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General Information

Data Retrieval Location

This data was retrieved from the Pacific States Marine Fisheries Commission's Economics Data
Program at http://www.psmfc.org/efin.

Contact I nformation

Please direct any questions, suggestions or other comments to:
GeanaTyler
Assistant Fisheries Economics Data Manager
geana_tyler@psmfc.org
(206) 526-6683

PPI Data Sour ces

All PPl data are from the US Department of Labor, Bureau of Labor Statistics. They are
available at http://146.142.4.24/cgi-bin/srgate using the BLS Series ID provided in the
description of the data series.

Seasonal Adjustment

All PPI's available for download from EFIN are NOT seasonally adjusted.

Seasonally adjusted PPl's may be obtained at http://146.142.4.24/cgi-bin/srgate. To obtain a
seasonally adjusted CPI, use the BLS Series ID for the item you want replacing the'U" with an
"S". For instance, the BLS Series ID for a seasonally adjusted Producer Price Index Revision for

all commodities would be WPS00 (instead of WPUOQQ). For additional help, follow the Series ID
Formats link.

Periodicity of Data

All PPI's on the Economics Data Program website are available annually and monthly. Annual
and monthly data are both stored within each downloadable file. Use the following selection
procedures if you only wish to view one type of data.

Monthly vs. Annual Data
Select period = M 13 for annual data.
Select period <> M 13 for (bi)monthly data.


http://www.psmfc.org/efin
http://146.142.4.24/cgi-bin/srgate
http://146.142.4.24/cgi-bin/srgate

Commodities Based
Producer Pricelndices

Description of commodities-based PPI's

Commodities-based PPI’s are organized by type of product and end use, rather than by industry
type as the Industry-based PPI's are. Chapter 14 of the BLS Handbook of [PPI] Methods
explains further:

Commodity classification. The commodity classification structure of the Producer Price Index
organizes products by similarity of end use or material composition, regardiess of whether these
products are classified as primary or secondary in their industry of origin. This system is unique
to the PPI and does not match any other standard coding structure such as the SIC or the United
Nations Standard International Trade Classification. Historical continuity of index series, the
needs of index users, and a variety of ad hoc factors were important in developing the PPI
commodity classifications.

Fifteen major commaodity groupings (2-digit level) make up the all commodities index. Of these,
2 major commodity groupings form the index for farm products and processed foods and feeds,
while the other 13 are grouped into the industrial commodities price index. Each major
commodity grouping includes (in descending order of aggregation) subgroups (3-digit), product
classes (4-digit), subproduct classes (6-digit), and individual items (8-digit). The structure of the
traditional commodity classification system thus follows a strict, consistent hierarchy.

SeriesInformation For Fuel and Related Products and Power

BLS Series ID WPUO5
Producer Price Index Revision - Commaodities (WP)
Not Seasonally Adjusted (U)
Fuels and related products and power (05)
All commaodities within group (missing item code)
Base period: 1982=100
Data are available monthly and annually.



Industry Based
Producer Pricelndices

Overview of Industry-Based PPI's

Industry-based PPI’'s are organized by type of industry, rather than by type of product and end
use as the commaodities-based PPI’s are. Chapter 14 of the BLS Handbook of Methods explains
further:

Industry classification. A Producer Price Index for an industry is a measure of
changes in prices received for the industry's output sold outside the industry (that
IS, its net output). As previoudy stated, the SIC 4-digit industry code is the basis
for the industry price index system. Price indexes have also been available since
1985 for many more highly aggregated industry series at the 3- and 2-digit levels,
aswell as for total mining industries and total manufacturing industries.

Nearly every 4-digit industry price index is accompanied by detailed indexes
representing price movements for the various products made in that industry.
Code numbers for these indexes at the 5-digit (product class) and the 7-digit
(individual product) levels often follow the product codes and titles established by
the Bureau of the Census as extensions of the SIC structure. Sometimes, however,
BLS assigns its own codes and titles.

In general, there may be as many as three kinds of product price indexes for a
given industry. Every industry has primary product indexes to show changes in
prices received by establishments classified in the industry for products made
primarily, but not necessarily exclusively, by that industry. The industry under
which an establishment is classified is determined by those products accounting
for the largest share of its total value of shipments. In addition, most industries
have secondary product indexes to show changes in prices received by
establishments classified in the industry for products chiefly made in some other
industry. Finaly, some industries may have miscellaneous receipts indexes to
show price changes in other sources of revenue received by establishments within
the industry.

Overview of Industry-Based Stage-of-Process Classification
Chapter 14 of the BLS Handbook of Methods explains the stage-of-process classification system.
Industry-based stage-of-process classification.
The Bureau publishes industry-based stage-of-process indexes, with data

beginning in June 1985. These industry-based SOP indexes combine industry
price indexes with interindustry transaction data from the 1987 input/output tables



of the U.S. Department of Commerce; the result is a rigorous price model of the
industrial economy.

The industry-based SOP system is grounded on SIC industries, which are
allocated to processing stages based on their transaction relationships to each
other. The traditional SOP system is grounded on commodities, which are
allocated to processing stages based on their degree of fabrication and on the class
of their ultimate buyer.

Industry-based SOP data use net output and net input weights that exclude
transactions internal to an SOP component and that limit measurement to include
only those transactions which affect other SOP components. This practice
systematically eliminates multiple counting of price change, a problem which
affects some commaodity-based SOP indexes, particularly within the Intermediate
Goods category.

Industry-based SOP indexes are arranged to facilitate economic analysis of the
inflation transmission process by maximizing the amount of frontflows within the
system, i.e., transactions from industries classified in an earlier stage of process to
industries classified in a later stage. Backflows (i.e., transactions from a later
stage of process to an earlier stage) introduce circularity into what is ideally a
sequential system.

There are four major output SOP indexes: (1) Crude processors, (2) primary
processors; (3) semifinished processors, and (4) finished processors. There are
also four mgjor materia input SOP indexes, with two maor subindexes for final
demand: (1) Materia inputs to primary processors, (2) material inputs to
semifinished processors; (3) material inputs to finished processors, and (4)
materia inputs to final demand, including separate indexes for materia inputs to
personal consumption and material inputs to capital investment.®

® See "New Stage-of-Process Price System Developed for the Producer Price Index" by Robert
Gaddie and Maureen Zoller, Monthly Labor Review, April 1988.

Prepared Fresh or Frozen Fish and Seafoods I ndustry.

Data for industry-based PPl series on the Economics Data Website are based upon the prepared
fresh or frozen fish and seafoods industry, SIC 2092. This industry is described in the 1987 SIC

manual as follows:

Division D: Manufacturing
Major Group 20: - Food And Kindred Products

Industry Group 209: Miscellaneous Food Preparations And Kindred
2092 Prepared Fresh or Frozen Fish and Seafoods

Establishments primarily engaged in preparing fresh and raw or cooked frozen fish and
other seafoods and seafood preparations, such as soups, stews, chowders, fishcakes,



crabcakes, and shrimp cakes. Prepared fresh fish are eviscerated or processed by removal
of heads, fins, or scales. This industry also includes establishments primarily engaged in
the shucking and packing of fresh oystersin nonsealed containers.

Chowders, fish and seafood: frozen

Crabcakes, frozen

Crabmeat picking

Crabmeat, fresh: packed in nonsealed containers
Fish and seafood cakes, frozen

Fish fillets

Fish sticks

Fish: fresh and frozen, prepared

Oysters, fresh: shucking and packing in nonsealed containers
Seafoods, fresh and frozen

Shellfish, fresh and frozen

Shellfish, fresh: shucked, picked, or packed
Shrimp, fresh and frozen

Soups, fish and seafood: frozen

Stews, fish and seafood: frozen

Visit http://mww.psmfc.org/efin/siclup.html for a description of other fisheries-related industries.

Data for other industries may be obtained at http://146.142.4.24/cgi-bin/srgate by using another
SIC in place of 2092 in the BLS Series ID. For additional help, follow the Series ID Formats
link.


http://www.psmfc.org/efin/siclup.html
http://146.142.4.24/cgi-bin/srgate

Data Series Descriptionsfor
Producer Price Indices:
Prepared Fresh or Frozen Fish and Seafoods I ndustry

by state of process/product

Primary Products

BLS Series ID PCU2092#P

Producer Price Index Revision - Current Series (PC)

Not Seasonally Adjusted (U)

Prepared fresh or frozen fish and seafoods industry. (2092)
Primary products only (#P)

Base period: Dec 1982=100

Data are available monthly and annually.

These data relate to SC 2092 only.

These data relate to primary products only.

BLS says this series will reflect the average change in price these producers receive for the fresh
or frozen fish or seafood that they make and sell.

Secondary Products

BLS Series ID PCU2092#S
Producer Price Index Revision - Current Series (PC)
Not Seasonally Adjusted (U)
Prepared fresh or frozen fish and seafoods industry. (2092)
Secondary products only (#S)
Base period: Dec 1982=100
Data are available monthly and annually.

These data relate to S C 2092 only.



These data relate to secondary products only.

BLS says "The secondary products index is limited to reflecting the average change in price that
these producers receive for products other than fresh or frozen fish and seafood (e.g., canned or
cured fish and seafood)."



Groundfish Products

BLS Series ID PCU2092#31
Producer Price Index Revision - Current Series (PC)
Not Seasonally Adjusted (U)
Prepared fresh or frozen fish and seafoods industry. (2092)
Groundfish products only (#31)
Base period: June 1989=100
Data are available monthly and annually.

These data relate to SC 2092 only.
These data relate to groundfish products only

BLS definition of groundfish includes: cod, cusk, haddock, hake, perch, pollock, and whiting.



Corrugated and Solid Fiber Boxes

BLS Series ID PCU2653#1
Producer Price Index Revision - Current Series (PC)
Not Seasonally Adjusted (U)
Paperboard and Containers and Boxes Industry (265)
Corrugated Shipping Containers only (#1)
Base period: March 1980=100
Data are available monthly and annually.

These data relate to SIC 2653 only.

These data relate to Corrugated shipping containers only

BLS definition of corrugated and solid fiber boxes includes: boxes, containers, display
items, hampers, pads, pallets partitions and sheets.



Bureau of Labor Statistics I nfor mation

IMPORTANT NOTE

The BLS Overview of the PPl and the BLS Handbook of Methods have been added to this file
for your convenience. These documents were downloaded directly from the BLS website at the
URL’s below on 13 September 1999.

You are encouraged to view the most recent version of these documents on the BLS website
before including either document in your citations. The URL'’s are listed below.

If you do discover that either of these documents is not the most recent version, we would greatly
appreciate if you would notify the Economics Data Program. The Economics Data Program can
be reached via email at efin@psmfc.org, via phone at (206) 526-4251, (206) 526-6683 or toll
free at (888) 421-4251.

BL S Resourceson theWeb

The BLS Overview contained in this section was obtained at http://stats.bls.gov/ppiover.htm.

The BLS Handbook of Methods, Chapter 14: Producer Prices was obtained at
http://stats.bls.gov/opub/hom/pdf/homch14.pdf.

Addltlonally, you may find the following websites useful when using the PPI:
The BLS PPl Homepage is located at http://stats.bls.gov/ppihome.htm
The BLS Answers to Frequently Asked Questions is located at
http://stats.bls.gov/ppifag.htm
BLS Contact Information is located at http://stats.bls.gov/ppicon.htm
The BLS Homepage is located at http://stats.bls.gov/blshome.htm
The BLS form-based querying system is located at http://stats.bls.gov/sahome.html


http://stats.bls.gov/opub/hom/pdf/homch14.pdf
http://stats.bls.gov/ppihome.htm
http://stats.bls.gov/ppifaq.htm
http://stats.bls.gov/ppicon.htm
http://stats.bls.gov/blshome.htm
http://stats.bls.gov/sahome.html
http://stats.bls.gov/ppiover.htm
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Data

o The Producer Price Index (PPI) isafamily of indexes that measures the average change over timein
selling prices received by domestic producers of goods and services. PPls measure price change from
the perspective of the seller. This contrasts with other measures, such as the Consumer Price Index
(CPI), that measure price change from the purchaser's perspective. Sellers and purchasers' prices may
differ due to government subsidies, sales and excise taxes, and distribution costs.

o There are three main PPl publication structures:

= Industry-based. The PPl publishes over 500 industry price indexes in combination with over
10,000 specific product line and product category sub-indexes.

= Commodity-based. The PPI publishes over 3,200 commodity price indexes organized by
type of product and end use.

= Stage-of-processing based. The PPl publishes aggregate price indexes organized by
commaodity-based processing stage. The three stages of processing include Finished Goods;
Intermediate Materials, Supplies, and Components; and Crude Materials for Further
Processing.

o Other publication structures include:
= Producer price indexes by durability of product.

= Specia commodity groupings (e.g., Fabricated metal products, Construction materials, and
Selected textile mill products).

» Industry-based stage-of-processing indexes.
Coverage

o The PPI tracks price change for practically the entire output of domestic goods-producing sectors:
agriculture, forestry, fisheries, mining, scrap, and manufacturing.

o The PPI tracks price change for an ever-growing portion of the non-goods producing sectors of the
economy. New PPIs are gradually being introduced for the products of industriesin the


http://stats.bls.gov/bls_ADA.htm

transportation, utilities, finance, business services, health, legal, and professional services sectors of
the economy.

Data source

o The PPl sampleincludes approximately 25,000 establishments providing close to 100,000 price
quotations per month.

o Participating establishments report price data primarily through the mail.

o Goods and services included in the PPl are weighted by value-of-shipments data contained in the
1992 economic censuses.

o Industries and products are systematically resampled as needed.
Reference date

o For most items, establishments report product selling prices for the Tuesday of the week containing
the 13th of each month.

Publications

o Producer Price Indexes are usually made available during the second full week of the month
following the reference date. The monthly news release contains text explanation of aggregate index

movements and selected data tables.

o The PPI Detailed Report is printed and mailed during the middle of the second month following the
reference date.

o Selected PPl indexes are published in the BLS Monthly Labor Review.
o A limited amount of historical datais made available through the Handbook of Labor Satistics.

o Electronic access is available through aworld wide web (WWW) site and afile transfer protocol
(FTP) service.

Uses

o Contract escalation. PPl data are commonly used in escalating purchase and sales contracts. These
contracts typically specify dollar amounts to be paid at some point in the future. It is often desirable
to include an escalation clause that accounts for changesin input prices. For example, along-term
contract for bread may be escalated for changes in wheat prices by applying the percent changein the
PPI for wheat to the contracted price for bread. (See Escalation and Producer Price Indexes: A Guide

for Contracting Parties, BLS Report 807, September 1991.)

o Indicator of overall price movement at the producer level. PPI's capture price movement prior to
theretail level. Therefore, they may foreshadow subsequent price changes for business and
consumers. The President, Congress, and the Federal Reserve employ these datain formulating fiscal
and monetary policies.

o Deflator of other economic series. PPIs are used to adjust other time series for price changes and to
translate those series into inflation-free dollars. For example, constant-dollar gross domestic product
data are estimated using deflators based on the PPI.

o Measure of price movement for particular industries and products.

o Comparison of input and output costs.

o Comparison of industry-based price data to other industry-oriented economic time series.
0 Forecasting.

o LIFO (i.e, last-in, first-out) inventory valuation.


http://stats.bls.gov/news.release/ppi.toc.htm
http://stats.bls.gov/datahome.htm
ftp://ftp.bls.gov/
ftp://ftp.bls.gov/
http://stats.bls.gov/ppiesc.htm
http://stats.bls.gov/ppiesc.htm

Research in progress

o Services sector coverage expansion.

o Development of a stage-of-processing aggregation scheme based upon the flow of economic
transactions through the economy inclusive of the entire domestic output of goods and services.

Additional information

« For additional information on PPI methodology, see the BL S Handbook of Methods, Chapter 14, Producer
Price Indexes. This documentation is available in both HTML and PDF format.

PPl Home Page

BLS Home Page

Bureau of Labor Statistics
ppi-info@bls.gov

Last modified: July 28, 1999

URL.: http://stats.bls.gov/ppiover.htm


http://stats.bls.gov/opub/hom/homch14_itc.htm
http://stats.bls.gov/opub/hom/homch14_itc.htm
http://stats.bls.gov/opub/hom/homtoc_pdf.htm
http://stats.bls.gov/ppihome.htm
http://stats.bls.gov/ppihome.htm
http://stats.bls.gov/blshome.htm
http://stats.bls.gov/blshome.htm
mailto:ppi-info@bls.gov
http://stats.bls.gov/ppiover.htm

BLS Handbook of Methods, April 1997

Chapter 14.
Producer Prices

changes in selling prices received by domestic pra
ducers for their output. Most of the information used |N TH |S CHAPTER
in calculating producer price indexes is obtained throug
the systematic sampling of virtually every industry in the
mining and manufacturing sectors of the economy. The PR

The Producer Price Index (PPI) measures average

program (also known as the industrial price program) inf Background .............cccoceeuerriererenesesennsseeneennns 30
cludes some data from other sectors as well—agriculturéj Description of SUIVEY ..........cccccoveveeereeevrrreienenn
fishing, forestry, services, and utilites—gas and electric UNIVEISE oovvieieeieieieieieieseie s 31
ity. Thus the title “Producer Price Index” refers to an entire PHCES ©vvviecieeeieescieie et 31
“family” or system of indexes. Product change and quality adjustment......... 32
As of January 1996, the PPI program contained: ClasSifiCation ...........ccceveveveveeeeerereseeeseeennns 3
Data sources and collection methods ................. 35
* Price indexes for approximately 500 mining and manu4 Data pr_ocessing ................................................... 36
facturing industries, including over 10,000 indexes for spe Estimating procedures........ccccceeeeeevieiiiiicinninnnnn, 36

cific products and product categories; Weights ..... LT TSR P PP PP P PRI
Seasonal adjustment .........cccccceeeeeviiiiiciiieeneenn. 38

] o . MiSSING PrICES ...coceviiiiieieeeee e e e e e e e 9
* Over 3,200 commodity price indexes organized by type Rounding policy .......ccceeviveeiiiieiee e 139

of product and end use; Index calculation ...........ccceeeeveeeiiieeeciiee e, 189
Analysis and presentation .............ccccoeeecvvvveeenenn. 39
° Near|y 1,000 indexes for SpeCifiC outputs of industries Analysis .........................................................

in the services sector and other sectors that do not produ e Presentation ........ccoooveeveeveie i 40

physical products; and Uses and limitations ........ccooeevvvveveeieeiiieieeeeeeeeene 41
Economic indicator ..........ccccocoveiiieeiienennenn, 141

* Several major aggregate measures of price change of-
ganized by stage of processing, both commodity-based and
industry-based.

Private buSineSS USES ........coevvvviveieiieiiiiieeeens 42
Discontinued data ..............ccevveereiiieeinieeeeneenes 2

Together, these elements constitute a system of price

measures designed to meet the need for both aggregate in- Background
formation and detailed applications, such as following price
trends in specific industries and products. Known until 1978 as the Wholesale Price Index or WPI,

Measures-or indexes-of price change classified by inthe Producer Price Index is one of the oldest continuous
dustry form the basis of the program. These indexes reflegystems of statistical data published by the Bureau of Labor
the price trends of a constant set of goods and services whiéitatistics, as well as one of the oldest economic time series
represent the total output of an industry. Industry indexcompiled by the Federal Government. When first published
codes are based upon the Standard Industrial Classificé? 1902, the index covered the years from 1890 through
tion (SIC) system and provide comparability with a wide 1901. The origins of the index can be found in an 1891
assortment of industry-based data for other economic phaJ.S. Senate resolution authorizing the Senate Committee
nomena, including productivity, production, employment, on Finance to investigate the effects of the tariff laws “upon
wages, and earnings. the imports and exports, the growth, development, produc-
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BLS Handbook of Methods, April 1997

tion, and prices of agricultural and manufactured articlegirst purchase, rather than on prices paid to wholesalers by
at home and abroad.” retailers or others further down the distribution chain. This

The first index, published on the base period 1890-99%ew nomenclature was accompanied in 1978 by a shift in
was an unweighted average of price relatives for about 250e Bureau’s analytical focus from the all commaodities price
commodities. Since that time, many changes have beendex (which was popularly called “the” Wholesale Price
made in the sample of commodities, the base period, arilddex) to the Finished Goods Price Index and the other com-
the method of calculating the index. A system of weightingnodity-based stage-of-processing price indexes.
was first used in 1914, for example, and major sample ex- These changes were a prelude to the most comprehen-
pansions and reclassifications were implemented in 195&ive overhaul of industrial price methodology in the
and 1967. program’s history. Also begun in 1978, this overhaul was

The industrial price program’s original intent was to phased in gradually until the transition to the current meth-
measure changes in prices received for goods sold in prddology was essentially completed in January 1986.
mary markets of this country. The conceptual framework
and economic theory guiding the program’s evolution, while
more implicit than explicit, concentrated on obtaining the
price received by either a domestic producer or an importer
for the first commercial transaction.

One of the major limitations of the traditional method- Universe
ology was its reliance on judgment samples of commodities The Producer Price Index universe consists of the out-
and producers. This practice resulted in a system that wasit of all industries in the goods-producing sectors of the
too heavily composed of volume-selling products made byAmerican economy—mining, manufacturing, agriculture,
larger firms. The PPI therefore did not adequately reflectishing, and forestry—as well as gas, electricity, and goods
the behavior of the multitude of products whose individuakcompetitive with those made in the producing sectors, such
transactions values might have been small but which cohs waste and scrap materials. Imports are no longer included
lectively accounted for a sizable portion of the economywithin the PPI universe; however, the BLS International
Another result of judgment sampling was that the output oPrice Program publishes price indexes for both imports and
many industries was completely overlooked. Before the trarexports. (See chapter 18.) Domestic production of goods
sition to the current methodology began, products coverespecifically made for the military is included, as are goods
by the PPI program only accounted for about half of theshipped between establishments owned by the same com-
total value of output by the mining and manufacturing secpany (termed interplant or intracompany transfers).
tors. The practice of assigning equal weight to price reports The output of the services sector and other sectors that
from each producer of a given commodity, regardless oflo not produce physical products is also conceptually within
any disparity in size among these firms, may have causdtie PPI universe, although actual coverage is incomplete.
some distortions. As of January 1996, the PPI program publishes data for

Another limitation of the traditional PPl methodology selected industries in the following industry groups: Rail-
was its commodity orientation, which, while important, did road, water, and air transportation of freight; air passenger
not provide compatibility with the industry orientation of transportation; motor freight transportation and warehous-
most other Federal economic time series. The PPI's uniqueg; U. S. Postal Service; petroleum pipe lines; services in-
commodity classification scheme made it difficult to com-cidental to water transportation; tour operators and travel
pare producer price movements with data for most othesigencies; hotels and motels; communications; health ser-
economic variables that were expressed in terms of the Staviees; real estate; business services; electrical power and
dard Industrial Classification. natural gas utilities; automotive rental and leasing; and scrap

These and other weaknesses in the industrial price prand waste materials collection. While funding is currently
gram, combined with increased development of the theorinsufficient to permit full coverage of services, key sectors
of price indexes in preretail markets, spurred several changbave been targeted for inclusion. Over the next few years,
in terminology and operations during the 1970s. The 1978overage will be expanded to include significant represen-
program name change from Wholesale Price Index to Prdation of the health services, real estate, and business ser-
ducer Price Index, for example, was intended to reemphadces industries. Areas wholly overlapping the Consumer
size that the industrial price program continues to be basd®fice Index, such as personal services, will not be targeted.
on prices received by producers from whoever makes the

Prices

! Senate Committee on Finantéholesale Prices, Wages, and Trans- One crucial task in designing a price index is to define

portation,Senate Report No. 1394, “The Aldrich Report,” Part I, 52nd Con-What constitutes the “price” whose changes are to be mea-

gress, 2d sess., March 3, 1893; and U.S. Department of [Giumse of ) ' ; ) .
Wholesale Prices, 1890—190Rulletin No. 39, March 1902, pp. 205-09.  sured. A seemingly simple question such as “What is the

Description of Survey
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price of steel?” is unanswerable until it is made more spet5th. There are exceptions for some products, however. A
cific. number of farm products are priced on a day of the week
For the purposes of the industrial price program, a pricether than Tuesday. Prices for some refined petroleum prod-
is defined as the net revenue accruing to a specified procts are commonly an average of prices during the first 10
ducing establishment from a specified kind of buyer for avorking days of the month or the prices received by oll
specified product shipped under specified transaction termrefineries on the tenth working day. Price indexes for natu-
on a specified day of the month. This definition points upral gas to pipelines, liquefied petroleum gas, some indus-
the several price-determining variables that must be clartrial chemicals, and compact discs and audio tapes are still
fied before a cooperating business establishment can repddsed on data for the calendar month as a whole and there-
a meaningful price for any of its products to BLS. For ex-fore lag 1 month behind other indexes. The November in-
ample, if a company charges more for a red widget than @dex for natural gas to pipelines, for example, would reflect
white one, color is one of the price-determining variablesprice changes that actually occurred in October. Although
if all widgets sell for the same price regardless of colormost prices reported to the Bureau are the selling prices of
color is not a price-determining variable. selected producers, free on board (f.0.b.) point of produc-
Because the PPI is meant to measure changes in net réon, some prices are those quoted on organized commaodity
enues received by producers, changes in excise taxes—r@&xchanges or at central markets; this practice is most often
enues collected on behalf of the government—are not rdeund among farm products.
flected. But changes in rebate programs, low-interest
financing plans, and other sales promotion techniques afRroduct change and quality adjustment
reflected to the extent that these policies affect the net pro- Although the same product usually is priced month af-
ceeds ultimately realized by the producer for a unit sale. tfer month, it is necessary to provide a means for bridging
an auto manufacturer offers retail customers a rebate of $508ver changes in detailed specifications so that only real price
the manufacturer’s net proceeds are reduced by $500, andanges will be measured. An adjustment is especially im-
the PPI for new cars would reflect a lower price. (Converselyportant when one product is replaced by a new one. Even
termination of a rebate program would be treated as a priasghen companies report their selling prices based on altered
increase.) But if a retail car dealer offers retail customergansaction selling terms (e.g., price per 1,000 sold instead
an additional rebate whose cost is absorbed by the dealefrprice per 100), or when there is a change in the number
rather than the manufacturer, such a rebate would not afr identity of companies reporting to BLS, routine steps are
fect the PPI. (The Consumer Price Index, of course, woulthken to ensure that only true price changes influence the
reflect a customer rebate regardless of whether it was spomdex.
sored by the manufacturer or the dealer.) When a company respondent reports a price that reflects
The statistical accuracy of producer price indexes dea physical change in a product, the Bureau uses one of sev-
pends heavily on the quality of the information voluntarily eral quality adjustment methods. The direct comparison
provided by respondents. BLS emphasizes to cooperatingethod is used when the change in the physical specifica-
businesses the need for reports of realistic transaction pricégn is so minor that no product cost differences result; in
including all discounts, premiums, rebates, allowances, etdhis instance, the new price is directly compared to the last
rather than list or book prices. The use of list prices in theeported price under the former specifications, and the af-
industrial price program has been the exception rather thdacted index reflects any price difference.
the rule. Even before the conversion to the current method- When changes in physical characteristics of a product
ology, a BLS survey showed that only about 20 percent ofause product cost differences, however, the Bureau attempts
traditional commodity indexes were based on list pricesto make an accurate assessment of real price change by tak-
Inasmuch as the current methodology is more systemating systematic account of quality differences. The explicit
than the older methodology in concentrating on actual trangtuality adjustment method is especially important for auto-
action prices, the use of list prices is even less frequemhobiles, machinery, and other types of goods that undergo
now. periodic model changes. For these goods the usual method
Neither order prices nor “futures” prices are included for quality adjustment involves the collection of data from
because the PPI tries to capture the selling price for outptgporting companies on the costs they have incurred in con-
being shipped in that same month, not in some other tim@ection with the quality change. For example, if the selling
Changes in transportation costs are reflected in industpgrice of a new model car is $500 more than the previous
price indexes only when the producing company deliversnodel year’s version, and $200 of that increase is due to
the product itself without hiring a third party shipper. the extra product cost and normal margin associated with
Most prices refer to one particular day of the monththe addition of government-mandated safety equipment,
namely, the Tuesday of the week containing the 13th of thénen the real price has only risen by $300; the change in the
month; this pricing date can range between the 9th and thmassenger car index will reflect only that amount, not the
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nominal price rise of $500. Classification

Unfortunately, it is not always possible to obtain a value The Producer Price Index family of indexes consists of
for quality adjustment if, for example, the respondent isseveral major classification systems, each with its own struc-
unable to estimate the production cost difference betweenre, history, and uses. However, indexes in all classifica-
an old item and a new one, or if an explicit comparisortion systems now draw from the same pool of price infor-
between an entirely new product and a previous product imation provided to BLS by cooperating company reporters.
not feasible. In such cases, the Bureau may have to assuifiege three most important classification structures are: (1)
that any difference in price between the old and the newdustry; (2) commodity; and (3) stage of processing.
items is entirely due to quality differences; the Bureau, there-
fore, employs the “overlap” method (if possible). Under thisindustry classificationA Producer Price Index for an in-
method, the Bureau collects prices for both the old and thaéustry is a measure of changes in prices received for the
new item over a period of time and chooses 1 month as thiedustry’s output sold outside the industry (that is, its net
overlap month. The difference between the prices of theutput). As previously stated, the SIC 4-digit industry code
two items in the overlap month is assumed to represent the the basis for the industry price index system. Price in-
value of their quality differences. For purposes of calculatdexes have also been available since 1985 for many more
ing the official price index, the Bureau uses price changelighly aggregated industry series at the 3- and 2-digit lev-
for the old item through the overlap month but thereafteels, as well as for total mining industries and total manu-
follows price changes only for the new item. facturing industries.

When resource cost information is absent from the re- Nearly every 4-digit industry price index is accompa-
porter concerning product attributes that have changed, rded by detailed indexes representing price movements for
different yardstick is employed to measure these missinthe various products made in that industry. Code numbers
values. It has been very difficult to estimate the value ofor these indexes at the 5-digit (product class) and the 7-
improvements or deteriorations in products manufacturedigit (individual product) levels often follow the product
by companies included in “high tech” industries such agodes and titles established by the Bureau of the Census as
computers, semiconductors, and so forth. These industriextensions of the SIC structure. Sometimes, however, BLS
may frequently develop new products that are technologiassigns its own codes and titles.
cally superior and cost less. The conventional quality ad- In general, there may be as many as three kinds of prod-
justment methodology is suitable for situations in whichuct price indexes for a given industry. Every industry has
increased resource costs for producing a product are necgsimary product indexes to show changes in prices received
sary for improved performance. This is the exact oppositby establishments classified in the industry for products
of what typically happens in industries that manufacturenade primarily, but not necessarily exclusively, by that in-
sophisticated products comprised of electronic componentsglustry. The industry under which an establishment is clas-
This inverse relationship between cost changes and qualisjfied is determined by those products accounting for the
changes requires many different techniques for index conargest share of its total value of shipments. In addition,
struction, especially in the area of quality adjustmeXxit.  most industries have secondary product indexes to show
alternative quality adjustment technique using hedonic rechanges in prices received by establishments classified in
gressions has been incorporated into PPl adjustment prthe industry for products chiefly made in some other indus-
cesses Hedonic regressions estimate the functional relatry. Finally, some industries may have miscellaneous re-
tionship between the characteristics embodied in theeipts indexes to show price changes in other sources of
products in a market and the products’ selling prices. Theyevenue received by establishments within the industry.
yield estimates of “implicit prices” for specified product
characteristics that may be used to value the quality imCommodity classificationThe commodity classification
provement resulting from changes in the various charactructure of the Producer Price Index organizes products by
teristics embodied in a product. The value of the qualityimilarity of end use or material composition, regardless of
improvement can then be removed from the reported pric&hether these products are classified as primary or second-
change to obtain a measure of the pure price change appayy in their industry of origin. This system is unique to the
priate for the PPI. PPl and does not match any other standard coding struc-

ture such as the SIC or the United Nations Standard Inter-
national Trade Classification. Historical continuity of in-
2 See “New Price Index for the Computer Industry,” by James Sinclairdex SEries, th.e needs Of.mdex use'.’s’ and a variety of ad. hoc
and Brian Catroriylonthly Labor RevieyOctober 1990. factors were important in developing the PPl commodity

3 Since January 1991, the Bureau has published a computer price indekassifications.
incorporating these new quality adjustment procedures. In addition, series for Fifteen major Commodity groupings (2-digit |eve|) make

other high—tech industries related to computers may also incorporate these . . .
new techniques of adjusting for embodied technological change. up the all commodities index. Of these, 2 major commodity
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groupings form the index for farm products and processedessed foods, such as bakery products and meats. The fin-
foods and feeds, while the other 13 are grouped into thished energy goods component includes those types of en-
industrial commodities price index. Each major commod-ergy to be sold to households—primarily gasoline, home
ity grouping includes (in descending order of aggregationheating oil, residential gas, and residential electricity. The
subgroups (3-digit), product classes (4-digit), subproductategory for consumer goods other than foods and energy
classes (6-digit), and individual items (8-digit). The struc-includes durables such as passenger cars and household fur-
ture of the traditional commaodity classification system thusiture, and nondurables such as apparel and prescription
follows a strict, consistent hierarchy. drugs. The capital equipment index measures changes in
prices received by producers of durable investment goods
Corresponding indexedNearly all 8-digit commodities such as heavy motor trucks, tractors, and machine tools.
under the traditional commodity coding system are now The category for intermediate materials, supplies, and
derived from corresponding industry-classified product in-components consists partly of commaodities that have been
dexes. In such instances, movements in the traditional corprocessed that still require further processing. Examples of
modity price indexes are identical to movements of theisuch semifinished goods include flour, cotton yarn, steel
counterparts. Although most traditional commodity pricemill products, and lumber. The intermediate goods category
indexes continue to be published on their own original basalso encompasses nondurable, physically complete goods
period, the corresponding industry product price indexepurchased by business firms as inputs for their operations.
are published on a base of the month of their introductiorExamples include diesel fuel, belts and belting, paper boxes,
Therefore, monthly percent changes for corresponding imand fertilizers.
dexes will be virtually identical even though their respec- Crude materials for further processing are defined as
tive index levels may diffe. unprocessed commodities not sold directly to consumers.
Specifications for 8-digit commaodities priced under theCrude foodstuffs and feedstuffs include items such as grains
current methodology generally follow Census Bureau defiand livestock. The crude energy goods category consists of
nitions and are considerably broader than those formerlgrude petroleum, natural gas to pipelines, and coal. Ex-
used for traditional commodity indexes. Because compaamples of crude nonfood materials other than energy in-
nies report prices for a broad range of commodity and transiude raw cotton, construction sand and gravel, and iron
action-term specifications within a given commodity in- and steel scrap.
dex, it is not feasible to publish meaningful average prices Many major commodity-based stage-of-processing price
for individual commodities. Price indexes are usually calindexes exist continuously back to 1947. However, some
culated by constructing an index for each reportingspecial groupings within this system (such as finished goods
establishment’s price and then averaging these indexes, wiltss foods and energy) were first calculated in the 1970s
appropriate establishment weights, to derive the commodind have no historical record before then.
ity index.
Industry-based stage-of-process classificatitime Bureau
Commodity-based stage-of-processing classifica@am-  publishes industry-based stage-of-process indexes, with data
modity-based stage-of-processing (SOP) price indexes r&eginning in June 1985. These industry-based SOP indexes
group commodities at the subproduct class (6-digit) levetombine industry price indexes with interindustry transac-
according to the class of buyer and the amount of physicaibn data from the 1987 input/output tables of the U.S. De-
processing or assembling the products have undergone. partment of Commerce; the result is a rigorous price model
Finished goods are defined as commaodities that are ready the industrial economy.
for sale to the final-demand user, either an individual con- The industry-based SOP system is grounded on SIC in-
sumer or a business firm. In national income accountingustries, which are allocated to processing stages based on
terminology, the Finished Goods Price Index roughly meatheir transaction relationships to each other. The traditional
sures changes in prices received by producers for two po&OP system is grounded on commaodities, which are allo-
tions of the gross national product: (1) Personal consumpzated to processing stages based on their degree of fabrica-
tion expenditures on goods, and (2) capital investmertion and on the class of their ultimate buyer.
expenditures on equipmehiVithin the Finished Goods Industry-based SOP data use net output and net input
Price Index, the consumer foods category includes unproeveights that exclude transactions internal to an SOP com-
essed foods, such as eggs and fresh fruits, as well as ppsnent and that limit measurement to include only those
transactions which affect other SOP components. This prac-
+Lists of corresponding commodity codes and product codes appear fiCe Systematically eliminates multiple counting of price
Sugplement to Producer Price Indexes, Data for 19p0353-86. change, a problem which affects some commaodity-based
The Producer Price Index universe excludestheconsumersemcespg-op indexes, particularly within the Intermediate Goods

tion of total consumption expenditures and the structures portion of inves
ment expenditures. category.
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Industry-based SOP indexes are arranged to facilitat8ystem, because most employers are legally required to par-
economic analysis of the inflation transmission process bticipate. Supplementary information from multiple, pub-
maximizing the amount of frontflows within the system, licly available lists is used to refine the industry’s frame of
i.e., transactions from industries classified in an earlier stagestablishments.
of process to industries classified in a later stage. Backflows The next step in constructing an industry sample con-
(i.e., transactions from a later stage of process to an earlisists of clustering establishments into price-forming units.
stage) introduce circularity into what is ideally a sequentiaEach member of a price-forming unit must belong to the
system. same industry; establishments in a profit center that belong

There are four major output SOP indexes: (1) Crude prao other industries are excluded in this step. An establish-
cessors; (2) primary processors; (3) semifinished procesnent is defined as a production entity in a single location.
sors; and (4) finished processors. There are also four majowo establishments may occupy the same or adjacent space
material input SOP indexes, with two major subindexes foif they are separable by physical identification,
final demand: (1) Material inputs to primary processorsrecordkeeping, or both. Establishments are the units for
(2) material inputs to semifinished processors; (3) materiavhich production and employment data are usually col-
inputs to finished processors; and (4) material inputs to filected; however, in many cases establishments are not the
nal demand, including separate indexes for material inpu@ppropriate unit for the collection of producer price data.
to personal consumption and material inputs to capital inSeveral establishments owned by a single firm may be op-
vestment. erated as a cluster and constitute a profit-maximizing cen-

ter. In such cases, the business maximizes profits for the
Other.There are several additional classification structuresluster as a whole rather than for any one establishment. A
within the PPI family of indexes. For example, producerprofit-maximizing center is therefore the price-forming unit.
price indexes are available by durability of product. Alloca- Once a list of price-forming units in an industry has been
tion of individual commaodities to durability-of-product cat- compiled, the list may be stratified by variables appropriate
egories (such as durable manufactured goods and total ndior that industry. The criterion for identifying the sampling
durable goods) is based on the Census Bureau definitiostrata is whether price trends may be different for different
products with an expected lifetime of less than 3 years anealues of a variable. For example, the size of the produc-
classified as nondurable, while products with a longer lifdion unit may cause differences in production technologies
expectancy are considered durable goods. Special commaahd, thus, different responses to changes in demand or in-
ity grouping indexes (such as fabricated metal products angut costs. Some industries may be characterized by geo-
selected textile mill products) rearrange PPl commodity datgraphically independent markets, which may become strata.
into different combinations of price series. In 1986, BLSWithin each stratum, units are usually ordered by size to
began publication of indexes measuring changes in pricesnsure a proportionate distribution of the sample.
of material inputs to construction industries. The next step is to assign the number of units to be se-

Most Producer Price Indexes, whether commodity- oridected in each stratum. This assignment may be in direct
ented or industry-oriented, are national rather than region@roportion to the value of shipments by units in each stra-
in scope. However, regional price indexes are published fdum. However, if there is evidence that some strata have
a few selected items, such as electric power, coal, sand ansbre heterogeneity in price change, these strata will be as-
gravel, scrap metals, and cement, where regional markesggned a greater proportion of the total sample than their
are the rule rather than the exception. simple shipment values would require. Each price-forming
unit is selected systematically with a probability of selec-
tion proportionate to its size. Ideally, the proper measure of
size would be the total revenue of the unit; however, in
practice, employment is used as a proxy because employ-
ment information is usually more readily available.

An industry as a whole is the basic starting point for Once an establishment or cluster of establishments is
sampling, and each industry has an individually designedelected for pricing, a BLS field economist visits the unit to
and tailored sample. The first step in selecting a sample solicit its cooperation. The management of the unit is as-
to construct a universe frame of establishments classifiesured that their assistance is completely voluntary, and that
within that industry. The primary source for compiling this any information they agree to provide to BLS will be safe-
universe of establishments is the Unemployment Insuranaguarded under the strictest guarantees of confidentiality.

Current laws have consistently been interpreted to ensure

5 See "New Stage-of-Process Price System Developed for the Producthat no one other than s_wor_n BLS employees, -InC|Udm-g
Price Index" by Robert Gaddie and Maureen Zolemthly Labor Review 8_{h_er government age”‘?'eS* 1S E_dlowed af:cess el_ther to in-
April 1988. dividual company price information or to information that
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could identify reporting companies. that confidentiality would not be compromised.

If the establishment agrees to participate in the Producer The BLS sample of each industry’s producers and out-
Price Index program, the BLS field economist proceeds tput must be updated every few years to account for chang-
select those transactions to be priced through time frorimg market conditions. This procedure, called “resampling,”
among all the unit’s revenue-producing activities. A prob-takes place relatively often for industries marked by dy-
ability sampling technique called disaggregation is used toamic changes in production technology or industry struc-
select those transactions. The disaggregation procedure asre. More stable industries need to undergo resampling
signs to each category of items shipped, and to each cadgss frequently. In practice, many of the reporting compa-
egory of other types of receipts, a probability of selectiomies and products included in the sample may be the same
proportionate to its value within the reporting unit. Theboth before and after resampling.
categories selected are broken into additional detail in sub-
sequent stages until unique items, or unique types of other
receipts, are identified.

Even after a physically unique item has been selected, it
is usually necessary to disaggregate further. If the same
physical item is sold at more than one price, then the con- Producer Price Indexes are the output of a series of com-
ditions that determine that price—such as the size of thputer subsystems which automate most operations. Although
order, the type of customer, etc.—must also be selected gmeviously limited to relying upon mainframe computers,
the basis of probability. This method for identification of PPI data processing has increasingly turned to microcom-
terms of sale (or transaction terms) both ensures that thmiter and local area network (LAN)technologies.
same type of transaction is priced over time and eliminates After BLS field representatives conduct an initial sur-
any bias in the selection of the terms of sale. vey of each reporting establishment, the data collected are

To minimize the reporting burden on cooperating com+eviewed by the Bureau’s regional offices to ensure consis-
panies, the disaggregation process described above usudhycy and completeness. These data are then subject to fi-
is completed within 2 hours in the initiation interview. (An nal review by the Bureau'’s national office staff. At that point,
example of the product checklists used in this process & survey can be prepared, tailored specifically for each es-
shown at the end of this chapter.) Subsequently, reportingblishment listing all price-determining variables and terms
companies agree to supply prices for those items selected sale for each selected product. These surveys are called
on an agreed-upon schedule, usually monthly but someepricing schedules and, subsequently, are sent to the re-
times less often. BLS Form 473P, also shown at the end gbrting establishment on a regular basis.
this chapter, is used for reporting producer prices. The de- In the Bureau’s repricing system, the schedules returned
gree of cooperation generally remains high, although somey the respondents are scanned by an optical character
companies decline to participate from the beginning andeader, which logs in each form and captures the essential
others may drop out of the program. data elements. The Bureau’s economists then verify the price

The publication of company-specific data in identifiableinformation and check for changes that might have been
form is prohibited in the statistical and research work oimissed by the optical character reader. The repricing sys-
BLS. Data from firms participating in the PPI survey aretem makes possible the collection and processing of cur-
encrypted to ensure the respondent’s confidentiality everent prices of over 100,000 items, as well as any changes in
within the Bureau, so that only those few staff membershe price determining characteristics of those items.
with an absolute need to know can identify a respondent. The estimation system takes the item prices from the
Furthermore, publication criteria have been established tepricing system and calculates the published indexes, gen-
prevent an inadvertent revelation of a respondent’s identitgrating a variety of outputs used for production of printed
to the public through the movement in a published index statistical tables, floppy diskettes, and mainframe data tapes.

In most cases, publication of an index requires that: (1) These automated data processing systems for the PPI
There be at least three different respondents in the survefgcilitate the accuracy and timeliness of published PPI data
(2) there is price information from at least two of theseand protect the confidentiality of data supplied by the re-
reporting units in any given month; and (3) no single respondents.
spondent accounts for 50 percent or more of the total weight
for that item. With few exceptions, indexes which do not
meet these standards are not published. For series such as
those for agriculture, whose price data are compiled frorieights
sources in the public domain, only one quote is required to If the Producer Price Index system were composed merely
pass the test for number of respondents. BLS industry anafindexes for individual products, with no grouping or sum-
lysts may allow an index to be published if they determinenarization, there would be no need to devise a comprehen-
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sive weight structure. However, given the desire for numemBureau of Economic Analysis of the U.S. Department of
ous indexes for groupings of individual products, there is &ommerce, and other detailed industry data. Currently, in-
need for a weight system that will let more important prod-dustry price indexes are calculated primarily with 1992 net
ucts have a greater effect on movements of groupings. Witleutput weights and 1987 input-output relationships.
out a weighting structure, a 10-percent rise in gasoline prices
would have no more significance than a 10-percent rise ieights for traditional commodity groupingdeights for
greeting card prices. individual commaodity price indexes, and in turn for com-
modity grouping price indexes, are based on gross value of
Commodity and product aggregation weighisprice in-  shipments data, as compiled by the Bureau of the Census
dex for even the most finely detailed commodity or productind a few other sources. This is in contrast to the net output
(usually termed a “cell index”) cannot be calculated with-weights used for industry indexes. These commodity weights
out applying a policy for weighting the individual price re- represent the total selling value of goods produced or pro-
ports received by BLS for each item. Reports of some estabessed in the United States, f.0.b. production point, exclu-
lishments are given more weight than those from others igsive of any excise taxes. Since January 1987, shipment val-
accordance with data on shipment values provided to BL8es between establishments owned by the same company
field representatives during the initiation interviews with (termed interplant transfers) have been included in com-
reporting establishments, adjusted by BLS probability semodity and commodity grouping weights; interplant trans-
lection techniques. fers had been excluded from the weight structure before
To calculate both commaodity and product indexes foithen.
levels of aggregation above the cell index, BLS compiles Commodity and commodity grouping weights are up-
weights based on values of shipments derived from infordated periodically to take into account changing produc-
mation provided by the Bureau of the Census and a fewon patterns. Since January 1996, these weights have been
other source$ Product index weights, however, are basedlerived from the total net selling value of commodities re-
only on values of shipments for those aggregations of progsorted in the 1992 economic censuses. From January 1992
ucts made within the same industry; thus, shipment valugbrough December 1995, 1987 shipment values formed the
for the same products made in other industries are ndbundation for commaodity and commodity grouping weights.
counted. From January 1987 through December 1991, 1982 weights
were used. Between January 1976 and December 1986, 1972
Industry net output weightsr compiling price indexes for weights were used. Updated weights are incorporated into
4-digit SIC industries, as well as for more highly aggrethe PPl system in a manner that does not require recalcula-
gated industry group indexes, BLS employs net output vation of indexes for earlier periods.
ues of shipments as weights. Net output shipment values BLS does not publish the actual values used as weights,
include only shipments from establishments in one indusbut does publish what is called a relative importance for
try to establishments classified in other industries or to fieach commodity and commodity grouping. The relative
nal demand. By definition, then, net output shipment valimportance of an item represents its basic value weight,
ues differ from gross shipment values by excludingincluding any imputations, multiplied by the relative of price
shipments among establishments within the same industrghange from the weight date to the date of the relative im-
even if those establishments are owned by separate and portance calculation, expressed as a percentage of the total
dependent firms. The meaning of “net output” depends omalue weight for the all commodities category. Data show-
the context of the index grouping. The net output for totalng the relative importance of commodity groupings with
manufacturing, for example, would be the value of manurespect to the three major stage-of-processing groupings are
factured output shipped outside the entire manufacturinglso available.
sector, e.g., to the construction sector or to consumers. In BLS calculates relative importance data for December
addition to the value of shipments data supplied by the Cemf each year. Except when entirely new weights are intro-
sus of Manufactures, BLS also constructs appropriate neluced from the latest industrial censuses, or when there are
output price indexes through the use of data on detaileshmple changes affecting a given grouping, relative impor-
industry flows from the input-output tables compiled by thetance data usually change from one December to another
solely because of relative price movements. The relative
o ke gy o o o oo pgoance ofa commodity wil e f s pric rses faster
tﬁ?gfr)eau of the Cengugof the U.S. Departmentgof Commer&erigys ¥han the _a” CommOdl_tles index; Conversely’ a Com_mOdl_ty
of Manufactures(2) Census of Mineral Industridsvhich includes oiland ~ Whose price falls or rises less than the all commodities in-
gas production); (3¢ensus of Agricultureand (4)Census of Service In-  dex will show a smaller relative importance. Published rela-
dustries.Other current weight sources include the Energy Information Ad-tive importance data are not used, however, as fixed inputs

ministration of the U.S. Department of Energy and the National Marine Fish-= ) .
eries Service of the U.S. Department of Commerce. by the Bureau to calculate monthly price indexes. Rather,
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each commodity’s actual weight value fluctuates each montbuts); however, there are some exceptions where narrower
in accordance with its previous price movements. Theoproduct classes may be used. In either case, the weights for
retically, the Bureau could calculate and publish a new sé¢hese product classes are assigned on a wherever-made ba-
of relative importance data every month. Relative imporsis, so that weights for secondary products are also included.
tance data for any given commodity grouping also chang8pecifically, gross-weighted product classes that are con-
when its components are subjected to a sample change. tributed as inputs to each SOP category are weighted ac-
cording to their proportionate use ratio, which indicates

Commodity-based stage-of-processing indekes.com-  what portion of each product class is used collectively by
modity-based stage-of-processing indexes, weights are dhdustries assigned to that SOP category. Also, to eliminate
located to detailed SOP indexes at the subpradiass (i.e., transactions internal to an SOP industry, product figures
6-digit) level of commodity code series. These detailed SORepresenting SOP inputs originating from within the same
indexes are in turn aggregated to broader SOP indexes, sSUBBP are given a net input weighting in addition to the pro-
as finished goods, and also to SOP special groupings, supbrtionate use ratio which applies to all of the SOP input
as finished goods excluding foods and energy. Allocationdata. A net input ratio is applied which reflects the propor-
of subproduct classes to detailed SOP indexes appear irtian of inputs received from industries outside the stage of
table of relative importance data published in the annuglrocess in question.
supplement to the monthRPI Detailed Reportférmerly
Producer Price Indexes). Seasonal adjustment

The value-weight of a single subproduct class may be PPI series are selected for seasonal adjustment if statis-
allocated among several different commodity-based SO#fcal tests indicate seasonality and if there is an economic
categories to reflect different classes of buyers. For examplegtionale for the observed seasonality. Both indexes and rates
a portion of the value-weight of the citrus fruits index hasof change can be published on a seasonally adjusted basis.
been assigned to the index for crude foodstuffs and feedstuffs
to represent the proportion of citrus fruit sold to food pro-Direct and aggregative adjustmerll commodity code
cessors; most of the rest of the value-weight for this groupseries, and a few SOP series, that are seasonally adjusted
ing has been assigned to the index for finished consumare adjusted directly, by applying the X-11 ARIMA proce-
foods. The allocations of these value-weights to various SO@ure based on a multiplicative model to data for the latest 8
categories are currently based on input-output studies faalendar yearsSeasonal factors for the latest full calendar
1972 conducted by the Bureau of Economic Analysis. Thgear are used to generate adjusted data for the current year.
relative value-weights within any subproduct class are th#&lost commodity-based stage-of-processing series, however,
same as for those within the commodity classificatiorare adjusted by the indirect or aggregative method, which
scheme. is more appropriate than direct adjustment for broad cat-

egories whose component series show strongly different

Industry-based stage-of-process index&s:. both sets of seasonal patterns. Under the aggregative method, direct
indexes within the industry-based stage-of-process systeradjustment is first applied to indexes at lower levels of de-
industry data are weighted into SOP totals based on thdmil, and thereafter the adjusted detail is aggregated up to
1992 Census value of shipments since January 1996. Igield the broad SOP index. (For those detailed series which
dustry data may be allocated to more than one industrjrave not been selected for seasonal adjustment, the origi-
based SOP, as in the commaodity-based SOP system descrilmed, unadjusted data are used in the aggregation process.)
above. Specifically, commodity groupings at the subproduct class

For net output industry-based SOPs, net output weightevel (i.e., 6-digit commodity codes) are usually first aggre-
are allocated at the 4-digit industry level. The net outpugated to detailed SOP series; after those detailed SOP se-
value includes only that portion of output value which goesies have been seasonally adjusted directly, they are aggre-
to industries in other stages of process and excludes shigated to form the seasonally adjusted total SOP series. There
ments among industries within a stage of process. A listingre several exceptions to this general scheme, such as the
of the assignment of specific industries to the four net outenergy and food groupings at all three major stages of pro-
put SOP groupings appears in the methodology study bgessing, and all subproduct classes within the Finished
Gaddie and Zoller referenced at the end of this chapteGoods index; in these cases, the subproduct class data are
BLS does not publish industry-level weights for either theadjusted directly rather than after first being aggregated to
net output or the material input industry-based SOR: detailed SOP series.
schemes.

For material input industry-based SOP groupings,

Welghts are generally allocated at the_ 4'd|g|t_pr0dUCt class 8 A general description of how seasonal adjustment procedures are typi-
level (i.e., primary product class series for industry outwcally applied at BLS is given in appendix A at the end oftaisdbook.
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Intervention Some index series show erratic behavior whichthese changes are calculated on the basis of the published,
can cause problems in making an accurate seasonal adjusiunded indexes.
ment. An index series whose underlying trend has experi-
enced a sharp and long-lasting shift will generate distortethdex calculation
results when put through the X-11 ARIMA procedure. Trend In concept, the Producer Price Index is calculated ac-
shifts have been observed, for example, when petroleucording to a modified Laspeyres formula:
prices have reacted to major policy changes instituted by
the Organization of Petroleum Exporting Countries (OPEC)
cartel—a recurring event which happens at infrequent and I = (Z Q.P./3Q,P,)x100
irregular intervals. Another kind of distorting change mayWhere: _ o _ _
occur when the seasonal pattern itself changes, such as whenP, iS the price of a commodity in the comparison period;
many firms within an industry decide to change the months P, is its price currently; and _ _
of the year in which they will institute their regular price Q@ represents the quantity shipped during the weight-
increases. base period. _ _

In order to compensate for those instances where such An alternative formula more closely approximates the
distortions are both substantial and identifiable, an estafictual computation procedure:
lished method of intervention analysis, developed at BLS,
is sometimes applietln recent years, BLS has used inter- _
vention analysiEFiJn seasonal a(}tlljustment for various refined L [(Z Q P ( P/ P°)) 'z Q .P °] x 100
petroleum products, passenger cars, and tobacco products.

Broad SOP indexes that are adjusted by the aggregativellr:. this f_orm, the |nd(te_x |sfthe Wer']g,r:ted aver:fll%e of price
method and that have been affected by such distortions ared |\{es, .., price ratios for eac_; : er_n fF). The ex-
ression (QP) represents the weights in value form, and

corrected by applying intervention analysis to those com?

ponent detailed series where the problem has been observgb‘?.P "in? Q eIemen_ts (both of \.Nh'Ch originally r(_elat? to
period “a” but are adjusted for price change to period “0")

Missi : are not derived separately. When specifications or samples
issing prices i X o
hange, the item relatives must be computed by linking

If no price report from a participating company has bee 200 . . )
received in a particular month, then the change for thi eug':g";?g tgg;?iﬁg’ii:g;g;zazparate periods for which

price will in general be estimated by averaging the pric
changes for the other items within the same cell (i.e., for
the same kind of products) for which price reports have

been received. Analysis and Presentation

Rounding policy Analysis
Whenever rounding is performed to prepare PPl data™, - 1978, as the transition to the current methodology

for publication, the data are rounded to the nearest tenth Bf BLS al hifted it Wtical f Prior to that
a decimal place. To derive monthly or annual average in2c9an. aso,s ned 1ts analytical focus. Frior o tha
e, the Bureau’s economic analysis had focused on the

dexes, BLS bases its calculations on unrounded data; indé'g] e : 4 R
Il commodities index, the industrial commodities index,

figures are rounded at the final step only. Before 1991, aft . . . .

nual averages for index series based on commodity co d. other highly aggregated major gommodlty groupings.

data were calculated by using the rounded published i -uring the 19.705.’ however, when price chan.ges Were par-

dexes for the individual months; this is no longer the caset'.cu!arly volat_lle, it became cllear that _these mdexes were
ubject to a bias from the multiple counting of price changes.

Annual averages for industry and product indexes have af’- brief itiol N that ori h
ways been based on unrounded indexes. n brief, a multiple-counting bias means that price changes

To derive seasonally adjusted indexes, rounded publishi_gr components that go through many stages of processing

data which are unadjusted are divided by rounded seaso Ve an excessive influence on aggregate index SEres. This
oblem is common among highly aggregated traditional

factors; the seasonally adjusted index data which result afk : : .
then rounded for publication. commodity groupmgs.b_ecause they are calculated from price
When BLS displays percent changes in association Witﬁhanges of pommodltleg at severall stag.es of processing,
any index data (whether unadjusted or seasonally adjuste here each |nd|V|.duaI price changg Is weighted by its total
rfoss value of shipments in the weight-base year.
To illustrate the multiple-counting problem, suppose that
9 See “On the Use of Intervention Analysis in Seasonal Adjustment” by the price of cotton rises sharply. If this price increase is

A. Buszuwski and S. Scot®roceedings of the Business and Economics passed through by Spinners of cotton yarn then by weavers
SectionAmerican Statistical Association, 1988. '
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of gray cotton fabric, then by producers of finished cottorsidered officially published at that time.
fabric, and finally by shirt manufacturers, the single price  The monthlyPPI Detailed Reports published several
increase for the raw material cotton would have been inweeks after the news release date and is available to the
cluded five times in the all commodities index and fourpublic from the U.S. Government Printing Office on a paid
times in both the industrial commodities category and irsubscription basis. The monthly detailed report currently
the major commodity group for textile products and ap-4ncludes most published indexes within the PPI family of
parel. Inasmuch as prices throughout the economy are ahdexes that are not seasonally adjusted; data for series which
ways changing at different rates, multiple counting can reduplicate those whose codes appear in print are available
sult in rates of change for aggregated price indexes that analy on request. ThBetailed Reportalso shows yearly
highly misleading, both because material prices tend to bgercent changes, both seasonally adjusted and unadjusted
more volatile than finished goods prices are and becauseonthly percent changes, and a few seasonally adjusted
gross output values are used as weights for major commoihdexes. In addition, it contains a narrative section explain-
ity groups. (Less aggregated commodity grouping indexesg the most significant price movements within major
that cover only a single stage of processing are not affectefage-of-processing and industry groups for that month.
by this multiple-counting defect.) When appropriate, special technical articles discuss the latest
Commodity-based stage-of-processing indexes are cusample changes (usually effective in January and July of
rently the central classification structure used by the Bueach year), updates in seasonal adjustment factors or
reau for analyzing price trends in the general economy baveights, or other changes in methodology or presentation.
cause they minimize the multiple-counting problem. InOccasionally, a longer article provides a more in-depth ex-
particular, since 1978 the Finished Goods Price Index hgdanation of the economic background underlying recently
been stressed by the Bureau as the single most importastiserved price movements.
index. This index measures inflation in consumer and capi- A subscription to this periodical also includes an annual
tal goods, upon which demand for materials and other insupplement. This supplement, commonly mailed to sub-
puts depends. Both this index and the Crude Materials fagcribers in the summer of the year following the reference
Further Processing Index are largely free of multiple-countyear, provides final monthly indexes and annual averages
ing problems because they are rather strictly defined. Thir the calendar year, as well as tables of relative impor-
Intermediate Materials, Supplies, and Components Indexance data effective for December of that year. Neither the
however, is a residual, encompassing everything that camonthly periodical nor the annual supplement includes in-
not fit into one of the other two major stage-of-processindgormation on actual dollar prices for any item.
categories. This index, therefore, includes several different Printouts of tables of historical price indexes for any PPI
stages of processing (three such stages in the example sgries are available from the Bureau on request, usually
the shirt above) and is affected by the multiple-countingvithout charge. Two computer tapes are available at cost;
problem. Industry-based stage-of-processing indexes pr@ne shows complete historical tables for all individual com-
vide another solution to the problems inherent in aggremodities and commodity groupings, commodity-based
gated price indexes based upon a weighting structure usisgage-of-processing groupings, durability-of-product group-

gross shipment values. ings, and other indexes from older PPI structures, and the
other shows complete historical records for industry-based
Presentation SOP groupings and for industry and product indexes clas-

Producer price indexes are usually issued in the secorsified according to the SIC and the Census product codes.
or third week of the month following the reference month.Complete historical records are also available on micro-
The specific monthly dates for each year are announcdithe at cost. Monthly diskettes showing the latest monthly
prior to the beginning of each calendar year and are deteralues and the previous 12 months of data for most series
mined by the pricing date of the previous month. Thancluded within the PPl news release are also available.
monthly summary PPl news release—available withouThe monthly PPI news release may also be accessed on-
charge from the Bureau—shows the most recent originallline through the Internet.
released and revised data for all commodity-based stage-
of-processing indexes and for selected major commodit$peasonally adjusted datBecause price data are used for
groupings that comprise the bulk of these indexes. Whildifferent purposes by different groups, BLS publishes sea-
all indexes in the news release are shown on an unadjusteohally adjusted as well as unadjusted data each month.
basis, seasonally adjusted monthly percent changes also &@& economic analysis of price trends, seasonally adjusted
shown for many series; price changes over the last 12 monttiata are usually preferred because they are designed to elimi-
are also included. Even though the news release can dizate the effect of changes that normally occur at about the
play only a limited number of PPI series, all Producer Pricsame time and in about the same magnitude each year—
Indexes are available at the time of the release and are cauch as price movements resulting from normal weather
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patterns, regular production and marketing cycles, modeince period which is defined to equal 100.0. The current
changeovers, seasonal discounts, and holidays. Data ttstdndard base period for most commodity-oriented PPI se-
are seasonally adjusted can therefore reveal more cleanies is 1982, but many indexes that began after 1982 are
long-term or cyclical trends. based on the month of their introduction. The following
The economic analysis that the Bureau conducts for PRabulation shows an example of the computation of index
data are normally based on seasonally adjusted data. Ungmbint and percent changes.
justed data are used for analysis when a series has not been
selected for seasonal adjustment. Because seasonal adjust-

) . . ) ; Index point change
ment is a tool for enhancing economic analysis, those in-

dex series which the Bureau deemphasizes for the purpogghished Goods Price Index 121.3
of economic analysis are deliberately not calculated on hess previous index 1185
seasonally adjusted basis. In particular, those producer pri€gluals index point change 2.8

indexes which are subject to the multiple-counting prob-

. . o9 Index percent change
lem described earlier, such as the all commodities index P 9

and the indexes for the major commodity groups, are ndfidex point change 2.8

available on a seasonally adjusted basis. Ealtlj(iji?sd by previous index 01&2845
The unadjusted version of PPI data are of primary intefresults multiplied by 100 0.024 x 100

est to those who need information which can be more readilgquals percent change 2.4

related to the dollar values of transactions. For example,
unadjusted data are used in price escalation clauses of long-An increase of 20 percent from the reference base pe-
term sales or purchase contracts. riod in the Finished Goods Price Index, for example, is
The latest 5 years of seasonally adjusted data are revisskdown as 120.0. This change can be expressed in dollars as
at the beginning of each year. This is in addition to the 4follows: Prices received by domestic producers of a system-
month revision, discussed below, which applies to all PPatic sample of finished goods have risen from $100 in 1982
data both seasonally adjusted and unadjusted. The newly $120 today. Likewise, a current index of 133.3 would
revised 5-year histories for seasonally adjusted data are maidelicate that prices received by producers of finished goods
available with the release of January data in mid-Februaripday are one-third higher than what they were in 1982.
of each year. From time to time, the Bureau updates its standard ref-
erence base period. The change to the 1982=100 base oc-
Revised dataAll unadjusted Producer Price Indexes arecurred in January 1988; before that, 1967 was used as the
routinely subject to revision only once, 4 months after origi-standard reference base year. For reasons explained above,
nal publication, to reflect late reports and corrections byany change of standard reference base periods leaves calcu-
company respondents. Once revised, indexes are considions of percent change for any index virtually unaffected.
ered final. The Bureau does not use the term “preliminaryHowever, care must be taken to ensure that indexes on one
to describe the originally released PPI numbers, becausmse period are not being incorrectly compared against in-
“preliminary” usually describes data that are based on dexes for the same series expressed on a different base pe-
small sample of information and that are typically subjectiod.
to large revisions. When Producer Price Indexes are first
released, they are typically based on a substantial portion
of the total number of returns that will eventually be re-
ceived from respondents; hence, subsequent revisions are
normally minor, especially at the more highly aggregated
grouping levels. “First published” or “originally released”  Producer price indexes are used for many purposes by
are more appropriate terms than “preliminary.” Changegovernment, business, labor, universities, and other kinds
in previously published data caused by a processing errof organizations, as well as by members of the general pub-
are so indicated in a subsequent news release and/or die-
tailed report; such occurrences are rare.

Uses and Limitations

Economic indicator
Calculating index changedlovements of price indexes The Finished Goods Price Index is one of the Nation’s
from one month to another should usually be expressed asost closely watched indicators of economic health. Move-
percent changes rather than as changes in index points eents in this index are often considered to presage similar
cause index point changes are affected by the level of ttehanges in inflation rates for retail markets, as measured
index in relation to its base period, while percent changesy the Bureau's Consumer Price Index. While this may
are not. Each index measures price changes from a refasmetimes be the case, there are many reasons why short-
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term movements in the PPl and the CPl may diverge. Fascalation clauses of long-term sales or purchase contracts
example, the Finished Goods Price Index by definition exas a means to protect both the buyer and the seller from
cludes services, which constitute a major portion of the CPunanticipated surges or drops in prices. For example, an
The Producer Price Index does not measure changes in prieescalation clause may specify that the price for x number of
for imported goods, while the Consumer Price Index inwidgets being sold by company A to company B each year
cludes imports. Conversely, the CPI does not capture changesl go up or down by a specified fraction of the percentage
in capital equipment prices, a major component of the Finef change in material costs, as measured by one or more
ished Goods Price Index. Large swings in producer pricespecified producer price indexes (often in conjunction with
for foods and other items may be considerably dampendtie change in a measure of labor costs, such as the Employ-
by the time retail prices are measured. ment Cost Index). Hundreds of billions of dollars in con-
Other commodity-based stage-of-processing price intract values are tied to producer price ndexes through these
dexes besides the Finished Goods Price Index are used fmice escalation clauses; such clauses are common in both
general economic analysis. Because prices for food and egevernment and private sector contracts.
ergy have tended to be so erratic in recent years, some econo-Private companies can also use PPI data to compare
mists prefer to focus attention on an index such as finishethanges in material costs they incur against changes in the
goods other than foods and energy as a better measureR#®I for that material. By the same token, they can compare
the so-called “core” or “underlying” rate of inflation. The changes in the selling prices they charge for their own out-
Index for Intermediate Materials, Supplies, and Compoput to changes in the PPI for the same kind of product. PPI
nents is closely followed as an indicator of material cosinformation is also employed in econometric models, in
pressures that may later appear in the Finished Goods Prifigecasting, in market analysis, and in academic research.
Index and/or the CPI. The index for crude materials othePPI's are frequently used in LIFO (Last-In, First-Out) in-
than foods and energy is quite sensitive to shifts in totalentory accounting systems by firms wishing to avoid the
demand and can be a leading indicator of the state of thénd of “phantom profits” that might appear on their books
economy; its limited scope, however, makes it less reliableiith a FIFO (First-In, First-Out) system.
as an indicator of the future status of inflation in general.
The stage-of-processing structures are especially well suitddiscontinued data

for analysis of the inflation transmission process. Those wishing to follow PPI data for a particular series
over a prolonged time span should be aware that highly
Deflator detailed indexes are more vulnerable to discontinuation by

Producer Price Index data for capital equipment are useBLS than are aggregated indexes. During the industry
by the U.S. Department of Commerce to help calculate theesampling process described earlier, for example, an in-
gross domestic product (GDP) deflator and many of its condustry index (4-digit level) is commonly kept continuous
ponent deflators. PPI data at all levels of industry and conbefore and after the resampling process is completed, while
modity aggregation can be used to deflate dollar values exadexes for detailed products within that industry may be
pressed in current dollars to constant-dollar values for discontinued and replaced by items that are new or that had
variety of economic time series, such as inventories, salespt been selected for pricing before. Finely detailed indexes
shipments, and capital equipment replacement costs. To #re also vulnerable to temporary suspension of publication.
lustrate the deflation concept, suppose that nominal shipFhe Bureau’s rules against disclosure of confidential infor-
ment values for a given industry have doubled over a 10mation preclude publication of indexes when fewer than
year span. If the Producer Price Index for that same industitiiree companies are in the sample for a given product. Even
has tripled over the same time span, then the “real” (i.eif there are three firms in the sample for a given product,
inflation-adjusted) value of shipments for that industry haghe Bureau will ordinarily publish that index only if at least
actually declined; higher prices would more than accountwo companies actually report prices and if no single re-
for the doubling of dollar shipment values, and physicaporter accounts for more than half of the market for that

volume would have implicitly fallen. product. When a detailed index disappears either tempo-
rarily or permanently, the Bureau routinely recommends
Private business uses that users who had been following than index either choose

Private business firms use PPI data to assist their operanother detailed index within the same product grouping
tions in a variety of ways, in addition to using these figure®r else switch their attention to a more highly aggregated
for general economic analysis or deflation as discussegrouping index.
above. Producer price indexes are frequently cited in price
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