what I know.

Representative Ricamonnp. You said you don’t notice any inflation-
ary pressures in the cost of manufactured goods.

'Ms. Norwoon. Well, there are. It depends on the issues. The pro-
ducer Price Index which we are responsible for has been relatively
stable up until now. The energy prices and finished petroleum prices
are lagged a month because of collection difficulties. I would expect that
these increased energy prices would show up in the PPI this month.
‘But the rest of the PPI, as we have issued it, has been relatively stable.
We will have to wait and see in the next couple of weeks when we get
the Producer Price Index where industrial prices are.

Representative Ricumonp. Labor and management are respectively
tightening their belts and not contributing to the Nation’s inflation at
the moment. I have never seen more cooperation between labor and
management than we have right now. I think perhaps they are doing
their part.

I think the only problem we have is that we have a nation with no
Presidential policy on inflation. I mean taxes, interest rates, all of the
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key things that would cause your index to go up. Federal deficits.
Wouldn’t you say the Federal deficit is probably one of the greatest
causes of an increase in the CPI?

Ms. Norwoop. I leave it to the administration and the Congress to
make policy, Congressman Richmond.

Representative RichMonp. Would you say the Federal deficit would
cause you more problems with your CPI than most other items ?

‘Ms. Norwoop. I think any economist would agree that Federal defi-
cits have at least some impact on interest rates.

Representative Ricasonp. Thank you.

BLS APPROPRIATIONS FOR FISCAL YEAR 1982

Representative Reuss. Thank you.

Budget Director Stockman has indicated that the President will veto
the supplemental appropriations bill for fiscal 1982 which, as we know,
contains very badly needed appropriations for your agency.

If that veto is made and if Congress does not override, what will be
the effect on the efficiency of your agency during the remaining 3
months of fiscal 19822

Ms. Norwoon. Mr. Chairman, I am very hopeful that whatever hap-
pens with the bill in its present form, the Congress will find some way
to pass the urgent supplemental. As I have indicated before, it is a
matter of very grave concern to us. We have alerted our employees to
the possibility of some sustained leave without pay, otherwise called
furlough, and I am very hopeful that somehow, the Congress and the
adnéirgstration will find a way to provide us with the funds that are
needed. ‘

Representative Reuss. Well, I certainly share your hope and thank
you and Mr. Dalton for your help here this morning.

We now stand in adjournment. :

[ Whereupon, at 10:05 a.m., the committee adjourned, subject to the
call of the g}(l)air.]
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