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Didn't the Administration stake out new ground on the CPI this weekend in Secretary 
Rubin's and Director Raines' comments embracing the Boskin Commission's notion that we 
have to fix the CPI. 

Lead Response to Any CPI Question. Yesterday, we heard that 4 key people on both 
sides: Rubin, Raines, Kasich, and Domenici all agree that this really needs to be a situation 
of getting the numbers right, regardless of politics or the budget process. 

Nothing new was said over the weekend by Secretary Rubin or Director Raines. The 
Administration position remains the same: 

• We should not rule out a change in the cost-of-living adjustment if, based on 
technical analysis, there's a broad-based agreement that there is a better and more 
accurate measure of the cost-of-living 

• We should allow time for experts around the country in the private and public sector 
to digest and analyze the Boskin report and other similar reports and studies. 

• The Administration has always stated that the question that must be asked is: Based 
on science and technology ~ taken out of politics ~ can we improve the CPI so that 
it better measures inflation? 

Q. What did Rubin mean by saying that "Boskin got it right?" 

A. The Secretary was only referring to the part of the report that said these are very serious 
issues and that the best way to treat their their report is for the best technical and scientific 
experts in the private and public sector to digest this report, analyze this report, and reach 
their own conclusions, and make their own recommendations. 

Secretary Rubin did not embrace any specific recommendation of the Boskin commission. 

Q. Does that mean you do or do not think will be part of budget process this year 

A. The critical thing is that this be a technical, scientific inquiry to see where there is broad 
agreement among experts. I don't think anybody knows about whether such a broad 
technical agreement can be reached in a way that would be helpful to the balanced budget 
process. But we all think it should be looked at as a separate technical judgement. 



Q. Would you be willing to have a legislative fix on CPI? 

A. At this point we are interested in looking for broad technical agreements. That is the first 
step. At this point, we are not ruling in or out any particular means to how any adjustments 
will be made. 

Our Administration is open to seeing where we can get broad agreement among experts as 
to the best CPI adjustment. The timing of when such an agreement can or cannot be 
reached cannot be determined at this time. 



AARP NEWS 
Ffir fttnhi:y im mry, convact A mnriuin jhivciation of Retind Persons • Cnmmtmicaliims Divi.nnn 

601 F.Scr,.xi, N.W. • Washinmn, D.C. 2004V - (202) 4.^4-2560 

AARP Statement by Executive Director Horace B. Deets 
On The Consumer Price Index 

December d, 1996 

The recommendation of the advisory commission headed by Michael J. Boskin to reduce 
the Consumer Price Index (CPI) by 1.1 percent would result in a tax increase and a Social 
Security cut. The CPI, which measures the prices of certain goods, detenmines 
adjustments to Social Security, Supplemental Security Income (SSI), and other federal 
benefits such as veterans benefits and federal pensions. It is also used to adjust income 
tax brackets, exemptions, and other tax provisions. 

We should leave the calculation of the CPI as a technical process and not a legislative 
one. And that is not just AARP's opinion. President Bill Clinton and congressional 
leaders Newt Gingrich and Richard Gephardt, recently have each told the AARP Bulletin 
that they favor a technical solution to the CPI issue and that politics should be kept out of 
it. 

To decrease the CPI arbitrarily through legislation means that the income of virtually 
anyone who pays taxes, receives Social Security benefits, veterans benefits, or federal 
pensions would be stripped away by inflation. A one-percent reduction of the CPI would 
cost the average Social Security beneficiary approximately $5,000 over ten years and 
would hurt those at or near the poverty level the most. Meanwhile more of their income 
would be taxed, often at a higher rate, because tax provisions are indexed for inflation. 

Case studies prepared by Price Waterhouse, LLP illustrate the impact more clearly. A 
65-year-old widow who relies on Social Security for most (S8,500) of her $10,000 income 
would lose benefits totaling neariy $22,000 through the year 2015 (her average life 
expectancy). Likewise, a non-elderiy couple with two children and an income of $50,000 
would pay $12,500 more in taxes over the same period. 

Under the current system, experts in the Bureau of Labor Statistics (BLS) analyze the CPI 
and make technical changes based upon their research and analysis. There is no 
question that the CPI is not perfect — indeed the BLS continually searches for ways of 
improving the CPI's accuracy — but it is the best measure available. 

-more-
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Arbitrarily changing the CPI is a dangerous path to follow. If the Congress cannot 
balance the budget by reducing the CPI, will they next seek to legislate the 
unemployment rate or interest rates? 

The Cost of Living Adjustments (COLAs) are not like Christmas bonuses that are 
awarded based on how well the government is doing. They are dollars people count on 
to live day by day, to keep pace with inflation, and for many, to stay above the poverty 
line. No one should play politics with those dollars. In fact, the current automatic COLA 
system was created in 1972 to take Social Security out of politics. 

AARP strongly supports improving the accuracy of the CPI. We also support efforts to 
reduce the federal budget deficit. But there is a right way and a wrong way to accomplish 
these goals. The right way to adjust the CPI is to allow the experts at the BLS to continue 
doing their jobs and to keep politics out of it. The right way to reduce the federal deficit is 
for our elected officials to explain the tough decisions that need to be made and engage 
the public in a full and open discussion of the consequences of those decisions. The 
wrong way is to legislate a backdoor reduction in COLAs and a tax increase by changing 
the CPI and leaving millions of Americans wondering why they can no longer make ends 
meet. 

We urge that the Administration and the Congress refer the Boskin commission 
recommendations to the BLS for review. Further, we recommend that the methodology 
suggested by the commission be carefully reviewed by technical experts to determine if it 
brings us any clostar to an accurate detennination of the true cost of living. The CPI is not 
peri'ect, but nothing suggested so far seems to be an improvement. 

I I I t I t 

Ttlf It 

For more information, contact Christine Kirby or Tom Otwell at (202) 43^-2560. 
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BLS Changes to tlie CPI 

The Consumer Price Index (CPI) is a measure or the average changes in 
prices paid by urban consumers for a fixed market basket of goods and 
services. It is calculated and published by the Bureau of Labor Statistics 
(BLS) evei-}- month. 

Historically, tiie market basket of goods and services has been updated 
every ten years. The BLS is in the process of updating the index to reflect 
the 1993-1995 consumption patterns. This 1998 market basket update is 
projected to reduce the CPI's annua! increase by an estimated 0.1% to 0.2%. 

In addition to thi.s periodic update, the BLS continually researches improved 
statistical formulae because the nature and use of goods changes constantly. 
For example, in 1995, the BLS corrected the formula bias in the CPFs 
housing, food-ai-homc (gi-oceries) and prescripLion drug components, 
resulting in u reduction of 0.11% to the CRT's amiual increase. Effective For 
1996, the BLS improved the sample rotation and item substitution 
procedures which are projected to shave 0.1% trom the CPFs annual price 
change. 

With adequate resources and staff, we can expect the BLS to continue to 
make technical changes as needed based on their research and analysis. 
This process should remain free from political imerfercnce. 
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Bcskin Commission Members Predisposed lo a CPI Overstatement 

In the Spring of 1995, a number of witnesses teslified before the Senate Finance 
Committee about the Consumer Price Index (CPI) and were asked to estimate the exieni 
of Its overstatement. The 5-member Boskin Commission, appoiiued by the Finance 
Committee after the hearing, was composed almost eniirely of those economists who 
provided the higiiest estimated overstatements. No one with a low or no estimate of 
overstatement was appointed to the Commission. 

Dr. Michael Boskin 

Estimate of CPI Overstatemenr 

1 to 2% 

Dr. Zv-i Griliches I'/o. ± 0.6'/u 

Dr. Ellen Duibcreer 

Dr. Roben Gordon 

Dr. Dale Torg;»nson 

No Estimate Provided 

1.7% 

P/o, ± 0.5% 



THE EFFECT OF A CPI MINUS ONE PERCENTAGE POINT ON SAMPLE FAMILIES 

The CPI is used to determine cost-of-living adjustments for federal benefits, particulariy Social 
Security, as well as the thresholds for federal income tax brackets, the standard deduction and the 
personal exemption levels. A CPI minus one percentage point results in a tax increase for all 
taxpayers and a benefit reduction for Social Security recipients. 

The following case studies - prepared by Price Watertiouse, LLP - show the tax and Social Security 
benefit impact {in nominal dollars) in each year and cumulatively through the year 2015. 

A. A 65 year old widow who relies on Social Security benefits for most ($8,500) of her $10,000 Income. 

1997 2001 2015' 
Cumulative Loss 
Throuoh 2015 

Benefit Loss ^ -$469 -S2.528 -S21.848 

('Average life expectancy for a 65 year old woman in 1996 is 19 years, or 2015) 

B. A couple, both 65 years old, with $22,000 of income ($15,000 from Social Security). 

Benefit Loss 

1997 

-S150 

2001 

-$828 

2015 

•34.460 

Cumulative Loss 
Through 2015 

C. Non-elderiy couple with two children and $35,000 of income. 

1997 

Tax Increase 525 

2Q01 

>14C 

Cumulative Tax 
Increa.se Throuoh 2015 

$6 .444 

D. Non-elderiy couple with two children and $50,000 of income. 

1997 2001 2015 
Cumulative Tax 

Increase Through 2015 

Tax increase 525 $140 $1693 S12.652 
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PROPOSED ADJUSTMENTS TO THE CONSUMER PRICE INDEX (CPI) 

The CPI detennines ihc annual level for cost-of-living adju.stments (COLAs) for Social 
Security and odier federal benefits, a-s well as the levels for federal tax brackets exemptioni; 
and other tax provisions. The CPT is deterniined by the Bureau of Labor Statistics (BLS) The 
bureau ha.«; m place a system for making technical changes to the CPI F.very 10 years the 
market basket of goods is reworked and other adjustments, such as for new products are made 
on an ongomg basis. However, proponents of changing the CPI argue that it does no'i 
accurately reflect overall inflation. Proposals to lower the CPI ouiside of BLS\<; procedures are 
nothing more than thinly disguised attempts to cut Social Security and increase taxes. 

AARP opposes changing tlie CPI outside of the technical process for makin« such 
adjustments. ° 

- Millions of Social Security recipients rely on annual COLAs to ensure lhat tiieir purchasing 
power IS not eroded by inflation. Tliis is especiaUy true for low to middle income 
beneficiaiies who rely on Social Security as the pnmaiy source of their income. A proposal 
that "adjusts" the CPI downward by one percent would mean that today's average retired 
worker would lose over S5,000 in Social Security bciiefits over the next ten ye:irs. 

• Proposals to lower the CPI tiirough so-called "technical" revisions are simply back-door 
attempts to cut Social Secunty COLAs. Although advocates of the chanee contend the CP! 
oversutej mflation. the issue remains in dispute, We should continue to lllow professional 
economists m the Bureau of Labor Statistics to engage in a thorough analysis and state any 
reasons fcr change. Congress should not attempt to coerce or pressure BLS iji the cnurse 
of doing Its job of analyzing the data and setring the CPI 

• The CPI may acmally underestimate increases in the goods and sen/ices tliat older 
Amencan.s purchase since they spend a much larger percentage of tiieir income on health 
care, wluch continues to grow at a significantly higher rate than the CPI. 

' tl̂ at lowers the CPI will decrease die annual indexation of the tax 
brackets-, and other tax provisions, thereby increasing ta.xes for taxpaying Americans If a 
tax increase is necessary, this too should not be disguised. 

A . ^ strongly beUeves the CPI should not be polincized. Before Congress considers 
"adjusmients" to the currem index, AARP believes it is necessary for BLS lu thoroughly 
evaluate whether the change is warranted. In addition, such evaluation should examine the 
extent to which older consumers have a difTereni pattem of purcha.-;es than wage earners 
particularly in the area of health care. 

Novetnhar 1996 
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Party Leaders Oppose Political Changes to the CPI 

Key Democî ts and Republicans have opposed making changes to lhe Consumer Price 
Index beyond those recommended by the technical experts at the Bureau of Labor 
Staristics. 

President Bill Clinton-
"I think what we've done is the right policy which is to treat it as a matter of economics 
not a matter of politics. I think we ought to stay with the system that we have." 

- Inteiview in AARP Bulletin, October 1996 

Senator Bob Dole: 
"We ought to find out what that ought to be. and then it ought to be that. Just to move il 
around to save a chunk of money -1 don't believe in that." 

- Interview in A-iRP Bulletin, Octobci" 1996 

SpeakerNewt Gingrich (Ti.C&y 
"I think wc can make a very fair argument that technical specialists should tell us what the 

t T - l ' rnr^A ' ^ ^ " ^ ' ^ P ^ ^ ^ ' ^ i a n s second-gue:>smg the LOLA system or it will become a total mess." 

- Interview in AARP Bulletin, November 1996 

Mnoritv Leatfer Richard Gephardt m.Mn}-
"The American people, and recipients of Social Securitv, cannot and will not accept 
arbitrary judgments in tliis area." 

- Interview \n AARP Bulletin, November 1996 

•Senator Pete Domenici (R-Nivn. Chairman. Senate Budget rnrr.rr.nfo. 

"I believe I could spend time convincing the Senate that the small eroup of economists 
Boskin Commission] that came up v,-ith the conclusion that we were off by anywhere frum 

" u ""i^^^ "̂ commission of the Congress, or of.re President 
and that we should not be changing Social Security based upon their reasoning." 

- Statemenl on Senate Floor, Mav 20, 1996 
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Statement of Dr, Joseph E. S t i g l i t z 

Consumer Price Index 

Current methodologies for estimating the magnitude of p r i c e 
changes suffer from a variety of limitations. There i s , however, 
some disagreement about the magnitude of the possible biases. 

We believe that whatever adjustments are made to r e f l e c t 
changes i n the cost of l i v i n g should be done on the best s c i e n t i f i c 
evidence, and that the process of making such adjustments should 
not be p o l i t i c i z e d . 

The Bureau of Labor S t a t i s t i c s has an ongoing e f f o r t to 
improve the CPI i n order to make i t more r e f l e c t i v e of changes i n 
the cost of l i v i n g . The BLS, together with other government 
agencies, including the Council of Economic Advisers, w i l l continue 
to c a r e f u l l y review the evidence and any new information about the 
magnitude of possible biases. 
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National Cominittee to 
Preserve Social Security 

and Medicare 

November 16,1995 

The President 
The White House 
Washington, D.C. 20500 

Dear Mr. President; 

The National Committee to Preserve Sodal Security and Medicare urges you to 
rejea any budget proposal that tampers wiiii the Con.sumer Price Index (CPI) 
or the Social Security annual cost of living adjustment (COLA). Some 
Members of Congress advocate reducing me CPI In order to raise significant 
funds for deficit reduction as part of a potential budget compromise. 

We commend your strong leadership m opposition to the current budget 
resolution and Its disproportionate targeting of Medicare and Medicaid to 
finance deficit reduction and tax cuts. Seniors across America have scrloua 
concerns about recent course of events In Washington. The.se concerns will 
be worsened by a raid on Social Security COLAs. 

It is a mistake to polidcize the government Inflation measure or to use 
unsubstantiated claims of Inaccuracy to Justify a cut in the Social Security 
COLA and/or to Increase taxes. Without clear evidence of error in the BLS 
calculations, an arbitrary decrease In the CPI is no more than a backdoor way 
to reduce social Security benefits and increase taxes. Seniors will strongly 
oppose COLA reductions and will recognize the manipulation of the CPI a.s a 
backdoor effort to cut COLAs. 

Despite claims that the CPI overstates Inflation, no one to date has 
comprehensively reviewed all components of the CPI looking at both 
overstatement flfli- undersiatement of Inflation and eliminating possible 
double counting. Both the current and former Bureau of Labor Statistics (BLS) 
Commissioners believe that a thorough study may condude that tihe CPI docs 
aai overstate Inflation. Tlie recent study commission appointed by the Senate 
was comprised only of cconoffllsts who had previously concluded lhat CPI 
overstates inflation. Those economists who do not agree were not put on the 
commission. This commission did not comprehensively review alf 
components of CPI, 

In faa, sufficient evidence exists to argue that over the past decade of double 
diffit health inflation, the CPI has understated the impact of inflation on 
older Americans. We call attention to research by CBO which concluded that 
between 1982 and 1993 an experimental index for the elderly increased at an 
annual average rate of 4.0 percent compared to 3.5 percent for the CPI used to 
calculate COLAs. Higher medical inflation was the main culprit in higher 
inflation for seniors. 

2000KSaeec,N.w„ suiie 800 • Washington. D.C, 200t)e • ̂ 02-822-9459 



On behalf of the nearly six million members and supporters of the National 
Committee to preserve Sodal Security and Medicare, vye urge you to oppose any 

..quWi-fix^ lMUnY.9jves»mperIng wlHi Sodal Securfty COLAs 
2̂|sn3irTalcination offlie Cn. ' ' — .Y,. 

Sincerely. 

iVlanha A. Mcsreen 
President 



February 2, 1996 

Mr. Steve P r o t u l i s 
Executive D i r e c t o r 
N a t i o n a l Council of Senior C i t i z e n s 
1331 F S t r e e t , N.W. 
Washington, D.C. 20004-1171 

Dear Steve: 

Thank you f o r your l e t t e r regarding Social 
S e c u r i t y . I appreciate having your perspective 
on the consumer p r i c e index and Social Security's 
annual cost of l i v i n g adjustments. As we f i g h t 
t o ensure t h a t our n a t i o n does not t u r n i t s back 
on the h e a l t h and well-be i n g of older Americans, 
I w i l l c e r t a i n l y keep your concerns i n mind. 

Sincere l y , 

BC/SEM/JFB/DWB/lynn-efr (Corres. #2667390) 
( 1 . p r o t u l i s . s ) 

cc: w/copy of incoming t o Molly Brostrom, ODP 
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President , ,, ^ 
Executive Director 

- - - . r '^^^^ National Council Sr^r 
of Senior Citizens 

1331 F Street, N.W. •Wastiington, DC 20004-1171 • (202) 347-8800 • FAX (202) 624-9595 

December 12, 1995 

Dear Mr. President: 

We understand that active consideration is being given to reducing the Consumer 
Price Index (CPI) by up to 0.6 percent or more as a means to balancing the budget. The 
National Council of Senior Citizens, representing five million older Americans, strongly 
objectsJo_any move which jvould^t Social Security, Supplemental Security Income and 
F̂ .e_deral_employees' and military pensions, plunging hundreds of thousands^f beneficiaries 
iritopoverty. Over 60 percent of retirees depend on SocialTecurity for more'lHan'half ̂  o 
theiFTota l̂-income. 

There is no valid statistical basis for any such cut. 

The issue of whether the CPI is overstated should be considered on its own merits, 
not used as a politically convenient tool to balance the budget. The Bureau of Labor 
Statistics (BLS) is currently engaged in updating the CPI to be completed for publication in 
January 1997. No adjustment of the COLA, upward or downward, should be contemplated 
prior to the completion of the Bureau's work. 

To require such adjustment, on legislative command, would open to serious question 
the integrity of tlie CPI and much of the economic statistical work of the Federal 
government. 

A premature seat-of-the-pants change in the COLA would be all the more unjustified 
because the BLS, in response to a Congressional request, has constructed an experimental 
CPI for older Americans (at least 62 years of age) which shows a sharper rise than the CPI 
covering urban workers (CPI-W) which is used for computing the annual COLA. The BLS 
experimental CPI for the elderly shows that from the period between 1988-93 the CPI was 
between .1 and .6 percentage points lower each year than what the CPI should have been 
for the elderly and 2.4 percentage points lower over the entire period. This means that 
over the six-year period the elderly received at least $24 billion less than the actual rise in 
their cost-of-living required.* 

This study suggests that onlv an upward adjustment of the COLA would be justified 
for the elderly. At this time, we are not requesting such a revision. However, we are 

First Vice President, Dr. Mary C. Mulvey, Providence, Rhode Island Second Vice President, George J. Kourpias, Washington, DC 
Third Vice President, Dorothy Walker, Detroit, Michigan Fourth Vice President, Royetta K. Sanford, Washington, DC 

Secretary-Treasurer, Jack Turner, Detroit, Michigan General Counsel, Robert J. Mozer, New York 

r..... /OX 
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requesting that consideration be given to the development of a CPI based on the buying 
patterns of Social Security beneficiaries which would be more appropriate for determining 
the annual Social Security COLA than the CPI-W currently uses. 

Changing the CPI's computations to make it politically easier to balance the budget 
would be an enormous disservice to the millions of men and women in this country who 
depend upon it to maintain a decent standard of living. American citizens will see this for 
what it is—a backdoor reduction in real income for 42 million persons of modest means 
already facing diminished security as a consequence of the budget resolution. For these 
reasons, we urge that no arbitrary changes in the COLA be considered in the negotiations 
on the Budget bill. 

Sincerely, 

oo 
Steve Promlis 
Executive Director 

Monthly Labor Review/, May, 1994. 



PANEL ms ERRORS 
IN INFLATION DATA 
DRAIN U.S. BUDGET 

BENEFIT CHECKS AT ISSUE 

If Estimate of Increase in Cost 
of Living Was Scaled Back, 

Most Would Feel Pinch 

Sy RICHARD W. STEVENSON 
; WASHINGTON, Dec. 3 - An inde- -
pendent commission appointed by. 
Congress will report on .Wednesday 
that the Government is overstating 
the inflation rate by 1.1 percentage 
points, costing it billions.of dollars in 
inflated Social Security and other 
benefits payments. The commission 
will call on Congress and the Clinton 
Administration to solve the problem. 

The report, on the Consumer Price 
Index, will stop short of advocating a 
specific plan for dealing with the 
predictable political opposition - to 
any step that would rein in benefits 
like Social Security. Biit it will specif­
ically recommend that Congress and 
the Adrnlnistration take a variety of 
tpphnir^3l ctops tff fiy th" infipx. wliich 
ir'used to calculate cost of living 
increases for many union contracts 
as well for Govemmeiit programs 
.like Social Security. 

Ultimately, the report suggests, 
lejgisjation to revise thejndex might 
be , the best approach, but botF par­
ties so far have been reluctant to 

. take the lead on the issue. 
The Consumpr'Price Index is com­

piled by the Labor Department Bu­
reau of Labor Statistics. It measures 
inflation by tracking the prices of, a 
"market basket" of products meant 

, to reflect typical consumer pur­
chases. It has played a major role in 
shaping the impression that the 
economy's performance has deterio­
rated over the past several decades, 
and, as the most widely used gauge 
of increases in the cost df living, it 
has become the basis for many deci­
sions'by Government and business^ 
es. . 

Although many of the problems 
with the index are arcane, any 
changes to it would ripple across the 
economy and through the personal 
finances of nearly everyone. , 

For înstance. Social Security pay­
ments for next year are being calcu­
lated on the basis of a-2.9 percent 
increase in the cost of living. If that 
increase was 1.1 percentage p'jints 
lower, the average monthly pay­
ment, now $724, would go to $737 
rather than to $745 — a difference of 
$8 a month, or $96 a year. The effect 
would build on itself because a lower 
payment next year would mean a 
lower starting point when the benefit 
was adjusted for inflation the follow­
ing year. In 15 years, the difference 
would amount to several thousands 
of dollars a year per recipient. 

By the same token, the change 
would have a huge effect on efforts to 
balance the' budget: According to an 
estimate by the Congressional Budg­
et Office, done before the commis­
sion's recommendations, even a re-' 
duction of one percentage point in the 
cost of living increase would save the 
Government $34 billion in payments 
for Social Security and other retire-

Fpr $bci>l Securitiir^ 

The average montfily Sbclal -
Security benefit paid to those 
retired by Dec. 31, 1984:* 

$700' ; ' ' 
Actual payments, 
•linked to the I 
Consumer . , 

600 Price.lndex.':>^S88.84, 
ditf erence' 

What H... the 
GdnsumerPrice Index. 

had been 1;T percentage 
.̂QQ - • v ipoints lower each year. . 

390 
7^ 
•85 

•Average benefits vary by retire-; ;•. 
;;ment;date:;;The'currehtaverage^^^^ 
payment is.$724a month '•: ''rt. ' 

••Sour(x:.Social.Sscijrity ., 

The New York Times' 
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CorKinued on Page B12, Column '. 

ment and benefit programs in 2002, 
the year by which both parties have 
pledged to eliminate the deficit. 

Recalculating the index could 
ra isp tavys fn r .many ind iv idua ls by 
reducing the annual inflation-driven 
increases |n the standard deduction, 
personal exemptions and the income 
levels at which higher tax rates kick 
in. By 2002, a reduction of one per­
centage point in the index would 
yield an additional ^21.4 billion in tax^ 
revenufes, the budget office calcu-
lateiT 

Together, the reductions in spend­
ing and the. higher tax revenues 
could make up more than a third o 
the $150 billion annual deficit that the 
nation is projected to face in 2002 

Although fewer union contracts 
than in the past have wage increases 
directly tied to the price index, it is 
unclear how any changes in the index 
would affect pay for workers whose 
wage increases are more loosely 
based on the cost of living. 

The recommendations by the five-
member commission, headed by Mi­
chael J. Boskin,'a Stanford Universi­
ty economist and a former head of 
tlie White House Council of Econom­
ic Advisers under President Bush, 
range from highly technical sugges­
tions for fixing the monthly Consum­
er Price Index's statistical short­
comings to a call for a new annual 
index that could provide a more ac­
curate measurement of cost of living 
increases. 

Although both Democrats and Re­
publicans have expressed vague sup­
port for revising the index, both par­
ties are also fearful of being tagged, 
by the other as willing to pursue 
fiscal austerity at the expense of the 
elderly, a fast-growing and increas­
ingly politically powerful group.' 

As a result, there is little likelihood 
that the commission's findings will 
be embraced publicly by either side, 
at least immediately, although offi­
cials at bolh the White House and in 
Congress have said they might be 
willing to discuss the matter as part 
of a balanced budget agreement. 

Senior . Administration officials 
said privately that while they re­
mained wary of the political pitfalls 
associated with the issue, they want­
ed to send a message to Republicans 
that.they were open to funher study 
and negotiation and to changing the 
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index if a broad technical and politi­
cal consensus could be reached. 

In its public statements, however, 
the White House was somewhat 
more restrained. 

' 'The Administration considers the 
Boskin Commission and some ex­
perimental work the .Bureau of La­
bor, Statistics is doing as the begin­
ning of the process, not the end of it," 
said Larry Haas, a spokesman for 
the Office of Management and Budg­
et at the White Hoiise. "The Presi­
dent will direct his economic team to 
study these findings, and we will seek 
input from other experts before de­
ciding how to react." 

Senator William V. Roth Jr. of 
Delaware, a Republican who is 
chairman of the ' Senate Finance 

.Committee, which set up the com­
mission, said he was looking to the 
White House to "provide leadership" 
on the issue. 

"My party is willing to work in a 
bipartisan manner on this issue," he 
said. " I t can't be done without the 
President's support." 

As a practical matter, Congress 
and the Administration could change 
the current system in one of three 
ways. They could direct the Bureau 
of Labor Statistics to change the 
price index to reflect the report's 
concerns. They could_gasslegisl̂ ion 
to create an altfimativRlro.st dTnying 
in êx to be used in setting benefit 
levels. Or they could pass legislation 
riirertrng that hp.np.fit Ipvpk hp <;pt by 
subtracting the amountof. the mis-
measuFementlromJhe pricelngex. 

Because the. Bureau of Labor^ta-
tisticsJiasjnadexleaiithaLilJjelieves 
the~Boskin Commission is overstat­
ing the scalê nf the ptol?] '̂̂ . ap­
pears unlikely to go along easily with 
a wholesale revision, and- it is un­
clear whether either Congress or the 
Administration is willing to put di­
rect political pressure on the agency, 
which jealously guards its independ­
ence. 

Next year, the Labor Department 
will begin publishing an experimen­
tal price index that will attempt to 
account for one of the biggest prob­
lems, the teridency of consumers to 
reduce purchases of items that rise 
quickly in price and to substitute 
another product. 

Mr. Boskin has long argued that 
the nation needs to improve the accu­
racy of its economic statistics, and. 
he fought for additional financing for 
economic measurement progr:ims 

while at the White House. He, like 
other economists and policy makers, 
including Alan Greenspan, the chair­
man of the Federal Reserve, has 
argued that the economy's shift from 
production of goods that are"ea"5yto 
measurernice'cars and steel, to more 
abstract products, like software, has 
left'the nation flying by faulty instru-
nient readings. 

•fhe commission is expected to~ 
make a dozen specific recommenda­
tions to the Bureau of Labor Statis­
tics, most of them highly, technical 
They are intended to address what 
the commission viewed as three ma­
jor problems with the index that re­
sult in a mismeasurement of infla­
tion of between 0.8 percentage points 
jand lApercentage points, with about 
1.1 pejxientage points as the best esti-

SaafeL-
Of the Ll pei-centage points, fail-

ure to account for quality improve­
ments and new products caused in­
flation to be overstated by 0.6 per­
centage points, people who have seen 
the report said." _ _ 

The index's inability ~to account 
fully for decisiwiS by consumers to 
substitute cheaper products' for 

_Broducl;s when 
accounts for 0.4 

^ . j Ov 

o 

more_jexpensive 
prices are rising 
percentage points of error. The final 
tenth of a point of the error stems 
from the index's failurejo_pick up 
changes iii'where people shop.. •'^-^ 

tconoinists have been argiiihg 
about how-to account forqualitY^ 
changes and the ihtroductioriornew" 
^oducts apd seryices for years. 
Even though there is broad agree--
ment on the nature of the problem, 
there is little consensus about how to 
address it. 
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BY THE NUMBERS 

Shrinking the Federal Deficit 
The amount by which the Federal budget deficit would be reduced 
each fiscal year if the cost of living adjustment were 1 percentage • 
.point lo.wer than currently projected. Fiscal years end Sept. 30'. 
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FIRST NOMINATION 
TO HIGHEST COURT 

DEATH PENALTY BACKER 

Pataki's Choice Seen as Effort 
. to Push Court to Right — 

. Democrats Offer Praise 

A\ — 
j \ V By JAMES DAO 

ALBANY, Dec. 3 — Gov. George E. 
Pataiti, who has repeatedly criticized 
the state's highest court as soft on 
crime, announced his first nomina-

. tion to the Court of Appeals today, 
choosing a pro-death-penalty Repub­
lican with a reputation for support­
ing, prosecutors and interpreting 
laws narrowly. 

The choice of Richard C. Wesley, a 
judge on the Appellate Division of 
State Supreme Court from near 
Rochester, clearly signals Mr. Pata­
ki's desire to push the Court of Ap­
peals in a more conservative direc­
tion, particularly on criminal justice 
issues. But it is also very likely to be 
the Republican Governor's only se­
lection to the high court in his first 
term, and will not substantially shift 
the ideological position of a seyen-
member panel that will remain dom­
inated by appointees of former Gov. 
Mario M. Cuomo, a Democrat. , 

If confirmed by the Republican-
controlled State Senate, as is expect­
ed. Justice Wesley would replace As­
sociate Judge Richard D.. Simons, 
who is stepping down at the end of 
the year because he is, reaching the 
rriandatory retirement age of 70. 

Justice Wesley, a friend and for- . 
mer legislative colleague of Mf. Pa-̂  
taki's, was knowri as an aggressive 

. debater and conservative partisan in 
the Legislature who once proclaimed 
on the floor of the Assembly that the 
death penalty \yas needed to punish 
"animals" who ''have nd respect for 
human dignity." 

But several Democrats also 
praised him today, describing him as 
a warm, funny, thoughtful man who 
always carefully considered the posi­
tions of his opponents. And though he, 
was known for his strong anti-crime 
positions, he also displayed a keen 
interest in studying ways of reform­
ing criminals beyond simply length­
ening their prison sentences. Demo­
crats said. ' • ' 

"He's an intelligent, rational guy," 
said Assemblyman Daniel L. Feld-
man, a Brooklyn Democrat who is 
chairman of the Assembly Correc­
tions Committee. "I'm delighted in 

,. . Continued From Page Al 

"his nomination." 
" The Governor has been a vocal 
' critic of the Court of Appeals, all of 
• whose members were selected by 

Mr. Cuomo, particularly on criminal 
'justice issues. He has accused the 
court of issuing rulings that have tied 
prosecutors' hands and openly fret­
ted that it would overturn the death 
penalty law that he shepherded 

-through the Legislature last year. 
"Judge Wesley's great common 

sense wiil help insure that the rights 
of victims will be respected," the 
Governor said in a statement. 

But Mr. Pataki insisted today that 
Justice Wesley's staunch support for 
capital punishment was not a decid­
ing factor in his selection. 

"The factor was the entire balance 
of leadership ability and intelligence 
and integrity that Judge Wesley has 
shown throughout public life," the 
Governor said at a news conference 
in the Capitol where he was joined by 
Judge Wesley and his family. 

When asked to describe his judi­
cial style. Justice Wesley replied, " I 
consider myself a conservative in 
nature, pragmatic at the same time, 
wjth a fair appreciation of judicial 
restraint." 

Asked how he defined judicial re­
straint, he said: " I intend and have 
always restricted myself to what I 
understand to be the plain language 
of the statute, and do not go beyond 
that. As long as the language is plain, 
we should restrict ourselves.' Public 
policy is made by the Legislature." 

Academics who follow the Court of 
Appeals said Justice Wesley would 
nave little short-term impact on the 
court's ideological direction, since he 
will be the lone Pataki appointee on a 
court with six Cuomo judges. At least 
four of, Mr. Cuomo's appointees, in­
cluding Chief Judge Judith S. Kaye, 
have formed the core of a liberal 
majority on an array of issues. Judge 
Simons was ariiong the court's more 
moderate members. 

"With regard to criminal law, 
which is the area Pataki seems most 
concerned, it's not going to change 
the court at all," said Vincent Bon-. 
ventre, a professor at Albany Law 
School. "Judge Simon's record was 
strongly pro-prosecution." 

But court observers said Justice 
Wesley's selection sends a message 
about the type of judge Mr. Pataki 
will seek td appoint to the high court 
in coming years.. But Mr. Pataki will 
probably have to win reelection in 
1998 , to have another nomination to 
the court siiice the next scheduled 
vacancy comes in 1999. If Mr. Pataki 
is re-elected, he will have at least 
three more appointments to the 
court, enough to establish the major­
ity. 

Aides to Mr. Pataki said they be­
lieved that'Justice Wesley, 47, was a 
strong enough personality and intel­
lect to push some of Mr. Cuomo's 
more liberal appointees to the right. 

A supporter of the 
death penalty who 
rules on the letter of 
the law. 

But Pi-ofessor Bonventre said Judge 
Simons, who was widely respected, 
played that role and he doubted, that 
Justice Wesley could do more. 

The aides said Mr. Pataki had 
been particularly impressed by two. 
majority decisions written by Jus­
tice Wesley while in the Appellate 
Division's Fourth Department. In 
one, he ruled that only the Governor 
and not the courts have the power to 
grant clemency. 

"It shows a sense of the separation 
of powers, of judicial restraint," said 
one Pataki aide, speaking on condi­
tion of anonymity. In the second in­
stance. Justice Wesley took the pros­
ecution side in a criminal case—ad­
mitting a 911 tape as evidence. 

The Senate majority leader, Jo­
seph L. Bruno, said he expects the 
Senate to confirm Justice Wesley 
when the Legislature convenes next 
month. Court of Appeals judges 
serve for 14 years and are paid 
$125,000 a year. 

Some Democrats said they were 
concerned about a 1991 ruling by 
Justice Wesley on the State Supreme 
Court, in which he ordered a rape 
suspect to undergo an AIDS test and 
release the results to the victim — a 
rare case iri which a suspect was 
required to take the test before trial. 
But Senate Democrats said they did 
not expect to make an issue of that, 
during confirmation hearirigs. 

Jijstice Wesley, who lives in Livo­
nia, just south of Rochester, beamed 
brightly as he stood on the dais to­
day, his son, Matthew, and daughter, 
Sarah, at his side, his wife Kathryn's 
hand clasped firmly in his. "This is 
the most significant moment in my 
life, other than the birth of my two 
children and the poor judgment of 
my wife to marry me,v he said. 

Continued on Page B4, Column 1 
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Talking Points on CPI and Boskin Commission 

I believe in liaving a cost-of-living adjustment and indexing our tax brackets to take 
account of inflation. The process of determining that should never be politicized, but 
should be based on the best scientific and objective technical judgment. 

There have been, however, serious questions raised by experts — including at the 
Bureau of Labor Statistics — as to what is the most accurate measures of the cost-
of-living. 

I believe that all of us should be open to reviewing the best evidence and expertise as 
to what the most accurate cost-of- living measure should be, and that our goal should 
be to reach a broad agreement based on the best scientific and technical judgment 
possible. 

Q: Are you willing to appoint a commission to look at this measure? What are you 
going to do? 

A: There are new reports expected out by the Boskin Commission and a new 
experimental index by the Bureau of Labor Statistics early next year. The first 
Step should be for everyone to carefully study these measures and keep an open 
mind. I am going to ask my economic team to review this new data. 

Q: In the past the Administration appeared to state that CPI Issues were technical and 
should be left to the BLS. Is the Administration now abandoning this position and 
saying they would look beyond the BLS to the views of outside economist for a possible 
legislative fix to the CPI? 

A: The Administration believes that the cost-of-living adjustment should be based 
on the most accurate, technical and scientific judgment that can be broadly 
agreed to by the top experts across the nation. Much of this top expertise is 
housed at the BLS, but just as the BLS themselves do, other decision-makers 
in Washington should also be willing to weigh all of the top expert opinion and 
evidence from across the nation. 

Q: Would the Administration consider a new index — different from the CPI — to 
base government benefit adjustments and tax bracket indexing to? 

A: That's a premature questions at this point. As we have said, the important 
thing is to ensure that we have the most accurate and credible cost-of-living 
measure possible that protects people's standard of living and is based on the 
best scientific and technical judgment that can be broadly agreed to by the 
nation's top experts at B l ^ and elsewhere. 



MORE DETAILED TALKING POINTS 

(1) The Consumer Price Index (CPI) is more than just an objective yardstick of changes in 
consumer prices. It is used by millions of Americans to ensure that their Social Security and 
other benefits are protected from inflation and to adjust tax brackets to keep our tax system 
fair. Therefore it is imperative that the index reflects changes in the cost of living as 
accurately as possible. 

(2) The Boskin report raises legitimate and important issues about how changes in the cost of 
living are measured. Most economists — including those at the Bureau of Labor Statistics 
(BLS) — agree that the existing CPI produced by the BLS is an imperfect measure of 
changes in the cost of living. The current CPI measures the cost of a fixed market basket of 
goods. For this reason, it does not reflect the extent to which people substitute less expensive 
items for more expensive items as relative prices change. Changes in quality are also 
difficult to capture fully in the index. 

(3) The issues raised by the Boskin Commission report must be considered in this way. The 
BLS, the rest of the Administration, and the public will carefully review the new report and 
its recommendations. The BLS already has an ongoing effort to improve the CPI and indeed 
has already made several improvements over the last four years. This effort has identified 
many of the problems discussed by the Boskin group and has come up with a number of 
solutions. 

(4) The process of making changes in the measurement of the cost of living cannot be 
politicized; it should be based on broad agreement among scientific and technical experts. 
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laniteil States S^am 
WASHiNtrroN, OC 20B10 

SEP I 0 1995 

Dear Mr. President, 

As we work to complete FY 1997 Appropriations bills, both Democrat and 
Republican members of the Appropriations Conunittee are faced with an ever-
increasing problem — the lack of money to fund projects that allow us to invest in 
America's future. We have struggled to complete our work on Commerce, Jxistice, 
State, Labor, HHS and other appropriations bills knowing that we (ace a veto threat 
because the level of funding in these bills is too low. As entitlement spending 
devours bigger and bigger pieces of the budget every year, we sacrifice our ability to 
adequately fund discretionary accounts which enable us to invest in education, 
infrastructure, parks, the environment, child care, research and development. 

We believe, as 46 Members who voted for the Centrist Budget and/or 
Members of the Appropriations Commitee, that there is a simple and evenhanded 
way to confront this problem: a .5 adjustment to the Consumer Price Index (CPI). 
Mainstream economists agree that the CPI is overstated from between .7 to 2 points 
and accordingly, is not an accurate measure of inflation. Therefore, this appropriate 
adjustment will put us on the path toward endowing our children with a country 
full of opportunities - rather than a future full of debt. The savings we would 
achieve, as scored by the Congressional Budget Office, is as follows (in billions): 

1997 1998 1999 2000 JQQl 2QQ2 2QQ3_ iQtal 

• 
CPI 4 7 12 17 22 29 34 125 

A reduction in CPI is an equitable way to curb the increase in mandatory 
spending as it requires small sacrifices across several large programs rather than 
targeting a few programs for elimination or drastic cuts. It also has an effect on 
revenues — which again, allows us to the spread the sacrifice over a large number of 
people so that its impact on individuals is very small. By addressing the tmsustainable growtfx in entitlement spending, we are preserving funding for discretionary programs. The appropriations battle we witnessed over the last two years will be nothing compared to the fight we will have six or seven years from now if we do not begin trimming entitlement spending. Members of the Appropriatior\s Conumittee understand the difficulties inherent in decreasing the amount of discretionary spending as a percentage of the budget each year. We sjitfre your concern about the unsustainable funding levels in these bills and encoiinafge you to join us in supportuig a .5 reduction in CPI which wgjirW^^re ^efftiate funding for vital discretit^ary programs. > 

t&DODKme^j ' ^ ^ n T t o r N^rk Hatfiel 
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p^Mor John Chafee Q Senator Claiborne Pell 

Senator Charles Robb 
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CPI 

The Administration believes that the measurement of the CPI 
should be l e f t to experts. Periodically, the BLS reviews the 
methodology and l a t e s t evidence and adjusts t h e i r measurement of 
i n f l a t i o n . 

Our 97 budget proposals make assumptions of what changes the 
Bureau of Labor S t a t i s t i c s w i l l come up with (probably early 
summer) -- but we merely implement what they propose. The 
current best guess of what change BLS w i l l make i s a .3% 
reduction i n CPI (many experts believe that there has been a 
tendency towards an upward bias over l a s t number of years; t h i s 
w i l l c o r r e c t ) . 


