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FURTHER REMARKS AND DISCUSSION

Additively Consistent Price and Quantity Measures

(Revised December 1999)

Claude Hillinger

I appreciate the positive reactions and the interest in evaluating my proposal for the next national accounts
meeting in Geneva.

My paper presented at the meeting did not fully elaborate either the economic theory or the chaining
process for an arbitrary number of links. This is done in the two sublementary papers placed on the web
site. On Chained Price and Quantity Measures that are Additively Consistent is now in a revised version
on the web, to correct an error in the earlier version.

The principal criticism came from the U.S. delegate Robert Parker of the Bureau of Economic Analysis. I
will attempt to paraphrase his objections and reply to them.

Objection: The BEA has already experimented with the measures I proposed, or with similar measures.
These computations led to pathologies, specifically to ‘‘negative prices”.

Reply: I assume what is meant is that a negative price level was computed, since prices are not computed
at all, being merely inputs. This cannot possibly occur under my proposal. I did not define a level, but
could easily do so. I followed the convention that the initial aggregate, real, or quantity, measure 0Q , is the

initial nominal expenditure 00qp . This implies an initial price level 10 =P . Subsequent price levels are

obtained by chaining with the centered price index
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known also as the Marshall-Edgeworth price index. It can never be negative. The price level for period N
is given by

1101 −⋅⋅⋅⋅= NNP λλλ � ,

necessarily a positive number.
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More generally, it is a fundamental feature of my system of computations that they are based on
expenditures which in principle could actually take place in the market. This provides the economic
content and precludes any kind of anomalies from arising.

Objection: Additively is not important, because users do not regard it as important.

Reply:

1. The assertion is incorrect. An entire issue of the Journal of Economic and Social Measurement
(24, 2, 1998) is devoted to the problems which data inconsistencies create for macroeconomic
modelling.

A private company has been running full page ads in Business Economics, in which they depict a
user, locked up in chains because of data inconsistencies. They claim to be able to unlock the
chains. This shows that users are at a loss about how to deal with the inconsistent data supplied to
them by the BEA and are willing to pay hard cash to private firms for dubious advice.

2. Why should the views of users regarding data about which they are not informed matter that
much? If the BEA tells them that the data they are getting are the best that can be produced, they
have no way of challenging that assertion. How about asking the users if they prefer consistent or
inconsistent data?

Scientific innovations are creative acts on the part of scientists, they cannot be demanded by the
general public before they have been invented. The first estimates of the national product were
estimates by William Petty in the Eighteenth Century, because he wanted to put economics on a
scientific basis. The national accounts were strongly motivated by Keynes and Richard Stone
with similar scientific motivations. None of this was demanded in advance by the general public.
In the natural sciences, the idea that users should arbitrate the methods scientists use would be
regarded as absurd.

A good example of all this is that my method automatically computes relative prices. No one,
including myself, appears ever to have considered this possibility. It simply materialized before
my eyes as I did the mathematics.

Objection: The BEA computes contributions to growth. This obviates the need to compute levels.

Reply: Contributions to growth can naturally be computed within my system as well. However, they are
not a full substitute. Structural, explanatory economic models are usually formulated in terms of levels.
These can be converted to growth rates only as local approximations. Furthermore, this is a nontrivial task.

Concluding remarks: A methodology needs to be supported by positive arguments. It is not enough to
argue that the anomalies it produces are not all that serious. I have provided positive arguments for
adopting the methodology I propose.

I strongly second the effort of Paul McCarthy to have this methodology critically examined and tested for
the next meeting. The agency best equipped, in terms of experience and resources, to do the job is BEA.
Regardless of the outcome, this would be a real contribution to scientific economics as well as to the needs
of users.


