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14. The System of Price Statistics

A. Introduction

14.1  This chapter is about value aggregates and
their associated price indices in an integrated sys-
tem of economic statistics. To understand why
value aggregates are important, we foreshadow the
next chapter, which addresses concepts for decom-
posing value aggregates into price and volume
components. Chapter 15 begins with defining a
value aggregate in equation (15.1) as the sum of the
products of the prices and quantities of goods and
services. Equations (15.2) and (15.3) characterize a
price index as the factor giving the relative change
in the value aggregate arising from changes in
prices. Not surprisingly then, to define a price in-
dex, it is first necessary to define precisely the as-
sociated value aggregate.

14.2  Four of the principal price indices in the
system of economic statistics—the PPI, the CPI,
and the export and import price indices (XPI and
MPI)—are well-known and closely watched indica-
tors of macroeconomic performance. They are di-
rect indicators of the purchasing power of money in
various types of transactions and other flows in-
volving goods and services. As such, they also are
used as deflators in providing summary measures of
the volume of goods and services produced and
consumed. Consequently, these indices are impor-
tant tools in the design and conduct of the monetary
and fiscal policy of governments, and they are also
useful in informing economic decisions throughout
the private sector. They do not, or should not, com-
prise merely a collection of unrelated price indica-
tors but provide instead an integrated and consistent
view of price developments pertaining to produc-
tion, consumption, and international transactions in
goods and services. By implication, the meaning-
fulness of all of these indices derives in no small
measure from the significance of the value aggre-
gates to which each refers.

14.3  Section B of this chapter establishes the re-
lationships among the four major price series, as

well as their relationships with a number of sup-
porting or derivative price indices. It does this by
associating them with certain aspects of the inter-
locking aggregates defined in the /993 SNA. Sec-
tion C briefly considers purchasing power parities
in the system of economic statistics.

14.4  The reader interested in a survey of the
goods and services accounts of the /993 SNA and
how it interrelates to the full range of price indices
in the economy will find the entire chapter of inter-
est. Users engaged principally in compiling the PPI
should focus on Sections B.1.1, B.1.2, B.1.3.1,
B.1.3.2, B.1.3.6, and B.2, since these deal directly
with the PPI. This sequence of sections skips over
explanations of how the 7993 SNA builds up the
consumption, capital formation, and external trade
flows in the supply and use table (SUT) of the /993
SNA from the accounts of individual economic
agents. Also skipped in this sequence are the total
economy price indices for total supply, final uses,
GDP, and the price index for labor services.

14.5  Section B.5 also may be of interest to com-
pilers, because it focuses on how the PPI relates to
other major price indices. Chapter 4 of this Manual
on weights and their sources cross-references the
current chapter, which defines the institutional unit
and transactions scope of the PPI. It also lays out
the conceptual framework for the weights of the
PPI and its net production and stage-of-processing
variants. These sources comprise the Output subma-
trix of the Supply matrix, and the Intermediate Con-
sumption and Value-Added submatrices of the Uses
matrix. Chapter 6 on price collection discusses the
practical dimensions of defining the price to be col-
lected, cross-referencing the current chapter regard-
ing the basic price valuation basis for the PPI output
aggregates.
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B. Major Goods and Services
Price Statistics and National
Accounts

B.1 National accounts as a
framework for the system
of price statistics

14.6  The significance of a price index derives
from its referent value aggregate.' This chapter
considers a core system of value aggregates for
transactions in goods and services that is clearly of
broad economic interest: the system of national ac-
counts. The major price and quantity indices
should, in principle, cover those value aggregates in
the national accounts system representing major
flows of goods and services and levels of tangible
and intangible stocks. If the coverage of the major
indices is not complete relative to the national ac-
counts aggregates, then it should be compatible
with and clearly related to the components of these
aggregates. This chapter shows how the national
accounts positions headline price indices such as
the PPI and CPI, and how we can logically link
these indices.

14.7  The 1993 SNA, paragraph 1.1, describes it-
self as follows:

1.1 The System of National Accounts (SNA)
consists of a coherent, consistent and integrated
set of macroeconomic accounts, balance sheets
and tables based on a set of internationally agreed
concepts, definitions, classifications and account-
ing rules. It provides a comprehensive framework
within which economic data can be compiled and
presented for purposes of economic analysis, de-
cision taking and policy making.

14.8  The accounts cover the major activities
taking place within an economy, such as produc-
tion, consumption, financing, and the accumulation

'As noted in Chapter 2, price indices may be used as de-
flators and general economic indicators. They also may be
used in the calculation of escalators for adjusting contract,
government pension, and transfer payments. A distinction
may be drawn between a price index, which is defined in
this chapter as the price component of relative change in a
value aggregate, and an escalator, which is one of the uses
of a price index. While an escalator may be chosen as equal
to a selected price index, the optimal determination of esca-
lators can lead to more complex functions of price indices
than a simple identity relationship.

of capital goods. Some of the flows involved, such
as income, saving, lending, and borrowing, do not
relate to goods and services, so not all of them can
be factored into price and quantity components.
However, the 1993 SNA also contains a comprehen-
sive framework, the supply and use table, discussed
in more detail below, within which the relationships
among the main flows of goods and services in the
economy are established and displayed. The cover-
age and contents of these flows are defined, classi-
fied, and measured in a conceptually consistent
manner. The table clearly shows the linkages
among major flows of goods and services associ-
ated with activities such as production, consump-
tion, distribution, importing, and exporting. It pro-
vides an ideal framework for designing and orga-
nizing a system of internally consistent price statis-
tics that relate to a set of economically interdepend-
ent flows of goods and services. Not only are the re-
lationships among consumer, producer, import, and
export prices established within such a table, but so
are their linkages with price indices for major mac-
roeconomic aggregates such as GDP.

14.9  This overview of price indices first takes a
top-level view of the major national accounts ag-
gregates. It then reviews the underlying construc-
tion of these aggregates. It first considers the types
of economic agents that the national accounting
system recognizes. It then considers the economic
accounts kept on transactions that build up to the
main aggregates. As these accounts are built from
their foundations, precise relationships emerge be-
tween the well-known headline price indicators—
the PPI, CPI, XPI, and MPl—and the closely
watched national accounts aggregates.

B.1.1 Supply and use of goods
and services in the aggregate

14.10 At the most aggregate level, the supply and
use of goods and services in the national accounts is
the simple textbook macroeconomic identity equat-
ing total supply with total uses. Total supply is the
sum of output Y, imports M, and taxes less subsi-
dies on products 7. Total uses is the sum of inter-
mediate consumption Z, the final consumption of
households C and government G, capital formation
1, and exports X2

This chapter uses the standard terminology of the 7993
SNA, in which net accumulation of current output to enable
(continued)



(14D Y+M+T=Z+C+G+I1+X.

14.11 Rearranging this identity by subtracting in-
termediate consumption and imports from both
sides reveals the familiar alternative expressions for
GDP from the production (value-added) and ex-
penditure approaches:

(14.2) (Y—Z)+T
=value added +T
=C+G+I1+X-M
= GDP.

GDP is internationally recognized as the central na-
tional accounts aggregate for measuring national
economic performance. It is essentially a measure
of production, distinct from final demand. More
precisely, it measures the value added of the pro-
ductive activity carried out by all the units resident
in an economy. Since imports are not included in
GDP, a price index for GDP tracks internally gen-
erated inflation. Compiling indices for tracking the
parts of relative change in GDP and its components
that can be attributed to price and volume change is
perhaps the primary objective for developing price
statistics in modern statistical systems.

14.12  As explained in more detail later, the SUT
in the /1993 SNA is a comprehensive matrix cover-
ing the economy that exploits the identities, equa-
tions (14.1) and (14.2), at a disaggregated level.
Each row of the matrix shows the total uses of a
commodity, or group of commodities, while each
column shows the total supplies from domestic in-
dustries and imports. The SUT provides an account-
ing framework that imposes the discipline of both
conceptual and numerical consistency on data on
flows of goods and services drawn from different
sources. The flows have to be defined, classified,
and valued in the same way, and any errors have to
be reconciled. The SUT provides a good basis for
compiling a set of interdependent price and quantity
indices. In the following sections, the various ele-
ments or building blocks that make up the SUT are
considered.

future production is called Capital formation rather than In-
vestment.

14. The System of Price Statistics

B.1.2 Institutional units and estab-
lishments: economic agents and units
of analysis in the national accounts

14.13 In building the accounting system and the
major aggregates ¥, M, T, Z, C, G, I, and X of equa-
tions (14.1) and (14.2), the 71993 SNA first organizes
the economy of a country into the kinds of entities
or agents that undertake economic activity. These
agents are called institutional units and comprise
five types of units that are resident in the economy,
as well as a single nonresident category—the rest of
the world. An institutional unit is resident in an
economy if its primary center of economic interest
is located there.’ The five types of resident institu-
tional sectors are nonfinancial corporations, finan-
cial corporations, general government, households,
and nonprofit institutions serving households
(NPISHs). Generally speaking, the 1993 SNA asso-
ciates with institutional units the ability to hold title
to productive assets, and thus they represent the
smallest units on which complete balance sheets
can be compiled. *

14.14 For analyzing production, the 7993 SNA
identifies a unit or agent smaller than an institu-
tional unit, called an establishment or local kind of
activity unit (LKAU). Within an institutional unit,
the establishment is the smallest unit organized for
production whose costs and output can be identified
separately. Generally, establishments specialize in
the production of only a few types of output at a
single location.

14.15 In addition to production activity, institu-
tional units may engage in final consumption of
goods and services and in capital formation, repre-
sented by the accumulation of goods and services as
productive assets. The 1993 SNA classification of
institutional units into sectors is shown in Box 14.1.
Notice that the 71993 SNA institutional sectors repre-

*For example, this is determined by physical domicile for
households, according to whether the household has been
living within the geographic boundaries of a country for a
year or more.

*The 71993 SNA classification or sectoring of institutional
units does not strictly follow the legal status of institutional
units, but rather their function. Hence, a government-owned
nonfinancial enterprise producing output sold at prices sub-
stantially covering its costs and for which a balance sheet
can be compiled would be classified as a nonfinancial cor-
poration, along with nonfinancial legal corporations. For
further details, see 1993 SNA, Chapter IV.
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Box 14.1. Institutional Sectors in the System of National Accounts 1993

S.1 Total economy

S.11

S.12

S.13

S.14

S.15

Nonfinancial corporations
Ultimate subdivisions public, national private, and foreign-controlled
Financial corporations
Ultimate subdivisions public, national private, and foreign-controlled
S.121 Central bank
S.122 Other depository corporations
S.1221 Deposit money corporations
S.1222 Other depository corporations, except deposit money corporations
S.123 Other financial intermediaries, except insurance corporations and pension funds
S.124 Financial auxiliaries
S.125 Insurance corporations and pension funds
General government
Alternate scheme n = 1, social security funds shown as a separate branch of government S.1314
Alternate scheme n = 2, social security funds included as components of central, state, and local branches,
and S.1314 deleted
S.13n1 Central government
S.13n2 State government
S.13n3 Local government
S.1314 Social security funds
Households
Classified according to the largest source of income received
S.141 Employers (Mixed income," owning an unincorporated enterprise with paid employees)
S.142 Own-account workers (Mixed income, owning an unincorporated enterprise without paid employees)
S.143 Employees (Compensation of employees)*
S.144 Recipients of property and transfer income’
S.1441 Recipients of property income
S.1442 Recipients of pensions
S.1443 Recipients of other transfers
Nonprofit institutions serving households (NPISHs)

S.2 Rest of the world

'To understand how subsectors S.141 and S.142 of households are formed, an explanation of the term mixed income is in order.
This, in turn, requires the national accounts income concept of operating surplus. The operating surplus of an enterprise is the
residual of the value of output less purchases of goods and services, inputs, wages and salaries, employers’ social contributions
(social security and pension payments), and taxes net of subsidies payable on production that are unrelated to products. The mixed
income of household unincorporated enterprises is algebraically defined identically with the operating surplus of other enterprises.
However, for unincorporated household enterprises, the compensation of the owners or proprietors of the enterprise may not be
included in the recorded compensation of employees item, and thus the difference between output and operating cost will include
compensation for the owners’ labor. The distinct terminology merely recognizes that the owners’ wages are often inextricably

mixed with the operating surplus for these units.

*Compensation of employees comprises wages and salaries and the employer-provided benefits comprising employers® social

contributions.

3Property income comprises interest, dividends, and rent.

sent the units typically covered in economic and
household censuses and surveys. The 1993 SNA, as
indicated by its name, focuses on the activities of
institutional units that are resident in a nation. A

provision for the rest of the world (S.2 in Box 14.1) given country or region.

is made to capture the transactions of resident insti-
tutional units with nonresidents. Transactions of
nonresidents with other nonresidents are out of
scope for the national or regional accounts of a



B.1.3 Constructing the system of
supply and use flows from accounting
data on institutional units

14.16 Equations (14.1) and (14.2) identified the
basic aggregates comprising the total supply and
uses of goods and services in the economy, and de-
rived GDP in terms of these aggregates. To separate
the price and volume components of supply and
use, it is necessary to build these basic aggregates
from the institutional sector accounts of the econ-
omy’s economic agents. One must detail the pro-
duction and consumption activities of these agents,
as well as the types of goods and services they pro-
duce and consume. The framework within which
this information is organized is the SUT in the na-
tional accounts. As it is built, the SUT also effec-
tively begins to accumulate data on the price (or
quantity or volume) index weights considered in
Chapter 4. The basic accounts of the /993 SNA in
which all of these aggregates are recorded at the
level of institutional units are the production, use of
income, capital, and external goods and services
accounts. These accounts organize the information
for the following top-level aggregates:

e Production account: Output Y, intermediate
consumption Z, and value added Y - Z;

e Use of income account: Household consump-
tion C and government consumption G;

e (Capital account: Capital formation K; and

e External goods and services account: Exports X
and imports M.

B.1.3.1 Recording transactions in goods
and services

14.17 Before further elaborating on these four
goods and services accounts, it is important to spec-
ify how each entry in the value aggregates compris-
ing them is to be recorded. The items in the value
aggregate equation (14.1) represent detailed goods
and services flows classified into categories of
transactions. There are two defining aspects of re-
cording transactions: timing and valuation.

B.1.3.1.1 Timing of transactions covered

14.18 To associate each transaction with a date,
the national accounts consider a transaction to have
been consummated when the event takes place that
creates the liability to pay. In the case of flows of
goods and services, this occurs when the ownership

14. The System of Price Statistics

of the good is exchanged or when the service is de-
livered. When change of ownership occurs or the
service delivered, a transaction is said to have ac-
crued. In general, this time need not be the same as
the moment at which the payment actually takes
place.

B.1.3.1.2 Valuation

14.19 There are two valuation principles in the
national accounts, one for suppliers and one for us-
ers. For suppliers, transactions in goods and ser-
vices are to be valued at basic prices. The basic
price is the price per unit of a good or service re-
ceivable by the producer.” Because the producer
does not receive taxes (if any) on products but does
receive subsidies (if any) on products, taxes on
products are excluded from the basic price, while
subsidies on products are included.® The producer
also does not receive invoiced transportation and
insurance charges provided by other suppliers, or
any distribution margins added by other retail or
wholesale service producers, and these also are ex-
cluded from the basic price. On the other hand, the
user, as purchaser, pays all of these charges. Users’
purchases are therefore valued at purchasers’
prices, which add taxes net of subsidies on products
and margins for included transportation, insurance,
and distribution services to the basic price.

The term receivable is used to indicate that the price re-
fers to an accrued transaction for the seller, and the term
payable is used to indicate a transaction that has accrued to
the purchaser.

The 7993 SNA distinguishes between taxes on products
and other taxes on production. Taxes net of subsidies on
products 7 include all taxes payable per unit or as a fraction
of the value of goods or services transacted. Included in T
are excise, sales, and the nonrefundable portion of value-
added taxes, duties on imports, and taxes on exports. Subsi-
dies on products include all subsidies receivable per unit or
as a fraction of the value of goods or services produced, in-
cluding in particular subsidies paid on imports and exports.
Other taxes on production comprise, for example, taxes on
real property and taxes on profits. Other subsidies on pro-
duction include, for example, regular payments by the gov-
ernment to cover the difference between the costs and reve-
nues of loss-making enterprises. Of total taxes and subsidies
on production, only taxes and subsidies on products are con-
sidered in defining basic and purchasers’ prices. By implica-
tion, there are no taxes payable on products included in ei-
ther of the aggregates Y or M, while subsidies receivable on
products are included in these aggregates.
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Table 14.1. Production Account for an Establishment, Institutional Unit, or

Institutional Sector
(1993 SNA items in bold refer to flows in goods and services)

Uses Resources

P.2 Intermediate consumption (purchas- [ P.1
ers’ prices)

Output (basic prices)

B.1  Gross value added (balances the ac-
count; that is, it is the difference be-
tween output [P.1] and intermediate

consumption [P.2])

Of which, memorandum items break-
ing down total output for classifying
the market/nonmarket status of the
producer unit:

P.11 Market output
P.12 Output for own final use
P.13 Other nonmarket output

14.20  Accordingly, output Y and imports M in
equations (14.1) and (14.2) are valued at basic
prices, to which are added taxes less subsidies on
products T to arrive at total supply.” The compo-
nents of total uses are valued at purchasers' prices.
This is clearly interpreted for the final consumption
of households and government. For capital forma-
tion expenditures, the notion of purchasers’ prices
also includes the costs of setting up fixed capital
equipment. For exports, purchasers’ prices include
export taxes net of subsidies, according to the “free
on board” (f.o.b.) value at the national frontier.
Now each of the four major goods and services ac-
counts are discussed in turn.

"The reader may have noted that transportation, insurance,
and distribution margins have somehow disappeared after
having been introduced. Whether these services are included
with the good or invoiced separately does not affect the total
expenditure on goods and services by the purchaser. For the
economy as a whole, these transactions cancel out, but when
industry activity and product detail are considered, they will
have redistributive effects among goods and services prod-
ucts. This point is revisited in the discussion of the supply
and use table.

B.1.3.2 Production

14.21 An institutional unit engaged in production
is said to be an enterprise. By implication, any of
the five types of resident institutional units can be
an enterprise. The production account for enter-
prises in the 71993 SNA appears, with minor reorder-
ing of elements, essentially as shown in Table 14.1.
An identical presentation also applies to the estab-
lishments or LKAUs owned by enterprises, and, in
fact, an establishment can be defined operationally
as the smallest unit for which a production account
can be constructed. There are cases in which an es-
tablishment or LKAU is synonymous with, or at
least inseparable from, the institutional unit that
owns it. This is true of single-establishment corpo-
rations and of household unincorporated enter-
prises, for example. In other cases, an enterprise
may own multiple establishments. The production
account also can be produced for various establish-
ment and enterprise groupings, including institu-
tional sectors, but also for establishment industry or
activity groups. In the production account and
throughout the 7993 SNA, the transaction codes be-
ginning with “P.” refer to entries for transactions in
goods and services. The codes beginning with “B.”
refer to so-called “balancing items,” which are de-
fined residually as the difference between a re-



sources total and the sum of itemized uses of those
resources.

14.22  For classifying an establishment or LKAU,
output is broken down into market output and two
types of nonmarket output. Market output (P.11) is
sold at economically significant prices substantially
covering the cost of production. Nonmarket output
is provided without charge or at prices so low they
bear no relationship to production cost. The two
types of nonmarket output are output for own final
use (P.12) and other nonmarket output (P.13). Out-
put for own final use includes the production of, for
example, machine tools and structures (fixed capital
formation items) by an establishment for the sole
use of the establishment itself or other establish-
ments in the same enterprise; the imputed rental
value of certain productive assets owned by house-
holds, such as (and currently limited to) owner-
occupied dwellings; and the production of certain
other unincorporated household enterprises, such as
agricultural products produced by a farmer for con-
sumption by his own family or his employees.
Other nonmarket output comprises the output of
general government and NPISHs distributed free or
sold at prices that are not economically significant.
For price index construction, only those transac-
tions of establishment units that involve economi-
cally significant prices, and thus market output
(P.11), are relevant. However, the prices collected
for market output items also may be used to value
the own final use portion of nonmarket output
(P.12). Our scope of coverage for price indices thus
extends to cover this component of nonmarket out-
put as well.

14.23 A production unit’s resources derive from
the value of its output, and its uses of resources are
the costs it incurs in carrying out production. The
production account therefore uses both the basic
price and purchasers’ price methods of valuation, as
appropriate to a production unit in its roles as a
supplier and a user of products. For the supply (re-
sources) of goods and services, products are valued
at basic prices, the national currency value receiv-
able by the producer for each unit of a product.
They include subsidies and exclude the taxes on
products and additional charges or margins on
products to pay for included retail and wholesale
trade services, and for included transportation and
insurance. For uses of goods and services, products
are valued at purchasers’ prices, the national cur-
rency value payable by the user for each unit of a
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product, including taxes on products, trade, and
transport margins, and excluding subsidies on
products.

14.24  Product detail in the production account.
In addition to breaking down output into its market
and nonmarket components, output and intermedi-
ate consumption also can be broken down by type
of product. Classifying product types using, for ex-
ample, the international standard CPC, version 1.0,
the production account for each establishment ap-
pears as in Table 14.2.

14.25 Industry detail in the production account.
The entries in Table 14.3 of total output by product
and total market and nonmarket outputs for each es-
tablishment allow us to classify establishments by
their principal activity or industry and mar-
ket/nonmarket status. To reflect the information re-
quired for this classification, positions for the activ-
ity and market or nonmarket classification codes of
the establishment are shown in the first line of Ta-
ble 14.2.° The activity classification involves prin-
cipally, if not exclusively, sorting establishments
according to the types of product (CPC code cccce
or other product code, such as the CPA) for which
the total output is greatest. The major categories of
the ISIC, Revision 3, are shown in Box 14.2.

8As indicated in Table 14.3, The 1993 SNA recommends
use of the ISIC for activities or industries, the CPC for do-
mestic products, and the closely related HS for exported and
imported products. Each country may adapt the international
standard to its specific circumstances. If the adaptation
amounts to adding further detail, the classification is said to
be derived from the international standard. NACE is an in-
dustrial classification derived from the ISIC. If the adapta-
tion reorganizes the way in which detailed categories are
grouped compared with the international standard but pro-
vides for a cross-classification at some level of detail, it is
said to be related. NAICS, which is being implemented by
Canada, Mexico, and the United States, is an industrial clas-
sification related to the ISIC. The European Union’s PROD-
COM classification of industrial products is derived from its
CPA, which, in turn, is related to the international standard
CPC through a cross-classification defined at a high level of
product detail.
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Table 14.2. Production Account with Product Detail for an Establishment/LKAU
(1993 SNA items in bold refer to flows in goods and services)

Uses Resources
P.2 Intermediate consumption (purchasers’ prices), of | P.1 Output (basic prices), of which
which
CPC 0 Agriculture, forestry and fishery products CPC 0 Agriculture, forestry and fishery products
CPC 1 Ores and mineral; electricity, gas, and water CPC 1 Ores and mineral; electricity, gas, and water
CPC 2 Food products, beverages and tobacco; textiles, apparel and CPC 2 Food products, beverages and tobacco; textiles, apparel and
leather products leather products
CPC 3 Other transportable goods, except metal products, machin- CPC 3 Other transportable goods, except metal products, machin-
ery and equipment ery and equipment
CPC 4 Metal products, machinery and equipment CPC 4 Metal products, machinery and equipment
CPC 5 Intangible assets; land; constructions; construction services CPC 5 Intangible assets; land; constructions; construction services
CPC 6 Distributive trade services; lodging; food and beverage CPC 6 Distributive trade services; lodging; food and beverage
serving services; transport services; and utilities distribu- serving services; transport services; and utilities distribu-
tion services tion services
CPC 7 Financial and related services; real estate services; and CPC 7 Financial and related services; real estate services; and
rental and leasing services rental and leasing services
CPC 8 Business and production services CPC 8 Business and production services
CPC 9 Community, social and personal services CPC 9 Community, social and personal services
B.1  Gross value added

Memorandum items breaking down total output for classify-

ing the market/nonmarket status of the producer:

P.11 Market output
P.12 Output for own final use
P.13 Other nonmarket output

Note: Establishment ID: eeeceeee. Activity/industry code (ISIC): aaaa. Institutional unit ID: uuuuuuuu.

Institutional sector code: S.nnnnn. Market status: P.1n.

14.26  The associated products are grouped in the
production accounts by activity and output transac-
tion status, and each entry of the accounts is
summed across all establishments within each in-
dustry and output transaction status category. Table
14.3 shows a model production account for an in-
dustry (identified by activity code aaaa). This ac-
count is an aggregate of the production accounts of
establishments classified into that industry and ac-
cording to whether they are principally market, own
final use, or other nonmarket producers. In most
cases, both the establishment and industry produc-
tion accounts would show higher product detail
than has been shown here, preferably at the four- or
five-digit CPC level, or higher with country-
specific extensions.

14.27  Output aggregate for the PPI in the pro-
duction account. The PPI is an index of the prices
of the outputs of establishments. The position of the
PPI in the 7993 SNA is defined by the relationship
of its output value aggregate to those defined in the
national accounts. Box 14.2 considers the formation
of the PPI value aggregate according to its industry
coverage, arguing that the PPI’s industry coverage
should be complete. The coverage of the PPI across
the type of output by market status is shown under
the column of Table 14.3 labeled P.11 Output (ba-
sic prices), market. For most establishments, output
for own final use, P.12, comprises only capital for-
mation, such as acquisition of machine tools or con-
struction. Household establishments also may pro-
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Box 14.2. Industry/Activity Coverage of the Producer Price Index Output Value Aggregate

The principal economic activities of the International Standard Industrial Classification of All Economic Ac-
tivities (ISIC), Revision 3, are

Agriculture, hunting, and forestry

Fishing

Mining and quarrying

Manufacturing

Electricity, gas, and water supply

Construction

Wholesale and retail trade; repair of motor vehicles, motorcycles, and personal and household goods
Hotels and restaurants

Transport, storage, and communications

Financial intermediation

Real estate, renting, and business activities

Public administration and defense; compulsory social security
Education

Health and social work

Other community, social, and personal service activities
Private households with employed persons

Extra-territorial organizations and bodies

OPOoOzZzIrCAR—T"ZOQTOHOO®m»

These are characteristic of the activities identified in most national industrial classifications. In assembling
data on the supply and use flows in the economy, a detailed industry production account such as that in Table
14.3 is effectively constructed for each type of activity in the economy. The major activity categories are
shown in the ISIC list above. (More is said about the comprehensive presentation of supply and use for the to-
tal economy in Section B.1.3.) With the product output and expenditure, detail Table 14.3 shows more explic-
itly the typical goods and services coverage of the PPI within the output aggregate P.1 of the production ac-
count for each industry. In most countries, PPIs cover goods-producing industries, such as the “mining and
manufacturing” activities C and D and sometimes also agriculture (A), fishing (B), and construction (F). Most
PPIs also cover the two “industrial” service activities—electricity, gas, and water supply (E) and transport,
storage, and communications (I). In principle, the PPI should cover the market output of all activities, and a
number of countries are working on rounding out PPI coverage to other service-producing activities beyond
transportation and utilities.

duce goods for households’ own consumption, such
as food, and this activity is included within the
1993 SNA production boundary. Large portions of
P.12, output for own final use, may be valued at
market prices if close market substitutes are avail-
able but otherwise at the cost of production (1993
SNA, Paragraph 6.85). In principle, the weighting of
items in the PPI could be extended to cover the
market-valued portion of P.12. The scope of the PPI
would not extend to P.13, other nonmarket output,
since this is almost without exception valued at
production cost because rarely are market equiva-

lents available, and thus no basis for constructing an
explicit price index exists.

B.1.3.3 Consumption

14.28 Final consumption of goods and services in
the 71993 SNA is shown in the use of income ac-
count, which appears essentially as in Table 14.4
for each institutional unit. Recall that the 7993 SNA
designates goods and services items with the codes
“P.n.” These goods and services flows can be de-
composed into price and volume components and
thus would draw our interest as price index compil-
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Table 14.4. Use of Income Account for Institutional Units and Sectors
(1993 SNA items in bold refer to flows in goods and services)

Uses Resources

P.3  Final consumption expenditure (purchasers’ prices)’ B.6  Disposable income®

P.31 Individual consumption expenditure

P.311 Monetary consumption expenditure

P.312 Imputed expenditure on owner-occupied hous-
ing services

P.313 Financial Intermediation Services Implicitly
Measured (FISIM)

P.314 Other individual consumption expenditure

pP.32 Collective consumption expenditure (general gov-
ernment sector S.13 only)

D.8 Adjustment for the change in the net equity of households
in pension funds’

B.8 Saving (balances the account; the difference between dis-
posable income [B.6] and the sum of expenditures [P.3]
and adjustment [D.8])

Note: Institutional unit ID: uuuuuuuu. Institutional sector code: S.nnnnn.

'By definition, corporations have no final consumption in the 7993 SNA. Thus, item P.3 and its subdivisions appear with non-
zero entries only for household, government, and NPISH units.

>The 1993 SNA derives disposable income in a sequence of accounts producing the balancing items Value added B.1 (pro-
duction account), Operating surplus B.2 and Mixed income B.3 (generation of income account), Balance of primary incomes
B.5 (allocation of primary income account), and Disposable income B.6 (secondary distribution of income account). Collapsing
all of these steps, Disposable income B.6 is Value added B.1 less (net) taxes on production and imports (payable) D.2 plus (net)
subsidies D.3 (receivable), plus compensation of employees receivable, plus (net) property income (receivable) D.4, less (net)
taxes on income and wealth (payable) D.5, less (net) social contributions (payable) D.61, plus (net) social benefits (receivable)
D.62, less (net) other transfers (payable) D.7.

3This adjustment reflects the treatment by the 1993 SNA of privately funded pensions as owned by the household beneficiar-
ies of such plans. It maintains consistency between the income and accumulation accounts in the system. It is not relevant to
price and volume measurement, and the reader is referred to the 7993 SNA, Chapter IX, Section A.4, for further details.

ers. Items of final consumption are designated by
P.3 with extensions. P.3 comprises individual con-
sumption expenditure (P.312 and collective con-
sumption expenditure (P.32).

%Final consumption expenditure (P.3) is made by institu-
tional units classified in the general government (S.13),
household (S.14), and NPISH (S.15) institutional sectors
only. Corporations (S.11) and (S.12) do not have final con-
sumption expenditure, and thus for these units operating
surplus (B.2) is equal to saving (B.8) in the use of income
account (Table 14.4).

14.29 Individual consumption, actual consump-
tion and household consumption expenditures. The
1993 SNA distinguishes individual from collective
goods and services, a distinction equivalent to that
between private and public goods in economic the-
ory. It is mainly relevant to services. Individual ser-
vices are provided to individual households and
benefit those particular households, whereas collec-
tive services are provided to the community: public
order, administration, security, and defense. Many
individual services, such as education, health, hous-

345



346

Producer Price Index Manual

Box 14.3. The Treatment of Housing and Consumer Durables in the 7993 SNA and CPIs

Dwellings are fixed assets. Purchases of dwellings by households therefore constitute household gross fixed
capital formation and are not part of household consumption. They cannot enter into a price index for house-
hold consumption. Fixed assets are used for purposes of production, not consumption. Dwellings therefore
have to be treated as fixed assets that are used by their owners to produce housing services. The 71993 SNA ac-
tually sets up a production account in which this production is recorded. The services are consumed by the
owners. The expenditures on the services are imputed, the services being valued by the estimated rentals pay-
able on the market for equivalent accommodation. The rentals have to cover both the depreciation on the
dwellings and the associated interest charges or capital costs.

The existence of these imputed expenditures on owner-occupied housing services has always been recognized
in national accounts, and most countries also have included them in their CPIs, even though other imputed ex-
penditures are not included.

Consumer durables, such as automobiles, cookers, freezers, etc., also are assets used by their owners over long
periods of time. In principle, they could be treated in the same way as dwellings and be reclassified as fixed as-
sets that produce flows of services consumed by their owners. For certain analytic purposes, it may be desir-
able to treat them this way. However, to do so in the /993 SNA would not simply be a matter of estimating the
market rentals that would be payable for hiring the assets. It also would be necessary to set up production ac-
counts in which the durables are used as fixed assets. This has traditionally been regarded as too difficult and
artificial. There also are objections to extending further the range of imputed flows included in the /993 SNA
and GDP. In practice, therefore, expenditures on durables are classified in the 7993 SNA as consumption ex-

penditures and not as gross fixed capital formation, a practice carried over into CPIs.

ing, and transportation, may be financed and paid
for by government or nonprofit institutions and
provided free or at a nominal prices to individual
households. A large part of government consump-
tion expenditure is not on public goods but on
goods or services supplied to individual house-
holds. These individual consumption expenditures
by governments and NPISHs are described as social
transfers in kind in the 1993 SNA.

14.30 Household consumption can have three
distinct meanings. First, it can mean the total set of
individual consumption goods and services ac-
quired by households, including those received as
social transfers in kind. Second, it can mean the
subset that households actually pay for themselves.
To distinguish between these two sets, the /993
SNA describes the first as the actual final consump-
tion of households and the second as household fi-
nal consumption expenditures. A third possible in-
terpretation of household consumption is the actual
physical process of consuming the goods and ser-
vices. It is this process from which utility is derived

and that determines households’ standard of living.
The process of consuming or using the goods or
services can take place some time after the goods or
services are acquired, since most consumer goods
can be stored. The distinction between acquisition
and use is most pronounced in the case of consumer
durables that may be used over a long time. The
treatment of durables is discussed further in Box
14.3.

14.31 The existence of social transfers in kind is
not recognized in CPlIs, although one should take
account of them, especially when considering
changes in the cost of living. Moreover, govern-
ments may start to charge for services that previ-
ously were provided free, a practice that has be-
come increasingly common in many countries. The
goods and services provided free as social transfers
could, in principle, be regarded also as being part of
household consumption expenditures but having a
zero price. The shift from a zero to positive price is
then a price increase that could be captured by a
consumer price index.



14.32  Monetary and imputed expenditures. Not
all household expenditures are monetary. A mone-
tary expenditure is one in which the counterpart to
the good or service acquired is the creation of some
kind of financial liability. This may be immediately
extinguished by a cash payment, but many mone-
tary expenditures are made on credit. Household
consumption expenditures also include certain im-
puted expenditures on goods or services that house-
holds produce for themselves. These are treated as
expenditures because households incur the costs of
producing them (in contrast to social transfers in
kind, which are paid for by government or nonprofit
institutions).

14.33 The imputed household expenditures rec-
ognized in the /993 SNA include all of those on
goods that households produce for themselves
(mainly agricultural goods in practice) but exclude
all household services produced for own consump-
tion except for housing services produced by owner
occupiers. The imputed prices at which the included
goods and services are valued are their estimated
prices on the market. In the case of housing ser-
vices, these are imputed market rentals. In practice,
most countries follow the /993 SNA by including
owner-occupied housing in the CPI. It is not cus-
tomary, however, to include other imputed prices,
such as the prices of vegetables, fruit, dairy, or meat
products produced for own consumption.

14.34 A hierarchy of household consumption ag-
gregates. The following hierarchy of household
consumption aggregates that are relevant to CPls
may be distinguished in the 7993 SNA. It is worth
noting that all household consumption expenditures
are individual expenditures, by definition.

P41  Actual individual consumption, of which
D.63  Social transfers in kind (individual
consumption expenditure P.31 of gen-
eral government S.13 and NPISHs
S.15).
P.31  Individual consumption expenditure,
of which
P.311 Monetary consumption
expenditure;
Imputed expenditure on owner-
occupied housing services;

P.312

P.313 Financial Intermediation Services
Implicitly Measured (FISIM);
P.314 Other individual consumption

expenditure:

14. The System of Price Statistics

e Expenditures on nonhousing production for
own consumption;

e Expenditures on goods and services received
by employees as income in-kind.

14.35 The codes P.311, P.312, P.313, and P.314
do not exist in the /993 SNA but are introduced for
convenience here. These four subcategories of
household consumption expenditures are separately
specified in Tables 14.4, 14.5, and 14.6. As already
noted, D.63 and P.314 are usually excluded from
the calculation of CPlIs.

14.36 It is worth noting that the treatment of fi-
nancial services in the /993 SNA would imply an
augmented treatment of financial services consump-
tion expenditures to include expenditures on bank
services not separately distinguished from interest
charge, as well as the explicit expenditures on ser-
vice charges charged directly. This is indicated in
the footnote to the CPC 7 item in Table 14.5.

14.37 Product detail in the use of income ac-
count. As with the production accounts of estab-
lishments owned by institutional units, the product
detail of goods and services consumption can be
expanded in the use of income account according to
the type of product consumed.'® To maintain the in-
tegration of the system of price and volume statis-
tics on consumption with those that have just been
covered on production, products would be classified
according to the same system as in the production

1°Although the discussion in this chapter maintains a con-
sistent product classification of expenditure across all goods
and services accounts, alternative, functional classifications
of expenditure have been developed for each institutional
sector for specific purposes. The international standard ver-
sions of these classifications included in the 7993 SNA com-
prise the Classification of Individual Consumption by Pur-
pose (COICOP), the Classification of the Purposes of Non-
profit Institutions Serving Households (COPNI), the Classi-
fication of the Functions of Government (COFOG), and the
Classification of the Purposes of Producers (COPP). The
first column of Tables 14.5 and 14.6 is often compiled from
household expenditure survey data, which are collected us-
ing functional classifications such as COICOP rather than
product classifications. To facilitate constructing the cross-
economy framework of the 7993 SNA considered in this
chapter, there is a concordance between the CPC and the
COICOP.

347



‘IdD U} Ul PAISA0D 2q P[NOJ Pue SVIAIS Fursnoy pardnooo-1oumo 10y se odA) panjea jusfearnbo-jasrew swes oy Jo a1e ‘vondunsuods poynduwr IS0 JOJ 2SO} Sk [[om
se ‘saxnyrpuadxa poynduwr asayy ‘ordiound uy o 193dey) 299 ‘93l 2OULIJAI © Je MO01I0q JO (Uonmusul [eroueulj e ym sysodop doay)) pus 10U S0P PloYasnoy ) asNeIq dU0F2I0J WO
-ur o) 109[Ja1 sarmrpuadxa pajnduur ofym ‘OYI| Ay} pue ‘SIJIAIS AIOSIAPE ‘UeO[ ‘psodap J0J suonmnsul [eroueul AQ PAIAS] SaSIeyd 901AI9S J191[dX2 os1idwod sarmipuadxe paInsedy ‘sjusu
-odwoo pajndwr pue PaINSeIW Jo wns oy} S JIIPuIdxd uonRdwWNSUOd SIIAISS [RIOUBUY S}edI} PNS €661 AU} ‘SIOUMOSWOY JO SIITAISS SUISEI] PUE ‘TEJUII 3JBISS [231 A1) 0} UOBIPPE U],

"UUUUU*G :9PO J0}00S [BUOHMISU] “nnnnnnn ;] 31Un [eUOHNIISU] 210N

Producer Price Index Manual

Suang  g'g
spunj uorsuad
ur spjoyasnoy jo A3nba jou oy
ur d93ueyo oy Ioj udunsnlpy '
SOJIAISS [BUOS SQJIAISS [BUOS SOOIAIIS [BUOS SOJIAIOS [BUOS
-12d pue ‘qepos ‘Aunwwo)  6OdD -1od pue ‘eos ‘Aunuwo) g OdD -1od pue ‘qeros ‘Ayjunwwio) 6 DD -10d pue ‘[eroos ‘Arunwwo) 6 DdD
SOJIA SOIIA SOIIA SOJIAIAS
-10s uononpoid pue ssouisng g DJD -10s uononpoid pue ssouisng  § DD  -1os uononpoid pue sseuisng 8§ DdD uononpoid pue ssouisng § DdD
SQJIA SOJIA SOIIA SOIIA
-10s Suises] pue [ejudl pue -10s SuIses] pue [Bjudl pue -10s SuIsed] pue [ejudI pue |S9OIAIdS BUISEA] PUE [EJUAT -10s SUISed] pue [BJUAI pue
(SOOIAIOS  QJBISO  [BAI (SADIA {SOOIAIOS  Q1BISO  [BAI  SAJIA {SOOTAIOS 91BISO [BAI (SIOIA pUE {SIOTAIOS 18IS [BII [SIOTA {SOOTAIOS 9JBISI [BAI (SIIIA
-I0S  pAje[al pue [BOUBUL] L DD -19S Pale[dl pue [eueul L DdD -10S Paje[dal pue [ewueul] L DJD -I9S PIjedl pue  [ROUBUL] L DJD -10S PRI pue [epueul] /DD
SOJIAISS UOnNg SOOIAIOS uonNng SOJIAI0S UonNg SOJIAIAS UOIINQLY)
-INSIP SOII[IIN PUE (SIOIAIDS -LISIP SANI[IIN PUB (SIOIAIIS -INSIP SANIIN PUB {SIOIAIOS -SIP SoNI[IN puB (SAIIAIIS
ypodsuen  (SOOIAIOS  FUIAIOS upodsuen  (S9JIAIS  SUIAISS yodsuen) $SAJIAIOS  SUIAISS 1odsuen) {S90IAIOS  FUIAIOS
o3e10A0q pue pooj <Suidpoj a3e10A9q pue pooj :Suidpo| o3e10A0q pue pooj <Zuidpof 93e10A9q pue pooj 3uIdpoj
SOOIAIOS  Qpel) QANNQISIT 9 DdD  ‘SPJIAIS open aANNQWISIJ 9 DD (SOIAIdS oper) ANNQIISIT 9 DdD £SOOIAIOS OpeI) 2ANNQISIT 9 DdD
juowdmbe pue juowdinbs pue juowdinbs pue juowdimbe pue
‘Arourgoewr  ‘sjonpoid [N DD ‘Amouryoewr ‘sponpoid [BRIN  §DdD  ‘Aseuryoewr ‘sonpoid [N ¥ DD ‘Arouryoewr ‘syonpoid [N ¥ DdD
juowdinbe pue ‘Krouryo juawdinbs pue ‘Arouryo yuowdinbs pue ‘Arouryo juswdmbo pue ‘Arouryo
-ew ‘sponpoid [ejouwr jdooxd -ew ‘sjonpoid [ejowr 3dooxo -ew ‘syonpoid [eow 3dooxd -ew ‘syonpoid ejowr jdooxd
‘spood  o[qeuodsuen; YO €DdD ‘Spood Qqerodsuen 1Y € DdD  ‘spood  ojqemodsuen 10yQO € DdD ‘spood  9[qenodsuen 10YI0 € DdD
syonpoid 1oyjes] pue syonpoid 1oyjed] pue syonpoid 1oyyes] pue ‘fored sjonpoid 1oyjed] pue ‘[ored
‘[oredde ‘sa[nxo) <0908qO) pue ‘[oredde ‘sa[nxe) (00080} puR -de ‘so[nxe) (000BQO) puUR -de ‘somx9) 0%0BqO) pue
‘sogeronaq  ‘syonpoid poog 7 DdD ‘sdferondq  ‘spnpoid poog 7 DdD ‘sdferondq  ‘syonpoid poog 7 DD ‘sageronaq ‘syonpord poog 7 DD
I0jem pue ‘sed ‘A 101eM pue ‘sed ‘A 101eMm pue ‘sed ‘A Iojem pue ‘sed ‘A
-0LOd[d S[RIAUI PUB SAI) [ DD -OMIOJ[Q (S[RIOUIW PuB SO [ DdD -0 S[eIduIW pue saI0) [ DdD -OLIJ09[Q {S[eIdUIW PuUB SAIQ [ DdD
syonpoid K1aysiy syonpoid K1oysiy syonpoid K1oysy sjonpoid K1oysiy
pue ‘Apsoroj ‘amymoudy 0 DdD Pue ‘Apsaroj  ‘amymoudy  0DdD Pue  ‘Apsaroj  ‘amymousy (o DdD pue ‘Anpsaio} ‘aimnoudy (o DD
(c1€°'d) WISId
djuo (¢1°S) 401 (p1€°d) aamppuad | pup  (Z]¢'d) s2o1t08  Suisnoy (11€d) a4mipuadxa
-028 JUDWUIA0T [D2UDS L0f SaLUT | -Xo uondunsuod jpnpiaipul yj0) | pa1dnado-ioumo fo uondwnsuo) | uondumsuod pnpiatpul Livjpuop
(sdomad
awooui | siseqoand  ‘[ej0oy)  dam damIpuadxd
a1gvsodsi 9'q | -ipudadxs uondwnsuod feury ¢'d uondwnsuod 9ANRN0) 7¢'d 31mIpuddxd uondwnsuod fenpiaipuy  1¢°d
S0INOSY sasn
(103228 Yy}

A0 JUNn022D 202Ul 0 2SN YY) Ul SAD2AdD UWNJOD dY] A2Y]YMN JDIIPUI SI1IDI1 UL SII1] A0JIS ‘DI1ALDS PUD SPOOS Ul SMOJf 0] 42f2.1 pjoq ul Swiaj1 VNS €661 -Uwinjod jy3Li nf [0 [1vjap Moys Sumnjod 1fo7)

$.10)99S pUE S)IU() [BUONNINSUT 10 [T8Id(] IINPOIJ YIIAM JUNOIIY dWOIU] JO 3S() *S'HT dqeL

348



14. The System of Price Statistics

'S Auouosa pjoy ‘Buiang §'q

spunj uotsuad ur 7§ spjoy
-osnoy jo Aynba jou oy ur
o3ueyo oyj 10j Juounsnlpy 8

349

unoddy [ende) ‘L y1 9[qeL Os[e 39S,

UUUUU'G :9POd J0J03S [RUORMTSU] ‘nnnnnnnn :(J] 31Un [eUONMNSU] :9J0N.

SOOIAIS [euosiad

$901A10S [euosIod

S9O1AIS [euosIad

$901A10S [euosIod

SOO1AIS [euosIad

pue ‘ewos ‘Aunuuo) DD [ pue ‘[eroos ‘Ajunwwio) 6 DdD Pue ‘[eoos ‘Aunwwio) 6 DdD Pue ‘eros ‘Amunuwwo) 6 DdD pue eroos ‘Ajunwiwio) 6 DdD
SOIIAIAS SOJIAIRS SOJIAIAS SOJIAIRS SIOIAIAS
uoponpoid pue ssouisng 8 DdD | uononpoid pue ssouisng g DdD uononpoid pue ssauisng 8 DdD uononpoid pue ssouisng 8 DdD uononpoid pue ssauisng § DdD
SOJ1AI0S SuIses| SOJIAISS SuIsed| SOJ1AI0S SuIsed| SOJIAISS SuIsed] SOIIA S991AI0S Sursed|
puE [ejudl pue ‘SAOIA pue [eludl pue  ‘SAJIA pue [ejual pue {SIOIA pue [ejudl pue ‘SOIA -10s SulISes] pue [eIudl pue pue [BJUI PUB (SIOIA
-10S  QJB)SO  [BAI  (SAOIA -10S  QJe)SO  [BAI  (SAOIA -19S 1) [BAI SAJIA -19S  91BISd  [BAI SAJIA SOOTAIOS J1BISI [BAI (SAJIA SIS QJBISO  [BAI [SQOIA
-10S POJR[aI puk [eIOURUL] £ DdD | -19S paje[al pue [eoueul] L DJD -I9S paje[al pue [eoueur] L DD -I0S paje[dl pue [epueul] L DD -19S PAJe[aI pue [eoURUL] L DD -19S pPIje[al pue [eoueul] / DD
SOJIAIIS SQOIAISS SOOIAIOS SOIIAIIS SOIIAIIS
uonnqLysip soninn pue uonnqrysip seninn pue uonnqrysip sanihn pue uonnqrysip saninn pue uonnqrysip sanihn pue
{SIOIAISS yodsuen {SI0IA {SIOIAISS yodsuen {SQ0IA {SIOIAIAS 11odsuen {SI0IA {SIOIAIS 11odsuen {S90IA {SOOIAIAS 11odsuen {S90IA
-10s  SulAIdS  9Fe1oAdq -10s  SulAIds  oFeIoAdq -10s  Suiales  93eIoAdq -10s  Suiames  93eI1oAdq -10s  Sula1ds  o8e10Adq
pue pooj FuIdpoy ¢sao1A pue pooj Zuidpoj {so1A pue pooj 3urdpoj :sadIA pue pooj 3urdpoj :sadIA pue pooj Fuidpoj (sao1A
-10S  open aAnnquisiq 9 DdD | -10s  open aAnnquisigq 9 DdD -19s open aAnnquisig 9 DdD -Ies  open 2Annquisiq 9 DdD -10S  9pen  aANNquISIq 9DdD
juowdimbs pue ‘K10 juowdmbe pue ‘K19 juowdimbs pue ‘K19 juowdimbe pue ‘A19 juowdinbs pue ‘K10
-urgoewr ‘sponpoxd (RN DdD | -uiyoewr ‘syonpoid BRI $DdD  -uryoew ‘synpoid [BRIN  $DdD  -uryoew ‘spnpoid (BN DdD -umgoewr ‘syonpoid [N + DdD
juowdimba juowdibo juowdimba juowdibo juowdinba
pue ‘Arduryoew ‘sjonpoxd pue ‘A1duryoew ‘syonpoid pue ‘Arduryoew ‘syonpold pue ‘A1duryoew ‘syonpoid pue ‘Kipuryoew ‘sponpord
[eow  jdooxe  ‘spood [eow  3dooxs  ‘spoo3 reowr  3dooxe  ‘spoo3 [eow  3dooxs  ‘spoo3 [eowr  3dooxe  ‘spoo3
d[qepodsuen P00 € 0dD | e1qenodsuen PO €DdD  dlqemodsuen YO €0dD  Qlqenodsuen By £2dD J1qeyodsuen 12010 €DdD
syonpoid syonpoxd syonpoxd syonpoxd syonpoxd
101pe9] pue ‘[aredde ‘sofn 1oyjed] pue ‘[aredde ‘son 10y1e9] pue ‘[oredde ‘saqn 1oyred] pue ‘[oredde ‘soqn 10y1e9] pue ‘[aredde ‘sorn
-Xd) [000BQO) pue ‘sode -Xd] [000BQO} puB ‘safe -Xd) [000BQO} puR ‘sage -Xd] [000BQO} puR ‘sage -Xd) :000BqO) pue ‘sage
-10A9q  ‘sponpoid poog 7 DdD | -19A9q ‘syonpord poog 7DD -10adq ‘spnpoid poog 7DD -10Aadq  ‘sponpoid poog 7 DdD -10A9q  ‘syonpoid  poog 7 DdD
10)em pue ‘sed ‘Ayorn 107eMm pue ‘sed ‘AyoLn Iojem pue ‘sed ‘KoL 10jem pue ‘sed ‘Aj1oLn Ioyem pue ‘sed ‘KoL
-00]0 ‘S[RIQUIW pue SAIQ) [ DdD | -99[0 ‘S[erouIu pue sa1Q [ DD -99[9 {S[EIOUI pue SAIQ [ DD -99[0 ‘s[elourw pue sa1Q [ DD -09[0 ‘s[erduUI pue SAIO | DdD
syonpoid A10ysyy pue syonpoid K1oysiy sjonpoid K1aysiy sjonpoid K1oysiy sjonpoid K1oysiy
‘Ansaioy ‘Qmmoudy (0 DdD | pue ‘Ansaiojy ‘acmnoudy (0 DdD  Pue ‘Ansaroj ‘aimmoudy () DdD  Pue ‘Ansaioj ‘aamnoudy (0 DdD pue ‘Ansa1o} ‘QImmoudy (0 DdD
(c1€°d) WISIA
(P1€°d) a4mapuadxa | puv (7[€°d) SadlaLds  Suisnoy (11§°d) 24npipuadxa uoy
uondwmsuod  jonpiaipul 2y | pardnodo-iaumo fo uondwnsuo)) | -dunsuod pnpiaipur  Livjpuop
(it 2ID32.U38D 2U2.02J2.4 [ D)
[# V324330 20Ud412f2.1 Xapu1 2211d 121nsuo)
$.10)
€1°S 10399S JudWUId =338 S1°S HSIAN Pue €1°S juduw
-A03 [&19Ud3 ‘damypuadxd -UJI9A03 [BIUAS  ‘Qumyrpuddxd
uondunsuod 3AnI[0) 7¢'d | uondwnsuod  [enplarpuy [€°d $1°S 103938 proyasnoy ‘dxmipuddxs uondwnsuod enpiarpuy [¢°d
Sui
yorym Jfo -s11dwiod {(saduad  saaseydand)

‘1°S Awou03 [£)0) “dan)Ip
-uadxd wopdwnsuod feury ¢J

1°S Awou0d? [30) 9amyIpuddxa
uondumsuod 3ANIIN0D 7E'd

Suistaduiod (sd1ad sadseydand) 1°S Awrouodd (€30} “danyipuadxd uondwnsuod fenpiaipuy 1€°d

3ul

-SLdwod sasn yim ‘1°§ AWouodd
[e10) ‘awoour ajgusodsiq 9'g

(s2010.425 pup SPoO3 U1 SMOJf 01 42J2.4 P]Oq U1 SWL NS €661 UUN]0 1YSLL ADf O [1DIOP MOYS SUN]0D 1f2T)
AWIOU0d7 [€)0], 3Y) J10J [IBId(] IINPOIJ YIIM JUNOIIY SWOIU] JO 3S() *9'H] dqeL



350

Producer Price Index Manual

Table 14.7. Capital Account

(Items in bold refer to flows of goods and services)

Uses

Resources

P.5 Gross capital formation, of which

P.51 Gross fixed capital formation

P.511  Acquisitions less disposals of tangible fixed assets

P.5111 Acquisitions of new tangible fixed assets
Of which, residential dwellings

|CPI reference aggregate #2|

P.5112 Acquisitions of existing tangible fixed assets
Of which, residential dwellings

|CPI reference aggregate #2|

P.5113 Disposals of existing tangible fixed assets
Of which, residential dwellings

|CPI reference aggregate #2|

P.512  Acquisitions less disposals of intangible fixed assets
P.5121 Acquisitions of new intangible fixed assets
P.5122 Acquisitions of existing intangible fixed assets
P.5123 Disposals of existing intangible fixed assets

P.513  Additions to the value of nonproduced nonfinancial assets

P.5131 Major improvements to nonproduced nonfinancial assets
P.5132 Costs of ownership transfer on nonproduced nonfinancial
assets

P.52 Changes in inventories
P.53 Acquisitions less disposals of valuables

K.1 Consumption of fixed capital (—)

K.2 Acquisitions less disposals of nonproduced nonfinancial assets

K.21 Acquisitions less disposals of land and other tangible nonproduced assets
K.22 Acquisitions less disposals of intangible nonproduced assets

B.9 Net lending (+)/net borrowing (-)

B.10.1 Changes in net worth due to saving
and capital transfers, of which

B.8n Saving, net

B.8 Saving (from use of income ac-
count)

K.1 Consumption of fixed capital (—)

D.9 Capital transfers receivable (+)
D91 Investment grants

D.9 Capital transfers payable (—)
D.91 Capital taxes payable

D91 Other capital transfers payable
D.92 Other capital transfers receivable

Note: Institutional unit ID: uuuuuuu. Institutional sector code: S.nnnnn.




account. Table 14.5 shows the major categories of
the CPC, version 1.0, within the components of fi-
nal consumption expenditure.

14.38 The expenditure aggregate of CPI in the
use of income account. The detailed use of income
accounts for institutional sectors can be assembled
into a consolidated framework by choosing col-
umns from Table 14.5 for each sector and display-
ing them together as in Table 14.6. Table 14.6
shows an economywide presentation of final con-
sumption and saving. It also shows that total econ-
omy individual consumption comprises the individ-
ual consumption entries (P.31) of the household,
NPISH, and general government sector use of in-
come accounts. Table 14.6 separately shows the fi-
nal collective consumption of government (P.32)
and consolidates the disposable income (B.6) of all
three. The account in Table 14.6 has been arranged
specifically to show the consumption coverage of
the typical CPI, which comprises the first and sec-
ond columns.

B.1.3.4 Capital formation

14.39 Capital formation comprises the accumula-
tion of fixed tangible and intangible assets, such as
equipment, structures, and software; changes in in-
ventories and works in progress; and acquisitions
less disposals of valuables, such as works of art.
These items are accounted for in the 7993 SNA
capital account, which appears, with minor resort-
ing, essentially as in Table 14.7 for each institu-
tional unit.

14.40 B.9 Net lending (+)/net borrowing (=) is
the balancing item of the capital account. It makes
the uses on the left, comprising net acquisitions of
stocks of various tangible and intangible items, add
up to the resources on the right, comprising the
sources of income financing them. From the section
on institutional units and establishments, it would
be easy to conclude that the smallest economic unit
to which the capital account can apply is the institu-
tional unit. It was asserted earlier that only institu-
tional units maintain balance sheets and can moni-
tor stock variables that are the focus of this account.
However, the physical capital assets whose changes
are tracked in the capital account should be com-
piled, if possible, at the establishment or LKAU
level to allow production of data on capital forma-
tion by industry. Such data are particularly useful
for productivity analysis, even though complete

14. The System of Price Statistics

capital accounts cannot be compiled at the estab-
lishment level. As with the other goods- and
services-related accounts in the 7993 SNA, the capi-
tal account’s goods and services items, designated
by the code P.5 with extensions, can be exploded by
product type.11 The account, therefore, can be rear-
ranged to show this goods and services detail as in
Table 14.8, which, as for Table 14.7, may pertain to
an institutional unit, an institutional sector aggre-
gate, or the total economy.

B.1.3.5 External trade

14.41 The external account of goods and services
is shown in Table 14.9. It contains the transactions
of nonresident institutional units sector—S.2 rest of
the world—with the five types of resident units
taken together. The external goods and services ac-
count is generally taken from the Balance of Pay-
ments, which uses adjusted merchandise trade in-
formation from the customs records for goods on
P.61 and P.71, and assembles services data on P.62
and P.72 from various sources (IMF, 1993).12 Note,
however, that the /993 SNA differs from the IMF’s
Balance of Payments Manual, Fifth Edition
(BPMS5), in compiling the external accounts from
the nonresident’s point of view rather than the resi-
dent’s point of view (a BPM5 resident’s credit or
debit is a 1993 SNA nonresident’s debit or credit).
As with the other accounts, the external goods and
services account can be exploded to show product
detail, as in Table 14.10.

14.42 As noted, the 7993 SNA treats external
trade from the point of view of the nonresident
buyer in the case of exports and the nonresident
seller in the case of imports. Free on board prices
for exports are the purchasers’ price valuations
relevant for nonresident users of goods and services

11 addition to the CPC version 1.0 shown here, the 1993
SNA, Annex V, contains a nonfinancial assets classification
identifying the specific tangible, intangible, produced, and
nonproduced fixed assets, as well as inventory and valu-
ables items, recognized by the 7993 SNA.

"2Services are valued and recorded when performed. Re-
garding goods, the BPM)5, Paragraph 114, states that
“.. goods for export are generally considered to change
ownership when the exporter ceases to carry the goods on
his books as real assets and makes a corresponding change
in his financial items. Goods for import are considered to
change ownership when the importer enters the goods as a
real asset and makes a corresponding change in his financial
items.”
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Table 14.9. External Account of Goods and Services
(All resident institutional units S.1.nnnn with nonresident institutional units S.2; 1993 SNA goods and services items

shown in bold)

Uses

Resources

P.6 Exports of goods and services
P.61 Exports of goods
P.62 Exports of services

B.11 External balance of goods and services

supplied by resident providers, and f.o.b. prices
for imports are the basic price valuations for non-
resident suppliers of imports to resident users.”
Regarding Table 14.10, the 71993 SNA, Paragraph
15.68, states that imported goods should be valued
at cost-insurance-freight (c.i.f.) at the level of de-
tailed products. On the other hand, like the BPM35,
the 7993 SNA requires that, in total, imports of
goods be valued f.o.b. at the border of the exporting
country.'* This is managed by excluding insurance
and transportation in a single adjustment to total
imports c.i.f. (1993 SNA, Paragraphs 14.36-14.41).
That part of freight services on imports provided by
nonresidents is included in imports of transport ser-
vices, and that part of insurance services provided

UReferring to Chapter 17, taking the nonresident’s view
implies that the export price index is an input price index
and the import price index is an output price index. The op-
posite would be true from the point of view of the resi-
dents—the export price index would be an output price in-
dex, and the import price index would be an input price in-
dex. As shown in Chapter 17, the point of view taken by the
1993 SNA has implications for the direction of bias in
Laspeyres and Paasche export and import price indices rela-
tive to the underlying economic index numbers.

“Regarding the point in time and space at which the value
of a goods transaction is to be assessed, Paragraph 222 of
the BPMS5 states that

“The standard, or rule, is that goods shall cover, in princi-
ple, the value of goods and related distributive services at
the same time the goods reach the customs frontier of the
country from which the goods are to be exported. The value
of the goods includes the value of any loading of the goods
on board the carrier at that frontier. That is, exports and im-
ports of goods are valued f.0.b. at the customs frontier of the
exporting economy. ... The customs frontier need not coin-
cide physically with the national boundary and could be lo-
cated in the interior of the economy.”

P.7 Imports of goods and services

P.71 Imports of goods
P.72 Imports of services

on imports by nonresidents is added to imports of
insurance services. Transportation and insurance
services provided by residents on imports are in-
cluded in exports of transportation and insurance
services."

B.1.3.6 The supply and use table

14.43 The SUT arrays the industries side by side
first for market producers, then for own-account
producers, and then for other nonmarket producers
under Resources and Uses. An SUT is shown in
Table 14.11. It arrays various accounts relevant to
monitoring developments in production and con-
sumption within a country according to the supply
of goods and services (with reference to the /993
SNA codes labeling the regions of Table 14.11)

e From resident establishments (arranged in in-
dustries) in the form of domestic output (P.1),
given by Y in equations (14.1) and (14.2);

e From the rest of the world as imports (P.7),
given by M in equations (14.1) and (14.2);

>This rather roundabout approach is taken to imports by
product because, as a practical matter, it may be difficult to
obtain insurance and freight charges on imports from cus-
toms administrative data systems at the product level of de-
tail. (See 1993 SNA, Paragraphs 14.40-14.41.) Recent de-
velopments in computerized customs documentation have
made the itemization of insurance and freight more straight-
forward, and the 71993 SNA does allow also for the possibil-
ity of determining imports by product at their f.0.b. values,
consistent with the aggregate valuation of imports. Were this
the case, insurance and freight on imports could be shown as
trade and transport margins analogously with such margins
on domestically produced goods.

353



354

Producer Price Index Manual

Table 14.10. External Account of Goods and Services with Product Detail
(4!l resident institutional units S.1 with nonresident institutional units S.2; 1993 SNA goods and services items shown in bold)

Uses

Resources

P.6 Exports of goods and services
Export Price Index uses aggregate
P.61 Exports of goods

CPCO
CPC 1
CPC2
CPC3

CPC4

At fo.b. values

Agriculture, forestry, and fishery products

Ores and minerals; electricity, gas, and water

Food products, beverages, and tobacco; textiles, apparel, and
leather products

Other transportable goods, except metal products, machin-
ery, and equipment

Metal products, machinery, and equipment

P.62 Exports of services

CPC5
CPC 6

CPC7

CPC 8
CPC9

Intangible assets; land; constructions; construction services®

Distributive trade services; lodging; food and beverage serv-

ing services; transport services; and utilities distribution ser-

vices, of which

e Distributive trade services; lodging; food and beverage
serving services; transport services; and utilities-
distribution services; except transport services on im-
ports and exports rendered by residents

e  Transport services on imports and exports rendered by
residents

Financial and related services; real estate services; and rental

and leasing services, of which

e  Financial and related services; real estate services; and
rental and leasing services; except insurance services
on imports rendered by residents

e  Insurance services on imports rendered by residents

Business and production services

Community, social, and personal services

B.11 External balance of goods and services

P.7 Imports of goods and services
Import Price Index supply aggregate
P.71 Imports of goods

CPCO
CPC 1
CPC2

CPC3

CPC4
Less:

At f.0.b. values, of which

At c.if values:"?

Agriculture, forestry, and fishery products

Ores and minerals; electricity, gas, and water

Food products, beverages, and tobacco; textiles, apparel,
and leather products

Other transportable goods, except metal products, machin-
ery, and equipment

Metal products, machinery, and equipment

Adjustment to total imports of goods c.i.f. for insurance
and freight provided by both residents and nonresidents

for delivery to the first resident recipient.

P.72 Imports of services

CPC5

CPC6

CPC7

CPC 8
CPC9

Intangible assets; land; constructions; construction
services*
Distributive trade services; lodging; food and beverage

serving services; transport services; and utilities distribu-

tion services, of which

e  Distributive trade services; lodging; food and bever-
age serving services; transport services; and utilities
distribution services; except transport services on im-
ports rendered by nonresidents

e  Transport services on imports and exports rendered by
nonresidents

Financial and related services; real estate services; and

rental and leasing services, of which

e  Financial and related services; real estate services;
and rental and leasing services; except insurance ser-
vices on imports rendered by nonresidents

e Insurance services on imports rendered by nonresi-
dents

Business and production services

Community, social, and personal services

'"The 1993 SNA values imports f.0.b. However, it allows for the fact that while f.0.b. valuation by product would be consistent and pre-
ferred, compiling such data may be problematic at the product level of detail. Imports of goods c.i.f. by product may be all that is available
because the insurance and freight data often are not separately compiled by product in customs systems. See /993 SNA, Paragraph 15.68. To-
tals for these data may be obtained instead from resident and nonresident shippers in the process of compiling the Balance of Payments. In-
surance and freight services provided by residents on imports are a services export.

Regarding goods and services valuations in the import price and volume indices, see MPI in Tables 14.11 and 14.12, where it is explained
that both f.0.b. and purchasers’ price valuations are important in constructing the MPI as a deflator for imports f.0.b.. Imports at purchasers’
prices would be imports c.i.f. plus import tariffs as well as domestic insurance and freight for delivery to the first domestic owner.

3Construction services only.

*Construction services only.
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e Adjusted for trade and transport margins'® and
taxes less subsidies on products (D.21 through
D.31), given by T in equations (14.1) and
(14.2);

and the uses of goods and services

e For current inputs into production by resident
producers (arranged in industries) in the form
of intermediate consumption (P.2), given by Z
in equations (14.1) and (14.2);

e For final domestic consumption, including in-
dividual consumption by resident households,
resident NPISHs, and the government (P.31),
and collective consumption by the government
(P.32), given by, respectively, C and G in equa-
tions (14.1) and (14.2);

e C(Capital formation by resident enterprises (P.5)
(comprising fixed capital formation (P.51), in-
ventory change (P.52), and acquisitions less
disposals of valuables (P.53)), given by [ in
equations (14.1) and (14.2); and

e For export (P.6) and use by the rest of the
world, given by X in equations (14.1) and
(14.2).

14.44 The SUT primarily is a matrix of flows of
goods and services designed to highlight the rela-
tionship between the production and consumption
of institutional units and institutional sectors. For
example, households may undertake production in
unincorporated enterprises whose activity appears
in the production for own final use part of the SUT,
but they also may consume goods and services, as
represented in individual consumption. The current
production transactions of the establishments of all
institutional units are grouped together and summa-
rized in one part of the SUT, and the remaining
transactions are summarized and organized in an-

"*Trade and transport margins do not appear in the stan-
dard sequence of accounts in the 7993 SNA because these
accounts are not shown with product detail. Although these
margins are nonzero for individual products, they sum to
zero, because the amount added to the domestic supply of
goods comes from the domestic supply of distribution, in-
surance, and transport services. Margins are thus shown in
Table 14.11, separately for margins on domestic production
and imports (c.i.f./f.0.b. adjustment), because the SUT dis-
plays product detail down the columns. In the aggregate,
these adjustments for trade and transport margins on domes-
tic production and the c.i.f/f.0.b. adjustment for imports
cancel each other out.

other part. The SUT deals principally with flows of
transactions in goods and services. Associated with
these monetary flows are price and volume compo-
nents. It is of central interest in monitoring the
economy with national accounts statistics to be able
to assess the price and volume components of flows
of goods and services exchanged for money or
credit in market transactions in the SUT. Move-
ments in the price components are of interest in as-
sessing changes in the purchasing power of in-
comes, as well as in influencing the rate of general
price change through monetary policy. Finally,
price movements in the various national accounts
aggregates are used in private sector decision mak-
ing and in the escalation of contracts. Movements in
the price components of national accounts aggre-
gates are, as discussed at the beginning of this sec-
tion, measured with price indices.

B.2 Variants of the PPl and their re-
lationship to other major price series

B.2.1 PPI variants

B.2.1.1 Price indices for intermediate
consumption

14.45 In considering total economy and industry
intermediate consumption price indices (ICPIs), the
weights correspond to a column-wise reading of the
intermediate consumption part of the SUT’s use
matrix. The intermediate consumption matrix de-
rives from the production account in Table 14.3. It
is shown in Tables 14.11 and 14.12 as the region
labeled P.2. Because the various margins on basic
prices inherent in prevailing purchasers’ prices may
vary from industry to industry, the ideal sources for
purchasers’ prices for ICPIs would be enterprise
surveys. Such surveys are generally burdensome
and expensive. Instead, as noted in the discussion
on price indices for total supply, the price index of
intermediate consumption by industry can be de-
rived from detailed product components of the sup-
ply price index (SPI). This index will be acceptably
accurate if the variation in the total tax, subsidy,
transport, and distribution margin is not too great
from industry to industry within product class. For
the total economy, the price index of intermediate
consumption is obtained as a weighted average of
industries’ intermediate input price indices. The
weights are the share of each industry’s intermedi-
ate consumption in the total intermediate consump-
tion in the economy.
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B.2.1.2 Net output PPIs and value-added
deflators

14.46 The PPI has been defined in terms of the
total market or market-valued output aggregates of
the 1993 SNA, but PPIs sometimes are produced for
net output as well as total output. The argument for
net output PPIs is that, for a given aggregate of es-
tablishments, total output PPIs overweight or “dou-
ble count” the output of goods used in intermediate
consumption within the aggregate. Net output PPIs
may be produced for various narrow or broad ag-
gregations of establishments, from detailed indus-
tries to the entire population of establishments resi-
dent in the economy. The value aggregate of net
output PPIs subtracts from total output the value of
goods and services used within the aggregate and of
the same types as produced for output by establish-
ments in the aggregate. With one exception, net
output is not value added, because it does not ex-
clude the intermediate consumption of goods and
services used by establishments of the aggregate
that are not of the same types as produced for out-
put. The exception is when the aggregate is all resi-
dent establishments.

14.47 By implication, the net output PPI for all
establishments resident in the economy must be
closely related to the value-added price index or de-
flator discussed in Chapter 17. The value aggregate
for the all items net output PPI would be value
added (Section B.1) as defined in the /993 SNA4 and
shown in the production account (Tables 14.1, 14.2,
and 14.3). In fact, if the PPI has complete product
coverage, including all service products, then net
output and value added are the same thing for the
total economy.'” They may be the same even at the
industry level under an alternative definition of “net
output.” See this issue in a stage-of-processing con-
text in Section B.2.1.3.

14.48 The principal issue in interpreting net out-
put PPIs is the definition of the intermediate con-
sumption prices netted from output to arrive at the
net output aggregate. These prices should be de-
fined with a view toward the valuation principle in-

"Note, however, the equivalence between net output and
value-added price indices for the total economy presumes
variations in taxes on products, and charges for included
(not separately invoiced) transportation and distribution
charges on outputs used as inputs are part of the prices of
those inputs. The practice of compiling net output PPIs
should, but sometimes does not, take this into account.

herent in the value aggregates to which they refer.
Recall that output (P.1) is valued at basic prices
while intermediate consumption is valued at pur-
chasers’ prices. ldeally, the net output PPI would
be a type of double-deflation price index, similar in
principle to the value-added deflator described in
Chapter 17. In such an index, the prices of the
goods and services in intermediate consumption
would be defined inclusive of taxes on products and
charges for included transportation and distribution
services, and exclusive of subsidies on products.
The prices of goods and services in output would be
defined as exclusive of taxes on products and sepa-
rately invoiced charges for transportation and dis-
tribution, and inclusive of subsidies on products.
Net output PPIs generally do not attempt the pur-
chasers’ price valuation of the intermediate con-
sumption of output-type goods and services within
the industry aggregate in question. They compro-
mise the concept of the net output index, should
there be a change in any component of the purchas-
ers’ prices of intermediate consumption goods and
services other than the underlying basic prices of
products. See Section B.2.1.3 regarding the scope
of intermediate consumption in the net output PPI
and its alignment with intermediate consumption in
value added.

B.2.1.3 Stage-of-processing PPIs

14.49  Product-based stage-of-processing indices.
The simplest method of forming a set of stage-of-
processing PPIs is first to determine an ordering of
products a priori, on the basis of judgment, from
primary to finished goods. The second step is to
produce PPIs for goods grouped by this intrinsic
stage of processing classification. Such indices are
referred to as product- or commodity-based stage-
of-processing indices. They may employ the so-
called “end-use” product classifications associated
with the commodity flow methods often used in
compiling the national accounts.

14.50 Industry-based stage-of-processing indices.
Industry net output PPIs are associated with indus-
try stage-of-processing PPIs. They are produced in
an effort to measure the contribution of the basic
prices of goods and services to the change in value
added for the economy. They also provide an ana-
lytical tool to measure the transmission of inflation
through stages of processing, from primary goods
and services to those sold for final uses. Industry
stage-of-processing PPIs involve a sorting of the
product rows and industry columns of the use ma-



trix so the matrix is roughly triangular. In other
words, any given product row in the stage-of-
processing-sorted use matrix comprises all zero
uses to the left of a particular industry sorted by in-
dustry stage of processing. It would have mostly
positive uses for that industry and other industries
to the right of (and thus at higher stages of process-
ing relative to) that industry. Further, within any
given industry column, products earlier in the stage-
of-processing sort (above the product in question in
the industry column) would tend to have positive
uses. There would be zero use of products later in
the stage-of-processing sort (below the product in
question) in the industry column. Stages of process-
ing are meaningful in this context for goods, but tri-
angularizing the uses matrix tends to classify busi-
ness services in the primary production category
because all industries use them in varying degrees.
In this definition of stage of processing, they are
primary output because they are produced mainly
with labor and capital primary inputs, rather than
the outputs of other industries.

14.51 The PPIs constructed for such stage-of-
processing-sorted use matrices are compiled as net
output indices, exclusive of uses of output-type
goods and services within the industry aggregate in
question. Hence, net output PPIs generally are asso-
ciated with industry stage-of-processing PPIs. For
most aggregates, total economy industry net output
is equivalent to value added. Unfortunately, when
the coverage of services is incomplete, output and
intermediate consumption prices cannot be fully
characterized except for goods, the largest industry
for which the net output aggregation is feasible.
Here, only the price index for the net output of
goods can be characterized, which differs from the
value added of the goods industry because interme-
diate consumption of services is still not netted
from the net output of goods.

14.52 There is a second interpretation of stage-
of-processing PPIs. In this view, they are conceptu-
ally the same as value-added price indices or defla-
tors for industries that have been sorted by stage of
processing according to the above diagonalization
process. By implication, a PPI for an industry at a
late stage of processing would expressly exclude
the price change of primary products from the price
change of the tertiary or finished products of the
late-stage industry. Again, universal product cover-
age, including services, is needed for output and in-
termediate consumption, and many countries are

14. The System of Price Statistics

lacking particularly in the coverage of the prices of
service products. When there are no service price
indices, value-added deflators cannot be computed
even for goods-producing industries, because the
services component of intermediate consumption is
missing.

B.2.2 Relationship of the PPI
to other major price indices

14.53 It is instructive at this point to associate the
four major headline price indices compiled by most
countries with the component aggregates and matri-
ces of the SUT. The four main price indices and
their associated national accounts aggregates and
matrices in the SUT are

(i) Output of resident producers (P.1): producer
price index'®

(i) Individual consumption expenditure on goods
and services (P.31), except consumption from
own production but including the imputed rent
of owner-occupied dwellings, of the household
sector (S.13) only: consumer price index;

(iii)) Exports (P.6): export price index; and

(iv) Imports (P.7): import price index.

14.54 The location and coverage of these major
price indicators as they directly apply to goods and
services value aggregates in the national accounts is
diagrammed in Table 14.12. Recall that Section A
of this chapter characterized a price index as a func-
tion of price relatives and weights, noting that,
other than the formula for the index itself, the req-
uisite features of the relatives and weights would be
determined by the value aggregate. These factors
were

e  What items to include in the index,

e How to determine the item prices,

e  Which transactions that involve these items to
include in the index, and

¥ This chapter has also described net output PPIs, whose
associated value aggregate is value added (B.1) for the
economy as a whole, as well as for individual industries, un-
der the assumption that all products including services are
covered in the PPI. As noted earlier, if product coverage (for
example, of services) is incomplete, then the net output con-
cept deviates from value added because the intermediate
consumption of noncovered goods is not subtracted from
output.

359
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Table 14.13. Definition of Scope, Price Relatives, Coverage, and Weights for Major Price Indices

Index

PPI

CPI

XPI

MPI

Items to Include

All types of domesti-
cally produced or proc-
essed goods and ser-
vices that are valued at
market prices.

All types of goods and
services purchased by
households for individ-
ual consumption.

All types of transport-
able goods and services
purchased by nonresi-
dents from residents.
Goods exported without
change of ownership for
significant  processing
by nonresidents and
subsequent reimport are
included.

All types of transport-
able goods and services
purchased by residents
from nonresidents.
Goods imported without
change of ownership for
significant  processing
by residents and subse-
quent reexport are in-
cluded.

Price Determination
for Relatives

Basic  prices, deter-
mined for goods as the
date when available for
sale  (available  for
change of ownership) or
service price when ser-
vice rendered.

Purchasers’ prices, de-
termined for goods and
services on the date
when used, including
taxes on products, ex-
cluding subsidies on
products, and including
transportation and dis-
tribution margins.

From the point of view
of the nonresident
purchaser, purchasers’
prices at the national
frontier of the exporting
country (f.o.b.), includ-
ing export taxes and ex-
cluding export subsi-
dies, and including
transport and distribu-
tion margins from the
production location to
the national frontier.
From the point of view
of the  nonresident
seller, basic prices at
the national frontier of
the exporting country
(f.o.b.), excluding im-
port taxes and including
import subsidies, and
excluding transport and
distribution margins
from the production lo-
cation to the national
frontier.

Transactions Coverage

Output of resident en-
terprises, ~ comprising
sales plus change in fin-
ished goods inventories
for goods, and sales for
services.

Consumption expendi-
tures of the households
sector (S.13) of institu-
tional units, excluding
consumption from own
production, except for
imputed  expenditures
for rental of owner-
occupied dwellings.

All transportable goods
and services produced
or processed by resi-
dents and purchased by

nonresidents, except
goods in transit or
goods exported and

minimally processed by
nonresidents for reim-
port.

All transportable goods
and services produced
or processed by non-
residents and purchased

by residents, except
goods in transit or
goods imported and

minimally processed by
residents for reexport.

Sources of Weights

The product by industry
matrices of market out-
put (P.11) and output
for own final use (P.12)
in the expanded indus-
try production account
and the SUT.

The product column of
the CPI consumption
subaggregate of indi-
vidual consumption
(P.31) of the household
sector (S.13) in the ex-
panded use of income
account and in the SUT.

The product column of
exports (P.6) in the ex-
panded external account
of goods and services
and the SUT.

The product column of
imports (P.7) in the ex-
panded external account
of goods and services
and the SUT.



e From what source to draw the weights used in
the selected index formula.

Based on our survey of the goods and services ac-
counts of the 71993 SNA culminating in the SUT,
these particulars for each of the four major indices
can be summarized as in Table 14.13.

B.2.3 CPI versus PPl as a measure
of inflation in market transactions

14.55 Central banks take an interest in the major
price indices, particularly if they implement an
“inflation-targeting” monetary policy. The CPI is
the most widely available macroeconomic price sta-
tistic, and in many countries it may be the only
available option for inflation measurement. When
available, the PPI ordinarily is produced monthly,
on a timetable similar to that of the CPI. It is useful,
therefore, to compare the two indices as candidates
for inflation measurement.

14.56 Both reference aggregates for the CPI
(consumption plus capital formation) are important
components of total final expenditure and GDP in
virtually all countries. Indeed, reference aggregate 2
(consumption plus capital formation) has been
promoted by some analysts as a better measure of
change in the prices of actual transactions in goods
and services than CPls based on reference aggre-
gate 1 (consumption), which gives substantial
weight to the imputed rent of owner-occupied hous-
ing. On the other hand, the total value of transac-
tions in goods and services also includes intermedi-
ate consumption and acquisitions or disposals of
tangible and intangible capital assets, so as an infla-
tion index for total goods and services transactions,
the CPI’s coverage is rather limited under either
definition 1 or 2. The CPI’s purchasers’ price valua-
tion principle also includes taxes less subsidies on
products, which may not be desired in an inflation
indicator for underlying price change.

14.57 In contrast, the PPI covers, in principle, to-
tal output, which by definition implicitly includes
intermediate consumption as well as value added."
A second desirable feature of the PPI is that it pro-

However, progress in extending the industry coverage of
the PPI to cover all output producing activities, services in
particular, has proceeded slowly owing to the technical dif-
ficulty of specifying service products and measuring the as-
sociated prices.

14. The System of Price Statistics

vides some information on the transmission of in-
flation through the economy by stage of processing.
As noted earlier, product-based stage-of-processing
PPIs may be used to provide information on trans-
mission of inflation through the economy from pri-
mary products to finished products. If industry
value-added indices are compiled, then industry-
based stage-of-processing net output price indices
can be used to inform on the transmission of infla-
tion from primary activity to tertiary activity. As
noted earlier, the latter indices require price indices
for intermediate consumption, which most often are
estimated using available information on basic
prices, trade and transport margins, and taxes and
subsidies on products, rather than from direct sur-
veys, although the latter may be used and are pref-
erable if the survey resources are available.”

B.3 Other goods and services price
indicators in national accounts

B.3.1 Price indices for total supply

14.58 Consistent with our earlier discussion of
the PPI coverage, total market-valued output is de-
fined as the sum of market output (P.11) and output
for own final use (P.12). Total output (P.1) is the
sum of market-valued output and other nonmarket
output (P.13). Total supply at basic prices is the
sum of output and imports (P.7). Markup adjust-
ments at the product level for trade and transport
margins on domestic production, insurance and
freight on imports, and taxes (D.21) less subsidies
(D.31) on products would be added to total supply
at basic prices to produce total supply at purchas-
ers’ prices.

14.59 In decomposing total supply into price and
volume components, the total SPI at basic prices
can be seen to be a weighted mean of the total out-

2 Although it is possible to produce something similar to
industry-based stage-of-processing indices with information
only on basic prices deriving from the output-based PPI in
conjunction with a product by industry intermediate con-
sumption matrix, such indices do not capture changes in
trade and transportation margins or taxes less subsidies on
production. To the extent that such changes are occurring,
such indices measure the value-added deflators with an er-
ror. However, for inflation measurement, particularly with a
view toward an inflation targeting monetary policy, it may
be desirable to remove the contribution to change in such
industry-based stage-of-processing indices that arises from
changes in taxes net of subsidies on products.
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put price index (YPI) and the MPI. The YPI com-
prises in turn the PPI and an implicit deflator index
(IDI) for other nonmarket output. To obtain the de-
flator for total supply at purchasers’ prices, the SPI
would be multiplied by an index of the total markup
for trade, insurance, and transport margins,21 and
taxes net of subsidies on products.

14.60 Total supply price indices at product levels
of detail are useful in compiling and reconciling
discrepancies in supply and use tables expressed in
volume terms. In addition, SPIs are employed in
producing industry price indices for intermediate
consumption (P.2), which are useful for compiling
GDP volume measures from the production ap-
proach. Although principally used as a compilation
aid and in deflation of value added at basic prices
via the double-deflation approach (see Section
B.4.2), SPIs could also serve as analytical indica-
tors in their own right because of their coverage of
all goods and services transactions in the economy
relating to production and external trade. As such,
they may be useful as indicators for economic pol-
icy analysis and evaluation requiring broad transac-
tion coverage, in monetary policy formulation, for
example.

B.3.2 Price indices for final uses

14.61 The price indices for final uses comprise
deflators for individual consumption (P.31), collec-
tive consumption (P.32), gross fixed capital forma-
tion (P.51), change in inventories (P.52), acquisi-
tions less disposals of valuables (P.53), and exports
(P.6). Of the major price indices discussed above,
the CPI is the principal source of detailed (product-
level) information for P.31, and the PPI is a signifi-
cant source of detailed information for P.51 and the
principal source for the finished goods component
of P.52. The SPI may be the principal source for the
input inventories component of P.52 in the absence
of a detailed intermediate inputs purchase price sur-
vey, and the XPI is the deflator for P.6. The SPI can
serve as a source of detailed product information
for P.32, P.51, and P.53. The deflator for total final
uses is designated as the final uses price index, or
the FPL. It would be computed as a weighted mean

2'These margins matter only when developing supply
price indices at purchasers’ prices for individual products
and product subaggregates. For all products they cancel out,
leaving only taxes less subsidies on products contributing to
the total markup on total supply at basic prices.

(formula to be determined) of the component indi-
ces just discussed.

B.3.3 GDP deflator

14.62  As noted above in the discussion of the SPI
and the IPI, the GDP price deflator™ can be com-
piled in two ways, corresponding to the two goods
and services methods of compiling GDP: the pro-
duction approach and the expenditure approach.
Recall that the production approach derives from
the definition of value added, which is the differ-
ence between output (P.1) (at basic prices) and in-
termediate consumption (P.2) (at purchasers’
prices). The 71993 SNA recommends the use of dou-
ble deflation for value added, by which output at
basic prices Y is deflated by the all items YPI to ob-
tain output volume, and intermediate purchases are
deflated by an intermediate purchases price index to
obtain intermediate input volume. Real value added
is then computed as the difference between output
volume and intermediate input volume.” This op-
eration is equivalent to deflating value added in cur-
rent prices with a double-deflation-type price index
having a positive weight on the YPI and a negative
weight on the IPL** The total value added at current
basic prices divided by real value added obtained
via double deflation yields the implicit deflator for
value added at basic prices. Finally, the GDP defla-
tor at purchasers’ prices is the value-added price in-
dex (at basic prices for output and purchasers’
prices for intermediate input) multiplied by the in-

2The terminology “GDP price index” could be used here
with no confusion of meaning, but we follow conventional
usage as set out in Chapter 17. This does not imply that a
price index that declines with increases in some prices is in
fact not a price index—this Manual considers a price index
to be that part of the relative change in a value aggregate
that can be attributed to the associated change in prices,
whether such a change increases or decreases the aggregate.
See Chapter 15.

BSee 1993 SNA, Chapter X V1.

In the usual case just described, the value-added deflator
is as a Paasche index (Chapter 15, equation [15.6]) of the
output price index YPI*' and the intermediate input price in-
dex IPI*, where the weight on the IPT*' is

. -P2
wp = t T
P.1'-P.2

As noted in Chapter 15, equation (15.11), the correspond-
ing volume index has the Laspeyres or “constant price”
form, which is equivalent to the double-deflation real value-
added volume measure described in the text divided by
base-period value added.
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Table 14.14. Generation of Income Account for Establishment, Institutional Unit, or Institutional

Sector
(1993 SNA goods and services items shown in bold)

Uses

Resources

D.1 Compensation of employees
D.11 Wages and salaries
D.12 Employers’ social contributions

D.121 Employers’ actual social con-

tributions

D.122 Employers’ imputed social

contributions
D.2 Taxes on production and imports
D.29 Other taxes on production’
D.3  Subsidies
D.39 Other subsidies on production (-)’
B.2  Operating surplus®

B.1 Value added'

'From the production account.

Taxes on production unrelated to products.
3Subsidies on production unrelated to products.
“Balancing item of the generation of income account.

dex of the markup on value added of output taxes
less output subsidies on products.

14.63  Alternatively, the final expenditure deflator
FPI may be combined with the MPI using a double-
deflation-type approach. GDP volume is calculated
from expenditure data by deflating imports (P.7) by
the MPI and subtracting it from the volume of final
uses, calculated by deflating final uses by the FPI.
The implicit GDP deflator would be the ratio of
GDP at current prices with GDP volume so calcu-
lated.

B.3.4 Labor services price indices

14.64 The 1993 SNA provides for the income
components comprising value added in the genera-
tion of income account, shown in Table 14.14. The
largest of the income components itemized in this
account is compensation of employees (D.1), com-
prising wages and salaries (D.11) and employers’
social contributions (D.12). D.1 represents a value
aggregate for a flow of labor services and thus is
susceptible to decomposition into price and volume
components. Table 14.15 shows the same account
exploded by type of labor service (occupation) for
an establishment or industry. The price index of la-
bor services or employment cost index (ECI) meas-

ures developments in total compensation by occu-
pation within industry. The price of labor services
in total compensation terms is of particular interest
when compared with the GDP deflator, which indi-
cates the relative purchasing power of labor com-
pensation in terms of production for final consump-
tion. This comparison is useful in assessing cost-
push pressures on output prices and as an input into
compiling measures of the productivity of labor. A
second useful comparison is between the wages and
salaries subindex of the ECI** with the CPI. The ra-
tio of the ECI with the CPI indicates the purchasing
power of wages in terms of consumption goods and
services, and tracks the material welfare particularly
of the employees subsector (S.143) of the house-
hold institutional subsector (S.14) (see Box 14.1).

BIn the ECI, the price of labor services comprises all of
the components of compensation of employees, including
employers’ social contributions (benefits) as well as wages
and salaries. The wages and salaries subindex of the ECI
would be another example of a price index adjusted by a
markup index. Analogously with the price index for total
supply at purchasers’ prices or for GDP by production in
Table 14.12, the ECI would be adjusted in this case by a
“markdown index” taking off employers’ social contribu-
tions.

363



Producer Price Index Manual

JUNOOOE SWOJUT JO UOLBIOUST S} JO WA Furoue[ed,

‘Junoode uoronpoid ay) wolx d,

"OTI (88-00SI) 8861 suonednod( O UOHEIYISSE[D) PIEPUE)S [eUONEUINU] oY) Jo sdnoi3 Jofew are umoys,
Uy g :SNIe)s JONIBA “UUUUU'S :9pO9 J0309S [BUONMISU] "nnnnnnnn ([ 31un [euonmnsuy ‘eeee ((QIS]) Opod AnSnpur/AJIATIOY 03099099 (] JUSWYSI[eISH 910N

_pappv anng 1'd

Snpdans Sunpaadg  Td
uononpoid uo saIpisqns PYPO  6€°'d
() sapisqng €'
uononpoid uo soxe} Y10 67°d
syodwr pue uononpoid uo soxe] 7

a

S9210J POULIY :
suorjednooo Arejuowdy :

SI9[quIdsse pue siojerodo suryoew pue Jue[{ :
SIOXIOM SIpRI) PAIR[AI PUE JJBI)) :

SIONIOM AIOUST] pue [eImnoLSe po[[s :

SIONIOM SI[es JosTew pue doys pue SIOIOM 0JIAIOS :
SYIRD :

s[euoIssajoId 9)eroosse pue SURIOTUYIA],
S[BUOISSOJOI{ :

SIOFRUBW PUB ‘S[RIONJO IOTUDS ‘SI0JB[SIZAT :

— NN <N OO

s33Lojdwd Jo uoneswadwo) '

SO210J POULIY :

suorjednooo Arejuowdy :

SI9[quIdsse pue siojerodo suryoew pue Jue[{ :
SIOXIOM SIpRI) PAIR[dI PUE JJBI)) :

SIONIOM AIOUST] pue [eImnoLSe po[[o[s :

SIONIOM SI[es JosTewt pue doys pue SISIOM 9JIAIOS :
SYIRD :

s[euo1ssajoId 9)eroosse pue SURIOTUYI],
S[BUOTSSOJOI{ :

SIOFRUBW PUR ‘S[RIONJO IOTUDS ‘SI0JB[SIZAT :

— NN <N OO

suonnqLiuod [eros sfoduy 71

SO210J POULIY :

suorjednooo Arejuowdy :

SI9[quIAsse pue siojerodo suryoew pue Jue[{ :
SIONIOM SIpRI) PAJR[AI PUE JJBI)) :

SIONIOM AIOUST] pue [eImnoLISe PI[IS :

SIONIOM SI[es JosTew pue doys pue SIOIOM 0JIAIOS :
SHIRD :

s[euo1ssajoId 9)eroosse pue SURIOTUYIA],
S[BUOISSOJOI{ :

SIoFeRUBW PUB ‘S[RIONJO IOTUDS ‘SI0JB[SIZT :

— NN <O~ O

SoLIgjes pue mvm-w?/ 1Ird

$A3INOSAY

sas)

(p1oq u1 umoys suiag1 §2214.428 puv spoo3 VNS €661)

1re3d( | (reuonednddQ) saIAIS J0qe] PIM ASNPU] PUE JUIWYSI[GE)ISH 10J JUNOIIY dWI0IU] JO UOEIIUID) “ST°p] dqEL

364



B.4 A framework for a system
of price statistics

14.65 To summarize this section’s overview of
the main price indicators and the national accounts,
Table 14.16 shows the price indices needed for the
value aggregates in the national accounts and their
relation to the four main price indicators. Indices
that are functions of two other indices are shown

with the general notation f (1,,1,;w), where fis an

index formula, /; and /, are price indices (for exam-
ple, MPI and YPI), w is the weight of the second
index, with the weight of the first argument in f
understood to be 1 — w. For example, if f is the
Laspeyres formula, then the output price index YP/
would be calculated by making the following sub-
stitutions: P =YPI*' 1" = PP["",
r" = XPI"" xA™,w, =w, . The variable [ also

could be chosen as a Paasche formula (with the
same substitutions except for change in the time su-

S 11
w =1-w,

perscript on the weights w/ =1—w/ andw} = w)),
Fisher Ideal formula, or other index formula.

C. International Comparisons of
Expenditure on Goods and
Services

14.66 The main price statistics discussed thus far
trace price developments of goods and services
through time. Purchasing power parities compare
price levels expressed in a numeraire currency, such
as the U.S. dollar or the euro, of detailed goods and
services among different countries or geographical
areas for a given accounting period. They eliminate
the effect of prices when comparing the levels of
GDP between two countries or areas. The price
relatives in bilateral PPPs comprise the ratios of the

14. The System of Price Statistics

local prices, converted to a numeraire currency, of
identical goods and services between the two coun-
tries or areas. The weights are proportional to the
shares of these items in expenditure on GDP, ex-
pressed in a numeraire currency, between the two
countries or areas. PPPs thus follow the same scope
and valuation concepts as GDP in Table 14.16, with
the superscript ¢ referring to an area or country
rather than month, quarter, or year.

14.67 The sources of price relatives are the same
as those for the final uses GDP deflator, and the
weights are simply the total final uses, net of im-
ports f.0.b., by product. To ensure the PPP between
area 4 and area B is the reciprocal of the PPP be-
tween B and A, bilateral PPPs need to be computed
using symmetric index numbers such as the Fisher
or Térnqvist indices.*®

14.68 A matrix of bilateral PPPs provides a
means of making not only direct bilateral compari-
sons, but also bilateral comparisons between any
two areas as the product of a sequence of bilateral
PPPs through any set of intervening areas, begin-
ning with the first area and ending with the second.
To ensure the consistency of such comparisons (for
example, that a chain beginning with a given area
and ending with the same area produces a PPP of
unity), bilateral PPPs are adjusted to produce a tran-
sitive set of comparisons. The methods for impos-
ing transitivity on a system of bilateral parities
compare each area or country’s goods and services
prices and shares in GDP to a regional set of refer-
ence prices and reference shares.

%Note that in the international comparisons case the super-
scripts s and ¢ of the price and volume decompositions in
Section A of this chapter refer to two countries rather than
two time periods.
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