TWO POLICY ANALYSTS ON VACATION

“Now, that's a welcome 1ight! | wai jut beginning to miss decision-making.”

Drawing by Jonik; Copyright © 1981. The New Yorker Magazine. Inc.
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. Congress’ approval of billions in tax cuts and state aid is pro jected to increase

- President Bush’s father in 1990 helped pave the way for lower deficits and a:

Federal budget deficitstohitrecords .

federal budget deficits. [n compdrison, a deficit-reduction law signed by

short-lived surplus.
Deficit or surplus (in billions) - | Impéct.of new _tax cuts

Source: Congrassional Budget Gffice

'By Julle Snider, USA TODAY



The CPI's new ‘market basket’ .

riere are the major groups
and some individuai components
of the recrganized consumer
price index, and what percent-
age each group accouflts for,
{Because of rounding, figures do
not add up to 100 percent.)

FOOD AND BEVERAGES
{16.3%)

Na significant changes;
some components have been
restructured. "

B Cereals and bakery prod-
ucts.

W Meats, poultry, fish and
eggs. .

B Dairy and related prod-
ucts.
W Fruits and vegetables.

M Beverages and beverage
material.

M Alcoholic beverages.

HOUSING (39.6%)

Several components in this
group are now in other major
groups.

Sheitar (29.8%)

W Bent of primary residence.

B Lodging away from home.

| Owners’ equivalent rent of
primary residence,

@ Tenants' and household
insurance.

Fuels and utifities (5%)

M Fuel oil and other fuels.

W Gas (piped} and electricity.

W Water and sewer and
trash-coilection services.

Heousehold fumishings
and operations (4.8%)}

B Window and floor cover-
ings and linens.

A Furniture and bedding.

W Apgpitancss.

& Other househald equip-
ment and furnishings.

& Housekaeping supplies.

& Heusehold operations.

B Tcols, hardware, outdoor
equipment and supplies.

APPAREL (5.0%)

This group was formerly
catted “apparsl and upkeep.” The
“upkeep™ component moved to
the “other goods and services”
greup,

& Apparel.

W Footwear.

M [nfants’ and teddlers’ apparel.

W Jewelry and watches.

» RANSPORTATION(17.6%)
" No significal anges.

B New and used motor ve-
hicles (now includes leased
vehicles).

M Public transportation.

B Motor fuel; vehicle parts
and equipmeént; maintenance
and repair; vehicle insurance;
fees.

MEDICAL-CARE (5.6%)
No significant changes; ‘
some subcategories were com-

- bined.

B Drugs and medical supplies.
B Professional services.

W Hespital and related services.
W Heaith insurance.

RECREATION (6.2%)

Formerly called entertain-
ment, this group was changed
to recreation to make it ciearer
that it includes the costs associ-
ated.with leisure activities.

W Video and audio (previous-
ly in housing).

W Pets, products and serv-
ices (previously in housing).

- W Sporting goods,

H Photographyy. ‘

N Other recreational goods.

& Recreation services,

8 Recreation reading mate-
rials {previously in “other goods
and services”). )

OTHER GOODS AND SER-
VICES (4.3%)})

The size of this group was
reduced; some items are now
under the new education and
communication group.

W Tobacco and smoking
products.

M Personal care products,
sarvices.

W Miscellaneous personal
services and goods,

EDUCATION AND
COMMUNICATION (5.5%)

W Education bocks and sup-
plies {previously in “other goods
and services").

W Tuition, other school fees
and child care {previously in
“other goods and services").

X Tzlephone services {previ-
ously in housing; includes a new
item: cellular phone services). .

W Postage and delivery ser-
vices (previously in housing).

@ Information and information
processing other than telephone
services (previously in housing).




with the tlmes

Overhaul ﬁrst in 11 years

By Beth Belton
USA TODAY

- The consumer price index
— the government’s key infla-
tion gauge — has been over-
hauled for the first time in 11
years. '

The new CPI will be un-
veiled Tuesday, when the Bu-
reau of Labor Siatistics (BLS)
reports January prices. .

* There hdve been. vast

changes in consumer spending
habits  the past decade, says

BLS economist Pat Jackmam. -

“We were atways picked oa flor
not having cell phones in the
CPL. Now they're i there”
says Jackman, who supervxses
the CPI report.

The everhaul:

b Adds 2 major category,

education and commuaication,

to the sevem categories previ-

ously used: apparel, medical
care, recreation, {raaspor{a-
tion, foed and beverages, hous-
ing and other goods/services.
» Uses new siatistical tech-
niques 0 tetter reflect changes
in the quelity of geods and ser-
vices, especially personal com-

But Tuesday's
shoubdn't be a shock because

. puters. s

‘» Shows that consumers are

spending less of their income

on food, beverages and trans-
portation and more on shelter
and medical care.

The CPI is used to figure an-
nual -cost-of-living adjustments
for 80 million recipients of So-
cial Security, food stamps and
government retirement bene-
fits, It's also used by the Inter-

“nal Revente Service to prevent

mﬂatmn-mduce-d income-tax

" rate increases. And Fedgral
Reserve pmﬂicym&em use it to

st short-term interest races.
The BLS censtantly refines
the CPL, but this is just the fifth
overhaul in its 81-year history.
By npext year, the owerhaul
— along with pianned changes
and revisions the past three
years — will tvion 0.7 percent-

age points of whet the CPI -

wonld haye been, estimates the
Council of Ecenomic Advisers.
The impact is significant in a
CP{ that rose just 1.7 in 1997,
number

many changes are already in-
cluded
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Figure 5-5
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Table 13.7 Prisoner’s Dilemma

Your friend’s strategy
Your strategy Confess Do not confess
Confess | _ 55 Witness protection, 15

_ Do not confess 15, witness protection 0,0




The Elements of Strategic Thinking: Decision Tree and:Gafne Theory 335

Figure 13.1  Hypothetical Decision Tree on Swine Flu Threat

Swine flu _
Do nothing O< 0.4 " - -10
' 0.6 .5
No swine flu 7
| Swin R
e flu +10
04
Inoculate 0.6
No swine flu -3

In Figure 13.2 we can see that, facing an uncertain situation, President Ford had
a choice between an expected payoff of -1 (for the “Do nothing” option) and +1
(for the “Inoculate” option). Therefore, given the logical construct, he should have
chosen the option to inoculate the entire population against a probable swine flu
infestation. As an anecdotal postscript to this analysis, we should note that Presi-
dent Ford did choose to inoculate, and the virus failed to show up in the United
States.” :

Figure 13.2 Decision Tree on Swine Flu

E ted Net
Xpec expected
Payom offs
Swine fla P payofls
: - 04x-10=-4
Do nothing O( 04 10 * }
=1
. 0.6 ‘ :
+5 06x5= 3
No swine flu
Swine flu +10 04x10= 4

- } 1
‘ 0.6 =
Inoculate -5 06x-5= -3

No swine flu
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Figure 13.6 Decision Tree on Flood Control with Total Expected Costs

Probability  Expected  Expected damage
damage plus cost
{in $-miillon) {in $ miilion)
0 L

Do nmhin§
1 //

[}

- i) 10

Bulld flaodwall c — 020 19

e T T 040 ) 23

Levea . .0 87

ineffactive 0.40 18

Build Leves
Do nat build ‘ 8,40

© flacdwall . 20

- ~{(B) £.20 25

0.1 40

0.01 150

() 40 0

— 0.30 0

Build floodwall E 0,20 5

Loves ] S, 10
effective n

Do not build
floodwall

$9.97 +$10.00 = 19.97

$23.70

$9.97 +$10 + §1 = $20.97

$23.7+ 31 =$24.7

$38 +$10.0+ 51.0=$14.8

$14+$1 =415



Table 13.4 Total Estimated Cost of Floodwall and Levee
Estimated damage (in $ million)

Ineffectivelevee - Effective levee
No No No
Probability of flood Floodwall floodwall Floodwall floodwall Floodwall floodwall
0.50 0.00 0.00 0.0 0.00 0.00 0.00
0.40 0.00 18.00 0.00 18.00 0.00 0.00
0.30 . 10.00 20.00 10.00 20.00 0.00 "15.00
0.20 19.00 25.00 19.00 25.00 5.00 20.00
0.10 23.00 40.00 23.00 40.00 10.00 40.00
0.0t - - 87.00 150.00 87.00 150.00 180.00 - 150.00
Total estimated '
damage 9.97 23.70 9.97 23.70 3.80 14.00-
Cost of floodwall 10.00 0.00 10.00 0.00 10.00 0.00
Cost of levee 0.00 0.00 1.00 1.00 1.00 1.00

Total cost 19.97 23.70 2097 24.70 14.80 15.00




