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(1)

OVERSIGHT OF THE BUREAU OF LABOR 
STATISTICS: FIXING THE CONSUMER PRICE 
INDEX 

WEDNESDAY, APRIL 30, 1997 

HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON HUMAN RESOURCES, 

COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT, 
Washington, DC. 

The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
2203, Rayburn House Office Building, Hon. Vincent Snowbarger 
(vice chairman of the subcommittee) presiding. 

Present: Representatives Shays, Snowbarger, Towns, Barrett, 
and Sanders. 

Ex officio present: Representative Waxman. 
Staff present: Lawrence J. Halloran, staff director and counsel; 

Christopher Allred, and Robert Newman, professional staff mem-
bers; R. Jared Carpenter, clerk; and Ronald Stroman and Karen 
Lightfoot, minority professional staff members. 

Mr. SNOWBARGER. We are going to call the committee to order. 
Chairman Shays is not able to be with us, at least for the first part 
of the hearing, so I will be chairing until his arrival. 

The purpose of this hearing is to examine how the Bureau of 
Labor Statistics maintains the accuracy of the Consumer Price 
Index. The subcommittee will consider how the CPI should be 
made more accurate. The hearing will also discuss the avoidable 
and unavoidable biases in the CPI. 

I am a strong supporter of indexing benefits, and especially 
taxes, for inflation. Ordinary Americans should be guaranteed that 
the taxes they are required to pay are based upon fair and accurate 
statistics, and that the benefits that they receive are accurately cal-
culated to address their needs. I look forward to hearing from the 
panelists today as they discuss these important issues. 

Let me be clear, I understand and believe that the calculation of 
the CPI is the responsibility of the Bureau of Labor Statistics. It 
is not the job of Congress to be involved in the calculation of the 
CPI, nor should it be. This would raise the danger of politicizing 
economic statistics, such as what happened in the Soviet Union. 
Also, if changes had to be made legislatively, the opposition party 
would demagog the issue, as some White House officials were pre-
pared to do in the past election. 

Congress does have the oversight responsibility to ensure that 
BLS is calculating the CPI accurately, as current economic method-
ology and technology allow. The CPI is one of the most important 
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economic statistics calculated by the Federal Government. Its cal-
culation is critical in determining how the Government will make 
benefit adjustments to offset the effects of inflation. Cost of living 
adjustments to Social Security, SSI, the Civil Service Retirement 
System, the Federal Employees Retirement System, veteran’s pen-
sions, child nutrition, and food stamps are directly affected by the 
CPI. In addition to benefit adjustments, income tax rates are also 
indexed based on the CPI, so as to lessen bracket creep. 

In 1961, the Stigler Committee identified several problems asso-
ciated with the calculation of the CPI. In fact, some of the concerns 
raised in today’s Boskin report were recognized by the Stigler Com-
mittee 35 years ago. I am troubled to see that these problems per-
sist, and I am eager to hear what the BLS is doing to address these 
concerns. 

According to CBO estimates, starting in 1996, a 0.5 percent an-
nual reduction in the CPI growth would have reduced the Federal 
budget deficit by $209 billion between fiscal year 1996 and fiscal 
year 2000. These numbers stress the need for this committee to ad-
dress the questions raised by the Boskin Commission, and the 
Boskin Commission’s assertion that the CPI is overestimated by 
1.1 percent annually. If the Boskin report is accurate in its assess-
ment that the CPI is overstated by 1.1 percent annually, then Gov-
ernment would overcompensate for inflation in the years fiscal year 
1996 to fiscal year 2000 about $400 billion more than the actual 
increase in the cost of living. 

The loss here is not to the Federal Government; the loss is to the 
American taxpayer, who is required to pay more to perpetuate this 
inefficiency. If taxpayers are to be spared this undue burden, then 
BLS must eliminate the bias in the CPI. Since so many decisions, 
both in the Government and the private sector, are based on the 
CPI, any inaccuracies in the CPI have a ripple effect that causes 
even greater distortions in our economy. The question of CPI accu-
racy is a multibillion-dollar question, and finding the answer is 
critical to the work we are undertaking to make Government more 
efficient and less burdensome. I do not necessarily want the CPI 
lowered or raised; I just want it to be an accurate reflection of the 
true economic conditions and as accurate as possible. 

Again, I would like to thank the chairman for holding this hear-
ing. I look forward to the witnesses’ testimony and questions. 

I want to indicate one of the statements in the chairman’s state-
ment that I want to make sure everyone understands, in terms of 
the presumptions that we have going into this hearing. ‘‘It now ap-
pears that there is not going to be any externally imposed CPI fix 
as a part of the 1998 Federal budget.’’ That’s as it should be. ‘‘The 
rendering of national economic statistics should be based on sound 
principles and valid data. The CPI should be immune to political 
manipulation, both external and internal.’’

So, because of those presumptions, we’re very interested in find-
ing out how we can get to as accurate a CPI as possible. 

With that, Mr. Waxman. 
[The prepared statement of Hon. Christopher Shays follows:]
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Mr. WAXMAN. Thank you very much, Mr. Chairman. I want to 
thank you for holding this hearing, and I want to express my con-
currence with your statement. 

The CPI involves many complex issues, and any change in that 
index is going to affect millions of people. I believe that any revi-
sion to the CPI should be made by the expert statisticians and 
economists at the Bureau of Labor Statistics. 

Revising the CPI should not and must not be a political decision. 
During the last several weeks of budget negotiations there has 
been much speculation over whether an adjustment to the CPI 
should be part of the budget package. In fact, today’s newspapers 
report that, in behind-the-scenes talks, negotiators are discussing 
adopting ‘‘experimental inflation indexes.’’

According to the reports, the cost of living measure would not be 
expressly changed, but an assumption to make those changes 
would be built into the budget deal. The formula mentioned could 
cut the CPI by as much as one-half of a percentage point. 

I strongly oppose any change in the CPI that is motivated solely 
by budget-balancing expediencies. CPI savings should not be used 
as some last-minute filler for a hole in the budget, particularly for 
a budget that contains deep cuts in Medicaid, the health care pro-
gram for the very poor, and, in my view, unjustifiable tax cuts for 
the wealthy. 

It is essential that a CPI fix not result in a budget that achieves 
balance by irresponsibly sacrificing the interests of Social Security 
recipients, veterans, and other hard-working Americans, so that 
the money they have earned is redistributed to the wealthiest in 
our country. 

Let’s keep politics out of the CPI. We should all support addi-
tional funds to continue the work of BLS as a first-rate agency and 
fully support the professional decisions that its experts make based 
on the facts. I don’t want to see this budget build in some assump-
tion that will exert pressure on the Bureau to live up to that expec-
tation. I think it is completely inappropriate to do that. 

When the President presented his budget, he made certain as-
sumptions based on the BLS expectations of what the CPI would 
be. We ought to stand with that and not change it for any political 
reasons, in order to deal with lack of sufficient revenues or cuts to 
bring the budget in any kind of balance. 

I think this is a hearing well worth having. It is important for 
us to look at these questions, and I thank you very much, Mr. 
Chairman, for holding it. 

Mr. SNOWBARGER. Mr. Sanders. 
Mr. SANDERS. Thank you very much, Mr. Chairman. 
I concur with Mr. Waxman. These are important hearings, and 

I’m glad that we are holding them. 
I find it curious that there is so much attention being paid, in 

the last year, to the CPI. Having been involved in politics for a lit-
tle while, I have the feeling that that interest is not just because 
of intellectual curiosity on the part of Members of Congress but, as 
Mr. Waxman indicated, has something to do, perhaps, with the 
budget process. 

What I fear very much is that there are some people in Congress, 
or maybe in the White House, who would like to use a change in 
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the CPI to balance the budget in a way that I consider to be very, 
very unfair. 

Mr. Snowbarger, you mentioned earlier about the Soviet Union. 
Remember, in the days of the Soviet Union, when they didn’t reach 
their quotas, all they would do is change the quota. So I fear very 
much now, instead of changing the economy to protect our elderly 
or our working people, what we are going to do is change the sta-
tistics and tell them, ‘‘Hey, you didn’t know it, but things are really 
much better than you thought. You thought you were working 
longer hours for low wages, but we have new statistics to tell you 
you’ve never had it so good.’’

Elderly people in my State can’t afford their prescription drugs. 
They can’t afford to heat their homes. And I think, I fear very 
much that there are some people who would like to tell those folks, 
‘‘You’re wrong. Things are really good. Look at the statistics.’’

I would say, Mr. Chairman, not having done an exhaustive study 
on the issue, but based on my own personal observations and read-
ing a little bit about it, that for senior citizens, at least in some 
parts of this country, not only is the CPI not too high, it probably 
underestimates the increased costs that they incur in a given year. 

Perhaps Ms. Abraham will discuss that later, but I can tell you 
that, in my State, a lot of our senior citizens spend a lot of their 
money on health care, health care needs, prescription drugs. My 
understanding is that the cost of health care is going up consider-
ably higher than the cost of inflation, in general. 

In my State, where the weather gets 20 below zero, people spend 
a lot of money on home heating fuel. The cost of home heating fuel 
is going way up. Now, I understand that computers are going 
down, but most of the senior citizens in my State, who are trying 
to get by on $7,000 or $8,000 a year, are not investing many thou-
sands of dollars in computers. 

So I would argue that, based at least on what I see, for security 
who are on Social Security, probably the CPI underestimates the 
increased costs that they deal with every year. I would very strong-
ly oppose any effort to cut the CPI as a back-door way of balancing 
the budget. 

What I fear very much is the politics of this whole issue, because 
I can see that it would be very easy for politicians to get up there 
and say, ‘‘We’re not cutting Social Security; we’re just readjusting 
the CPI. And we’re sorry, the senior citizen who is trying to get by 
on $7,000 a year, you’re going to get $100 less. But that’s not a cut; 
that’s just a readjustment.’’ I hope that this Government does not 
stoop to that level. 

Thank you very much, Mr. Chairman. 
Mr. SNOWBARGER. Mr. Towns. 
Mr. TOWNS. Thank you very much, Mr. Chairman. 
Thank you for holding this important and timely hearing. While 

most Americans have no idea how the Bureau of Labor Statistics 
calculates the Consumer Price Index, all of us are greatly affected 
by the calculations. The CPI affects everything from interest rates 
to taxes, to Social Security payments. In a very fundamental way, 
the CPI plays an important role in the quality of life for the citi-
zens of our country, especially our senior citizens. 
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For years, some economists have argued that the Consumer Price 
Index significantly overstates inflation. Other economists have ar-
gued that the CPI is a reasonably good measure of inflation, need-
ing only modest adjustments. 

Reaching a consensus between these divergent points of view will 
be difficult and extremely complex. However, with Congress and 
the administration seeking the least painful way to balance the 
Federal budget, the CPI debate has suddenly become a significant 
factor in the budget negotiations. That is wrong. 

Our need to balance the budget should not drive a decision about 
whether to change the Consumer Price Index. Economists at the 
Bureau of Labor Statistics should make these decisions, not the 
Congress. These decisions should be made by the experts. 

We need to examine how any recommended changes will affect 
the working men and women of our country, our senior citizens, 
and our Nation’s poor. We must be careful not to balance the budg-
et on the backs of those who can least afford it. 

I would like to join my colleague, Congressman Bernard Sanders, 
in saying that we need to be very sensitive to the needs of our sen-
ior citizens and people that have to pay a tremendous amount of 
their money, in terms of health care, and providing services for the 
poor. We need to be very sensitive to those kinds of issues. 

Mr. Chairman, I would like to welcome all of our witnesses 
today, and I look forward to working with you on this issue. But 
I want to say right up front, I have some deep concerns when I 
think about Members of Congress getting involved in this process, 
when I think it should be left totally up to the experts. 

Thank you. 
Mr. SNOWBARGER. Mr. Barrett, do you have an opening state-

ment? 
Mr. BARRETT. No. 
Mr. SNOWBARGER. All right. 
I think, with that, we are ready for our first panel today, and 

that is Ms. Katharine Abraham, who is the Commissioner of Labor 
Statistics at the Department of Labor. 

Ms. Abraham, I would ask if you would stand, please. This is 
something we put everyone through that comes before the com-
mittee. 

[Witness sworn.] 
Mr. SNOWBARGER. With that, welcome to the committee, and we 

look forward to your testimony. 
Before you go on, let me get a few housekeeping things out of the 

way. First of all, I would ask unanimous consent that all members 
of the subcommittee be permitted to submit an opening statement 
for the record, and that the record remain open for 3 days for that 
purpose. Without objection, so ordered. 

I ask, further, unanimous consent that all witnesses be per-
mitted to include their written statements in the record, and that 
the record remain open for 3 days for that purpose. And without 
objection, so ordered. 

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Mr. SNOWBARGER. Ms. Abraham. 

STATEMENT OF KATHARINE G. ABRAHAM, COMMISSIONER OF 
LABOR STATISTICS, DEPARTMENT OF LABOR, ACCOM-
PANIED BY WILLIAM BARRON, DEPUTY COMMISSIONER OF 
LABOR STATISTICS 

Ms. ABRAHAM. Thank you very much, Mr. Chairman. 
I do have a written statement that I would like to submit for the 

record. In light of the specific questions that I understood the sub-
committee was to focus on, however, my remarks this morning are 
oriented toward talking about the actions that the Bureau of Labor 
Statistics has taken and is considering taking to make the CPI the 
best possible measure it can be. 

I would be happy, of course, to answer any questions that you 
or other Members might have about my submitted testimony, 
which examines some of the difficult conceptual and operational 
issues that have been raised about the use of the CPI as a proxy 
for change in the cost of living, including such things as the appro-
priate treatment of substitutions made by consumers in their pur-
chasing decisions in response to changes in relative prices, changes 
in the quality of goods and services, and the increased availability 
of new goods and services in the marketplace. 

As you well know, interest in CPI measurement issues has 
heightened dramatically in the last few years, particularly in light 
of the impact of the index on Federal expenditures and receipts. 
Many, if not most, of the issues under discussion originated with 
research produced by the Bureau of Labor Statistics staff. 

I am proud to be able to say that the BLS has a long tradition 
of being in the forefront of price measurement research and oper-
ational innovation. A list of the many improvements the BLS has 
made to the CPI over the years is attached to my formal statement. 

I would like, if I could, to draw the subcommittee’s attention, in 
particular, to the series of improvements in the index the BLS has 
made in the last 2 years alone. These improvements include the 
identification and solution of the so-called ‘‘formula bias’’ problem, 
and the introduction earlier this year of a new approach to the 
measurement of prices for hospital services. We previously have es-
timated that the various improvements made during 1995 and 
1996 have probably had the net effect of reducing the rate of 
growth of the CPI by about 0.2 percentage point per year. Some of 
the changes made it grow slower. There was one change, in par-
ticular, that probably led to an index that grew slightly faster. 

In addition, earlier this month we commenced publication of a 
new experimental measure that, under certain conditions and as-
sumptions, may better reflect consumer substitution within CPI 
item categories than the existing measures. Evaluation of the geo-
metric mean formula underlying the new measure likely will lead 
to its partial adoption in the official CPI, which would address, in 
the terms of the Boskin Commission’s report, the lower level sub-
stitution bias. 

We will make a decision by the end of this year as to which CPI 
categories should employ this geometric mean formula, and we will 
introduce these modifications into the official index, most likely 
with the release of data for January 1999. Our estimate is that this 
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will reduce the rate of CPI growth by somewhere between zero and 
a quarter of 1 percent per year, depending on how many and which 
CPI categories are modified to use the geometric mean approach. 

I also would like to report that the critical activities associated 
with the periodic CPI revision, for which we first requested and re-
ceived funding from the Congress in 1995, remain on course. The 
CPI for the month of January 1998 will include new expenditure 
weights, updated from the 1982 to 1984 weights currently in use 
to weight based on data for the 1993 to 1995 period. The Congres-
sional Budget Office has estimated that this change will reduce the 
annual rate of increase in the CPI by 0.2 percentage point per year. 

Further, I am pleased that the BLS has been able to propose a 
series of steps to strengthen the statistical and methodological in-
frastructure of the current CPI program. In addition to the funds 
to continue the CPI revision, as previously described, our 1998 
budget seeks about $2 million in new funding that will make it 
possible for us to begin the work needed to ensure that future CPI 
revisions can be conducted more rapidly. 

The same proposal includes funding to support enhancements to 
our methods for dealing with the changes in the quality of items 
consumers purchase, which, again, referring to the Boskin Commis-
sion report, was one of the big issues that they focused on, and also 
the emergence of new goods in the marketplace, another important 
issue. 

Finally, the funds we have requested also would allow us to 
produce supplemental measures that account for substitution 
across item categories, the so-called ‘‘upper-level substitution bias,’’ 
in a way that is not possible in the official CPI. 

I have tried to be brief in identifying the actions that we have 
underway to improve the CPI. I would, of course, be happy to de-
scribe any of these in greater detail or, indeed, to respond to any 
questions you might wish to ask. 

Thank you. 
[The prepared statement of Ms. Abraham follows:]
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Mr. SNOWBARGER. We don’t want you to be spooked by the light. 
If you have more to offer, we would be happy to give you the time. 

Ms. ABRAHAM. No, that was perfect timing. 
Mr. SNOWBARGER. All right. 
I would like to start off with a question that really kind of goes 

to the heart of, I guess, why this seems to be in controversy, and 
that is that we, as a Congress, have determined that whether it’s 
tax brackets, or whether it’s benefits of all kinds, these should 
somehow be adjusted for cost of living. Could you explain for the 
committee the difference between a Consumer Price Index and a 
cost of living index? 

Ms. ABRAHAM. The main conceptual difference between a cost of 
living index and a Consumer Price Index is that, ideally, a cost of 
living index would take into account the fact that, when prices of 
some things go up, prices of other things go up, at least in relative 
terms; that consumers can change their buying patterns in such a 
way that they don’t need as much more money to achieve the same 
level of well-being as they would if they just kept buying what they 
were buying to begin with. 

The cost of living measure would take that into account. The 
Consumer Price Index, which is based on tracking the cost of a 
fixed market basket of goods and services, historically has not. 

There are a whole set of other issues related to trying to track 
the cost of living, which have to do with how you take into account 
changes in the quality of goods and services. That’s all very dif-
ficult. But, in principle, what you would want to do for a cost of 
living measure would be the same as what you want to do with 
putting together the Consumer Price Index. 

Maybe one other comment: When we talk about the Consumer 
Price Index, we describe it as an upper-bound approximation to a 
cost of living index; a particular cost of living index. It’s the cost 
of purchasing the things that people buy out-of-pocket, assuming 
that nothing is changing in the environment, that taxes are not 
changing, that the quality and quantity of public services provided 
is not changing. So it’s an approximation to one particular cost of 
living measure. 

Mr. SNOWBARGER. Would it be fair to say that a number of the 
criticisms that came out of the Boskin report are basically criti-
cizing CPI for not being a cost of living index, as it should be, or 
as they would envision it to be? 

Ms. ABRAHAM. The discussion of substitution bias is really that. 
Mr. SNOWBARGER. Well, substitution bias, but also trying to fig-

ure out these decisions, how people both substitute outlets and 
goods in their buying patterns. 

Ms. ABRAHAM. Yes. All of these issues relate to things that, in 
the commission’s view, would need to be addressed to make the 
index more closely approximate the cost of living. 

Mr. SNOWBARGER. One of the concerns that I have is how long 
all this seems to take. I mentioned in my opening statement the 
Stigler Committee report back in 1961, and then I also think I read 
last night, in perhaps testimony that you gave to another com-
mittee, maybe it was the Budget Committee, that there are certain 
things that your office has had under consideration for as many as 
10 years. 
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Can you explain? I will try to locate the statement for you, but 
that maybe you have been looking at the substitution question for 
that period of time. 

Ms. ABRAHAM. It may not be 10 years, but I understand the 
thrust of your broader question. 

Mr. SNOWBARGER. The broader question is—well, let’s take the 
Stigler Committee report. Can you tell us what BLS has, indeed, 
addressed in changing things over the last—well, I guess that 
would be over 30 years. 

Ms. ABRAHAM. Thirty-five years. 
Mr. SNOWBARGER. Thirty-five years. In trying to address that 

committee’s concerns, and then, like I said, it seems like there has 
been some anticipation of problems that the Boskin report brought 
out for a long period of time, whether it’s a decade or not. Maybe 
just address the timeframe. 

Ms. ABRAHAM. Let me try to do that. As I read the Stigler Com-
mittee report, the main issue with which it was concerned was the 
representativeness of the set of items that were being priced for the 
Consumer Price Index at that time. 

At that time, as most countries still do, the United States put the 
Consumer Price Index together by drawing up a list of specifica-
tions of items to price, and then sending people out to collect prices 
for those things. There is a concern, if you do that, that what you 
end up pricing isn’t going to be representative of what people actu-
ally purchase, and the Stigler Committee report was very con-
cerned with that. 

In response to that report, the Bureau of Labor Statistics went 
through a period of research and, in 1978, implemented a funda-
mental change in the way we put together our Consumer Price 
Index, which involves going out and doing surveys to find out 
where people shop, going into those stores and taking steps to en-
sure that the items that are priced are representative of what peo-
ple are actually buying in those stores. 

So there was really a fundamental rethinking of how we put the 
index together that, in my view, is very important to the quality 
of the index. I think, in that respect, what we do is ahead of, better 
than what any other country I’m aware of does. 

Mr. SNOWBARGER. Right. And I guess—not to interrupt—well, I 
am interrupting. Sorry about that. 

Ms. ABRAHAM. That’s OK. 
Mr. SNOWBARGER. My concern is that we have a 1961 committee 

report, and here we say that in 1978 we made dramatic changes. 
That’s 17 years. 

Ms. ABRAHAM. Right. These are very complicated programs. 
Mr. SNOWBARGER. I guess that’s what I need to have explained 

to me. Why does it take so long to make the adjustments once 
these potential inaccuracies or biases are pointed out? 

Ms. ABRAHAM. I wasn’t here. I was in elementary school in 1961. 
So I can’t speak to all that was going on over that period of time. 

Mr. SNOWBARGER. I understand. 
Ms. ABRAHAM. But I do know, again, from looking at the report, 

that although it contained ideas about issues that needed to be ad-
dressed, it didn’t have a blueprint for how to go about doing that. 
There was an awful lot of thinking that had to go on between the 
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time this issue about representativeness of the items being priced 
was raised, and that got thought through, and procedures that it 
would be possible to put in place were developed, funding for imple-
menting those procedures was received, and so on. 

It seems like a long time. I’m not sure, given what was involved, 
that it could have been a lot shorter. There are issues that prob-
ably are more pertinent to the current discussion, though, and 
maybe I could speak to those. 

Mr. SNOWBARGER. I’ve really run out of time. I will take the 
chairman’s prerogative to allow you to answer my question, then 
we will go to Mr. Towns. Go ahead, if you want to talk about the 
more current issues. 

Ms. ABRAHAM. Other issues that were raised, and have been 
around for a long time, have to do with substitution bias and the 
quality of goods and services that are purchased, as well as new 
goods that come on the market. 

With respect to the substitution bias, the Bureau, in the context 
of the 1978 CPI revision, took some steps that subsequently have 
led to our being able to estimate the magnitude of substitution 
bias. The surveys that collect the data that have allowed us do that 
got put in place in 1982, and over some subsequent period of time, 
we have been able to analyze those data. 

You need a long time series to figure a lot of that out. So that’s 
part of the answer on just generating the information as to how im-
portant that effect was. It has been well known that the CPI, be-
cause it tracks the price of a fixed market basket of goods and serv-
ices, didn’t take that into account. 

The Stigler Committee report talked about quality in new goods. 
Other people have talked about quality in new goods and how you 
adjust for those. This really is a case where recognizing there is an 
issue and having ideas that let you do something about the issue 
are quite different things. I would say, at this point, that we do not 
have, from the economics profession, from other experts who might 
be able to advise us, from our own work, tools and techniques that 
would let us address the issues that have been raised. 

Mr. SNOWBARGER. Thank you. 
Mr. TOWNS. Thank you very much, Mr. Chairman. 
Is there evidence that some groups in our society, such as the el-

derly, face a higher rate of inflation? If so, how does the Bureau 
of Labor Statistics adjust for this higher inflation? 

Ms. ABRAHAM. That is something that we know, I would say, rel-
atively little about. The CPI, as you know, is an average measure 
that covers the whole population, the whole urban population. 
Some years ago at the request of the Congress, we began producing 
an experimental Consumer Price Index for the elderly. We did that 
by taking data that we had collected for the regular CPI and just 
reweighting it in accord with the pattern of expenditures of elderly 
consumers. 

That index has, over the period for which we have produced it, 
tended to go up a little bit more rapidly than the overall index, 
maybe three-tenths of a percentage point per year, largely because 
of the higher share of medical expenses in elderly consumers’ budg-
ets. 
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But there are some real caveats to interpreting that measure. We 
didn’t go out and do special surveys to find out just where elderly 
consumers shop, so the stores we go to are the stores where every-
one shops. And when we went into those stores, we didn’t collect 
data on the items that elderly consumers were buying. So I think 
that there are some real caveats as to how accurate this measure 
is. 

There is also an issue in that we know that it’s very difficult, to 
adjust appropriately for the changes in the quality of medical care 
that have occurred over time in tracking the cost of medical care. 
The bigger share of medical care expenses is the main reason why 
the experimental index for the elderly has gone up more rapidly 
than the overall index. 

Mr. TOWNS. So then would you agree that we should get more 
information before we move forward? 

Ms. ABRAHAM. I would not presume to give you advice as to what 
the right policy course might be. I can describe for you the informa-
tion we have, but I wouldn’t presume to advise you as to what you 
ought to do with it. 

Mr. TOWNS. I think the point I’m making is, it seems to be some-
what incomplete. That’s the point I’m making. I mean, even with 
the information that we have. 

Ms. ABRAHAM. Yes. We put together the best measure we could 
construct, given the information we had and absent extra resources 
to go out and construct a whole new index. There are some caveats 
attached to it. 

Mr. SANDERS. Would the gentleman yield for a second on that? 
Mr. TOWNS. I would be glad to yield. 
Mr. SANDERS. I think Mr. Towns raises, to me, what is perhaps 

the most important point, and I’m a little bit surprised by your an-
swer. How many people are on Social Security in America? What 
do we have, 40 million; 35 million people? Many of them are strug-
gling just to survive on $7,000 or $8,000 a year. Mr. Towns sug-
gests, and I would tend to agree with him, that perhaps the cur-
rent CPI underestimates their increased costs. 

Then when he asked you if you’ve looked at that, you say we 
know very little about it. Gee whiz, I mean, a lot of people in 
Vermont are barely getting by. I would hope that we would know 
a lot about it and you would be able to tell us, yeah, the CPI for 
seniors is X or Y. How come we know very little about this very 
important issue? 

Ms. ABRAHAM. This is an issue in which the Congress has been 
interested. We do, as I indicated, produce an experimental meas-
ure. To go out and collect the data that would be required to 
produce a measure that didn’t have these caveats would mean in-
creasing the number of elderly people that we interview to find out 
where they shop; when we go into stores, trying to figure out which 
items they are purchasing; and separately tracking the prices of 
those items. 

You would really be talking about, in essence, duplicating the 
whole program of data collection that we have in place to produce 
the Consumer Price Index. 

Mr. TOWNS. Well, I think, in a growing population, we need to 
take another look at this. But anyway, I’m going to move on. 

VerDate Jul 17 2002 11:01 Jul 18, 2002 Jkt 079971 PO 00000 Frm 00036 Fmt 6633 Sfmt 6602 W:\DISC\42460 pfrm20 PsN: 42460



33

Would you agree with Dean Baker, who is a well-known econo-
mist at the Economic Policy Institute, who is going to be here—he’s 
in the room now—on our next panel, that if the CPI has been sig-
nificantly overstating inflation, we would need to throw out much 
of the economic research carried out over the past 40 years? Do you 
agree with that? 

Ms. ABRAHAM. Clearly, if the CPI is dramatically overstated, 
then a lot of what we think we know about the rate of growth of 
real wages, and so on, needs to be modified. 

Mr. TOWNS. I’m happy to hear you say that. Let me just ask one 
other question. I know my time is up. 

Mr. SNOWBARGER. Go ahead. 
Mr. TOWNS. Go ahead? OK. Thank you. 
Let me just say, you argue persuasively that the Bureau of Labor 

Statistics has made adjustments to the CPI to reduce much of the 
formula bias problems. You make a strong argument, but how do 
you account for the fact that many of your colleagues disagree with 
you, including the advisory commission? Why do you think they 
disagree? 

Ms. ABRAHAM. Different people can look at the same evidence 
and end up reaching different conclusions about it. 

Mr. TOWNS. That further points out what Mr. Sanders said. That 
part sort of frightens me. 

Ms. ABRAHAM. Let me try to be clear on that. There are some 
pieces of what has been looked at that I think there is general 
agreement about. The CPI is tracking the cost of a fixed market 
basket of goods and services, and we know that that’s going to tend 
to mean, because it doesn’t take substitution behavior into account, 
it’s going to tend to overstate what’s happening to the cost of living. 
We can agree about that. 

We also can agree about how to measure that effect. I don’t have 
numbers at this point. By the end of the year, when we’ve made 
our decisions about the use of the geometric mean formula in the 
index, we will have an estimate of both upper level and lower level 
substitution bias. I think, at that point, we will not only be able 
to agree there’s an issue, we will be able to agree on the magnitude 
of the associated bias. 

It’s when you get into talking about things like quality change, 
new goods, new kinds of outlets that different people looking at the 
evidence can end up in a different place. From my point of view, 
the evidence is quite sparse, and it’s hard to draw firm conclusions. 

Mr. TOWNS. Let me go to my real question, and then I am going 
to yield. 

Ms. ABRAHAM. These were just warm-ups? 
Mr. TOWNS. As we talk, right as we speak, the leadership of our 

Nation are currently considering legislative changes to the CPI. As 
a way to reduce the Federal budget deficit, what would you rec-
ommend to these negotiators? 

Ms. ABRAHAM. I would have no recommendation. My role, as I 
see it, is to try to describe, as accurately as I can, what kind of a 
measure the Consumer Price Index is, if that’s something people 
are interested in. It would not be appropriate for me to get involved 
in discussions about how that measure was going to be used. 
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Mr. TOWNS. Let me try one other thing. Let me try one other 
way, Mr. Chairman. 

Mr. SNOWBARGER. Good luck. 
Mr. TOWNS. Thank you. 
What would a downward adjustment of the CPI of 1.1 percentage 

points per year, as recommended by the advisory commission, 
mean for middle-income families, senior citizens, and the poor? 

Ms. ABRAHAM. That’s not something we’ve done any calculations 
on. The Congressional Budget Office might have done such calcula-
tions or the Council of Economic Advisers. You would have to go 
to someone else. We don’t have that sort of information. That gets 
into the use of the index, and that’s not something we’re really in-
volved in. 

Mr. TOWNS. Mr. Chairman, I yield back. 
Mr. SNOWBARGER. Thank you, Mr. Towns. 
I would announce to the committee that we are going to go with 

10 minutes worth of questioning. I think I overstepped my time 
limit, so we will grant that to everyone else. And with Chairman 
Shays’ approval, I think we will go on down the line. 

Mr. Waxman, would you care to question? 
Mr. WAXMAN. Thank you very much. 
Today’s newspapers report that, in the budget negotiations, there 

is talk about building in an assumption about what the CPI adjust-
ment may be, based on your recommendations yet to be deter-
mined. 

Ms. ABRAHAM. So I read in the paper. 
Mr. WAXMAN. And there has even been talk about a 0.5 reduc-

tion. Do you know what professional judgment went into the con-
clusion by some people in these negotiations that there ought to be 
a 0.5 reduction? 

Ms. ABRAHAM. No, I don’t. 
Mr. WAXMAN. Were you consulted on this number? 
Ms. ABRAHAM. I certainly have had conversations with other offi-

cials in the executive branch and on the Hill concerning things we 
have planned, what the potential impact of things we have planned 
on the index might be, things that we are unlikely to be able to 
correct in the monthly index, and what the bias associated with 
those things might be. I’m thinking of the upper level substitution 
bias, in particular. 

I don’t know what the basis for someone thinking that things we 
would do would slow the rate of growth of the index by half a per-
cent per year might be. 

Mr. WAXMAN. Well, it seems unusual to me that the people who 
are the technical experts are now being consulted but not listened 
to. And it appears it’s a political judgment that may be made in 
these negotiations. 

You indicated, if there is no change in the law that mandates a 
different adjustment, you may be coming up with an update of the 
CPI including use of a geometric mean index, and this may reduce 
the CPI, if at all, up to a quarter percentage point. Is that correct? 

Ms. ABRAHAM. Probably not that much. I say that for the reason 
that it’s unlikely that we would adopt the geometric mean formula 
across the board. It would be slowing the index by a quarter per-
cent per year if we did adopt it across the board. 
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Mr. WAXMAN. So that would be the maximum we might possibly 
see. 

Ms. ABRAHAM. Based on the evidence we have as to the effect of 
doing that, that’s right. 

Mr. WAXMAN. And then would this change be incorporated into 
the CPI? 

Ms. ABRAHAM. Yes, it would. 
Mr. WAXMAN. Could you walk me through the timing of that? 

You indicated you are going to make some announcement in Janu-
ary 1998. 

Ms. ABRAHAM. We hope by the end of this year, this calendar 
year, so December 1997 or January 1998, to be able to make an 
announcement as to the change we have decided upon. We would, 
at that point, be able to provide an estimate, based on historical 
experience, of the likely impact of what we’re proposing to do on 
the growth rate of the index. 

Our historical practice is to give users of the data substantial ad-
vance notice of changes we’re going to make in the CPI, to consult 
with our business and labor research advisory committees. It has 
also been our historical practice to make changes effective with 
data for January, so that it’s at the start of a calendar year. Fol-
lowing that precedent, I would think the most likely date for mak-
ing a change would be January 1999. 

Mr. WAXMAN. If you made that change in January 1999, would 
it be fair to say that the earliest savings would be incorporated in 
the year 2000, or later? 

Ms. ABRAHAM. I have, to be honest, only a limited understanding 
of how all of these indexation formulas work. Based on what I 
know, that sounds correct. 

Mr. WAXMAN. So we see no budget savings to be realized as a 
result of any adjustment in 1998 or 1999, and therefore any budget 
agreement that contains budget savings of 0.4 or 0.5 percent reduc-
tions in CPI in 1998 and 1999, would result not from a BLS deci-
sion but from a political decision by the budget negotiators. 

Ms. ABRAHAM. I can’t think of anything that we are likely to do 
that would have any immediate impact on the rate of growth of the 
CPI, other than introducing the new, updated market basket in 
January 1998, which we announced a long time ago, and which I 
think is already well taken into account in people’s thinking about 
the budget. 

Mr. WAXMAN. So would you agree that, if there is to be savings 
in a CPI adjustment, it would have to be through legislation that 
mandates it, not through BLS? 

Ms. ABRAHAM. As I said, there is nothing that we have planned 
between now and January 1999, that I would anticipate would 
have an impact on the rate of growth of the index. 

Mr. WAXMAN. Thank you very much. 
Thank you, Mr. Chairman. I yield back the balance of my time. 
[The information referred to follows:]
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Mr. SNOWBARGER. Mr. Shays. 
Mr. SHAYS. Mr. Chairman, I got here late because I was testi-

fying before some other committees. I’m really happy to have my 
colleagues ask questions. I would suggest this is such important 
testimony that Members may want to have a second round. So I’m 
not asking to get the last word, but I will let my colleagues go 
ahead of me. 

Mr. SNOWBARGER. OK. 
Mr. Sanders. 
Mr. SANDERS. Thank you very much, Mr. Chairman. 
Let me restate a concern that I have. I think that it is not an 

accident that there is such a preoccupation with the CPI. I frankly 
believe, as others have implied, that this is a back-door way to bal-
ance the budget. I think it’s a cheap way. I think it’s a vulgar way. 
And I think it’s going to come down on the backs of the elderly and 
the poor, rather than look at corporate welfare, military spending, 
tax breaks for the rich. 

There are some people who think they can save a few bucks by 
telling a senior citizen in Vermont, who is trying to survive on 
$7,000 a year, ‘‘We can take away $100 from you.’’ And I think that 
stinks. 

No. 2, I wrote to Bob Reich a while ago, because this whole issue 
of how you develop statistics is so very important. We hear a whole 
lot of statistics floating out there. And what we’ve been hearing for 
the last year, every time you read the newspaper, is, the economy 
is booming. Right? The economy is doing great. 

Yesterday we learned that the CEOs of major corporations saw 
a 54 percent increase in their compensation. So I’m sure the econ-
omy is doing very well for them. And yet I read today, on page A–
22 of the Washington Post, about the Employment Cost Index. 
Now, that is, as I understand it, the cost that an employer incurs 
in terms of wages and benefits. 

Now, what it says in the Washington Post, and the information 
comes from the Labor Department, is that for the 12 months end-
ing in March, the ECI was up 2.9 percent, the same as for the year 
ended in December, 2.9 percent. That tells me that for workers, in 
fact, their total wages and benefits went below the cost of inflation. 

What was inflation last year, over 3 percent? 
Ms. ABRAHAM. I don’t have those figures here. 
Mr. SANDERS. I thought it was 3, 3.5 percent. Anyone have that? 
Ms. ABRAHAM. No, it was not 3.5 percent; it was 3.3 percent. 
Mr. SANDERS. OK. So, in fact—and here’s the point, colleagues on 

the committee. When we hear so much about there’s a booming 
economy, what these statistics tell us is that, for workers, their 
wages and benefits, in fact, did not even match inflation. 

And if you take another step and understand that that’s a mix 
of upper income employees, the CEOs, and your $20,000 or $15,000 
a year employees who do worse, what you can probably argue is 
that, for low-wage employees, their standard of living has contin-
ued to decline precipitously. 

Ms. ABRAHAM. The CEOs probably aren’t in there, but I don’t 
think that changes your basic point. 

Mr. SANDERS. At what level would you go? Is the basic point that 
I’m making correct? 
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Ms. ABRAHAM. The basic point that the Employment Cost Index 
is an average across all wage and salary workers is correct. 

Mr. SANDERS. OK. And if he makes $100,000 a year as a middle 
level manager, and I make $15,000 a year, you’re going to average 
those two in. Statistics would indicate that the people who are 
making $100,000, even if they are not CEOs, are doing pretty well. 
Would it be fair to say that, based on these statistics, the average 
worker, say, making $25,000 a year or less, his or her compensa-
tion has not matched inflation? 

Ms. ABRAHAM. There is some information in the Employment 
Cost Index on what’s happening to the hourly costs of labor, for, 
for example, production workers, administrative workers. It’s bro-
ken out by occupation. The rates of growth for the different occupa-
tion groups haven’t looked terribly different. 

Mr. SANDERS. All right. But based on these statistics, which say 
that overall it’s a hair below inflation, combining everybody, every-
thing that I have read indicates that the higher paid people are 
doing better than the lower paid people. Is my assumption correct 
that for, say, lower-paid workers, $25,000 a year or less, they are 
continuing to fall below the growth rate of inflation? 

Ms. ABRAHAM. I’d want to take a look at the data, but you cer-
tainly are correct that over the period since the late 1970’s, there 
have been increases in the inequality of earnings. 

Mr. SANDERS. Well, the point that I’m trying to make is that 
every day we hear about how the economy is booming, and it seems 
to me, reading the statistics, what we’re finding out is that perhaps 
for the majority of workers, their revenue, their compensation falls 
below the rate of inflation. 

I would strongly urge, and I had urged this of Bob Reich, is that 
I think the one statistic—and I know your job is a very difficult job, 
it really is. I mean, having to balance southern California and 
northern Vermont, those are two different worlds, and you’ve got 
to come up with some match, and it’s hard, I know that. And you 
probably get criticized no matter what you come up with. 

But I would think that really what we need in this country is one 
statistic which tells us how the average working person is doing, 
and get that statistic out. Because I think there is a lot of confu-
sion in matching the incomes of upper income people with the in-
comes of the vast majority of the people. You add them together, 
and you divide by half, you know. If I’m making $1 million a year 
and he’s making $10,000 a year, on average, we’re making a half 
million dollars a year, but our reality is a little bit different. 

I think, if you did that, the statistics would show that the econ-
omy, despite what the President is saying, and despite what other 
people are saying, is not booming, but that the middle class and 
the working class of this country are hurting and hurting very 
badly. 

I would hope very much you would work on that statistic. What 
is life like now? How is the average working person in this country 
doing, comparing compensation, what’s coming in, and what they 
are paying for. I would hope that we can get that statistic. 

The second point, picking up on a point that—and maybe we can 
talk about that at some other point. 
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Ms. ABRAHAM. I was going to say, we do have data that you 
might find of interest, and I would be happy to sit down to discuss 
it. 

Mr. SANDERS. Are you advertising that data? Does it get into the 
newspapers much? 

Ms. ABRAHAM. We have very little control over what gets into the 
newspapers, sir. 

Mr. SANDERS. Well, what I hear is that the economy is booming, 
and I would perhaps like some statistics to suggest that, for the 
working class of this country, the economy is not booming. 

Ms. ABRAHAM. I don’t know what the statistics suggest precisely, 
but we do have information that you might find of interest on earn-
ings by decile of the earnings distribution, and so on. 

Mr. SANDERS. I will give you a ring, and perhaps we can discuss 
that. 

Ms. ABRAHAM. Good. 
Mr. SANDERS. OK. Now, my third point again, picking up on the 

point Mr. Towns made a while back, if we just look at the issue 
of Social Security and 35 million Americans who receive Social Se-
curity, many of them are heavily dependent upon that Social Secu-
rity check. And it would seem to me to be incumbent upon the Bu-
reau to come up with some good statistics for those folks. And if 
it requires some money to do that type of study, then I think we 
should invest that money. 

I think, as Mr. Towns and many people have pointed out, there 
is at least some evidence to suggest that because seniors are more 
dependent upon health care, seniors need warmer homes, for exam-
ple—you know, when you get old, you need to keep your house a 
little bit warmer—that what seniors depend upon may be going up 
faster than the general cost of inflation. 

Given that we have 35 million people on Social Security, I think 
that that is an area that we can focus on. Can we expect some 
work in that area of devoting money and energy to come up with 
a good statistic for seniors? 

Ms. ABRAHAM. That’s certainly something we could go back and 
take another look at. This was discussed, it is my understanding, 
at the time that Congress first expressed an interest in a CPI for 
the elderly. I don’t know the ins and outs of why it was not decided 
to go forward with a separate index. As I did indicate, it would 
have amounted to essentially duplicating our entire program of 
producing the CPI. For whatever reason, we didn’t end up doing 
that. 

Mr. SANDERS. Let me ask you a question: When you come up 
with the CPI, which impacts on Social Security, correct? 

Ms. ABRAHAM. Mm-hmm. 
Mr. SANDERS. How many seniors do you get information from? 
Ms. ABRAHAM. Our samples of people who are surveyed for the 

consumer expenditure surveys are a rolling panel of about 5,000 
households, and seniors would be represented in those samples in 
proportion to their share of the urban population. 

Mr. SANDERS. Which is? This is urban, which is roughly what? 
Ms. ABRAHAM. It’s the urban population, which is about 80 per-

cent of the total population. But I should add to that, when I said 
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that they would be represented; we then take expenditure weights 
from that overall survey and use them to construct the CPI. 

We actually have two CPIs. We have a CPI for all urban con-
sumers, and we have a CPI for urban wage earners and clerical 
workers. 

Older people’s expenditures, older urban consumers’ expendi-
tures, are represented in proportion to their share of total expendi-
tures in the CPI–U, which is used, for example, to adjust tax 
brackets. 

Mr. SHAYS. Excuse me. I’m sorry to interrupt. Could someone 
just shut the door. 

Ms. ABRAHAM. We also have a separate CPI for urban wage earn-
ers and clerical workers, which includes essentially no elderly indi-
viduals. For reasons of historical accident, that’s the index that 
gets used to adjust Social Security. So older people are not rep-
resented at all in that index. 

Mr. SANDERS. I would think—I mean, unless I’m missing some-
thing here—that given, again, the fact that we have 35 million sen-
iors, I think that they deserve to have an independent assessment 
of their particular needs, which I happen to think will show that 
the CPI underestimates their needs. 

I would hope very much that that’s something that we can move 
toward. And if it requires extra money—I know some of us have 
talked about that—we’re prepared to vote for that money for the 
studies that you may need. But I think that we do need an inde-
pendent look at the needs of our seniors. 

With that, I yield back. Thank you, Mr. Chairman. 
Mr. SNOWBARGER. Mr. Barrett. 
Mr. BARRETT. Thank you. Thank you for holding this hearing. 
One of the things that surprised me was your comment that, if 

you were going to do a separate study for seniors, you would have 
to duplicate the entire survey. It strikes me as though there is a 
core element of products or of living costs that are going to be con-
sistent regardless of your age, and that you would make some addi-
tions and some subtractions, based on a person’s age. 

Ms. ABRAHAM. It may be, if we really got into it, that we could 
find some overlap of that sort. What I had in mind when I said 
that was that we would have to greatly expand our consumer ex-
penditure survey to get a better fix on how elderly individuals 
spend their money. We would have to do a separate or at least 
much augmented survey to find out where they shop. When we 
went into stores, we might find ourselves in many of the same 
stores, but we might find ourselves in different stores. It might be 
that, when we went into the stores that overlap, we would find el-
derly consumers buying the same things; it might be that we 
wouldn’t. 

So you are right that there might be some overlap in the end in 
what we ended up tracking, but we would have to do separately a 
lot of the work that would be involved. 

Mr. BARRETT. I’m going to show my ignorance about the Con-
sumer Price Index. For example, housing, what are the factors? Is 
it mortgage rates or rents? 

Ms. ABRAHAM. No. This may be something I should have men-
tioned when Mr. Snowbarger was asking earlier about how we re-
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sponded to the Stigler Committee report. We used to track housing 
costs by tracking the kinds of things you are referring to, looking 
at actual outlays on housing, if you will. 

But that proved to be unsatisfactory, for a variety of reasons, and 
a decision was made in the late 1970’s, and then implemented in 
the early 1980’s, to move to a so-called ‘‘rental equivalence’’ ap-
proach to tracking housing costs. This essentially means that, for 
people who own their own homes, we try to match those housing 
units up with rental units, and track what’s happening to the cost 
of the rental units. What we’re saying, in effect, is that the cost of 
living in their own home is the amount of rent that they are giving 
up by not renting it out. 

In the long run, if mortgage rates went up, that presumably 
would affect the rents that get charged in the housing market and 
then would show up in our measure. But it’s not a one-for-one 
thing. We don’t track interest rates directly, for example. 

Mr. BARRETT. That confuses me even more. You can see why I’m 
not a statistician. 

Ms. ABRAHAM. It’s very complicated. 
Mr. BARRETT. So if you’re in an area where there is a rapidly in-

creasing housing market, how is that reflected then? 
Ms. ABRAHAM. Where prices of homes are going up? 
Mr. BARRETT. Right. 
Ms. ABRAHAM. That would be reflected, indirectly, to the extent 

that it showed up in higher rents being charged for rented housing 
units in that area. 

Mr. BARRETT. OK. 
Ms. ABRAHAM. If it didn’t show up in rents, it wouldn’t be re-

flected in our measure. 
Mr. BARRETT. OK. Again—and excuse me for trying to under-

stand this, which may be dangerous—if you live in the area—I rep-
resent, part of Milwaukee, and we have suburban areas where the 
price of housing is going up. We have elderly who don’t live in 
those units, primarily. They will live in areas where the price of 
housing is stagnant or even dropping. What type of bias will that 
create? 

Ms. ABRAHAM. For the measurement of housing costs for the el-
derly? 

Mr. BARRETT. For the measurement, yes. 
Ms. ABRAHAM. Well, the CPI is really an average measure. So it 

would track the average, what was happening to rents on average, 
but it isn’t necessarily going to give you a very good reflection of 
what’s happening to rents for particular groups. 

Mr. BARRETT. OK. 
Ms. ABRAHAM. Which is true, in general, about the CPI. It’s an 

average. It doesn’t necessarily reflect the experience of particular 
groups. 

Mr. BARRETT. You mentioned, or I thought I heard you mention, 
that the substitution factor index would overstate. 

Ms. ABRAHAM. Because the CPI doesn’t take into account con-
sumers’ ability to substitute. 

Mr. BARRETT. Give me an example, please. 
Ms. ABRAHAM. Perhaps a small example, if consumers are pur-

chasing two kinds of lettuce, they are purchasing Romaine lettuce 
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and red leaf lettuce. And if, for some reason, the relative price of 
Romaine lettuce goes up, they would buy less Romaine lettuce and 
more red leaf lettuce. 

What that would mean is that, in order to get lettuce that gave 
them the same value, if you will, they wouldn’t have to spend as 
much in total lettuce as they would have if they had just kept buy-
ing the same amounts of Romaine and red leaf lettuce as they 
bought to begin with. 

Mr. BARRETT. So does your original index just use generic let-
tuce? 

Ms. ABRAHAM. No, we price specific items. So we might be track-
ing the cost of, you know, a pound of Romaine lettuce. That might 
be one of the specific items in the index. So we wouldn’t take that 
kind of substitution into account in our index. 

That’s the reason why we’re looking at possibly adopting a new 
formula, the geometric mean formula for constructing the sub-
indexes in the CPI. At least under certain assumptions, it would 
give us a better approximation as to what consumers were actually 
doing at that level. 

Mr. BARRETT. I also heard, when Mr. Waxman was asking ques-
tions about your timetable and the analysis that you have done, I 
thought I heard you mention the figure a quarter of a percent. Is 
that accurate? 

Ms. ABRAHAM. That’s correct. 
Mr. BARRETT. And you were referring there to what? 
Ms. ABRAHAM. I was referring there to the upper bound on the 

potential impact on the rate of growth of the index of our switching 
over to using this new geometric mean formula in putting together 
the subindexes. If we did it in all parts of the index, our research 
indicates that the rate of growth of the index would slow by about 
a quarter percent per year. 

We are unlikely to adopt it in all parts of the index. There are 
some components where it seems appropriate. If relative prices of 
Romaine and red leaf lettuce change, people will substitute. For 
prescription drugs, it’s probably not appropriate. If the price of 
ulcer medication goes down and the price of heart medication goes 
up, the fact that ulcer medication costs less doesn’t help me much 
if I’m a heart patient. 

Mr. BARRETT. OK. But you’re saying overall the change will be 
a quarter percent? 

Ms. ABRAHAM. Overall, the change will be something less than 
a quarter percent per year, because we won’t make the change 
across the board, most likely. 

Mr. BARRETT. OK. And, again, now shifting gears to the political 
world, the article that referred to a 0.4 or 0.5 change, is one of the 
articles that I saw. Is it accurate to say, then, that any change—
and we will use a quarter of a percent, or 0.25 percent—beyond 
that would be more of an arbitrary decision? 

Ms. ABRAHAM. Not necessarily. There isn’t anything that we are 
likely to do in the CPI itself that would take effect right away or 
that would have as large an effect as—I don’t know where this 0.4 
number is coming from. 

It is, however, well agreed, and I would agree, that the CPI tends 
to be an upper bound on what’s happening to the cost of living, be-
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cause it doesn’t take substitution behavior into account. We will 
have an estimate by the end of the year of how big we think the 
lower-level substitution bias is, although it will take us some time 
to implement the change we think is appropriate in the index. 

We have now an estimate of how big the upper-level substitution 
bias is. That’s substitution bias associated with shifts in consump-
tion across item categories, in response to relative price change. 
That, for reasons you may or may not want to get into, is really 
not possible for us to deal with in the context of producing a 
monthly index. But we could give you an estimate, if you wished, 
of how big that is. 

So there are some things, I think, where we can agree. We can 
even quantify what the bias in the CPI is. Going beyond that, I 
think, there is more dispersion of opinion. 

Mr. BARRETT. You also mentioned that you’re going to have a 
new market basket in January 1998. Can you tell me what the 
major changes are in the market basket? 

Ms. ABRAHAM. Gosh, it’s been a while since I looked at that. It’s 
an updating of the expenditure shares from 1982 to 1984, to 1993 
to 1995. 

We’ve seen some increase in the share of consumer electronics, 
and related items, over that period. Personal computers, for exam-
ple, weren’t particularly important in 1982 to 1984, and they will 
be somewhat more important in the new market basket. Medical 
care, perhaps surprisingly, is a smaller share of out-of-pocket ex-
penditures than it was in 1982 to 1984. 

I can give you, for the record, if you would like, a more complete 
breakdown of how it’s changed. 

Mr. BARRETT. I would appreciate that. 
I would yield back my time. 
[The information referred to follows:]
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Mr. SNOWBARGER. Thank you, Mr. Barrett. 
Mr. Shays. 
Mr. SHAYS. Thank you, Ms. Abraham. It’s very nice to have you 

here. I was thinking, in some ways, you have an extraordinarily 
powerful position. I would just like to understand a few things 
about your office. And I just want to say, I have no hidden agenda 
in my questions. I do in some cases, but not as you coming before 
us. 

Ms. ABRAHAM. Good. I’m glad to hear that. 
Mr. SHAYS. I start with the premise that whatever a senior’s cost 

of living, that’s what it should be. It shouldn’t be less, or it 
shouldn’t be more. And then I would say to my colleague from 
Vermont that, if, in fact, we should be providing more, then that’s 
something we should do legislatively, if we feel that it’s not enough, 
that it has to be something more than the cost of living. And I 
would also agree with my colleague from Vermont, if the cost of liv-
ing is not truly representing their true costs, then it should be ad-
justed. 

I just want to first understand your office. And I don’t mean this 
in disrespect, because I happen to like politics, but I make an as-
sumption that the Commissioner’s position is an appointed posi-
tion. 

Ms. ABRAHAM. It is. 
Mr. SHAYS. But I also make the assumption that you basically 

have a fairly large staff that assists you in doing your tasks. And 
your task isn’t just doing CPI; it’s a lot of other things. I’d like you 
just to give me an idea of what some of the other responsibilities 
are. 

Ms. ABRAHAM. Certainly. I should clarify, perhaps. I am ap-
pointed to my position for a fixed term, a 4-year term. 

Mr. SHAYS. Which is how long? 
Ms. ABRAHAM. A 4-year term. 
Mr. SHAYS. And is it a reappointed position or is it one time? 
Ms. ABRAHAM. The historical precedent has been that Commis-

sioners of Labor Statistics are reappointed. The agency has been 
around for more than 110 years, and I’m the 11th Commissioner. 

Mr. SHAYS. And regardless of party, in other words? 
Ms. ABRAHAM. Right. 
Mr. SANDERS. You like that tradition, right? 
Ms. ABRAHAM. I think that’s the appropriate tradition. Even 

aside from my personal interest, I think that’s the appropriate tra-
dition. 

Mr. SHAYS. But the bottom line is, a Republican President might 
appoint a Democrat, a previous appointee, or vice-versa. 

Ms. ABRAHAM. The prior Commissioner was Janet Norwood, who 
was appointed by President Carter and reappointed twice by Presi-
dent Reagan. 

You asked about the other things that the Bureau does. We have 
responsibility for, in addition to price statistics, which includes the 
Consumer Price Index, the Producer Price Index, and export and 
import prices indexes. We are responsible for employment and un-
employment statistics; the payroll employment numbers and the 
unemployment rate that will be coming out on Friday are produced 
by us. 
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We are responsible for information on wages and working condi-
tions. That includes the Employment Cost Index we were dis-
cussing earlier. We produce the Government’s official productivity 
statistics, and we also have a program that produces employment 
outlook projections. 

Mr. SHAYS. I have always been curious, because in some cases, 
with the CPI, whatever statistic you come with costs potentially 
the taxpayers billions of dollars, or it reduces their costs, or when 
you come up with labor statistics, it has a significant impact on, 
say, the market, the stock market. It obviously has an impact on 
a lot of other decisions. 

Statistics you do with, for instance, the Consumer Price Index, 
we have legislation that says ‘‘plus the CPI,’’ or ‘‘the CPI minus,’’ 
so I’m interested to know what ethical process or protocol you have 
to just protect the American people from abuse. In other words, 
would some people love to get what your employment statistic is 
a little ahead of the market? 

Ms. ABRAHAM. I’m sure they would. 
Mr. SHAYS. Well, what’s the process? 
Ms. ABRAHAM. There are many things that we do to ensure our 

independence. 
Mr. SHAYS. The process to ensure the integrity that the statistics 

aren’t known to the general public until—I mean, not to individ-
uals until they are generally known to everyone. 

Ms. ABRAHAM. Right. We have a process for all of our sensitive 
economic indicators, and there are a number. The only people who 
see the information before it’s published are people who are work-
ing on it directly and have a need to know what the data are show-
ing in connection with their work. 

The data are not shared with anyone outside of the Bureau of 
Labor Statistics until our press release has been drawn up. We 
send the information over to the Council of Economic Advisers, to 
share with the President, late in the afternoon before the data are 
released. 

At 8 o’clock on the morning of the release, press are allowed to 
come into a locked room to look at the data so that they can work 
up their stories, and the data are then released at 8:30 a.m. 

Mr. SHAYS. How many people see the statistics or are aware of 
the statistics, say, before the White House is aware of it? 

Ms. ABRAHAM. Only staff at the Bureau of Labor Statistics. 
Mr. SHAYS. How many would that be? 
Ms. ABRAHAM. I’d be taking a guess, and it would vary, depend-

ing on the particular thing we’re talking about. Twenty, maybe. I 
don’t know. If you really wanted to know, I could get numbers for 
you. 

Mr. SHAYS. Well, I would like to know. 
Ms. ABRAHAM. OK. 
Mr. SHAYS. But that will be a followup question. 
Ms. ABRAHAM. I may be off in my guess, and it may also vary 

by which statistics we’re talking about. 
Mr. SHAYS. Has there been any case that’s either been public or 

not been made public where someone has these statistics and has 
provided them to someone else outside? 
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Ms. ABRAHAM. To my knowledge, there have been no incidents 
where anyone in the market has gotten any of these data ahead 
of time. 

We did have one incident, which we took steps to address imme-
diately, in which some of our Producer Price Index data were put 
up on the Internet overnight, and they were up there for a few 
hours in the night, and we then yanked them back. There were two 
people overseas, researchers as best we could tell, who ended up 
downloading PPI data during that period. We don’t know whether 
they saw the prerelease data. 

Other than that incident, I know of no premature releases, and 
I know of no cases in which people in the market received access 
to data before release. 

Mr. SHAYS. Just say Bernard Sanders would not want me to 
have undue influence over you, or any influence over you, frankly, 
nor would I want him to, based on our perspective. What we re-
quire you to do is not really outlined significantly in statute. It’s 
almost common law. It has just evolved over time; is that correct? 

Ms. ABRAHAM. That is correct. I think it would be very hard to 
write down in statute what you want us to do, in that we learn 
new things on an ongoing basis about how to improve our meas-
ures. 

Mr. SHAYS. So a lot of the power that you have is over time, it’s 
tradition, it’s practice. 

Ms. ABRAHAM. Yes. That is right. I think that that’s been a very 
effective way of ensuring. 

Mr. SHAYS. No, no. I’m not asking you to pass judgment. I’m just 
trying to understand. 

Ms. ABRAHAM. Right. 
Mr. SHAYS. Because it gets into this whole issue of, ultimately, 

what can the White House do, or what can Congress do to influence 
it. Because I’ve heard statistics of 4.5 percent, as well. 

There is a group of Members of Congress who say that it over-
inflates the cost and that the Bureau of Labor Statistics is not in-
clined to change it; therefore, you do need statutory oversight to 
change that, because they are not going to do it internally. 

There is another group in Congress that says—and Senator Moy-
nihan, frankly—I know this sometimes tends to be Republican and 
Democrat, but 2 years ago I was on an airplane with Mr. Moy-
nihan, and he had solved the world’s problems by solving this issue 
of the CPI. So it’s not a Republican or Democrat thing. He really 
believes that it overstates, and he’s a highly respected Member of 
the Senate. 

The issue I’m getting to is that there’s also another group in Con-
gress that believes that you could and should be re-evaluating how 
you determine the cost of living, and you need to act more quickly. 
And they believe that that ranges from 0.2 to 0.5 of a percent. 

What I want to do now is get to what Mr. Waxman was asking, 
and that was, isn’t it true that if you move the—is this my first 
5 or my second 5? 

Mr. TOWNS. Third 5. 
Mr. SHAYS. I’ve done 10. I can go around the next round. 
Mr. SNOWBARGER. Why don’t you go first in this round. 
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Mr. SHAYS. Yes, and then if we could go around, I’ll take another 
5. 

Isn’t it true that if you moved more quickly on what you are con-
sidering, there would be a potential reduction in the CPI of some-
where between 0.2 and 0.5 percent? Isn’t there something in that 
range? 

Ms. ABRAHAM. We have a number of things in the works that I 
described in my opening remarks. The only thing that we are con-
sidering to which I can attach even a range, in terms of its likely 
impact, beyond updating the market basket next January, is the 
possible adoption of the geometric mean formula in some compo-
nents of the index. 

We need some time to think about what it makes sense to do. 
We need to do an evaluation. I think speeding up the timetable for 
making those decisions would be extremely difficult. I don’t know 
how we would do that. I think it’s important, as well, that we pro-
ceed at a deliberate pace to make changes. Our past practice has 
always been to give people substantial advance notice of changes 
that we were making, and I think it would be a grave mistake to 
depart substantially from that. 

Mr. SHAYS. I need to understand, because I do have sympathy 
with Mr. Snowbarger’s comment. I’m not sure, in this day and age, 
that we can wait years and years and years. The marketplace 
changes very quickly and I don’t know if Government can be so 
slow. 

I will voice a concern. I feel you are an expert for instance, on 
the issue of breadbasket. I would think, unless I just have a totally 
distorted view of what the breadbasket is, that you would be able 
to almost say without notes exactly what constitutes the bread-
basket—market basket, I’m sorry, when you were asked that ques-
tion, just before I was given the floor. 

I guess what I’m saying to you is, I need to be convinced that 
so much time is necessary. Tell me why. There’s all this data. We 
don’t have to reinvent the data; it’s out there. 

Ms. ABRAHAM. I’m not quite sure exactly what it is you think is 
taking too much time. Maybe I can give you a better answer if I’m 
clearer on that. 

Mr. SHAYS. Well, you’re talking about readjusting how you deter-
mine the CPI. 

Ms. ABRAHAM. Using the geometric mean formula in the index. 
Mr. SHAYS. Right. Now, is this something that you just started 

thinking about this year? 
Ms. ABRAHAM. No, we’ve been thinking about this for a couple of 

years. 
Mr. SHAYS. I want to pin you down a little bit. 
Ms. ABRAHAM. In December 1993, we first published an article 

that was authored by Brent Moulton, who is here, that took a look 
at the use of the geometric formula as opposed to what we cur-
rently do now. 

It turns out that our understanding of what that formula does 
and how we ought to think about it really has evolved over that 
time. So we are still working on understanding exactly what it does 
and thinking through under exactly what circumstances it might 
be more appropriate than the formula we’re using now. 
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That was research. It wasn’t a step directly toward making 
changes in the official index. We just published, in March of this 
year——

Mr. SHAYS. With all due respect, even publishing in 1993, De-
cember 1993. 

Ms. ABRAHAM. It was a research paper. 
Mr. SHAYS. Right. So you were thinking about it before December 

1993. 
Ms. ABRAHAM. We could ask Brent when he started working on 

the paper. We could ask Brent, who is here, when he started work-
ing on the paper. It wasn’t a great long time, is my sense. 

Mr. SHAYS. It almost sounds like a facetious answer. I think you 
get the sense that 1993, or let’s say the beginning of 1994, and 
we’re now into 1997. I just don’t think we have the luxury to wait 
that long. 

What I’m going to do is, I’m going to come back. I’m going to let 
other Members ask questions. 

Ms. ABRAHAM. Could I respond? 
Mr. SHAYS. Sure. 
Ms. ABRAHAM. If we were just talking about knowing what need-

ed to be done and doing it, I would agree, we would want to move 
fast. 

We realized, after publication of Brent’s paper, as we started 
thinking more about his findings, we began to figure out that there 
was this ‘‘formula bias’’ problem that was related to the findings 
he was getting. 

His paper was published in December 1993. In January 1995, 
just over a year later, we took steps to substantially correct that 
problem. We then figured out that we hadn’t got the whole job 
done, and last summer we made the remaining changes that were 
necessary to fix that problem. 

So when it was a matter of realizing that there was a problem, 
figuring out that we could do something to fix the problem and 
doing it, we have moved very quickly. I don’t think that these other 
things that we’ve been talking about are in the category. I don’t 
think we really have thought through where this geometric mean 
formula makes sense and where it doesn’t. And it’s far from a triv-
ial matter to really work that through. 

Research and development, in the private sector, often can take 
a very long time, and what we’re talking about here is much more 
akin to that than just accelerating production cycles. 

Mr. SHAYS. Let me take the second round—I mean, wait till my 
colleagues have asked some more questions. I guess the term 
‘‘fast,’’ I just don’t want us to act slowly. I just feel we need to be 
a little more timely. Maybe some of it requires us to give you some 
more resources. I just think the implications of this—and I know 
you know this—are just extraordinary. 

Just as Mr. Sanders can tell you about what it’s like for seniors, 
I’d like to tell you what I think it’s like for kids, and what I think 
it’s going to be like for kids when they have to pay the bills, if, in 
fact, we are overstating the inflation rate. 

I have some other questions, but let me just come back after 
other Members have had some time to ask some more questions. 

Mr. SNOWBARGER. Mr. Towns. 
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Mr. TOWNS. I will pass. 
Mr. SNOWBARGER. Mr. Sanders. 
Mr. SANDERS. Let me just make a few points and maybe com-

ment on what Chris Shays said. 
No. 1, it seems to me what I’ve learned today, mostly, Ms. Abra-

ham, it is terribly important that you remain independent and not 
be swayed by political pressure. I think Mr. Shays suggested that 
I am concerned about senior citizens. I am, but that’s not your job. 
Your job is just to come up with the information. It is, in fact, our 
job to make the legislation to deal with it as we want. And I agree 
with Mr. Shays on that. 

But the caveat of that, the other side of that is that because poli-
ticians want to balance the budget in a certain way, they may be 
leaning on you to say that the CPI is lower than it is, and therefore 
we can cut benefits. 

I would hope very much that you and your colleagues would have 
the professional integrity to say you’re not politicians, you don’t 
make legislation, but you are going to come up with the best, sta-
tistically honest information that you can, and resist any effort to 
force you to go one way or the other. Because we can’t run a gov-
ernment unless we get honest information. I’m sure Mr. Shays 
would agree with that. 

We have to, then, take your information and do with it as, you 
know, we will argue about. But we need independence from you, 
and I would hope that whether its right-wing Republicans or—well, 
there aren’t any left-wing Democrats—but whoever it might be, to 
resist that and just maintain your intellectual integrity on that. 

Do you agree with that? 
Ms. ABRAHAM. Absolutely. And I am very happy to be able to say 

that the Bureau of Labor Statistics has a long, long tradition of 
proceeding independently, based on the best technical judgment of 
the staff. 

Mr. SANDERS. That’s right. OK. And I think we can all recognize 
what a terribly difficult job it is. I’m trying to sit here and think 
that I have a 25-year-old, affluent young man, say, from Los Ange-
les, and he has spending habits; right? And you have an 80-year-
old, low-income person in Newport, VT, who has spending habits. 

They are living in different worlds. And how you balance that, 
that is what your job is about. It’s a tough one, because they are 
living in very different worlds, in terms of what they purchase and 
what their needs are. I would again reiterate, my hope that, to deal 
with that problem, you would put more focus on the needs of senior 
citizens, in particular, especially as it relates to Social Security. 

I am not an economist, and I don’t know all that much about 
substitution theory, so maybe help me out here. If we have, theo-
retically, somebody who loves to eat steak and hates chicken, OK; 
the cost of steak goes off the wall, the price of chicken goes down. 
So this guy says, ‘‘Boy, I hate to eat chicken, but that’s what I’m 
going to eat, 5 days a week.’’ OK. 

Now, the cost that this person is now spending for dinner let’s 
say has even gone down, spending less money. But he is being de-
prived, she is being deprived of what he or she enjoys; right? The 
quality of life, if you would like. I’m being a little bit jocular here. 
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How do you measure that? You can come up with a statistic that 
says Mr. Jones is now spending less for food; however, Mr. Jones 
is not getting what he really wants. His quality of life, in a sense, 
has gone down. As an economist, how do you deal with that? 

Ms. ABRAHAM. We deal with that only in an indirect way, I 
guess. The way that we come up with measures of substitution bias 
in the Consumer Price Index is by looking at what’s happening to 
the relative prices of different kinds of items, different categories 
of items, and then looking at what happens to the relative share 
of aggregate expenditures devoted to each of those different cat-
egories of items. 

And we, in effect, draw an inference from what’s happening to 
the pattern of consumption expenditures about the substitutions 
that people have made. 

Mr. SANDERS. I think I understand it, but I think there’s another 
point. And it’s tough stuff, so I’m not being critical here. 

Ms. ABRAHAM. I should say there is a theory that underlies pre-
cisely how we do this, but that’s the intuition. When relative prices 
change, we look at how people’s actual behavior changes. 

Mr. SANDERS. But help me out here. If you were just to look at 
the price of steak, which went up, and people were not purchasing 
it, then people would correctly say you’re overestimating what peo-
ple are spending. Right? The price of steak went up, but they are 
not buying steak. Wouldn’t that be fair? Am I wrong on that? 

If that’s what you did, if you did not look at what people were 
purchasing, you just looked at the price of the product, and no one 
was buying it, your statistic would be irrelevant. 

Ms. ABRAHAM. Right. 
Mr. SANDERS. OK. So, you know, if the price of steak doubled but 

nobody was buying it, we have to take into consideration nobody 
is buying it. OK. But on the other hand, the fact that somebody is 
now buying chicken, which has gone down and people gravitate to-
ward that, how do you measure it? And maybe you don’t, because 
you’re an economist. 

But in terms of quality of life, I can buy substitute products, but 
my quality of life, in a sense, has gone down. I would like to get 
steak. So you could argue, gee, the cost of food has gone down, but 
how do you take into consideration that people are not purchasing 
what they would like to purchase? How does that equate? 

Ms. ABRAHAM. The only information that we really have to work 
with is what people reveal about their preferences, based on what 
they actually buy. 

I would like to make a distinction here with respect to this sub-
stitution bias thing. If all that happens is the price of steak goes 
up, then, clearly, people are worse off; the cost of living has gone 
up. This doesn’t change that. All we’re really saying with this the-
ory, this method of measuring, is that if the price of steak goes up, 
the cost of living doesn’t go up as much as it would if you assume 
they kept buying exactly what they were buying to begin with. 
There are some substitutions that they can make to partially offset 
the increase in the price of steak. 

Mr. SANDERS. I agree. I agree with you, absolutely. But what I’m 
asking is, and maybe, as an economist, you can’t do this, how do 
you throw into the equation the fact that somebody is—their qual-
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ity of life, in a sense, has gone down? I mean, steak and chicken 
is a poor example of that. You can get a cheaper product, a sub-
stitute product, but maybe it’s not the product that you wanted. 
Has your standard of living gone down, even if it can’t be measured 
in monetary terms? 

Ms. ABRAHAM. We don’t try to talk to people about that directly. 
Mr. SANDERS. OK. I think that might be a little bit of a weakness 

in the substitution theory. Would you agree? 
Ms. ABRAHAM. Well, this theory is based on a certain set of as-

sumptions about people’s preferences, and what they look like, and 
how they respond when relative prices change. I would note, 
though, that the CPI itself is also based on much the same sort of 
assumptions. In constructing this kind of measure, you really can’t 
get away from making some stylized assumptions, I think, and it’s 
going inevitably to leave out how individual people feel about some 
of this, and so on. 

Mr. TOWNS. Would the gentleman yield? 
Mr. SANDERS. Yes. 
Mr. TOWNS. On that point, as he is raising these questions, it 

sort of opens up another area which points out, in terms of my con-
cern, that now we’re getting, in some areas of the country, these 
big outlets where people can go and purchase. And sometimes, of 
course, the price comes down. But senior citizens that might not be 
able to drive can’t get to those outlets, you know. These are factors 
that I think that one would need to consider. Do you look at all of 
these things, as well? 

Ms. ABRAHAM. No. I’m not sure all of what you have in mind, but 
I’m sure we don’t. 

Mr. TOWNS. Well, what I have in mind is this, I come from New 
York, and they have now these big outlet stores. In many in-
stances, the prices actually go down, because you’re talking about 
bulk buying, in terms of purchasing. But at the same time, it does 
not help seniors, in many instances, that can’t get to these outlets. 
So, therefore, they will not go out and make these purchases and 
will not be able to substitute. 

Ms. ABRAHAM. Let me try to respond on that point, specifically. 
We do have discount outlets represented in the CPI, with some lag, 
in proportion to the share of expenditures that occurs at such out-
lets. An issue that has been raised is the fact that we don’t attempt 
to compare the prices in older, traditional stores directly to the 
prices in the outlet stores. It has been suggested that we should. 

There are a variety of reasons why that might not be appro-
priate. You are suggesting a reason why, if we were to do that, 
which we don’t, we might get an answer that wouldn’t be accurate 
for senior citizens. 

Mr. TOWNS. Let me give him his time back. The point I’m really 
making is, isn’t it true that the poor pay more? 

Ms. ABRAHAM. I don’t know. 
Mr. SANDERS. Let me pick up, because that’s just what I was 

going to say. The truth is, it’s very expensive to be poor, very ex-
pensive. No question about it. 

No, I think you’re absolutely right. When you are rich, you have 
a good bank to bank in; when you are poor, you go cashing your 
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check, what do you pay when you cash your check, in your neigh-
borhoods there? 

Mr. TOWNS. There you go. 
Mr. SANDERS. They rip you off right and left, OK. 
Mr. TOWNS. Four dollars right away, right up front, $5. 
Mr. SANDERS. What happens if you don’t have an automobile and 

you can’t go? The same situation exists in my State. There are new 
outlet stores that I suspect are cheaper. But you know what? Poor 
people don’t have automobiles, and they can’t get to those places. 
They go shopping in local mom-and-pop stores where the prices are 
often a lot more expensive. 

We can go on and on. Again, I think your job is a very difficult 
job, weighing all of these factors. But I think the evidence is quite 
overwhelming that it is very expensive to be poor. When you 
bounce a check, if you don’t have money, then you’ve got to pay $15 
to the bank, or $20 to the bank. 

But, I mean, is there a prejudice that discriminates, in a sense, 
against the poor who don’t have the freedom of mobility to pur-
chase certain types of products? 

Ms. ABRAHAM. We’re attempting to track not—maybe I can clar-
ify this point. We’re not trying to track the level of the expendi-
tures that people have to make. We’re tracking the change in those 
expenditures. So I can’t tell you whether things cost poor people 
more than rich people. 

Mr. SANDERS. But if there are changes because these large dis-
count stores are selling products cheaper, and you’re going to track 
that. 

Ms. ABRAHAM. We don’t pick that up directly. If it’s true that an 
older store is selling something and a discount store comes in and 
sells it for less, the way the index is currently constructed that 
would not show up. 

Mr. SANDERS. OK. Thank you. Let me just conclude by saying, 
most importantly, you’ve got to maintain your intellectual inde-
pendence from all political pressure, in my judgment, and I hope 
that you will do that. 

Mr. SNOWBARGER. Let me just followup on that comment. I want 
to reiterate what I said my initial remarks, and that was, I don’t 
think anybody is asking for this process to be politicized. What we 
are trying to do, since we incorporate your product in what we do, 
we need to have a sense that we are using an accurate projection, 
that we are using the proper test, when we adopt policy. 

I think that’s really the reason for the questions that I’ve had, 
at least, particularly about the delays and the R&D that’s involved 
in this. 

Go ahead. 
Ms. ABRAHAM. On that point, I certainly agree. Our objective is 

very much to produce the most accurate statistics possible. And I 
can assure you that, since I have been at the Bureau, I expect be-
fore that but certainly since I have been there and at the present 
time, we are working aggressively toward that end. 

I also would like to say that we can address some of these issues 
that have been raised and we are working toward addressing them. 
In the budget proposal that we currently have pending before the 
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Congress, we have laid out all of the steps that we think we know 
how to take, at this point, to produce the best measure possible. 

Having said that, I think it’s also important to be clear that 
there are some things that have been raised as issues that I just 
don’t think we know how to address at this point. So I don’t want 
to give the misleading sense that it is possible for us, or that any-
one knows how, to produce a perfect, true, cost of living measure. 

I can elaborate if you would like. This point is discussed a bit in 
my formal statement. There are things that I think the state of 
knowledge in the economics and statistics professions is such that 
we just don’t know how to address. 

Mr. SNOWBARGER. OK. Let me go back to an earlier line of ques-
tioning. Mr. Shays picked up on it a little bit. I had indicated, in 
my initial questioning, I was concerned about—well, first, with the 
Stigler Committee report, that we had a 17-year lag before we at 
least had major changes in how we did things. Then I had men-
tioned a decade, and you weren’t sure where that came from. 

As it turns out, it came from an April 11, 1997, Wall Street Jour-
nal article where—well, the headline is, ‘‘Labor Bureau Unveils Ex-
perimental CPI.’’ I presume that’s this geometric mean that you 
were talking about. 

Ms. ABRAHAM. Right. 
Mr. SNOWBARGER. And one of the comments was, ‘‘BLS officials 

stressed yesterday that the change has been under consideration 
for more than a decade.’’ That’s the kind of statement that concerns 
me. I understand the lead time on a weapons development system. 
I’m not sure I understand that kind of lead time on a statistical 
measure. 

Ms. ABRAHAM. The person who presented that press briefing is 
here. 

Is that accurate? 
There was a misunderstanding. The quotation gives a misleading 

impression. 
Mr. SNOWBARGER. Well, I know the chart that they have in here 

shows from 1991 projected out to 1997. 
Ms. ABRAHAM. Right. We went back to 1991 and constructed the 

data. 
Mr. SNOWBARGER. You reconstructed the data. 
Ms. ABRAHAM. Yes. 
Mr. SNOWBARGER. OK. Well, that’s a different line of questioning 

altogether. But I am concerned that it takes us as long as it ap-
pears to, to get these changes in place. 

Ms. ABRAHAM. I’m concerned, too. As I have indicated, certainly 
in my time at the Bureau, we have been working very aggressively 
to make those improvements that we could identify as being pos-
sible to make in the CPI. 

I’ve only been at the BLS for getting on 4 years now. My Deputy 
Commissioner, Bill Barron, has been at the Bureau for more than 
25 years, and he tells me that the budget proposal that we cur-
rently have pending before the Congress is the first proposal in 
which we have had the opportunity to ask for resources to speed 
up our work. 

So I think there may be issues with respect to a sense of urgency 
at points in the distant historical past that people on the staff may 
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or may not have had, and I just can’t speak to that. Certainly, at 
this point, we have a sense of urgency. But I think that there are 
also issues with respect to how interested the Congress, for exam-
ple, might or might not have been in funding improvements that, 
in another context, could have been perceived as simply esoteric. 

Mr. SNOWBARGER. Understand. 
Mr. SHAYS. Would the gentleman yield? 
Mr. SNOWBARGER. Yes, I would yield. 
Mr. SHAYS. I just really want to be clear on the concept of ‘‘ask.’’ 

I don’t want to split hairs here, but I blame Congress when Con-
gress is asked and doesn’t step forward, or I blame Congress when 
Congress should have the knowledge and should step forward. I 
blame any department that doesn’t ask for it. And so Congress 
can’t prevent you from asking for something. 

So I don’t understand the concept of ‘‘ask.’’ Are you saying the 
administration didn’t allow you to ask for it? 

Ms. ABRAHAM. Since I have been at the Bureau, I feel like we 
have been moving forward aggressively, and that’s the only period 
of time to which I can speak directly. 

Mr. SHAYS. OK. But you put on the record, and it is on the 
record, that this is the first time you’ve been able to ask for it. I 
do not understand that. I want you to explain that to me. 

Ms. ABRAHAM. This is information that was given to me by my 
Deputy. Could I ask him to come forward? 

Mr. SHAYS. Sure. We need to swear your Deputy in, though, 
when he comes. 

Would you swear in the Deputy? 
Ms. ABRAHAM. He really is in a better position to provide histor-

ical context than I am. 
Mr. SHAYS. No, I don’t mind. Let me just say something, if I 

could, Mr. Chairman. 
We’re trying to understand something. If there’s any other per-

son—we’re not trying to put you on the line here, if others can 
share information. So if you have anyone else you would like to 
come up and have us swear in, I think we should do it, and then 
we could have more dialog. 

Ms. ABRAHAM. I think, in terms of the history of the BLS budget, 
Mr. Barron is the best person. 

Mr. SNOWBARGER. Sure. 
[Witness sworn.] 
Mr. SHAYS. I thank the gentleman. 
Mr. SNOWBARGER. I guess the question is before you now, of Mr. 

Shays. Please identify yourself for the record. 
Mr. BARRON. My name is William Barron. I’m the Deputy Com-

missioner of the Bureau of Labor Statistics. 
Mr. SHAYS. One of the things that I would like to just be clear 

on is that I do come with this bias. First, I don’t come with a bias 
that we should use the CPI to balance the budget. In fact, I rec-
ommended to my own leadership that we should not even include 
the CPI, and any dividend should be a dividend. In other words, 
if there’s a change in the CPI and there’s a savings to the tax-
payers, that should just be a plus. So I just want to say that to 
you. 
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But what I do come with a bias on is that we should move more 
quickly. I’d like to know what kind of resources you have available 
and what kind of resources you think you need. And I can forget 
the other question about the ‘‘ask’’ issue, because I think I know 
the answer, and I think it won’t get us much. So tell me what kind 
of resources you have and what kind you need. 

Mr. BARRON. The ongoing budget for the Consumer Price Index 
is about $41 million a year. That’s an estimate for fiscal year 1997. 
That excludes the cost of the expenditure survey, the continuing 
consumer expenditure survey, which we put in place in the late 
1970’s. That was really the first time we had the opportunity to get 
the funding to do that. So it became operational in probably 1979, 
1980. That would be another $18 million or so. 

I’d like the opportunity to provide some of these numbers for the 
record, because I’m doing this from memory. 

Mr. SHAYS. Sure. 
Mr. BARRON. The research budget in the price program is, I 

would say, approximately a million, million and a half dollars. It’s 
very small. At any rate, I agree with you, Congressman, that the 
agencies have a responsibility to ask for things. 

So I would put it this way: I think our 1998 budget proposal en-
hancement level represents the most aggressive thinking that we 
have had the opportunity to make, and it represents the most ag-
gressive set of proposals we know how to make, at this time, to 
speed up this process. 

Mr. SHAYS. The second part of the question is the one I care 
about, not that you’ve been able to ask. But are you asking, in your 
1998 budget, what you need to move as quickly as conceivable? 

Mr. BARRON. As we know how to do. ‘‘Conceivable’’ is a tough 
one, Congressman. 

Mr. SHAYS. As you know how to do. 
Mr. BARRON. Yes, sir. 
Mr. SHAYS. OK. 
Mr. BARRON. Could I add one more thing? In the past, you know, 

there are a lot of constraints. I don’t want you to feel that anybody 
from the BLS has blamed the Congress for things. There are a lot 
of budget constraints we operate under before we are able to 
present things to our appropriations staff, which has been very 
supportive when we’ve had the opportunity to present things. I’m 
going back in time, prior to the tenure of the current Commis-
sioner. 

Mr. SHAYS. I’m not just focusing on this administration. We’re 
talking different administrations. 

Mr. BARRON. Right. 
Mr. SHAYS. But are you saying that—have you asked for more 

in your research side of the budget and been turned down by—who 
would you report to? I don’t know. 

Ms. ABRAHAM. The Secretary of Labor. 
Mr. BARRON. Secretary of Labor. 
Mr. SHAYS. And then he has to—or ‘‘she,’’ in many instances—

reports to OMB? 
Mr. BARRON. The Office of Management and Budget. Sometimes, 

over my career, we’ve had sort of a bifurcated process. 
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Mr. SHAYS. What I want to know is, in the last 4 years, have you 
requested—is this the first time you have made a request to your 
Secretary to increase the research part of your budget? 

Mr. BARRON. I could answer that—let me answer that the way 
that gives you the answer that’s most appropriate for your ques-
tion. You used 4 years, and that covers that time when I was Act-
ing Commissioner. During that time, we did ask for money to re-
vise the Consumer Price Index, and that money did not make it—
that request did not make it to the Congress. 

Mr. SHAYS. And I accept your point, Ms. Abraham, that Congress 
could have been focused on this 4 years ago, as well. So I accept 
that. 

Mr. SNOWBARGER. If I could, I’ve got three questions here, real 
quickly. 

The first one really kind of goes to this budget request and a 
question that I have about how we go about this process. Just for 
instance, on your web site, you list 12 other statistical Federal 
agencies that compile economic data. Are we, in the Federal Gov-
ernment, getting the most for our money out of those 12 different 
data collection agencies? Do you share information? Do you collect 
the same kinds of information? Can you share information? 

Ms. ABRAHAM. There currently are constraints on our ability to 
share information with the other statistical agencies. That’s some-
thing that I think it would be desirable to address. 

Mr. SNOWBARGER. What prohibits you from doing that? 
Ms. ABRAHAM. There are statutory barriers to sharing informa-

tion. The Census Bureau, for example, is covered by a law that 
says that when they collect information, either from businesses or 
from individuals, that they can’t share those individual records 
with anyone else, and that includes the other statistical agencies. 
I think it would be desirable, for a variety of reasons, for us to be 
allowed to share that information, for carefully specified purposes, 
in a constrained kind of way. 

Having said that, it is not my sense that there is much duplica-
tion in the activities of the statistical agencies. The only real exam-
ple I can think of is that, because of legislative constraints on shar-
ing data, the Census Bureau maintains a list of establishments 
that they use for constructing samples for surveys, and we main-
tain a separate list. 

Beyond that, I know of no real examples of duplication of effort. 
I think that there would be things that we could do that would let 
us improve our statistics, if we were able to share information, and 
maybe around the margin, some efficiencies. 

Mr. SNOWBARGER. Well, going back to some of the questions that 
were asked earlier about specific segments of the population, 
whether its the poor, whether its the elderly, however we’re going 
to divide up the population, don’t you have access to census data 
that would at least give you some educated intuitive approach to 
defining those things, and about buying patterns, things of that na-
ture? 

Ms. ABRAHAM. We have information from our consumer expendi-
ture survey on what older individuals buy. 

Mr. SNOWBARGER. That would be more accurate? 
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Ms. ABRAHAM. I think our consumer expenditure survey gives us 
the best, as far as I know, really the only, available information on 
that. The problem isn’t that the information is not accurate; the 
problem is that the sample is small, so there is noise in the data, 
which constrains our ability to construct measures that are precise. 

Mr. SNOWBARGER. Well, I would appreciate it if you could let the 
committee know what barriers there are in statute to sharing this 
information, so that we might take a look at doing that. 

Ms. ABRAHAM. I would be very happy to do that. I would say 
though, that I don’t think that the information sharing is really 
going to be directly helpful in addressing the issues we’ve been dis-
cussing today. 

Mr. SNOWBARGER. I yield to the chairman. 
Mr. SHAYS. Mr. Towns, I just have one more question. Do you 

have any questions? 
Mr. TOWNS. No. I just want to find out why. I don’t understand, 

if you can use census data, why it wouldn’t be helpful. I don’t quite 
understand that. Could you just sort of spend a moment educating 
me? 

Ms. ABRAHAM. Why the statistical agencies being able to share 
information wouldn’t be helpful? 

Mr. TOWNS. No, no, no. If you have the information that is col-
lected, that it would not be helpful to you. The census information, 
we’re talking about. 

Ms. ABRAHAM. I had understood the subject we were discussing 
here to be, specifically, assessing the expenditure patterns of older 
individuals. Census really doesn’t collect much in the way of—I 
don’t know that it collects any information on those expenditure 
patterns, and certainly not at the level of detail that would be help-
ful to us in producing the Consumer Price Index. 

For producing the Consumer Price Index, we need to have very 
detailed information on expenditures in each of 200-plus categories 
of items in order to appropriately weigh the index. And Census just 
doesn’t collect anything like that. 

Mr. TOWNS. OK. 
Mr. SNOWBARGER. Mr. Shays. 
Mr. SHAYS. Just as Mr. Sanders was talking about, and we on 

the committee were talking about the differences in cost of living 
for, say, a senior versus a young family, there obviously are re-
gional differences. I just need to have a sense. My brother-in-law 
has bought a home in Georgia, three and one-half baths, almost 
4,500 square feet, for $215,000. In my district, that would cost be-
tween $600,000 and $1 million. 

Are elderly—in concentrated areas, would I make assumptions 
that cost-of-living in Florida would be lower than cost-of-living in 
New York, or would it parallel? 

Ms. ABRAHAM. There are really two different things, I think, em-
bedded in your question. One is, what’s the level of the cost of liv-
ing? 

Mr. SHAYS. Right. 
Ms. ABRAHAM. That’s not what the CPI is trying to measure. We 

have been working, on an experimental basis, on trying to put to-
gether measures that are informative as to differences in cost lev-
els across geographic areas, but that’s not the CPI. The CPI is just 
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tracking how the prices that consumers pay for the things they 
purchase are changing. It may well be that there are differences in 
that across geographic areas, too. 

Mr. SHAYS. You are saying the base is lower to start with, but 
the cost of living may go up about proportional? 

Ms. ABRAHAM. Right. 
Mr. SHAYS. OK. 
Ms. ABRAHAM. But we do produce, as a by-product to what we 

collect or produce, the national index, regional indexes. So that’s 
something that one can take a look at. 

Mr. SHAYS. Let me just nail this down a little bit more. So even 
though I see wide disparities of prices, would it be your testimony 
that cost of living tends to go up pretty much—you don’t see the 
wide differences, in terms of cost increases? 

Ms. ABRAHAM. I would want to go and look at the data, specifi-
cally, but it is not my sense that we’ve seen dramatic differences 
across geographic areas in the rates of growth of consumer prices. 
I would like to provide the data for the record, if I could. 

Mr. SHAYS. Sure. Thank you. I appreciate the committee’s indul-
gence. 

Mr. SNOWBARGER. If I can finish up with one final question. As 
you’ve talked today, and we’ve been talking about process and the 
methodology that you use, you indicated that there is a certain 
methodology that you have instituted already that has made a 
downward adjustment of about two-tenths of a percent, I think is 
what I remember you saying. 

Ms. ABRAHAM. Right. On net, over the past couple years. 
Mr. SNOWBARGER. Right. And then the possible shift to a geo-

metric mean might mean an upper limit of a quarter of a percent, 
but that would be a downward adjustment. 

Ms. ABRAHAM. It would slow the rate of growth of the index also. 
Mr. SNOWBARGER. OK. And I guess the overall question, then, 

based on two things, is that thus far, as you’ve tried to determine 
how methodology ought to be changed, all of those would seem, at 
this point in time, to indicate that the Consumer Price Index, as 
we have been calculating it in the past, has been overstated? 

Ms. ABRAHAM. Well, we’ve made a number of changes over the 
past few years. On net, those changes have led to a slowing in the 
rate of growth of the index. There was a piece of the way we were 
putting together the housing measure that we changed that worked 
in the opposite direction. 

Mr. SNOWBARGER. But the net. 
Ms. ABRAHAM. The net effect has been to slow the rate of growth 

of the index. 
Mr. SNOWBARGER. Again, getting back to the point that, at least 

from your research thus far, changes that you feel are legitimate 
and need to be made would indicate that we have been overstating, 
in the past, and we need to adjust it so that the—I forget what you 
said—that the rate of growth is not as fast? 

Ms. ABRAHAM. The changes we have made, and the one change 
that we are looking at making, that I can give you any quantified 
information about, have worked and will work, on net, to slow the 
rate of growth of the index. 

Mr. SNOWBARGER. Thank you. 
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Are there other questions at all? 
Mr. TOWNS. No. Thank you very much. 
Mr. SNOWBARGER. Thank you very much, Ms. Abraham. We ap-

preciate your being here. 
Ms. ABRAHAM. Thank you. 
Mr. SNOWBARGER. We will make some adjustments real quickly 

here to get our second panel moving. 
[Witnesses sworn.] 
Mr. SNOWBARGER. Our second panel, I might just introduce you 

all real quickly before we get started. Our second panel consists of 
Mr. Charles Hulten, professor of economics, University of Mary-
land; Dr. Kurt Karl, senior vice president of U.S. Macro Group, 
WEFA, W–E–F–A, which I presume you will explain when we get 
there; Mr. Dean Baker, who is an economist at the Economic Policy 
Institute; and Mr. Matthew Shapiro, professor of economics, Uni-
versity of Michigan. 

Mr. Hulten, we will begin with you. 
Mr. SHAYS. Mr. Chairman, I wonder if I could interrupt and just 

make a suggestion, with your permission, to our panelists. 
You have been gracious enough to sit here and listen to the ques-

tions already asked, and you have been gracious enough to listen 
to the testimony, as well. If you are so inclined not to read your 
testimony but want to just jump into those issues and make com-
ments—in other words, if you want to read your testimony, but if 
you also want to summarize and respond to some of the questions, 
I think the committee would appreciate it. We certainly appreciate 
the fact that you listened to the others. 

Mr. SNOWBARGER. I might also remind the witnesses that we 
have allowed for your full statements to be put into the record in 
their entirety. So keep that in mind. 

Mr. SHAYS. You’ve got lots of options. 

STATEMENTS OF CHARLES R. HULTEN, PROFESSOR OF ECO-
NOMICS, UNIVERSITY OF MARYLAND; KURT E. KARL, EXECU-
TIVE VICE PRESIDENT, U.S. MACROECONOMIC SERVICES, 
WEFA; DEAN BAKER, ECONOMIST, ECONOMIC POLICY INSTI-
TUTE; AND MATTHEW D. SHAPIRO, PROFESSOR OF ECONOM-
ICS, UNIVERSITY OF MICHIGAN 

Mr. HULTEN. I would like to summarize my written statement, 
if I could, because there was so much ground covered earlier today 
that I’m not sure I would know where to start, on a piecemeal 
basis. 

I would like to address my remarks today primarily to the issue 
of quality change in the CPI. Of all the problems that beset the 
CPI, this is undoubtedly the hardest. The redoubtable Adam Smith 
looked at the issue and walked away from it, saying that it’s such 
a very disputable matter that he saw the whole issue as somewhat 
uncertain. 

This is echoed, I think, down over the years, and it has certainly 
been repeated by one of my fellow panelists who called a quality 
change the ‘‘house-to-house combat of price measurement.’’ But just 
because it’s hard doesn’t mean we can afford to ignore this issue. 
Mismeasurement of quality translates directly into mismeasure-
ment of price. And according to the Boskin Commission, about half 
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of the 1.1 bias that they identified across the board in the CPI is 
due to the quality area. 

Unfortunately, there aren’t any quick fixes for these problems. To 
use a current phrase, no low-hanging fruit on the quality tree. But 
there are some things we can do now. The first thing is to make 
a commitment to invest in our statistical infrastructure. I have, in 
my written testimony, given some of my ideas, and I would like to 
give some of the reasons why I think these ideas might be worthy 
of consideration. 

Much of my thinking is based on some research done by BLS 
staffers, Brent Moulton and Karin Smedley, who studied the CPI 
process for the year 1995 and observed that, in the items that they 
studied, the total price change was 4.7 percent. But this really was 
not inflation. Instead, the BLS undertook a number of adjustments, 
technical things like the link, and class mean, overlap, and direct 
quality adjustment methods. When the smoke settled on this, the 
actual change in the CPI was only 2.2 percent. In other words, the 
BLS is already making adjustments to the CPI of more than half 
of the total observed price change, for things that might loosely be 
called quality. 

And I have, in my examination of the CPI problem, zeroed in on 
some of these methods and come to the conclusion that, at least in 
one case, that is to say the link method, that they may be over-
adjusting for quality, not underadjusting, as is commonly believed. 
On the other hand, there are other areas, another method, the di-
rect quality adjustment method, was probably biased in the other 
direction. 

I think that sorting out the various biases and what they already 
do should be a major item on their research agenda. And these are 
not the only things to worry about. Quality and new goods come 
in during this process. We heard described earlier sample rotation. 
About one-fifth of the CPI sample is changed every year, and this 
is an opportunity for new goods to come in. 

Unfortunately, the uptake process is rather slow, because it’s es-
sentially a reactive process rather than a proactive process. As a 
result, we see instances like cellular telephones, which were intro-
duced in 1983 and are still not in the CPI. 

This lag is only part of the problem, however, because when 
items like cell phones do come in, they are brought in in a way that 
doesn’t change the overall level of the index. What happens instead 
is that only subsequent changes in this good are allowed to affect 
the CPI. But surely there is a gain to the consumer at the point 
of entry of the new good. The technical term for this is ‘‘consumer 
surplus,’’ and in the current BLS procedure is assumed as essen-
tially zero. 

This leads, I think, to a variety of potential opportunities to im-
prove the statistical infrastructure. I would say, as a first step, that 
I would like to see the study by Moulton and Smedley made a rou-
tine part of the BLS study program. 

I found it very useful, and I think it would be very useful to have 
this provided every year, and indeed extended in a number of ways 
that I have indicated in my testimony. I think, if we are going to 
embark on a procedure where we urge BLS to make changes, we 
need tools for diagnosing the effects of these changes. 
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Another set of ideas about the BLS itself, and they are somewhat 
technical, but I will mention them anyway. First, I think they 
should eliminate the use of the link method. This will not be pos-
sible immediately, but it, I think, should be set up as an objective. 
And this is the predominant way that they actually handle quality. 

Second, I think they should accelerate the sample rotation period 
for goods in which the pace of innovation is obviously very rapid. 
I think they are planning to do that, in fact, but I think even more 
proactive methods might be adopted. I’m not sure what they are, 
but I think they should be at least considered. 

Finally, I think they should adopt superior valuation for the new 
goods. Instead of assuming that the consumer surplus is zero, I 
think some other assumption might be better. 

I think, taken together, this will move the CPI more toward a dy-
namic cost of living index. But I also want to emphasize that the 
issue is not really one of just ordering the BLS to get it right. I 
think part of the problem arises because they had been, histori-
cally, pursuing an objective of pricing a fixed bundle of goods, and 
now the objective has shifted, and this has introduced a whole host 
of new problems to be dealt with. 

I think that dealing with these problems is going to cost a lot of 
money. It’s my reading, anyway. But I do think the benefit cost 
ratio is quite high. The Boskin Commission has estimated that 
their 1.1 bias is adding about $1 trillion to the Federal deficit over 
12 years. If just a few percentage error points in this estimate will 
amount to billions of dollars. So I think spending a few million dol-
lars to try to improve these estimates would have a very, very high 
benefit cost ratio. 

The final thing I would like to say relates to something that has 
been mentioned in the earlier proceedings, and that’s the question 
about an externally imposed fix and whether it will happen or 
won’t. 

I would just say that frustration or delays and technical difficul-
ties, combined with the prospect of substantial budget savings, 
might make this look like a good idea, but I personally believe that 
it is emphatically the wrong approach. Because I think the uncer-
tainty about the true bias is sufficiently large that any number 
that you are likely to select is probably going to be the wrong num-
ber, and it’s probably going to be wrong by quite a large amount. 

And I think it sets a terrible precedent for the American statis-
tical system. I would just ask the question: Will frustration over 
the upcoming decennial census lead to more external fixes? I really 
think there is no substitute for accurate measurement, and I think 
you ought to be prepared to fund the investments necessary to 
build up our infrastructure. 

Thank you. 
[The prepared statement of Mr. Hulten follows:]
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Mr. SNOWBARGER. Dr. Karl. 
Mr. KARL. Thank you very much. 
You asked about ‘‘WEFA.’’ WEFA was originally, in 1963, found-

ed by Dr. Lawrence Klein, Nobel laureate, as Wharton Econometric 
Forecasting Associates, hence the acronym. In 1987, the University 
of Pennsylvania was bought out entirely and retained its name, 
‘‘Wharton,’’ about the same time we were merged with Chase Econ-
ometrics, and Chase Bank kept their name, ‘‘Chase.’’ Hence, we 
came up with WEFA. 

I would like to just summarize my comments. I will preface that 
by saying that I am no expert on measuring Consumer Price In-
dexes; rather, as an economic consulting and forecasting firm, we’re 
experts on the U.S. economy and using the data, rather than meas-
uring these things. 

The CPI is a price index which measures the cost of purchasing 
pretty much a fixed basket of goods, rather than a cost of living 
index, which is how it is often used. A cost of living index, of 
course, would attempt to measure what really happens to people, 
as opposed to what happens to the basket of goods. 

It is my opinion, since the CPI is often used as a cost of living 
index, by Congress in their legislation, for example, on Social Secu-
rity payments, as well as in private contracts, particularly between 
labor and management on cost of living adjustments for wage nego-
tiations, that Congress should direct the Bureau of Labor Statistics 
to actually create an index which is the cost of living index, and 
provide the necessary funds to create that index. 

I agree with the widely accepted view that the measurement of 
the CPI, with respect to a cost of living, is biased upwards. It over-
estimates the rate of change of the cost of living. It’s important to 
correct for that, not only because the cost of living index is used 
in business and government obligations, but also because it would 
provide a more accurate understanding of what’s going on in the 
U.S. economy. 

For example, the CPI is used in producing what we call the gross 
domestic product information, produced by the Department of Com-
merce. That is used to adjust the consumption expenditures by con-
sumers and get what is called a ‘‘real’’ estimate of gross domestic 
product, after-inflation estimate of gross domestic product. 

Understanding how rapidly the economy is growing, under-
standing how rapid inflation is, it’s quite important for setting Gov-
ernment policy at the congressional level as well as at the adminis-
trative level, not to mention the Federal Reserve Board, with re-
spect to how to adjust interest rates. 

In addition, businesses use the GDP numbers as well as the Con-
sumer Price Index numbers to project their product sales. Most of 
our clients are large corporations or State and local governments, 
as well as the Federal Government. They use this information to 
project their sales of refrigerators, or the revenues, in the State of 
Utah, for example, of corporate tax revenues, or something like 
that. 

It’s nicer to have unbiased data when you are projecting sales of 
refrigerators, nicer to have unbiased data when you are projecting 
your sales or your revenue. 
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The estimate of bias by the advisory commission to study the 
Consumer Price Index, which I will refer to as the CPI Advisory 
Commission, of an upward bias of 1.1 percentage points per year, 
seems large to me. An upward bias of about 0.2 to 0.5 seems more 
plausible. 

I do not base this estimate on a rigorous analysis of the CPI. 
Again, I’m not a statistician. I have worked in statistical offices, 
have a great deal of sympathy for them, but I base this more on 
a subjective, intuitive understanding of what’s going on in the econ-
omy, rather than an assessment of the precise errors in quality ad-
justment, substitution, et cetera. 

With that, I would concur with the previous speaker, Professor 
Hulten, that we should proceed cautiously with how we adjust the 
CPI. 

I also strongly would like—I think it has been expressed widely 
this morning that we should keep the bias issue of the CPI sepa-
rate from the budget process issue. These are two quite separate 
issues. One deals with measuring something that’s going on in the 
economy; the other deals with raising taxes and revenue, and 
spending money appropriately. 

Mr. SHAYS. Tell me who wants to raise taxes in this group. 
Mr. KARL. The fact of the matter is that we do raise taxes, and 

that’s all I meant by that, not up further. I use it in the sense of, 
they are raised. 

Mr. SHAYS. I’m teasing. 
Mr. SNOWBARGER. I wasn’t here when it was done. 
Mr. KARL. Just to reiterate, a more accurate measure of the cost 

of living is a worthwhile endeavor in itself, that we would like to 
know what the cost of living—how it is growing over time. That is 
something that the BLS provides information on, but actually 
doesn’t measure. The CPI was never intended to be a cost of living 
index. 

With that, I will yield. 
[The prepared statement of Mr. Karl follows:]
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Mr. SNOWBARGER. Thank you, Dr. Karl. 
Mr. Baker. 
Mr. BAKER. Thank you. 
I will take advantage of the invitation to address some of the ear-

lier comments, but I do want to at least summarize some of the key 
points in my written statement. 

The invitation to testify here called on me to make assessments 
of how BLS could more quickly implement changes to improve the 
accuracy of the index. And I think that stems from a faulty as-
sumption that the index currently is highly inaccurate. I would just 
present, quickly, three reasons why I would take issue with that. 
First, I would say that the vast majority of economists treat it as 
being accurate in their own research. Second, there is a whole 
range of implications, and what I mean here are logical implica-
tions, necessary implications, of a highly inaccurate CPI, which 
would lead to at least implausible, if not impossible, results in 
other areas of economics. And third, I would point out that, to my 
knowledge, there has not been a political figure in the country that 
has yet embraced the implications of a significantly overstated CPI. 

Let me just say a little bit more about each of those. The first 
point, the CPI or related indices gets into just about everything we 
do in economics. 

I have actually run through the journals—in fact, I had a re-
search assistant of mine go through the written publications of the 
members of the Boskin Commission, and we found, in 37 articles 
where it would have been relevant, in only 6 of them did the mem-
bers of the commission themselves even raise the possibility that 
the CPI significantly overstated inflation. In only one of those six, 
an article authored just last year, did they even bother to correct 
for it. 

So I think you would find, virtually across the board, that when 
economists do their research, they consider the CPI an accurate 
measure. I just would like to point out, economists like to say, 
we’re a discipline that looks at what people do, not what they say. 
And what economists do is, they use the CPI as though it’s an ac-
curate measure. 

The second point I would make is, we’re saying two plus two 
equals five. If the CPI is wrong, that affects just about everything 
we do in economics. It affects our measures of rates of growth. It 
affects our measures of relative prices, relative demand. Just about 
everything we’ve done over the last 40 years would have to be re-
examined. 

In my written testimony, I gave you one example. If you look at 
deregulation—I took some numbers from Robert Crandall at Brook-
ings, probably the leading authority on the impact of deregula-
tion—I showed that, if you took his numbers as he has calculated 
them, assuming the CPI is correct, we find that deregulation of air-
fares led to a gain to consumers of around 35 percent. 

If we assume the Boskin Commission’s conclusion was correct 
and apply it backward, that gain falls to about 15 percent, which 
may be entirely offset by deteriorations in quality over this period, 
meaning that the gains from deregulation might well have been 
zero or even negative. 
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That could be replicated with other areas of regulation, just 
about every other area of economics. My point here is, it leads to 
lots of things that many of us would find at least implausible, if 
not impossible, a very different view of the world. 

The last point, about how we view the political situation, public 
policy, if it’s the case the CPI is overstating inflation—let’s take the 
estimate of 1.1 percent—it logically implies real wages, real in-
comes are growing 1.1 percent more rapidly than we had thought. 
Going backward—I’ve done this in some of my work—you carry it 
backward, we would find out that most people who are now on So-
cial Security, in their 70’s, by that implication, were living in pov-
erty as recently as 1960. 

Let’s carry it forward. It turns out that, you know, our children 
and our grandchildren, who, of course, we are all worried about, 
they are going to be very, very wealthy. We probably don’t have to 
worry about them very much, because their incomes are growing 
1.1 percent a year, more rapidly than we had thought. Come 2020, 
2030, the dates we often look at, they are going to be quite rich. 

So these are implications that I have yet to see embraced by po-
litical figures, including many of the people who claim the CPI is 
substantially overstated. 

Now, let me just very quickly address some of the things that 
have been raised before. The concept of an elderly index, I know 
Representative Sanders raised it; other people have talked about it. 
I think there is a big issue here. Even the commission acknowl-
edged that we need more research in this area. I think Congress 
would do well to consider appropriating the money that would be 
needed to start a full elderly index so we could have an answer to 
this question, at least if there is an interest in knowing how rap-
idly do costs rise for the elderly. 

The second point I would like to make, a lot of the examples 
where BLS, we could recognize, made a mistake, the cellular phone 
example that we all know well, these are often goods that are used, 
at least initially, disproportionately by high-income individuals. 
The implication of that is that we might have overstated their rate 
of inflation; we did not overstate the rate of inflation of the vast 
majority of the population that still does not have cellular phones. 

This raises a question about how you construct the CPI. Right 
now, it’s an expenditure-weighted index. If I spend $1 million a 
year, then my expenditures count 100 times as much as the elderly 
person who spends $10,000 a year. We could, instead, have it con-
structed as a person-weighted index. I would suggest that that’s 
something we may want to consider. 

Just to make a couple more points quickly, I often talk about the 
rate of inflation. I’m very hesitant to talk about the cost of living, 
for the simple reason that, if we really want to evaluate the cost 
of living, we have to count all the factors that affect the cost of liv-
ing, such as things like crime, pollution. I’m drinking water here. 
It’s probably not tap water, if this is DC. These are things that are 
very hard to take account of. 

Economists have very little ability, I think, to really take account 
of that, and I would urge we be a little more humble. That’s why 
I think it’s more appropriate for us to say, we’re looking at a price 
index. We could look at producing a better price index. I don’t think 
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we really have the ability to produce a true cost-of-living index. I 
think it’s really just too complicated, on its face. 

I will stop there. 
[The prepared statement of Mr. Baker follows:]
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Mr. SNOWBARGER. Mr. Shapiro. 
Mr. SHAPIRO. Thank you for the invitation to testify this morn-

ing. 
The role of the CPI for indexing taxes and expenditures, as an 

indicator for monetary policy, and for a source of other economic 
statistics, gives rise to the great public concern about its accuracy. 
In this context, it is worth noting that the CPI is one of the best-
executed statistical programs in the United States. 

BLS personnel have been at the forefront of the effort to identify 
and quantify problems that make the CPI a less than ideal meas-
ure of the cost of living. Moreover, their research has led to a num-
ber of improvements over the years. I hope that this testimony will 
assist you in your oversight of the BLS, as it continues its efforts 
to improve the CPI. 

Let me begin by recommending two specific steps, relating to 
issues that have already been discussed this morning, that the BLS 
should take in the near term to improve the accuracy of the CPI 
as a measure of the cost of living. 

First, the CPI neglects that consumers economize by changing 
their buying patterns when prices change. The BLS should elimi-
nate the so-called ‘‘high-level substitution bias’’ by changing the 
formula used to aggregate prices across goods and services. 

Second, the BLS uses a procedure in building up its elementary 
price indexes that causes the index to have an upward bias. A 
change in the way the BLS averages prices, moving to geometric 
means, would greatly reduce or eliminate this bias. 

By taking these two steps, the BLS could reduce the CPI’s over-
statement of the change in the cost of living by about one-half per-
centage point per year, on average. These two steps are the low-
hanging fruit of CPI biases. 

The economics and statistical principles underlying them are 
well understood, and the data required to implement them are al-
ready available. Hence, significant progress can be made in the 
near term to improve the accuracy of the CPI, without substantial 
delay, and without substantial incremental resources. 

The timetable that Commissioner Abraham outlined for incor-
porating geometric means into the official index represents a rea-
sonably rapid translation of research into practice. The BLS should 
act with similar dispatch in addressing the high-level substitution 
bias. 

Let me explain how they might do that in a feasible way. The 
formula that the BLS currently uses assumes consumers do not ad-
just their purchases of goods and services when prices change. To 
account for the fact that consumers do, indeed, economize, the BLS 
should use a so-called ‘‘superlative index’’ formula. 

A superlative index combines data on expenditure with data on 
price change to produce an index that is free of this high-level bias. 
The data on expenditures required to construct a superlative index 
are available with a lag of about a year, and this creates a practical 
difficulty in producing an index. 

Research that I have undertaken with David Wilcox shows how 
to produce a very good approximation to this superlative index, 
with the same timeliness of the CPI. Our method estimates the re-
quired expenditure data from observed price changes. This tech-
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nique can eliminate the high-level substitution bias, without com-
promising the timeliness or accuracy of the Consumer Price Index. 

If a superlative index is, indeed, the best way to construct a price 
index, you might well wonder why the BLS already does not use 
it. Decades ago, when the CPI program began, the desirable prop-
erties of superlative indexes were not fully understood. Moreover, 
the necessary expenditure data, which are now collected quarterly, 
were only collected, roughly, every 10 years. Given this progress, 
both in methodology and data collection, the BLS is now in a posi-
tion to move forward rapidly. 

The issues I have been discussing concern how the BLS should 
aggregate prices across goods and services. The other problem, 
which we have already discussed today, is how it should average 
prices at the lower level, how it should average lettuce of different 
types. And I would endorse the BLS’s plans to move ahead rapidly 
to use the geometric formula. This change should take about a 
quarter percentage point off annual growth of the index, when it 
is introduced. 

These technical changes addressing the high-level bias, which 
the BLS is not yet planning to do, and the low-level bias, which 
they have in the works, are things the BLS can do in the short run 
that would have a measurable effect on inflation within the next 
couple years. 

The longer term challenge is much more difficult. Measuring 
prices in a dynamic economy is inherently problematic. New goods 
replace old ones. Changes in outlets occur, where consumers buy 
their goods and services. The quality of goods changes continually. 
All of these changes make it difficult to compare the price of goods 
and services across time. No simple change in the formula will 
make these comparisons any easier. 

To address the issue of new and improving goods and services, 
there is no substitute for investigating them item by item. The BLS 
should plan to review groups of items in the CPI on a rotating 
basis, to study how best to take into account the quality change. 
A one-time review could address the current backlog of problems, 
but it would not anticipate future changes in the marketplace. So 
this review, therefore, needs to be an ongoing part of the CPI pro-
gram. 

Thank you. 
[The prepared statement of Mr. Shapiro follows:]
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Mr. SNOWBARGER. All of you have mentioned something that I 
guess is becoming more and more of great concern to me, and that 
is this distinction between a cost of living index, if we want to call 
it that, and the Consumer Price Index. 

I think all of you were saying that those are two different things, 
or should be two different things, measured in different ways, or 
at least there would need to be adjustments to a CPI to get to a 
cost of living index. And yet, we have based a number of Govern-
ment programs, not only on the spending side, but also on the rev-
enue side, that have basically assumed that they are the same, or 
that they are accurate. 

I would appreciate your comments. Have we adopted public pol-
icy that’s based on this inaccurate assumption, and how significant 
is that? Should we be looking to—well, I guess one of you sug-
gested—was it Dr. Karl that suggested that we now call for a cost 
of living index, as opposed to a CPI? 

Mr. Hulten. 
Mr. HULTEN. Well, I suspect that, when the CPI program was 

first initiated, the fixed market basket approach was probably re-
garded as giving a reasonably accurate approximation to the true 
cost of living. I also suspect that people were not as concerned 
about the rapid pace of technical change then, and certainly didn’t 
face the kind of very short product cycles that we see today. 

So I think that the paradigm, if you will, that was appropriate 
in the past may be shifting quite a lot in the last two or three dec-
ades. But, at the same time, this has rendered the old concept of 
the fixed market basket obsolete, and we need to make the appro-
priate modifications to the CPI paradigm that are implied by that. 

So I would say that it’s not so much an issue of, we have a cost 
of living index on the one side and the CPI on the other, but a 
question of bringing the CPI into line with what we now think is 
the best practice for a cost of living index. 

Mr. SNOWBARGER. As opposed to two separate concepts, like Dr. 
Karl seems to indicate. 

Mr. KARL. All I was indicating was that you might be perfectly 
happy to continue producing a CPI which is on a fixed-weight mar-
ket basket, and create another index on a cost of living basis that 
attempts directly, which the BLS acknowledges that the CPI does 
not, to estimate the cost of living. 

Let me go into a couple of things that I didn’t particularly cover 
earlier, in the summary. For example, if you want to get a more 
accurate estimate of the cost of living, there are some biases. We 
widely recognize those, quality, substitution, we’ve heard about 
those today. 

But for getting quality adjustments, that’s very, very complex, 
quite difficult. So you need to adopt some method that is system-
atic, in that regard, of adjusting for quality changes. The BLS al-
ready adjusts for quality changes. The criticism from the CPI advi-
sory commission was that they don’t go far enough, and this is 
often the criticism. 

A second kind of thing is, we talked about substitution bias. Peo-
ple change their buying habits, depending on movements in prices. 
This could be adjusted through more frequent surveying of consum- 
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ers. The consumer expenditure survey is the method for getting 
this basket of goods. 

Mr. SNOWBARGER. How often is that done now? 
Mr. KARL. Excellent question. I am not quite sure. It’s every 5 

years, I think. 
Mr. SHAPIRO. No, it is now done every quarter. And I think the 

point is that, when the BLS started doing the Consumer Price 
Index, in the early 1940’s, that survey was done every decade. 
There has also been a lot of conceptual progress in the economics 
profession. I know that you are frustrated that we are slow, but it 
wasn’t until the mid-1970’s that economists figured out how to do 
a price index that would take into account how consumers sub-
stitute. 

So we now know how to do the formula correctly. 
Mr. SNOWBARGER. You’ve compounded my problem with all this 

process by saying that you finally figured it out in the mid-1970’s. 
We’re in the mid-1990’s now, that’s 20 years, and we haven’t imple-
mented what you apparently found out back then. 

I don’t understand what takes so long, once we’ve figured out 
that we’ve done it in a way that gives us maybe a skewed view of 
things. We now know how to correct for that, and have apparently 
figured it out, 20 years ago, and we’re still in a process where we 
think we may implement it down the road. 

Mr. SHAPIRO. I’m sympathetic with the Commissioner. It takes 
time to go from a highly technical paper in the Journal of Econo-
metrics into actual practice. Also, the other ingredient was col-
lecting the necessary data, moving the consumer expenditure sur-
vey from a decade to an ongoing quarterly sample, and that hap-
pened only in the late 1970’s. 

So this is something I think they should move forward quickly 
and can do it within the next few years. 

Mr. SNOWBARGER. Dr. Karl, we kind of interrupted. 
Mr. KARL. That’s OK. In any case, what you want to do, I mean, 

if you just review what Ms. Abraham mentioned, she said they are 
changing the basket of goods. From 1982 to 1984 was the old bas-
ket; now we’ve got 1993 to 1995. But we could more frequently up-
date that basket of goods to adjust for the substitution problem. 

Finally, another way to improve the index would be to, every 5 
years—they have a 5-year rolling over survey of outlets that they 
use in the BLS construction of the CPI. Well, move it up to 3 years, 
or something, you see. These things can be adjusted for. 

I think it’s true—I can’t recall who said it, or maybe it has been 
said by a number of people—you will never get to the true cost of 
living for the average American. You will get a pretty good approxi-
mation, and that’s what the BLS should be directed to do, and 
funded and supported in that effort. 

Mr. HULTEN. If I can amplify my comments on the distinction be-
tween a pure price index and a cost of living index. 

Mr. SNOWBARGER. Sure. 
Mr. HULTEN. What we’re really talking about here, at least to my 

mind, are two different types of price indices: one that incorporates 
item substitution, and one that does not. What I was saying is, if 
we really want to look at a true cost of living, the implicit assump-
tion here is that the physical and social infrastructure is constant. 
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I think we clearly know that it’s not. For example, increasing crime 
that affects people’s behavior, that might require additional ex-
penditures, burglar alarms, whatever it might be, that’s a cost of 
living increase for many people. Deterioration in school quality 
leads many people to send their kids to private schools, and that’s 
an increase in the cost of living for many people. 

Increased congestion which increases travel time to and from 
work is another example of a real increase in the cost of living for 
people, which is a reason why I am inclined to say we don’t want 
the CPI to be a cost of living index. I should also point out that 
in the Boskin Commission report, buried somewhere deep in its 
pages, you find a section which discusses some of these issues, and 
they say, but are these the sort of things that belong in a ‘‘price,’’ 
their emphasis, index. And I would say they don’t, because we can’t 
measure them very well. 

Mr. SNOWBARGER. Let me ask all of you, or anybody that wants 
to answer, I have a particular product in mind, and I don’t know 
how the change in that product figures in, whether it’s a quality 
change or what. And it’s similar to the cell phone. 

I’m thinking of my own experience that, somewhere back in the 
mid-1980’s, I decided to go out and buy a computer. And the com-
puter I get at that point in time was, what was it, an 8086, at the 
low end, and probably cost $3,000, if you just purchased it directly. 
And there weren’t that many places selling an 8086, so you got an 
IBM or, you know, a Mac, or something of that nature. So there 
aren’t a whole lot of outlets. 

Now, fast forward to today, and I want to enter in and buy an 
entry-level computer for my family, that now costs me maybe one-
third of what it cost 10 years ago. And not only that, I’ve got a fast-
er processor, I’ve got larger memory, I have access to the Internet, 
I have software that’s loaded on it as it comes from the store. Is 
that a quality change? Where does it fit into these categories that 
we’ve talked about, I guess is my question. 

Anybody. 
Mr. HULTEN. Yes, it’s definitely a quality change. 
Mr. SNOWBARGER. OK. 
Mr. HULTEN. A dollar you spend on a computer now buys you a 

lot more computing power. It does, for example, buy you access to 
the Internet. The more powerful processors also allow types of soft-
ware that were just not possible 15 years ago. The appropriate way 
of accounting for this quality change is very much at the center of 
the debate about the cost of living. 

Mr. SNOWBARGER. OK. So this market basket that we’re talking 
about, that we use right now, was when? 

Mr. KARL. The current one is 1982 to 1984. 
Mr. SNOWBARGER. The current one is 1982 to 1984. 
Mr. KARL. It’s being changed to January 1993 to 1995. 
Mr. SNOWBARGER. Which pre-exists even the first computer that 

I purchased. So how in the world do we consider that. 
Mr. BAKER. If I can clarify an issue here. I think there’s some 

confusion. They set weights for broad categories as of 1982 to 1984. 
They rotate items into the survey currently every 5 years. As I be-
lieve Katharine Abraham said, they are going to change that to 
every year, with rapidly changing items like computers. So the 
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odds are they might be looking a little bit out of date in the com-
puters; they are not looking at 1982–1984 models. 

Mr. KARL. Yes, that’s correct. I don’t mean to say that they are 
using the actual weights of what people spent in 1982 to 1984, but 
it does create a bias toward the 1982–1984. 

Mr. SNOWBARGER. Again, the question would be, if we’re circu-
lating all those things through, what happened to the cell phone, 
which is the example that has been mentioned here, and many 
other kinds of things, whether it’s, you know, electronics—pri-
marily electronics, I mean, that’s what comes to my mind anyway. 

Mr. HULTEN. Could I also make a comment? The actual CPI mar-
ket basket is considerably more dynamic than the fixed market 
basket intention really suggests, because about 4 percent of the 
items in the CPI market basket are discontinued every month, and 
have to be substituted for by a fairly elaborate and involved proc-
ess. 

Over the course of a year, there is a tremendous churning within 
the sample, and on top of this, you get this sample rotation process. 
So, actually, the notion of a fixed market basket really is a concep-
tual notion that really we don’t see in practice. 

The real question is, in the process of rotation and replacement 
of discontinued items, are we pulling in the new goods, like cell 
phones and VCRs and personal computers, at a rate that is appro-
priate. I think the general answer is that we have not been in the 
past. 

Mr. SNOWBARGER. I’m looking to my right, and I don’t see any 
Democrats to call on, so Mr. Shays, I will turn to you. 

Mr. SHAYS. I thank you. 
First, Mr. Baker, I found your testimony very compelling, but 

then I wanted to qualify it, because it seemed to sound like an all-
or-nothing. If we find that the CPI is totally out of sync, the impli-
cations are, as I went through your three points, we would have 
to rework the last 40 years. 

What happens if it was all right for the first 30, but simply isn’t 
all right for this last 10? So I’m just wondering if you didn’t really 
kind of overstate it a little bit. My sense is that this is a problem 
that has been presented more in recent history than in the last 40 
years. 

Mr. BAKER. Well, I think not, actually. I’ve looked very carefully 
at the history of the CPI, and I think what you find is a movement 
toward improving the methodology. And there is research that 
dates back—certainly the Stigler Commission compiled much of 
it—but there is research that has been ongoing since then which 
has indicated, if anything, the extent of biases, particularly in the 
area of quality, has diminished through time. 

The leading authority here, I would say, is Robert Gordon, who 
was a member of the Boskin Commission, and in his own work he 
showed a very, very substantial decline in the amount of quality 
bias in the CPI over the period which he looked at, which was from 
the early 1950’s to 1983. 

Mr. SHAYS. But your first point was, basically, that economists 
use the CPI as an accurate measure. And the implication there is 
that it has the support of most economists, or they wouldn’t use it. 

Mr. BAKER. That’s correct. 
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Mr. SHAYS. I, basically, accept that argument. I also found your 
second argument, that we have to re-examine everything we do, 
and that it couldn’t be out of line as much as some say, because 
the implications would draw us to some absurd conclusions, pro-
vided you made the assumption that it was a problem that existed 
for 40 years. 

That’s the only area where I would want to differ with your testi-
mony, which I thought was very interesting. I thought all of your 
testimony is interesting. 

Mr. BAKER. Let me just point out, you are correct in saying that, 
but I’m making the conclusion that this existed for 40 years, if it 
exists today, based on research that indicates that, if anything, the 
bias would have been larger. 

Mr. SHAYS. Let me ask all the other three of you. Do you think, 
because we say we have the problem now, that it did exist 40 years 
ago and was a significant factor? 

I would ask you, Mr. Hulten. 
Mr. HULTEN. Well, in the quality area, my sense is that there 

has been an acceleration in the underlying rate of quality change, 
but it’s certainly true that, if you go back to the 1930’s and 1940’s, 
a lot of new goods were introduced then, as well. 

Mr. SHAYS. But the fact is that we know, don’t we, we can’t keep 
up with the change. The change is astounding. It would seem to 
me that change is happening so much more quickly that that would 
be a factor. 

Mr. BAKER. If I could give some examples. 
Mr. SHAYS. I just want to finish. 
Mr. BAKER. I’m sorry. 
Mr. HULTEN. That’s one-half the problem. The other half is: what 

has BLS done about this, and how has that changed over time? My 
sense is that, based on earlier studies that I mentioned by Moulton 
and Smedley, quality adjustment within the CPI has also in-
creased. 

Mr. Moulton is sitting over there. He is certainly more an expert 
on that than I am. But my sense is that that’s the other part of 
the issue. And it’s not just a question of how much quality change 
we observe in the marketplace, it’s how much of that change do 
BLS procedures miss. 

There are two targets which are moving: the quality change in 
the marketplace and what BLS is doing to measure the change. 
That adds another layer of complication and it’s very hard, at least 
for me, to come up with a summary judgment on that. 

Mr. KARL. If I could, one thing to clarify this, one thing I rec-
ommend is that we have two indexes. One would be the cost of liv-
ing index which best approximates the cost of living, given the re-
search at the time, and comes out on a very timely basis, and is 
not revised. Why not revised? Because contracts are written on 
this, and it becomes quite complicated if you revise data and then, 
oh, well, it’s now 1 percent less, and give me my wages back, or 
vice-versa; and another index, which takes into account the latest 
research and is revised over history. 

So if you look at the Consumer Price Index, it is an unrevised 
history of what has happened to prices. Yet the BLS, every year 
practically, consistently revises it, incorporates new methods of 
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quality adjustments, moves forward on more adjustments of intro-
ducing the goods that disappear and the new goods that come in. 

So it is not an animal that has a consistent bias over time, be-
cause it is not an animal that has been the same over time. And 
it’s nice, for research, to have an animal that is the same over 
time, because then you can, if you are using it to explain something 
or trying to explain it with data that is consistent over time, then 
you can get an accurate measurement of those relationships. 

So it’s a dynamic thing. 
Mr. SHAYS. So your bottom line conclusion is? Part of what you 

said went over me a little bit here. 
Mr. KARL. OK. That’s fine. 
Mr. SHAYS. No, not your fault. I’m willing to blame you for a lot 

of things, but not that I can’t understand something. 
I want to touch on the third part of Mr. Baker’s testimony, the 

third point, and that was, basically, that we couldn’t have been off 
all that much, because if we were off as much as, say, a point, and 
we go back 40 years and then go forward with this new data, we 
would come to absurd conclusions that simply wouldn’t make 
sense. 

That seems like a powerful argument on the surface, and I’m just 
really trying to get a better handle whether you think that some 
of the problem we see now is something that is more recent, in 
terms of its challenge to us. 

Do you understand my question? 
Mr. KARL. I tend to agree with Mr. Baker that 1.1 percent seems 

to be large. As a consequence, you don’t get these kinds of 
counterfactual information of, geez, we’re doing so well. One thing 
I use in my talks is that, well, if this is true, then the standard 
of living is rising so rapidly, everybody is happy; right? 

Often, in talking to audiences, you don’t find that they are feel-
ing that their real standard of living is going up so rapidly. But the 
changes, the bias movement over time depends on how it was done, 
at what point in time. For example, Ms. Abraham mentioned in her 
testimony this thing dealing with the housing index, and that was 
considered highly overestimating the cost of living for the average 
person for a period of time, and they changed that, the way they 
measure housing costs over to this rental kind of thing. 

So the bias has always been there, and it has gone up and down, 
depending on how they have actually calculated the index. How 
high it is, I’m not an expert to say. 

Mr. SNOWBARGER. Mr. Shapiro, I want you to comment, as well, 
if you know what my question is. 

I just want to say to you, Mr. Karl, that I came from a middle 
class family, in a town that had upper middle income and more 
wealthy. You know, it was a big deal for my parents to take us out 
on a five-horsepower boat. We would rent this little boat, and we 
would go to a little island. It was five horsepower, I mean, this was 
a big thrill. 

And I think of people today and the boats they have, middle and 
lower middle income, that things that they have that I wouldn’t 
even have conceived of being able to enjoy, that they have for their 
kids, and so on. I just have to believe that it is a whole different 
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world out here, and I’m just not sure that we have captured it 
right. 

Mr. Shapiro. 
Mr. SHAPIRO. We know less about the bias as we go further back 

in time, but I think it’s fair to say it has probably been there for 
the last 40 years. I would be willing to extrapolate back the 1 per-
cent number for 40 years. 

I think it’s probably wrong to think that the pace of quality im-
provements sped up dramatically. There has always been a lot of 
quality improvement, especially as bears on consumer goods. We 
think back to the advent of kitchen appliances, Teflon, nylon, peni-
cillin, all these innovations happened much earlier. 

We tend to focus now on the electronics, because we are quite fa-
miliar with them and they are changing a lot now, but they are not 
a huge part of the consumer’s budget. There has been a tremen-
dous increase in the quality of items that individuals consume over 
the last 40 years. 

I would disagree with Dean Baker’s conclusion that, if there has 
been this bias, much of economics has to be overturned. It’s true 
that, perhaps, we are 30 or 40 percent better off in real terms than 
we would measure using the CPI, but that is not an absurd conclu-
sion. 

The remarks you just made about comparing the standard of liv-
ing of individuals when you grew up versus now is in line with 
there having been a big bias. Things are definitely much better. 
There is a huge range of goods available that weren’t available, 
color TV instead of black and white TV, for example. 

Part of why people feel that economic times are bad or not as 
good as they have been is that the rate of growth in wages has 
slowed down substantially. In the 1950’s and 1960’s, it was 2.5 per-
cent, 3 percent; now it’s zero or 1 percent, in a good year. The CPI 
bias wouldn’t make that go away. It would basically say it was 
growing even faster before and maybe growing a little faster now, 
but the slowdown would still be there. 

Mr. SHAYS. So the proportions would still be. 
Mr. Baker, you had wanted to make a comment. 
Mr. BAKER. I just wanted to point out that, you know, the issue 

isn’t just the number of new goods but their importance. Just to 
give you some examples of goods that got incorporated late into the 
CPI: air conditioners, home air conditioning was not in the CPI 
until 1964, when it was a fairly common item; air travel was not 
in the CPI until 1964; home clothes dryers were not in the CPI 
until 1964. You were mentioning boats. I would be willing to bet 
it was at least 1964, and maybe not until 1978, that that got incor-
porated. 

So this idea that we’re behind the curve in technology, because 
there has been such a substantial improvement in BLS procedures, 
even if there has been a more rapid rate of technological change, 
I’m willing to bet that we are much closer to the curve now than 
we were 30 years ago. 

Mr. SHAYS. Yes, Mr. Hulten. 
Do you want to go, and then I will come back? 
Mr. SNOWBARGER. No, if you are following it through, go ahead. 
Mr. SHAYS. No, no, why don’t you go, and then I’ll come back. 
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Mr. SNOWBARGER. Just a couple questions real quickly. When we 
talk about cost of living, another problem area that we haven’t 
talked about is other factors that change our buying behavior. I 
don’t know if that’s going to be reflected in this CES, consumer ex-
penditure survey. 

The example that was given by one of our colleagues early on 
was the price of steak going through the roof, and therefore you 
change to chicken, but your quality of life has gone down. When 
he mentioned that example, I immediately thought, coming from a 
beef-producing State, of the ripple effects that it had when dieti-
cians were coming out and saying that beef is basically bad for you, 
red meat is basically bad for you. 

So now we, I presume, have changes in buying patterns that 
aren’t based on economics at all; they are based on something else. 
That person’s love of beef and having to change over to chicken will 
change his quality of life, as well, but apparently he made that de-
cision to do so, and again, made it on a noneconomic basis. 

Is there any way to factor out those kinds of factors, when you 
are trying to figure out an economic index? 

Everybody wants to answer this at once, I can tell. 
Mr. SHAPIRO. I’ll take it. That’s quite difficult. We should not be 

too ambitious with what we ask the BLS to do. I think we should 
really concentrate on getting the best measure of the prices of 
transactions and the cost of living for basically market-oriented 
purchases. 

To broaden your question somewhat, I would be quite resistant 
to trying to have the environment or crime reflected in the Con-
sumer Price Index, or a cost of living index that the BLS produces. 
Similarly, if health concerns cause substitution, that’s something 
that probably should be abstracted from, and we should just con-
centrate on prices and quantities, which we can measure. 

Mr. BAKER. Let me see if I can add a word on this. The point 
you are raising is exactly why it has taken BLS 20 years from 
when the research that Matthew Shapiro was talking about was 
done to try to implement that in the index, because there are real 
debates about how to appropriately implement it, and those con-
tinue today. So it’s not an open and shut question. 

Mr. SHAYS. Well, it’s taken us 20 years to balance the budget, or 
24. 

Mr. SNOWBARGER. It’s essentially 28, and we haven’t balanced it 
yet. 

Mr. SHAYS. We’re throwing stones. 
Mr. HULTEN. If I might also add something here. You have raised 

what is really, in many regards, the Achilles heel of index number 
theory, and that is the problem of changing tastes. This is known 
in the literature on index number theory, known as the ‘‘index 
number problem.’’ It’s also known that it is a very, very difficult 
problem, over and above the question of constructing an index for 
a fixed set of preferences. In some cases, there is no one correct so-
lution. 

Mr. SNOWBARGER. It would seem, though, we’ve got four of you 
here, that you would all agree that the kind of example that I gave, 
the decision based on something other than economics, should not 
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be calculated in this. We came to that conclusion in about 30 sec-
onds. Why is taking 20 years? 

I still don’t understand. I understand debates go on and on, but 
I still don’t understand the length of time that it’s taking on some 
of these things. That really doesn’t need a response. I doubt that 
you will be able to satisfy my curiosity about why it takes so long. 

Mr. Baker, I want to go back to a statement that you made, and 
Mr. Shays, I guess, interpreted it a little bit differently than I did. 
Therefore, I want to give you an opportunity to explain what you 
meant by it. 

I almost got the feeling, when you were talking about the current 
CPI, that you were basically saying everybody uses it, therefore it’s 
accurate. And that doesn’t make sense to me. It’s like, you know, 
if you say it often enough, it’s true. I don’t believe that either. 

Mr. BAKER. Well, what I am referring to here is, I consider it 
worthwhile to know what people who are familiar with it think 
about it. So what I’m saying is that there has been some effort to 
say, well, economists all agree. There’s even been some crude poll-
ing done, saying, you know, so many of so many economists say 
they think it’s overstated by an average of 1 percent, 1.1, whatever 
it might be. 

So I’m just saying, if we value what economists think about it, 
my way of finding out what they think about it is seeing what they 
do in their work. 

Mr. SNOWBARGER. How many of them, though, go out and re-ex-
amine the CPI before they base their research on the CPI, or base 
their conclusions on it? In other words, how many of you go back 
and say, ‘‘Well, first of all, before I include that in my conclusions, 
I’m going to go back and do my own research on CPI. And once I’m 
convinced it’s accurate, then I’ll move on.’’

Isn’t it the case that you say, ‘‘I’ve got to start somewhere. I’m 
going to start with that and move on.’’ And that doesn’t necessarily 
mean that was an accurate measure. 

Mr. BAKER. It’s standard for economists, when they begin their 
research, to discuss the quality of their data. And if there is some 
reason to believe that their data has some flaw in it, to at least 
note it and, if possible, to make a correction for it. If, for example, 
I was doing work, and I was convinced that the CPI overstates in-
flation by 1.1 percent, I would just say, ‘‘We all recognize this. I’m, 
therefore, making this adjustment.’’ It’s a very simple thing to do. 

Mr. SNOWBARGER. Of course, that statement came out in Decem-
ber of last year? That was the timing of the Boskin Commission. 
Maybe it was out there before that. Is there more question now 
about the accuracy of the CPI than prior to the time that report 
came out? In other words, are more people looking into this now 
that might have just taken it for granted earlier? 

Mr. BAKER. I think there is more research being done in that 
area, but I think you could still look at the most recent journal ar-
ticles, and you probably will not find a single article where the per-
son has done their work assuming that the CPI was overstating in-
flation. 

Mr. SNOWBARGER. Well, yes, I would suggest the most recent 
journal work was done prior to December, most likely, at least the 
basic work. 
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Mr. BAKER. That’s correct. I should also point out that the re-
search on which they were basing this conclusion, for the most 
part, dates back, in many cases, 20 years. So this is not new re-
search. This information, for the most part, was widely available 
to economists for a long time. They might have chosen to ignore it, 
but it was available. 

Mr. SNOWBARGER. Mr. Shapiro. 
Mr. SHAPIRO. It is important to ask what parts of economic re-

search would be affected by this. In many uses of the CPI data, 
even if there were a bias, it would not change the conclusion. For 
example, if one were trying to estimate the impact of a change in 
Federal Reserve policy on the change in the rate of inflation, if 
there is a constant bias, that will just go in the constant term, and 
one can still estimate, consistently, what the effect of policy would 
be on changing the rate of inflation. 

Mr. SNOWBARGER. You are presuming the bias was consistent? 
Mr. SHAPIRO. I think that would be a reasonable assumption for 

that kind of study. 
Mr. KARL. Speaking, if I could, more from the business commu-

nity, what we’re really looking for is accurate data. It’s recognized, 
and I think it’s widely accepted, that there are some problems with 
the Consumer Price Index. It’s widely used as a cost of living index. 
All I’m suggesting is that we get more accurate information on 
that, going forward as well as revised backward, clearly, if we have 
a revised historical series on the CPI. 

Mr. SNOWBARGER. I think we’re saying the same thing. 
Mr. SHAYS. I’d love to pursue that, if I could. 
Mr. SNOWBARGER. Sure. 
Mr. SHAYS. I wonder if you’re not saying you want it as much 

accurate, but you want consistent data. 
Mr. KARL. Consistent and accurate. 
Mr. SHAYS. Both, but almost if it’s consistently bad, at least it’s 

consistent. 
Mr. KARL. That’s exactly right. Just as Professor Shapiro men-

tioned, if the bias has been constant over time, it won’t matter for 
your estimation results. It’s just a constant. It’s just irrelevant to 
the study if it’s consistently wrong. The CPI, as it stands now, is 
not consistent over time. So something consistent is very useful in 
research, in addition to getting accuracy. They are different con-
cepts. 

Mr. SNOWBARGER. Mr. Hulten. 
Mr. HULTEN. I wonder if I would also add that, while the spot-

light today is on the CPI, there are many other areas of our statis-
tical system where people suspect the data is flawed, perhaps not 
with a conviction that it’s biased in one way or the other. For ex-
ample, our GDP measures exclude many important aspects of eco-
nomic activity. 

A researcher who wants to try out a new theory by confronting 
it with data is likely just to swallow hard and use the data as they 
stand, realizing that almost all the data are problematic to some 
degree. 

Mr. SHAYS. Just one area that I’d like to just pursue because you 
both used the same imagery, low-hanging fruit. 
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Mr. Hulten, I got the feeling that you were saying there isn’t any 
low-hanging fruit, in your testimony. I just want to be clear on 
that. You said, ‘‘There are no quick fixes for the quality problem, 
no low-hanging fruit on the quality tree.’’ So it just related to the 
quality issue? 

Mr. HULTEN. Yes, I was explicitly referring to the quality issue. 
I think it’s different in the area of substitution bias. 

Mr. SHAYS. OK. I would like that, for the record. 
Mr. Shapiro, you are basically saying, ‘‘By taking these two 

steps, the BLS could reduce the CPI’s overstatement of the change 
in the cost of living by about one-half percentage point per year, 
on average. These two steps are the low-hanging fruit of CPI bias.’’ 
And those were ‘‘high-level substitution’’ and ‘‘averages individual 
prices.’’ I don’t know what the second point is. 

Mr. SHAPIRO. The second point is the move to the geometric 
means. 

Mr. SHAYS. Can you move the mike a little closer to you. I’m 
sorry. 

Mr. SHAPIRO. The second point is the move to the geometric 
means, Commissioner Abraham indicated that the BLS is likely to 
make this change, beginning in 1999. 

Mr. SHAYS. That they are focused on, but not the first part. 
Mr. SHAPIRO. Not the first; right. 
Mr. SHAYS. And your point is, these areas there is more con-

sensus on. It does happen to equal the amount that congressional 
leaders and the White House seem to have been reporting in the 
newspaper of about 0.45 percent. I suspect it’s in these two areas. 

The question I would then raise is, but how quick would this 
process take to deal with these two areas? 

Mr. SHAPIRO. I think the timetable that Commissioner Abraham 
discussed for the geometric means, or the second of my points, 
seem quite reasonable. 

Mr. SHAYS. Which is the beginning of 1998, so effect in 1999. 
Mr. SHAPIRO. Yes. It does take time to make sure everything is 

programmed correctly and to let the users know. That actually 
strikes me—they basically figured this out in the 1992–1993, to get 
it into the index in 5 years, given that it took some time to digest 
the original result and then figure out what the right solution is. 

Mr. SHAYS. How about the first point, on the substitution? 
Mr. SHAPIRO. I think they could do that about as quickly, but 

they haven’t started, so I think it would take another year or two, 
but not 17 years. 

Mr. SHAYS. So it would take another year beyond 1999? 
Mr. SHAPIRO. Yes. 
Mr. SHAYS. Almost the year 2000. What that says to me is that, 

if a budget agreement includes something higher than a 0.2 per-
cent, or something beyond that, what I’m hearing you all say is 
that you support, as economists, the position of the Bureau of 
Labor Statistics on this issue. I’m making an assumption all of you 
do. 

Excuse me. I should ask you each, on the timetable. First, maybe 
I need to ask you if you view this as low-hanging fruit, Mr. Baker, 
those two points? 
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Mr. BAKER. Yes, the low-hanging fruit. I can live with that. One 
qualification I would make, with the case of geometric means, is ex-
actly what has been discussed here before, that it’s not appropriate 
everywhere. But I think BLS is going through it the right way, and 
introducing it in 1999 is a reasonable timetable. 

Mr. SHAYS. And substitution? 
Mr. BAKER. Substitution, I think there are some problems with 

adopting the method that Matthew Shapiro suggested. I think it’s 
a reasonable proposal, but I don’t know if I would jump to do it. 

And I would also point out that BLS, in their research on this, 
it actually turns out that the average amount that would affect the 
CPI is 0.14 percent over the last 8 years. In a typical year—this 
is driven a lot by the high inflation around 1990 and the Persian 
Gulf war—typical year, it would be just one-tenth of 1 percent. 

I just think it’s important to realize there is probably a little bit 
less at stake there than we might believe. 

Mr. SHAYS. Dr. Karl. 
Mr. KARL. I haven’t looked into the superlative issue, the first 

one that Professor Shapiro mentioned. I have looked a little bit into 
the geometric mean, and I think the BLS should proceed cau-
tiously. And by 1999, that would be about the appropriate time. 

Let me just raise why it has to go cautiously, so you understand 
the issue. Let’s take myself, as a consumer of tea and coffee. I love 
coffee. Double the price; I spend as much on it. I’d double my 
spending on coffee. And the geometric mean would say that I’m 
going to substitute down and spend less on coffee. 

So there are issues between the particular goods and choices that 
the geometric mean is applied to, in the calculation of the CPI. 

Mr. SNOWBARGER. Excuse me. If I could. 
Mr. SHAYS. Yes. 
Mr. SNOWBARGER. Isn’t that going to be handled in the CES? In 

other words, isn’t your buying pattern somehow going to be con-
tained in all this? 

Mr. KARL. If you had a more frequent updating of the basket 
that people are actually buying, you could accommodate what the 
geometric mean attempts to do, as I understand it, which is to ac-
commodate some of the substitution behavior for price changes. 

Mr. SNOWBARGER. Right. But, again, are we not doing this as 
often as we need to, either the CES or the market basket? Is that 
what we’re saying? 

Mr. BAKER. There’s another issue here, and someone may be 
more familiar with this particular aspect of the CES than I am, but 
in this particular example, my understanding is that the CES does 
not get to that low a level of disaggregation. So I believe the cat-
egory would be noncarbonated beverages, something to that effect. 

Mr. SNOWBARGER. You mean—excuse me. 
Mr. SHAYS. No, that’s all right. It’s an interesting hearing, actu-

ally. I didn’t come thinking I would be as engaged. 
Mr. SNOWBARGER. You mean that the CES and this market bas-

ket of goods are not that closely connected, I mean, in terms of the 
data that they are trying to collect? In other words, don’t they try 
to find buying patterns on the same goods that they put in the 
market basket? 

Mr. SHAPIRO. Could I clarify this? 
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Mr. SNOWBARGER. Yes. 
Mr. SHAPIRO. The CES is used to get the broad weights of fairly 

narrowly defined goods and services, like carbonated beverages. 
Then there is another BLS survey, called the Point of Purchase 
Survey, which actually tries to figure out what specific goods, down 
to the size of the can and brand and store, and that’s much more 
detailed. 

Mr. SNOWBARGER. That’s all within CES, though? 
Mr. SHAPIRO. No, that’s actually another survey called the Point 

of Purchase Survey. 
Mr. SNOWBARGER. You are the wrong people to answer this ques-

tion, but is that calculated into the CPI measurement? 
Mr. SHAPIRO. Yes. 
Mr. SNOWBARGER. It’s used as well? 
Mr. SHAPIRO. They use that to figure out exactly—when they are 

trying to represent the price of carbonated beverages, they actually 
choose this can of Diet Coke. 

Mr. SNOWBARGER. So the fact that Dr. Karl is a coffeeholic is 
going to show up in this point of purchase, as opposed to CES, but 
it will be taken into account? 

Mr. SHAYS. You’ve just ruined his reputation. 
Mr. SNOWBARGER. Not really. I wasn’t putting a value judgment 

on that. 
Mr. SHAYS. Could I just have you, Mr. Hulten, just respond to 

the issue of the substitution geometric? 
Mr. HULTEN. Well, it strikes me that the timetable set by the 

Commissioner is reasonable, although I’m certainly not an expert 
on this phase of the problem. But it may actually have a spillover 
benefit on the quality side, because it’s my understanding that part 
of the quality problem is really being masked by a formula bias. 
I think that we would see a different quality measurement from 
BLS, when this switch is implemented. This might qualify as some 
mid-level hanging fruit in the quality area. 

Mr. SHAYS. Do you want to say one thing? And then I’m going 
to wrap this up. 

Mr. SHAPIRO. I just want to clarify one point about the mag-
nitude of the high-level substitution bias. I’m putting a table into 
the record, giving our estimate, and retrospectively looking over the 
period 1988 to 1995. We estimate that it was 0.32 percentage point 
per year. Now, that somewhat overstates what the effect of fixing 
the bias would be. Because the BLS is going to update the baskets, 
but our estimates would be closer to 0.2 percentage points per year, 
not the 0.1 that Mr. Baker stated. 

Mr. SHAYS. I might just say, Mr. Chairman, that I came to this 
hearing with, first, no hidden agenda, just a general bias that said 
that somewhere between 0.6 and 1.1 was probably where I would 
come down in this mix, and thinking that we could take pretty 
quick action. In other words, a sense that we should move more 
quickly, because the thought that we would be overcompensating, 
to me, would be very distressing. 

The four of you have basically backed up the BLS, so I’m trying 
to now figure out what your biases are, because you don’t agree 
with what my original view was. But you all seem to be saying, it 
seems to me, and I want to make sure I’m clear on this, that there 
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are changes that can be made, that the changes might have an im-
pact of somewhere between 0.4 and 0.5, in the near future, but not 
as quickly as I would like. 

We’re working on balancing the budget by the year 2002. You are 
just saying that we’re not going to be able to, from a budgetary 
standpoint, see the benefit in the budget until the end of that ef-
fort. And you are backing the Bureau of Labor Statistics’ view that 
they, at the earliest, 1999, is when you’re going to start to see the 
impact of a change. Is that pretty fair an analysis? 

OK. I would also, if I could, just state for the record that Mr. 
Moulton, Brent Moulton, who works for the Bureau of Labor Statis-
tics, is here, and I appreciate that someone from the Bureau stayed 
to hear your testimony. I think that’s important, so I appreciate 
that. 

I found your testimony very interesting and very helpful. 
And I found this hearing very helpful. Thank you, Mr. Chairman, 

for having it. 
Mr. SNOWBARGER. Well, thank you. 
I want to thank the witnesses for both waiting through the first 

panel, as well as presenting your testimony and answering ques-
tions. 

I would also like to thank the chairman for the opportunity to 
Chair the committee today. Thank you very much. 

With that, we will be adjourned. 
[Whereupon, at 1:15 p.m., the subcommittee was adjourned.] 
[Additional information submitted for the hearing record follows:]
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