Chapter 14.
Producer Prices

changes in prices received by domestic producers
for their output. Most of theinformation usedin cal-
culating producer priceindexesisobtained through the sys-
tematic sampling of virtually every industry in the mining
and manufacturing sectors of the economy. By contrast, the
publication of indexesfor the service sector of the economy,
while expanding, is currently incomplete. The PPl program
also includes data from other sectors as well—agriculture,
fishing, forestry, and utilities (gas and electricity).
As of January 2002, the PPl program contained the fol-
lowing indexes:

The Producer Price Index (PPl) measures average

* Priceindexesfor approximately 500 mining and manu-
facturing industries, including more than 7,000 indexes
for specific products and product categories;

* Morethan 3,000 commodity price indexes organized by
type of product and end use;

* Nearly 1,000indexes covering approximately 90indus-
triesin the services sector and other sectorsthat do not
produce physical products; and

* Magjor aggregate measures of price change, including
product durability and stage-of -processing (SOP) clas-
sification schemes.

Together, these elements constitute a system of price
measures designed to meet the need for both aggregate in-
formation and detailed applications, such asfollowing price
trends in specific industries and products.

Background

Known until 1978 asthe Wholesal e Price Index, or WPI, the
PPI is one of the oldest continuous systems of statistical
data published by the Bureau of Labor Statistics (BLS, the
Bureau), as well as one of the oldest economic time series
compiled by the Federal Government. Whenit wasfirst pub-
lishedin 1902, theindex covered theyearsfrom 1890 through
1901. The origins of the index can be found in an 1891 U.S.
Senate resolution authorizing the Senate Committee on Fi-
nance to investigate the effects of the tariff laws * upon the
imports and exports, the growth, development, production,
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and prices of agricultural and manufactured articlesat home
and abroad.”!

Thefirst index published, with base period 189099, was
an unweighted average of pricerelativesfor about 250 com-
maodities. Since that time, many changes have been madein
the sample of commodities, the base period, and the method
of calculating the index. A system of weighting was first
used in 1914, for example, and major expansions of the sample
and reclassifications were implemented in 1952 and 1967.

ThePPI program'’ soriginal i ntent wasto measure changes
in prices received for goods sold in primary markets of this
country. The conceptual framework and economic theory
guiding the program’s evolution, while more implicit than
explicit, concentrated on obtaining the price received by ei-

! Senate Committee on Finance, Wholesale Prices, Wages, and
Transportation, Senate Report No. 1394, “ The Aldrich Report,” Part
I, 52nd Congress, 2d sess., March 3, 1893; and U.S. Department of

Labor, Course of Wholesale Prices,1890-1901, Bulletin No. 39, March
1902, pp. 205-09.



ther adomestic producer or an importer for thefirst commer-
cial transaction.

A magjor limitation of the traditional methodology wasits
reliance on judgment sampling of commodities and produc-
ers; that is, commodities and producers were selected with-
out the use of probability-based statistical methods. This
practiceresulted in asystem that wastoo heavily composed
of volume-selling products made by larger firms. The PP
therefore did not adequately reflect the price behavior of the
multitude of products whose individual transaction values
might have been small, but that collectively accounted for a
sizable portion of the economy. Another result of judgment
sampling was that the output of many industries was com-
pletely overlooked. Beforethetransition to the current meth-
odology began, products covered by the PPl program ac-
counted for only about half of the total value of output by
the mining and manufacturing sectors. The practice of as-
signing equal weight to price reports from each producer of
agiven commodity, regardlessof any disparity in sizeamong
these firms, may have caused some distortions.

Another limitation of thetraditional PPl methodology was
its commodity orientation, which, while important, was not
compatible with the industry orientation of most other Fed-
eral economictime series. The PPI’ sunique commodity clas-
sification scheme madeit difficult to compare producer price
movementswith datafor most other economic variablesthat
were expressed in terms of the Standard Industrial Classifi-
cation (SIC).

These and other weaknesses in the PPl program, com-
bined with increased development of the theory of pricein-
dexesin preretail markets, spurred several changesin termi-
nology and operationsduring the 1970s. The 1978 changein
the program name from Wholesale Price Index to Producer
Price Index, for example, was intended to reemphasize the
fact that the PPl program continues to be based on prices
received by producers from whoever makes the first pur-
chase. Alsoin 1978, the new nomenclature was accompanied
by ashift in the Bureau’ sanalytical focusfrom the All Com-
modities Price Index (which was popularly called “the”
Wholesale Price Index) to the Finished Goods Price Index
and the other commodity-based SOP priceindexes. Thisover-
haul was phased in gradually, until the transition to the cur-
rent methodol ogy was essentially compl eted in January 1986.

Description of Survey

Universe

The PPI universe consists of the output of all industriesin
the goods-producing sectors of the American economy—
mining, manufacturing, agriculture, fishing, and forestry—
aswell asgas, electricity, and goods competitive with those
made in the producing sectors, such as waste and scrap
materials. Imports are no longer included within the PPI uni-
verse; however, the BLS International Price Program pub-
lishes priceindexesfor both imports and exports. (See chap-

ter 15.) Domestic production of goods specifically made for
the military is included, as are goods shipped between es-
tablishments owned by the same company (termed inter-
plant or intracompany transfers).

The output of the services sector and other sectors that
do not produce physical productsalsoisconceptually within
the PPI universe, although, in 2002, actual coverage was
approximately half of the service sector’ soutput. Asof Janu-
ary 2002, the PPI program published datafor selected indus-
triesin the following industry groups. Railroad, water, and
air transportation of freight; air passenger transportation;
motor freight transportation and warehousing; the U.S. Postal
Service; petroleum pipelines; travel agencies; hotels and
motels; communications; health services; finance, insurance,
and real estate; business services; legal services; electrical
power and natural-gas utilities; automotive rental and leas-
ing; retail trade; engineering and architectural services; ac-
counting, auditing, and bookkeeping services; and scrap
and waste material s collection.

Prices

One crucial task in designing a price index is defining what
constitutes the “ price” whose changes are to be measured.
A seemingly simple question such as “What is the price of
steel?’ isunanswerable until it is made more specific.

For industries in sectors other than retail trade, the PPI
price is defined as the net revenue accruing to a specified
producing establishment from aspecified kind of buyer for a
specified product shipped under specified transaction terms
on a specified day of the month. This definition points up
the several price-determining variablesthat must be clarified
before a cooperating business establishment can report a
meaningful price for any of its products to the Bureau. For
example, if acompany charges more for ared widget than a
white one, color is one of the price-determining variables; if
all widgetssell for the same price, regardlessof color, coloris
not a price-determining variable.

Because the PPI is meant to measure changesin net rev-
enuesreceived by producers, changesin excise taxes—rev-
enues collected on behalf of the government—are not re-
flected in the index. But changes in rebate programs,
low-interest financing plans, and other sales promotion tech-
niques are reflected to the extent that these policies affect
the net proceeds ultimately realized by the producer for a
unit sale. If an auto manufacturer offers retail customers a
rebate of $500, the manufacturer’ s net proceeds are reduced
by $500, and the PPI for new carswould reflect alower price.
(Conversely, the termination of a rebate program would be
treated as a price increase.) If aretail car dealer offersretail
customers an additional rebate whose cost is absorbed by
the deal er rather than the manufacturer, such arebate would
not affect the PPI. (The Consumer Price Index, of course,
would reflect acustomer rebate, regardless of whether it was
sponsored by the manufacturer or the dealer.)

In contrast to establishments in the goods sector and
some service industries, establishments engaged in retail



trade purchase goods primarily for resale to the consumer.
The PPl viewsaretailer asasupplier of services (rather than
goods), because little, if any, transformation of these goods
takes place. Thisapproach impliesthat the output of aretail
trade establishment is the difference between the retail sell-
ing price of a good and the acquisition price for that same
item. Theresulting grossmargin pricesreflect the value added
by the establishment for services such as marketing, storing,
and displaying goods in convenient locations and making
the goods easily available for customers to purchase.

Thestatistical accuracy of producer priceindexesdepends
heavily on the quality of the information voluntarily pro-
vided by respondents. BL S emphasizesto cooperating busi-
nesses the need for reports of realistic transaction prices,
including all discounts, premiums, rebates, allowances, and
soforth, rather than list or book prices. The use of list prices
in the PPl program has been the exception rather than the
rule. Even before the conversion to the current methodol-
ogy, a BLS survey showed that only about 20 percent of
traditional commodity indexes were based on list prices. In-
asmuch asthe current methodol ogy is more systematic than
the older methodology in concentrating on actual transac-
tion prices, the use of list pricesis even less frequent now.

Neither order prices nor “futures’ prices are included,
because the PPI tries to capture the price for output being
shipped in that same month, not during some other time.
Changes in transportation costs are reflected in industry
price indexes only when the producing company delivers
the product itself without hiring athird-party shipper.

Most pricesrefer to one particular day of the month, name-
ly, the Tuesday of theweek containing the 13th of the month;
this pricing date can range between the 9th and the 15th.
There are exceptionsfor some products, however: anumber
of farm products are priced on a day of the week other than
Tuesday, and prices for some refined petroleum products
are commonly an average of pricesduring thefirst 10 work-
ing daysof themonth or the pricesreceived by oil refineries
on the 10th working day. Although most prices reported to
the Bureau are the prices of selected producers, free on
board (f.0.b.) point of production, some prices are those
quoted on organized commodity exchanges or at central
markets; this practice is most often used for farm products.

Product change and quality adjustment
The same product usually is priced month after month; there-
fore, it is necessary to provide a means for bridging over
changes in detailed specifications so that only real price
changes will be measured. An adjustment is especially im-
portant when one product is replaced by a new one. Even
when companies report their prices on the basis of altered
transaction selling terms (for example, price per 1,000 sold
instead of price per 100), or when there is a change in the
number or identity of companies reporting to BLS, routine
steps are taken to ensure that only true price changesinflu-
ence the index.

When acompany respondent reportsapricethat reflects

aphysical changein aproduct, the Bureau uses one of sev-
eral quality adjustment methods. The direct comparison
method is used when the change in the physical specifica-
tion is so minor that no product cost differences result; in
thisinstance, the new priceiscompared directly withthelast
reported price under the former specifications, and the af-
fected index reflects any price difference.

When changes in physical characteristics of a product
cause product cost differences, however, the Bureau attempts
to make an accurate assessment of real price change by tak-
ing account of quality differences systematically. The ex-
plicit quality adjustment method is especially important for
automobiles, machinery, and other types of goods that un-
dergo periodic model changes. For these goods, the usual
method of quality adjustment involvesthe collection of data
from reporting companieson the coststhey haveincurredin
connection with the quality change. For example, if theprice
of a new model car is $500 more than the previous model
year’s version and $200 of that increase is due to the extra
product cost and normal margin associated with the addition
of government-mandated safety equipment, then the real
price has risen by only $300. The change in the passenger
car index will reflect only that amount, not the nominal price
rise of $500.

Unfortunately, it is not always possible to obtain avalue
for quality adjustment. If, for instance, the respondent is
unable to estimate the production cost difference between
an old item and a new one, or if an explicit comparison be-
tween an entirely new product and aprevious product isnot
feasible, then no quality adjustment value will be forthcom-
ing. In such cases, the Bureau may have to assume that any
differencein price between the old and the new itemsisdue
entirely to differencesin quality; the Bureau, therefore, em-
ploysthe* overlap” method (if possible). Under thismethod,
the Bureau collects pricesfor both the old and the new item
over adesignated period and chooses a particular month as
the overlap month. The difference between the prices of the
two itemsin the overlap month is assumed to represent the
value of thedifferencein quality between theitems. For pur-
poses of calculating the official priceindex, the Bureau uses
price changes for the old item through the overlap month,
but thereafter follows price changes only for the new item.

When the reporter fails to provide information about the
resource costs of changes in product attributes, a different
yardstick is employed to measure these missing values. It
has been very difficult to estimate the value of improve-
mentsor deteriorationsin products, such ascomputers, semi-
conductors, and so forth, manufactured by companies in-
cluded in “high-tech” industries. These industries may
frequently develop new products that are technologically
superior and cost less. The conventional quality adjustment
methodology is suitable for situations in which increased
resource costs for producing a product are necessary for
improved performance. This is the exact opposite of what
typically happens in industries that manufacture sophisti-
cated products composed of electronic components. Such



an inverse relationship between cost changes and quality
changes requires many different techniques for the con-
struction of anindex, especially inthe areaof quality adjust-
ment.2 An alternative quality adjustment technique using
hedonic regressions has been incorporated into PPI adjust-
ment processes.? Hedonic regressions estimate the func-
tional relationship between the characteristics embodied in
the products in a market and the products’ prices. Such re-
gressions yield estimates of “implicit prices’ for specified
product characteristicsthat may be used to valuethe quality
improvement resulting from changes in the various charac-
teristics embodied in a product. The value of the quality
improvement can then be removed from the reported price
change to obtain a measure of the pure price changethat is
appropriate for the PPI.

Classification

The Producer Price Index family of indexes consists of sev-
eral major classification systems, each with its own struc-
ture, history, and uses. However, indexesin all classification
systems now draw from the same pool of price information
provided to the Bureau by cooperating company reporters.
The three most important classification structures are (1)
industry, (2) commodity, and (3) stage of processing (SOP).

Industry classification. A Producer Price Index for anindus-
try isameasureof changesin pricesreceived for theindustry’s
output sold outside the industry (that is, its net output).
Measures—or indexes—of price change classified by in-
dustry form the basis of the program. These indexes reflect
the pricetrends of aconstant set of goods and servicesthat
together represent thetotal output of anindustry. Standard-
ized industry index codes provide comparability with awide
assortment of industry-based data for other economic phe-
nomena, including productivity, production, employment,
wages, and earnings.

For morethan 20 years, the PPI program made use of the
SIC system asthe structurefor the collection and presenta-
tion of price data. However, the system has received in-
creasing criticism about itsinability to handlerapid changes
in the U.S. economy. Recent developments in information
services, new forms of healthcare provision, expansion of
services, and high-tech manufacturing are examples of in-
dustrial changes that cannot be studied under the current
SIC system.

Beginning in January 2004, the PPI program will begin
publication of price data organized in accordance with the
North American Industry Classification System (NAICS).

2 See James Sinclair and Brian Catron, “An experimental price
index for the computer industry,” Monthly Labor Review, October
1990, pp. 16-24.

3 Since January 1991, the Bureau has published a computer price
index incorporating these new quality adjustment procedures. In addi-
tion, series for other high-tech industries related to computers may
also incorporate these new techniques of adjusting for embodied tech-
nological change.

Developed in cooperation with Canada and Mexico, NAICS
represents one of the most profound changes in statistical
programsfocusing on emerging economic activities. NAICS
uses a production-oriented conceptual framework to group
establishmentsinto industries, based onthe activity inwhich
they are primarily engaged. Establishmentsusing similar raw
material inputs, similar capital equipment, and similar labor
are classified in the same industry.

In general, there may be as many as three kinds of prod-
uct price indexes for a given industry. Every industry has
primary product indexesto show changesin pricesreceived
by establishments classified in the industry for products
made primarily, but not necessarily exclusively, by that in-
dustry. The industry under which an establishment is clas-
sified is determined by those products that account for the
largest share of the establishment’ stotal value of shipments.
In addition, most industries have secondary product in-
dexesto show changesin pricesreceived by establishments
classified in theindustry for products made chiefly in some
other industry. Finally, some industries may have miscella-
neous receipts indexes to show price changes in other
sources of revenue received by establishments within the
industry.

Commodity classification. The commodity classification
structure of the PPI organizes products by similarity of end
use or material composition, regardless of whether the prod-
ucts are classified as primary or secondary in their industry
of origin. This system is unique to the PPl and does not
match any other standard coding structure, such asthe SIC
or theU.N. Standard International Trade Classification (SITC).
Historical continuity of index series, the needs of index us-
ers, and avariety of ad hoc factors wereimportant in devel-
oping the PPI commodity classification.

Fifteen major commodity groupings(at thetwo-digit level)
make up the all-commodities index. Of these, 2 major com-
modity groupings form the index for farm products and pro-
cessed foods and feeds, while the other 13 are grouped into
theindustrial commodities price index. Each major commod-
ity grouping includes (in descending order of aggregation)
subgroups (three-digit level), product classes (four-digit
level), subproduct classes (six-digit level), and individual
items (eight-digit level). Thestructure of thetraditional com-
modity classification system thusfollowsastrict, consistent
hierarchy.

All eight-digit commoditiesunder thetraditional commod-
ity coding system now are derived from corresponding in-
dustry-classified product indexes. In such instances, move-
mentsinthetraditional commodity priceindexesareidentical
to movements of their industry-classified counterparts. Al-
though most traditional commodity price indexes continue
to be published with the use of their own original base peri-
ods, the corresponding industry product price indexes are
published with respect to the month of their introduction as
their base. Therefore, monthly percent changes for corre-



sponding indexes can appear more similar than their respec-
tiveindex-level changes?*

Specifications for eight-digit commodities priced under
the current methodology generally follow the U.S. Census
Bureau definitions and are considerably broader than those
formerly used for traditional commodity indexes. Because
companiesreport pricesfor abroad range of commodity and
transaction-term specifications within a given commodity
index, it is not feasible to publish meaningful average prices
for individual commaodities.

Commodity-based SOP classification. Commodity-based
SOP price indexes regroup commodities at the subproduct
class(six-digit) level, according to the class of buyer and the
amount of physical processing or assembling the products
have undergone.

Finished goodsare defined ascommaoditiesthat are ready
for sale to the final-demand user—either an individual con-
sumer or abusinessfirm. In national income accounting ter-
minology, the Finished Goods Price Index roughly measures
changesin pricesreceived by producersfor two portions of
the grossnational product: (1) Personal consumption expen-
ditures on goods and (2) Capital investment expenditureson
equipment.> Within the Finished Goods Price Index, the con-
sumer foods category includes unprocessed foods, such as
eggs and fresh fruits, as well as processed foods, such as
bakery productsand meats. Thefinished energy goodscom-
ponent includes those types of energy to be sold to house-
holds—primarily gasoline, home heating oil, residential gas,
and residential electricity. The category for consumer goods
other than foods and energy includes durables such as pas-
senger cars and household furniture and nondurables such
as apparel and prescription drugs. The capital equipment
index measures changes in prices received by producers of
durableinvestment goods such as heavy motor trucks, trac-
tors, and machine tools.

Thecategory of intermediate materials, supplies, and com-
ponents consists partly of already processed commodities
that still require further processing. Examples of such
semifinished goodsincludeflour, cotton yarn, steel mill prod-
ucts, and lumber. The intermediate goods category also en-
compasses nondurable, physically complete goods pur-
chased by business firms as inputs for their operations.
Examplesinclude diesel fuel, belts and belting, paper boxes,
and fertilizers.

Crude materials for further processing are defined as un-
processed commodities not sold directly to consumers. Crude
foodstuffs and feedstuffs include items such as grains and
livestock. The crude energy goods category consistsof crude
petroleum, natural gas to pipelines, and coal. Examples of

4 Lists of corresponding commodity codes and product codes ap-
pear in Bureau of Labor Statistics, Supplement to Producer Price
Indexes, Data for 1990 (Bureau of Labor Statistics, August 1991), pp.
353-86.

5The Producer Price Index universe excludes the consumer ser-
vices portion of total consumption expenditures and the structures
portion of investment expenditures.

crude nonfood materials other than energy include raw cot-
ton, construction sand and gravel, and iron and steel scrap.

Many major commodity-based SOP price indexes exist
continuously back to 1947. However, some special group-
ings within this system (such as finished goods less foods
and energy) were first calculated in the 1970s and have no
historical record before then.

Other. There are several additional classification structures
within the PPl family of indexes. For example, producer price
indexesareavailable by durability of product. Theallocation
of individual commaodities to durability-of-product catego-
ries (such as durable manufactured goods and total nondu-
rablegoods) isbased on the Census Bureau definition; prod-
uctswith an expected lifetime of lessthan 3 yearsare classified
as nondurable, while products with alonger life expectancy
are considered durable goods. Special commodity grouping
indexes (such asindexes for fabricated metal products and
selected textile mill products) rearrange PPl commodity data
into different combinations of price series. In 1986, BLS be-
gan publishing indexes that measure changes in prices of
material inputs to construction industries. BLS also pub-
lishes industry-based SOP indexes, with data beginning in
June 1985. These indexes combine industry price indexes
with interindustry transaction data from the 1977 input-out-
put tables of the U.S. Department of Commerce.

Most PPIs, whether commodity oriented or industry ori-
ented, are national, rather than regional, in scope. However,
regional priceindexesare published for afew selecteditems,
such as electric power, sand and gravel, scrap metals, ce-
ment, and real estate, for which regional marketsaretherule
rather than the exception.

Data Sources and Collection Methods

Anindustry as awhole is the basic starting point for sam-
pling, and each industry has an individually designed and
tailored sample. The first step in selecting a sample is to
construct auniverseframe of establishmentsclassified within
that industry. The primary sourcefor compiling thisuniverse
of establishments is the Unemployment Insurance System,
because most employersarelegally required to participatein
it. Supplementary information from multiple publicly avail-
ablelistsis used to refine the industry’ s frame of establish-
ments. For example, for service-sector industries in particu-
lar, it is sometimes necessary to use universe frames other
than the Unempl oyment I nsurance System, so that additional
establishment data can be analyzed.

The next step in constructing an industry sample con-
sists of clustering establishments into price-forming units.
Each member of aprice-forming unit must belong to the same
industry; establishments in a profit center that belong to
another industry are excluded in thisstep. An establishment
is defined as a production entity in a single location. Two
establishments may occupy the same or adjacent space if
they are separable by physical identification, recordkeeping,
or both. Establishments are the units for which production



and employment datausually are collected; however, inmany
cases, establishments are not the appropriate unit for the
collection of producer pricedata. For example, several estab-
lishments owned by asinglefirm may be operated asaclus-
ter and constitute a profit-maximizing center. In such cases,
the business maximizes profits for the cluster as a whole,
rather than for any one establishment. A profit-maximizing
center istherefore the price-forming unit.

Oncealist of price-forming unitsin an industry has been
compiled, the list may be stratified by variables appropriate
for that industry. The criterion for identifying the sampling
strata is whether price trends may be different for different
values of avariable. For example, the size of the production
unit may cause differencesin production technologies and,
thus, different responses to changes in demand or input
costs. Some industries may be characterized by geographi-
cally independent markets, which may become strata. Within
each stratum, units are usually ordered by size to ensure a
proportionate distribution of the sample.

The next step is to assign the number of units to be se-
lected in each stratum. This number may bein direct propor-
tionto the value of shipmentsby unitsin each stratum. How-
ever, if thereis evidence that some strata have more hetero-
geneity in price change, those stratawill beassigned agreater
proportion of the total sample than their simple shipment
values would require. Each price-forming unit is selected
systematically, with aprobability of selection proportionate
to its size. Ideally, the proper measure of size would be the
total revenue of the unit; however, in practice, employment
isused as a proxy, because employment information is usu-
aly more readily available.

Once an establishment or cluster of establishmentsis se-
lected for pricing, a BLS field economist visits the unit to
solicit its cooperation. The management of the unit is as-
sured that its assistance is completely voluntary, that any
information it agrees to provide to the Bureau will be used
for statistical purposes only, and that the Bureau will hold
that information in confidenceto the full extent permitted by
law.

If the establishment agrees to participate in the PPI pro-
gram, the BL Sfield economist proceedsto select thosetrans-
actions that are to be priced through time from among all of
the unit’s revenue-producing activities. A probability sam-
pling technique called disaggregation is used to select the
transactions. The disaggregation procedure assigns, to each
category of items shipped and to each category of other
types of receipts, aprobability of selection proportionate to
the value of the category within the reporting unit. The cat-
egories selected are broken into additional detail in subse-
quent stages, until unique items or unique types of other
receipts areidentified.

Even after a physically unique item has been selected, it
isusually necessary to disaggregatefurther. If the same physi-
cal item is sold at more than one price, then the conditions
that determine that price—such asthe size of the order, the
type of customer, and so forth—al so must be selected on the

basisof probability. Thismethod for identifying theterms of
sale (or transaction terms) both ensures that the same type
of transaction is priced over time and eliminates any biasin
the selection of the terms of sale.

To minimize the reporting burden on cooperating compa-
nies, the disaggregation process just described usually is
completed within 2 hours in the initiation interview. Subse-
quently, reporting companiesagreeto supply pricesfor those
items selected on an agreed-upon schedule—usually
monthly, but sometimes|essoften. BLS Form 473P, shown at
theend of thischapter, isused for reporting producer prices.
The degree of cooperation generally remains high, although
some companies decline to participate from the beginning,
and others may drop out of the program.

The publication of company-specific datain identifiable
formis prohibited in the statistical and research work of the
Bureau. Data from firms participating in the PPl survey are
protected to ensure the respondent’s confidentiality even
within the Bureau, so that only thosefew staff memberswith
an absolute need to know can identify a respondent. Fur-
thermore, the Bureau has publication criteriato prevent the
inadvertent revel ation of arespondent’ sidentity to the pub-
lic through movementsin a published index.

TheBL Ssample of eachindustry’ sproducersand output
must be updated every few years to account for changing
market conditions. This procedure, calledresampling, takes
place relatively often for industries marked by dynamic
changesin production technol ogy or industry structure. More
stableindustriesneed to undergo resampling lessfrequently.
In practice, many of the reporting companies and products
included in the sample may bethe same both before and after
resampling.

Data Processing

Producer Price Indexesarethe output of aseriesof computer
subsystemsthat automate most operations. Although previ-
ously limited to relying upon mainframe computers, PPl data
processing has increasingly turned to microcomputer and
local area network (LAN) technologies.

After BLSfield representatives conduct aninitial survey
of each reporting establishment, the data collected are re-
viewed by the Bureau's regional offices to ensure consis-
tency and completeness. The data are then subject to final
review by the Bureau’ s national office staff. At that point, a
survey can be prepared, tailored specifically to each estab-
lishment, listing all price-determining variables and terms of
salefor each selected product. These surveys, calledrepric-
ing schedules, subsequently are sent to the reporting estab-
lishment on aregular basis.

Inthe Bureau’ srepricing system, the schedules returned
by therespondentsare scanned by an optical character reader,
which logsin each form and captures the essential dataele-
ments. The Bureau’ s economists then verify the priceinfor-
mation and check for changes that might have been missed
by the character reader. The repricing system makes pos-



sible the collection and processing of the current prices of
morethan 100,000 items, aswell asany changesin the price-
determining characteristics of those items.

Using datafrom therepricing system, the estimation sys-
tem calculates the indexes and generates a variety of out-
puts used for the Bureau’ s Internet site and for printed sta-
tistical tables.

These automated data-processing systems for the PPI
facilitate the accuracy and timeliness of published PPI data
and protect the confidentiality of data supplied by the re-
spondents.

Estimating Procedures

Index calculation
In concept, the Producer Price Index is cal culated according
to amodified Laspeyres formula
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where
I, isthe price index in the current period;
P, isthe price of acommodity in the comparison period,
P, isthe current price of the commodity; and

Q, represents the quantity shipped during the weight-
base period.

An alternative formulamore closely approximates the ac-
tual computation procedure;
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In this form, the index is the weighted average of price
relatives—that is, price ratios for each item (P, /P,). The ex-
pression (Q, P,) represents the weights in value form, and
the P and Q elements (both of which originally relate to pe-
riod a, but are adjusted for price change to period o) are not
derived separately. When specifications or samples change,
theitem relatives must be computed by linking (multiplying)
the relatives for the separate periods for which the dataare
precisely comparable.

Weights

If the Producer Price Index system were composed merely of
indexesfor individual products, with no grouping or summa-
rization, there would be no need to devise acomprehensive
weight structure. However, given the desire for numerous

indexesfor groupingsof individual products, thereisaneed
for a weight system that will let more important products
have agreater effect on movements of groupings. Without a
weighting structure, a10-percent risein gasoline priceswould
have no more significance than a 10-percent risein greeting
card prices.

Commodity and product aggregation weights. A pricein-
dex for even the most finely detailed commaodity or product
(usually termed a cell index) cannot be calculated without
applying apolicy for weighting theindividual pricesreported
to the Bureau for each item. Reports from some establish-
ments are given more weight than those from others, in ac-
cordance with value-of-shipments dataprovided to BL Sfield
representatives during the initiation interviews with report-
ing establishments. The data are adjusted by BL S probabil-
ity selection techniques.

To calculate both commodity and product indexesfor lev-
elsof aggregation abovethe cell index, the Bureau compiles
weights on the basis of values of shipments derived from
information provided by the Census Bureau and afew other
sources.? Product index weights, however, are based only
on values of shipments for those aggregations of products
made within the same industry; thus, shipment values for
the same products made in other industries are not counted.

Industry net output weights. In compiling price indexes for
four-digit SIC industries, as well as for more highly aggre-
gated industry group indexes, the Bureau employs net out-
put values of shipments as weights. Net output values of
shipments include only shipments from establishments in
oneindustry to establishmentsclassified in other industries
or to final demand. By definition, then, net output val ues of
shipments differ from gross values of shipments by exclud-
ing shipments among establishmentswithin the sameindus-
try, evenif those establishments are owned by separate and
independent firms. The meaning of net output depends on
the context of the index grouping. The net output for total
manufacturing, for example, would be the value of manufac-
tured output shipped outside the entire manufacturing sec-
tor—for example, to the construction sector or to consum-
ers. In addition to the val ue-of -shipments data supplied by
the U.S. Department of Commerce Census of Manufactures,
the Bureau constructs appropriate net output price indexes
through the use of data on detailed industry flows from in-
put-output tables compiled by the Department of Commerce's
Bureau of Economic Analysisand from other detailed indus-
try data. Currently, industry price indexes are cal culated pri-

& Information currently used for calculating weights throughout
the PPI family of indexesislargely taken from the following censuses
conducted by the Census Bureau of the U.S. Department of Com-
merce: (1) Census of Manufactures, (2) Census of Mineral Industries
(whichincludes oil and gas production), (3) Censusof Agriculture, and
(4) Census of Service Industries. Other current weight sourcesinclude
the Energy Information Administration of the U.S. Department of
Energy and the National Marine Fisheries Service of the U.S. Depart-
ment of Commerce.



marily with 1997 net output weights and 1992 input-output
relationships.

Weights for traditional commodity groupings. Weights for
individual commodity price indexes and, in turn, for com-
modity grouping priceindexes are based on gross val ues-of-
shipments data, as compiled by the Census Bureau and a
few other sources. This is in contrast to the net output
weightsused for industry indexes. These commodity weights
represent the total selling value of goods produced or pro-
cessed in the United States, f.0.b. production point, exclu-
sive of any excise taxes. Since January 1987, values of ship-
ment between establishments owned by the same company
(termed interplant transfers) have been included in com-
modity and commodity grouping weights; interplant trans-
fershad been excluded from the weight structure beforethen.

Commoadity and commaodity groupingweightsare updated
periodically to take into account changing production pat-
terns. Since January 2002, these weights have been derived
from the total net selling value of commodities reported in
the 1997 economic censuses. Between January 1996 and De-
cember 2001, the 1992 economic censuses were used. From
January 1992 through December 1995, 1987 values of ship-
mentsformed the foundation for commodity and commodity
grouping weights. From January 1987 through December 1991,
1982 weights were used. Between January 1976 and Decem-
ber 1986, 1972 weights were used. Updated weights are in-
corporated into the PPl system in a manner that does not
require recalculation of indexes for earlier periods.

BL Sdoesnot publish the actual values used asweights,
but does publish what is called a relative importance for
each commodity and commoadity grouping. Therelativeim-
portance of an item represents its basic value weight, in-
cluding any imputations, multiplied by the relative of price
change from the weight date to the date of the relative im-
portance cal culation, expressed as a percentage of the total
value weight for the all-commodities category. Data show-
ing the relative importance of commodity groupings with
respect to the three major SOP groupingsalso are available.
In addition, the Bureau calculates rel ative importance data
for December of each year. Except when entirely new weights
are introduced from the latest industrial censuses, or when
sample change affects agiven grouping, relativeimportance
data usually change from one December to another solely
because of relative price movements. The relative impor-
tance of acommodity will riseif itspricerisesfaster than the
al-commoditiesindex; conversely, acommodity whose price
fallsor riseslessthan the all-commoditiesindex will show a
smaller relative importance. The Bureau does not, however,
use published relativeimportance dataasfixed inputsto the
calculation of monthly price indexes. Rather, each com-
modity’s actual weight value fluctuates each month in ac-
cordance with its previous price movements. Theoretically,
the Bureau could cal cul ate and publish anew set of relative
importance data every month. Relative importance datafor
any given commaodity grouping also change when the

grouping’ s components are subjected to a sample change.

Commaodity-based SOP indexes. For commodity-based SOP
indexes, weightsare all ocated to detailed SOP indexes at the
subproduct class (that is, six-digit) level of commodity code
series. These detailed SOP indexes arein turn aggregated to
broader SOP indexes, such as the index for finished goods,
and also to SOP indexes for special groupings, such asthe
index for finished goods excluding foods and energy. Allo-
cations of subproduct classes to detailed SOP indexes ap-
pear in atable of relative importance data published in the
annual supplement to the monthly PPI Detailed Report ( for-
merly Producer Price Indexes).

The value weight of a single subproduct class may be
allocated among several different commodity-based SOP
categoriesto reflect different classes of buyers. For example,
a portion of the value weight of the citrus fruits index has
been assignedtotheindex for crudefoodstuffsand feedstuffs
to represent the proportion of citrus fruit sold to food pro-
cessors; most of the rest of the value weight for this group-
ing has been assigned to the index for finished consumer
foods. The allocations of these value weights to various
SOP categories are currently based on input-output studies
for 1992 conducted by the Bureau of Economic Analysis.
The relative value weights within any subproduct class are
thesameastherelative valueweightsfor subproduct classes
within the commodity classification scheme.

Missing prices

If no price report from a participating company has been
received in aparticular month, the changein the price of the
associated item will, in general, be estimated by averaging
the price changes for the other items within the same cell
(that is, for the same kind of products) for which price re-
ports have been received.

Rounding policy

Whenever rounding is performed to prepare PPl data for
publication, the data are rounded to the nearest tenth of a
decimal place. To derive monthly or annual averageindexes,
BL Sbasesits calculations on unrounded data; index figures
are rounded during the final step only. Before 1991, annual
averages for index series based on commodity code data
were calculated with the use of the rounded published in-
dexes for the individual months; thisis no longer the case.
Annual averages for industry and product indexes always
have been based on unrounded indexes.

To derive seasonally adjusted indexes, unadjusted
rounded published data are divided by rounded seasonal
factors; theresulting seasonally adjusted index dataarethen
rounded for publication.

When the Bureau displays percent changes in associa-
tion with any index data (whether unadjusted or seasonally
adjusted), the changes are calculated on the basis of the
published rounded indexes.



Seasonal adjustment

PPI series are selected for seasonal adjustment if statistical
testsindicatethat the seriesare subject to seasonality and if
there is an economic rationale for the observed seasonality.
Both indexes and rates of change can be published on a
seasonally adjusted basis.

Direct and aggr egative adjustment. Commaodity code series
are seasonally adjusted by applyingthe X-12 ARIMA proce-
dure, based on amultiplicative model, to datafor the latest 8
calendar years.” Seasonal factorsfor the latest full calendar
year are used to generate adjusted datafor the current year.
Commodity-based SOP series, however, are adjusted by the
indirect or aggregative method, which is more appropriate
than direct adjustment for broad categories whose compo-
nent series show strongly different seasonal patterns. Un-
der the aggregative method, direct adjustment isfirst applied
toindexesat lower levelsof detail, and the adjusted detail is
then aggregated up to yield the broad SOP index. (For de-
tail ed seriesthat have not been sel ected for seasonal adjust-
ment, the original, unadjusted data are used in the aggrega-
tion process.)

Intervention. Some index series show erratic behavior that
can cause problems in making an accurate seasonal adjust-
ment. An index series whose underlying trend has under-
gone a sharp and long-lasting shift will generate distorted
resultswhen put through the X-12 ARIMA procedure. Shifts
in trend have been observed, for example, when petroleum
prices have reacted to major policy changes instituted by
the Organization of Petroleum Exporting Countries (OPEC)
cartel—a recurring event that takes place at infrequent and
irregular intervals. Another kind of distorting change may
occur when the seasonal pattern itself changes, as often
happens when many firms within an industry decide to
change the months of the year in which they will institute
their regular price increases.

Inorder to compensate for thoseinstancesin which such
distortions are both substantial and identifiable, an estab-
lished method of intervention analysis, developed at the
Bureau, sometimes is applied® In recent years, the Bureau
has used intervention analysis in seasonal adjustment for
various refined petroleum products, passenger cars, and to-
bacco products. Broad SOP indexesthat are adjusted by the
aggregative method and that have been affected by such
distortions are corrected by applying intervention analysis
to those component detail ed seriesin which the problem has
been observed.

" A general description of how seasonal adjustment procedures are
typically applied at the Bureau isgivenin appendix A at the end of this
handbook.

8 See J. A. Buszuwski and S. Scott, “On the Use of Intervention
Analysisin Seasonal Adjustment,” Proceedings of the Business and
Economics Section, American Statistical Association, 1988.

Analysis and Presentation

Analysis
In 1978, asthetransition to the current methodol ogy began,
the Bureau al so shifted itsanal ytical focus. Prior to that time,
the Bureau’ seconomic analysis had focused on theall-com-
moditiesindex, theindustrial commoditiesindex, and indexes
for other highly aggregated major commodity groupings.
During the 1970s, however, when price changes were par-
ticularly volatile, it became clear that theseindexeswere sub-
ject to abiasfrom the multiple counting of price changes. In
brief, amultiple-counting bias means that price changes for
componentsthat go through many stagesof processing have
an excessiveinfluence on aggregateindex series. Thisprob-
lem is common among highly aggregated traditional com-
modity groupings because they are calculated from price
changes of commodities at several stages of processing,
wherein eachindividual price changeisweighted by itstotal
gross value of shipmentsin the weight-base year.
Toillustrate the multiple-counting problem, supposethat
thepriceof cottonrisessharply. If thepriceincreaseispassed
through by spinnersof cotton yarn, then by weaversof gray
cotton fabric, then by producers of finished cotton fabric,
and, finally, by shirt manufacturers, the single priceincrease
for the raw material cotton would have been included five
timesin the all-commaoditiesindex and four timesin both the
industrial commodities category and the major commodity
group for textile products and apparel. Inasmuch as prices
throughout the economy are always changing at different
rates, multiple counting can result in rates of change for
aggregated price indexes that are highly misleading, both
because prices of raw materialstend to be more volatilethan
prices of finished goods and because gross output values
are used as weights for major commodity groups. (Less ag-
gregated commaodity grouping indexes that cover only an
SOP are not affected by this multiple-counting defect.)
Commodity-based SOP indexes are currently the central
classification structure used by the Bureau for analyzing
producer price trendsin the general economy because they
minimize the multiple-counting problem. In particular, since
1978, the Bureau has stressed the Finished Goods Price In-
dex asthe single most important index. Thisindex measures
inflation in consumer and capital goods, upon which de-
mand for materials and other inputs depends. Both the Fin-
ished Goods Price Index and the Crude M aterialsfor Further
Processing Index are largely free of multiple-counting prob-
lems, becausethey arerather strictly defined. The Intermedi-
ate Materials, Supplies, and Components | ndex, however, is
aresidual, encompassing everything that cannot fit into one
of the other two major SOP categories. Thisindex, therefore,
includes several different stepsin the production process
(three in the preceding example involving cotton) and is af -
fected by the multiple-counting problem.

Presentation
Producer price indexes usually are issued in the second or
third week of the month following the reference month. The



specific monthly datesfor each year are announced prior to
the beginning of each calendar year and are determined by
the pricing date of the previousmonth. All PPIsareavailable
at the time of therelease, 8:30 A.m., and are considered offi-
cially published at that time. Data may be obtained over the
Internet or by contacting the PPl program staff.

In 1995, the Bureau began posting PPI time series data,
news releases, and technical materials to its Web site
(Www.blsgov/ppi ). The PPI homepage provides mechanisms
that permit usersto download, ineither HTML or text format,
nearly all current and discontinued PPI time seriesdata. The
Web site also provides access to PPl news releases, which
focus on the SOP categories and the commodity indexes
leading changes in the SOP indexes. Over time, many PPI
referencefiles, aswell as explanatory documents, also have
been added to the Web site.

For those who prefer printed publications, a summary of
the PPI news release, available without charge from the Bu-
reau, is available through the mail. This document provides
the most recent data for all SOP indexes and for selected
major commodity groupings that make up the bulk of these
indexes.

The monthly PPI Detailed Report is published in print
several weeks after the newsrelease date and isavailable to
the public from the U.S. Government Printing Office on a
paid subscription basis. This report includes most indexes
within the PPI family of indexes that are not seasonally ad-
justed. The Detailed Report also shows yearly percent
changes, unadjusted monthly percent changes, and a few
seasonally adjusted indexes and percent changes. In addi-
tion, the publication contains a narrative section explaining
the most significant price movements within major SOP and
industry groups for that month. When appropriate, special
technical articlesdiscussthelatest changesinthe PPl sample
(usually effectivein January and July of each year), updates
in seasonal adjustment factors or weights, or other changes
in methodology or presentation. Occasionally, a longer ar-
ticle provides a more indepth explanation of the economic
background underlying recently observed price movements.
A subscription to this periodical also includes an annual
supplement, typically mailed to subscribersin the summer of
the year following the reference year. The supplement pro-
videsfinal monthly indexes and annual averagesfor the cal-
endar year, aswell astablesof relativeimportance dataeffec-
tive December of that year. Neither the monthly periodical
nor the annual supplement includes information on actual
dollar pricesfor any item.

Seasonally adjusted data. Because price data are used for
different purposes by different groups, the Bureau publishes
seasonally adjusted, aswell asunadjusted, dataeach month.
For economic analysis of price trends, seasonally adjusted
datausually are preferred becausethey are designed to elimi-
nate the effect of changes that normally occur at about the
sametimeand in about the same magnitude each year. Among
such changesare price movementsresulting from (1) normal
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weather patterns, (2) regular production and marketing cycles,
(3) model changeovers, (4) seasonal discounts, and (5) holi-
days. Datathat are seasonally adjusted can therefore reveal
long-term or cyclical trends more clearly.

The economic analysisthat the Bureau conducts for PPI
data normally is based on seasonally adjusted data. Unad-
justed data are used for analysis when a series has not been
selected for seasonal adjustment. Because seasonal adjust-
ment isatool for enhancing economic analysis, index series
that the Bureau deemphasizes for the purpose of economic
analysis are deliberately not calculated on a seasonally ad-
justed basis. In particular, those producer priceindexes sub-
ject to the multiple-counting problem described earlier, such
as the all-commodities index and the indexes for the major
commodity groups, are not available on a seasonally ad-
justed basis.

The unadjusted versions of PPl dataare of primary inter-
est to those who need information that can be more readily
related to the dollar values of transactions. For example, un-
adjusted data are used in price escalation clauses of long-
term sales or purchase contracts.

Thelatest 5 years of seasonally adjusted dataare revised
at the beginning of each year. Therevisioniscarried out in
addition to the 4-month revision, discussed next, which ap-
pliesto all PPI data, seasonally adjusted or unadjusted. The
newly revised 5-year histories for seasonally adjusted data
are made available with the release of January data in mid-
February of each year.

Revised data. All unadjusted Producer Price Indexes are
routinely subject to revision only once, 4 monthsafter origi-
nal publication, to reflect late reports and corrections by
company respondents. Once revised, indexes are consid-
ered final. The Bureau does not use the term “preliminary”
todescribetheoriginally released PPl numbers, because” pre-
liminary” usually describes data that are based on a small
sample of information and that aretypically subject to large
revisions. When Producer Price Indexes are first released,
they aretypically based on asubstantial portion of thetotal
number of returns that eventually will be received from re-
spondents; hence, subsequent revisions are normally mi-
nor, especially at the more highly aggregated grouping lev-
els. “First published” and “originally released” are more
appropriatetermsthan “preliminary.” Changesin previously
published data caused by a processing error are so indi-
cated in a subsequent news release or Detailed Report;
such occurrences arerare.

Calculating index changes. Movements of price indexes
from one month to another usually should be expressed as
percent changes, rather than as changes in index points,
because the latter are affected by the level of the index in
relation to its base period, while the former are not. Each
index measures price changes from a reference period de-
fined to equal 100.0. The current standard base period for



most commodity-oriented PPl series is 1982, but many in-
dexes that began after 1982 are based on the month of their
introduction. The following tabulation shows an exampl e of
the computation of index point and percent changes:

Index point change

Current Finished Goods Price Index 121.3
Less previous Finished Goods Price Index 118.5
Equals index point change 2.8
Index percent change

Index point change 2.8
Divided by previous Finished Goods Price Index 118.5
Equals 0.024
Multiplied by 100 0.024 x 100
Equals percent change 2.4

An increase of 20 percent from the base period in the
Finished Goods Price Index, for example, is shown as 120.0,
which can be expressed in dollars as follows: “Prices re-
ceived by domestic producers of asystematic sample of fin-
ished goods have risen from $100 in 1982 to $120 today.”
Likewise, acurrent index of 133.3 would indicate that prices
received by producers of finished goodstoday are one-third
higher than what they were in 1982.

From time to time, the Bureau updates its standard base
period. The changeto the base 1982 = 100 occurred in Janu-
ary 1988; before that, 1967 was used as the standard base
year. For reasons explained earlier, any change in the stan-
dard reference base period leaves calculations of percent
change for any index virtually unaffected. However, care
must be taken to ensure that indexes referring to one base
period are not being incorrectly compared against indexes
for the same series expressed with reference to a different
base period.

Uses and Limitations

Producer price indexes are used for many purposes by gov-
ernment, business, labor, universities, and other kinds of
organizations, aswell as by members of the general public.

Economic indicator

The Finished Goods Price Index is one of the Nation’s most
closely watched indicators of economic health. Movements
inthisindex are often considered to presage similar changes
in inflation rates for retail markets, as measured by the
Bureau’ sConsumer PriceIndex. Still, there are many reasons
why short-term movements in the PPl and the CPl may di-
verge. For example, by definition, the Finished Goods Price
Index excludes services, which constitute amajor portion of
the CPI. Similarly, the Producer Price Index doesnot measure
changesin pricesfor imported goods, whereasthe Consumer
Price Index includes imports. Conversely, the CPI does not
capture changesin capital equipment prices, amajor compo-
nent of the Finished Goods PriceIndex. Finally, large swings
in producer pricesfor foods and other items may be consid-
erably dampened by the time retail prices are measured.
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Other commaodity-based SOP price indexes besides the
Finished Goods Price Index also are used for general eco-
nomic analysis. Because prices for food and energy have
tended to be so erratic in recent years, some economists
prefer to focus attention on an index measuring prices for
finished goods other than foods and energy asabetter mea-
sure of the so-called core or underlying rate of inflation. The
Index for Intermediate Material's, Supplies, and Components
isclosely followed asan indicator of material cost pressures
that may later appear in the Finished Goods Price Index or
the CPI. Thelndex for Crude Material s Other than Foodsand
Energy isquite sensitiveto shiftsintotal demand and can be
aleading indicator of the state of the economy; its limited
scope, however, makes it less reliable as an indicator of fu-
ture inflation in general. The SOP structures are especially
well suited for analysisof theinflation transmission process.

Deflator

Producer Price Index datafor capital equipment are used by
the Department of Commerceto cal culatethe grossdomestic
product (GDP) deflator and many of its components. PP
dataat all levelsof industry and commodity aggregation can
be used to deflate dollar values expressed in current dollars
to constant-dollar values for avariety of economic time se-
ries, such asinventories, sales, shipments, and capital equip-
ment replacement costs. To illustrate the deflation concept,
suppose that nominal values of shipmentsfor agivenindus-
try have doubled over a 10-year span. If the Producer Price
Index for that sameindustry hastripled over the same span,
then the “real” (that is, inflation-adjusted) value of ship-
ments for that industry has actually declined; higher prices
would morethan account for the doubling of dollar shipment
values, and physical volume would have implicitly fallen.

Private business uses

Private businessfirmsuse PPl datato assist their operations
inavariety of ways, in addition to using the datafor general
economic analysis or deflation as just discussed. Producer
priceindexes are frequently cited in price escalation clauses
of long-term sales or purchase contracts as a means of pro-
tecting both the buyer and the seller from unanticipated
surges or dropsin prices. For example, an escalation clause
might specify that the price for x number of widgets being
sold by company A to company B each year will go up or
down by a specified fraction of the percentage change in
material costs, as measured by one or more specified pro-
ducer priceindexes (often in conjunction with the changein
ameasure of labor costs, such as the Employment Cost In-
dex). Hundreds of billions of dollars in contract values are
tied to producer priceindexesthrough these price escalation
clauses, which are common in both government and private
sector contracts.

Private companies also can use PPl data to compare
changesin material coststhey incur against changesin the
PPI for the material in question. By the sametoken, they can
compare changes in the prices they charge for their own
output with changesin the PPI for the samekind of product.



PPI information also is employed in econometric models, in
forecasting, in market analysis, and in academic research.
PPIsarefrequently usedinlastin, first out (L1FO) inventory
accounting systems by firms wishing to avoid the kind of
“phantom profits” that might appear on their books with a
firstin, first out (FIFO) system.

Discontinued data

Those wishing to follow PPI datafor aparticular seriesover
a prolonged timespan should be aware that the Bureau is
more likely to discontinue highly detailed indexes than ag-
gregated indexes. During the industry resampling process
described earlier, for example, anindustry index iscommonly

kept continuous before and after the resampling processis
completed, whereasindexesfor detailed productswithin that
industry may be discontinued and replaced by itemsthat are
new or that previously had not been selected for tracking.
BLS publication of finely detailed indexes also may be vul-
nerable to temporary suspension of publication, dueto low
responserates. When adetailed index disappears either tem-
porarily or permanently, the Bureau routinely recommends
that users who had been following that index either choose
another detailed index within the same product grouping or
switch their attention to a more highly aggregated grouping
index.
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Bureau of Labor Statistics
PPI Product Checklist

U.S. Department of Labor

Q

The Bureau of Labor Statistics will use the
information you provide for statistical
purposes only and will hold the information
in confidence to the full extent permitted by
law.

This report is authorized by law 29 U.S.C.2.

Your voluntary cooperation is needed to
make the results of this survey
comprehensive, accurate, and timely.

Form Approved

0O.M.B. No. 1220-0008
Disclosure Statement located on
Form 1810-A.

SU ID: Item Num:

SIC 2761 — MANIFOLD BUSINESS FORMS

PRODUCT CHECKLIST -PAGES 2-4

DEFINITIONS -PAGES 5-6

INDUSTRY DEFINITION

This industry is made up of establishments primarily engaged in designing and printing, by any process, special forms for
use in the operation of a business, in single and multiple sets, including carbonized or interleaved with carbon or
otherwise processed for multiple reproduction. It also includes establishments engaged in the manufacture of manifold
books, including pegboard accounting systems. Business forms or aids that do not contain their own method of
reproduction are excluded from the Manifold Business Forms industry.

The following products are included in SIC 2761:

Fanfold forms

Sales books

Strip forms

Tabulating card set forms (business forms)
Unit set forms (manifold business forms)

Autographic register forms

Business forms, manifold (stock)

Computer forms, manifold or continuous

Continuous forms, office and business: carbonized or
multiple reproduction

NORTH AMERICAN INDUSTRIAL CLASSIFICATION SYSTEM (NAICS)

323116 Manifold Business Form Printing

This US industry comprises establishments that are primarily engaged in the printing of special forms, including
checkbooks, for use in the operation of a business. The forms may be in single and multiple sets, including carbonized,
interleaved with carbon, or otherwise processed for multiple reproduction.

EXCLUDED FORM THIS INDUSTRY ARE THE FOLLOWING:
Commercial Printing, Lithographic (SIC 2752)

Commercial Printing, Gravure (SIC 2754)
Commercial Printing, N.E.C. (SIC 2759)

Carbon Paper and Inked Ribbons (SIC 3955)
(includes carbon paper, spirit or gelatin and other stencil
paper, and inked carbon ribbon for business machines)

SPECIAL INSTRUCTIONS

It is especially important to distinguish between those establishments whose plurality of revenue comes from other types
of commercial printing and those establishments whose plurality of revenue comes from the manufacture or printing of
manifold business forms. Data collection within SIC’s 2752, 2754, and 2759 indicates that establishments sampled in
those industries may actually belong in SIC 2761. It is reasonable to expect that some establishments sampled in SIC
2761 may belong in the commercial printing industries. Take checklists for SIC’s 2752, 2754, and 2759 with you to the
interview, since these SIC’s are similar to SIC 2761.

BLS 1810E (Revised June 2001) Page 1 October 2001 71
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CHECKLIST CODE:

D2761

01 PRODUCT

001
002
003
004
005
006

007

008

009
010

011
012
013
014
015
016

017

018

019

020

021
022
023
024

025
026

027

UNIT SET FORMS

Unit set form and label combination

Stock unit set form with one-time carbon
Stock unit set form, carbonless

Custom unit set form with one-time carbon
Custom unit set form, carbonless

Other unit set form

Tabulating card set

MANIFOLD BOOKS/ACCOUNTING SYSTEMS
Pegboard accounting system

Sales book

Other manifold book/accounting system

CUSTOM CONTINUOUS FORMS

Custom continuous form and label combination
Jumbo roll-feed custom continuous form
Custom continuous self-mailer form, peel back
Custom continuous self-mailer form, insert
Other custom continuous self-mailer form

One part custom continuous form with product
affixed
Other one part custom continuous form

Multiple part custom continuous form with one-
time carbon

Multiple part custom continuous form,
carbonless

Other custom continuous form

STOCK CONTINUOUS FORMS

Stock continuous form and label combination
Jumbo roll-feed stock continuous form

One part stock continuous form

Multiple part stock continuous form with one-
time carbon

Multiple part stock continuous form, carbonless
Other stock continuous form

Other manifold business form, n.e.c.

02 TYPE OF PRODUCTION

001
002

Primary product
Resale

CHECKLIST TITLE: MANIFOLD BUSINESS FORMS

03 ITEM/ PRODUCTION DETAILS

001

002

003

004
005

ITEM IDENTIFICATION
Job/order number

Customer name/ID

Other item ID

TYPE OF ORDER
Original order
Reorder

CONSTRUCTION

BUSINESS FORMS

006
007
008
009
010

Loose construction

Bound construction

Single stub construction

Double stub construction

Other business form construction

TABULATING CARDS

011 Medial strip construction
012  Slide voucher construction
013 Top voucher construction
014  Bottom voucher construction
015 Other tabulating card construction
PAPER
016 Basis weight
Ib.
PAPER SIZE
017 8% "X 11" paper
018 17" X 22" paper
019 Other paper size
paper
GLUING
020 One-side gluing
021 Two-side gluing
022 Line gluing
023  Spot gluing
024  Cold gluing
025 Reusable gluing (remoistenable)
026  Multi-link construction gluing
027 Extra singles
028 Tipping
029 Open-end gluing
030 Glued carbon extraction margin

Page 2
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CHECKLIST CODE: D2761

03 ITEM/ PRODUCTION DETAILS CON'T
031 Drop gluing
032 Other gluing

033 Roll change required
034 Color sequence

04 OTHER PRODUCT DETAILS
PRIMARY INK
001 Black ink only
002 Other color(s)

SPECIAL INKS (Specify Color)

003  Strike-in

004 Over print

005 Magnetic print

006 Sensitizing ink
007 Desensitizing ink
008 Marginal words

009 Back printing

010 OCR ink

011 Read ink

012 Non-read ink
013 Other special ink

FASTENING
014 Crimped
015 Stapled
016 Sewed

017 Special proprietary fastening
018 Other fastening

CHECKLIST TITLE: MANIFOLD BUSINESS FORMS
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019
020
021

022
023
024
025
026
027
028

029

030
031

032
033

034

035
036
037
038
039
040
041
042

043
044
045
046
047

TRANSFER TAPE
Permanent adhesive transfer tape
Removable adhesive transfer tape
Other transfer tape

PRINTING PROCESS
Flexographic printing process
Gravure printing process
Letterpress printing process
Offset (lithographic) printing process
Rotogravure printing process
Screen printing process
Other printing process,

CARBON
Weight

carbon weight

Medium grade carbon
Other grade carbon

grade

Black carbon
Other color carbon

carbon

SPECIAL CARBON
Carbon compatible with chemical carbonless
paper
Double faced carbon
Non-bleed carbon
Non-freeze carbon
Non-processed carbon
OCR carbon
One-time carbon
Reusable carbon
Other special carbon,

CARBON FEATURES
Die cut carbon
Extra carbon within set
Elimination of carbon on face or back
Exposed carbon on face or back
Other carbon features




CHECKLIST CODE: D2761 CHECKLIST TITLE: MANIFOLD BUSINESS FORMS
05 OTHER FEATURES COMMENTS

001

Page 4
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DEFINITIONS

AUTOGRAPHIC REGISTER — A device used to
produce a sales receipt and duplicate on a continuous
roll of paper. A compartment is provided in the register
for storing the duplicate.

BACK PRINTING — Printing on the reverse side of sheet
or part. Itis normally screened in gray ink so that the

print on the back will not show through to the front. Also
known as “Backer”, “reverse printing”, and “side

printing”.

BUSINESS FORM - (1) Any material which has been
printed or otherwise especially prepared in a
predetermined format for the primary purpose of
facilitating the entry of variable information. Such written
information may be hand or machine entered. Blank
paper may be included, especially if it is continuous and
has undergone some manufacturing operation, such as
punching or perforation. (2) More specifically, a
document bearing instructions with repetitive information
printed in fixed positions to save writing and reference
time.

CAMERA-READY COPY - Artwork, type, rules, etc.
ready to be photographed for reproduction without
further alteration.

CARBON PAPER - A tissue coated with pigment for the
purpose of transferring an image under impact or
pressure.

CARBON-INTERLEAVED FORM — Any continuous or
unit set containing carbon for image transfer.

CARBONIZED PAPER — Paper part of a form to which a
carbon coating has been directly applied to the back
side. Itis used in specialized instances to effect good
write-through at low cost.

CARBONLESS PAPER - Any paper stock coated,
manufactured or treated to provide part-to-part imaging
without use of carbon interleaves or carbon-type coating.

COLLATE — To assemble the various parts of a form set
in a prescribed order.

COMPOSITION — Assembly of camera-ready art (type
rules and other form components, such as screens,
logos, etc.) to be used in the production of the form.

CONSTANT DATA — Preprinted information on a form
which does not change.

CONTINUOUS FORM - Form manufactured from a
continuous web of paper which is not cut into units prior
to execution. In terms of materials, a continuous form
may be carbon interleaved, non-carbon interleaved, or
carbonless.

Page 5
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CONTINUOUS SELF-MAILER - Specialized continuous
forms product incorporating both the insert and envelope
in one unit for simultaneous writing and subsequent
mailing.

CRIMP — Temporary form fastening consisting of tiny
fingers of paper normally cut through at the margins of
all parts being fastened.

CROSS WEB PERFORATION — On continuous forms,
perforations cut at right angles to the paper web
direction, normally those defining the individual form;
also known as “between set perforations”.

CUSTOM FORM - Form manufactured to client order in
all respects, versus a stock form imprint.

DESENSITIZE - To coat the surface of a carbonless
paper or duplicating master with a material that inhibits
image production.

DIE-CUT CARBON — One-time carbon which has
portions cut out for withholding information.

DOUBLE-FACED CARBON — Carbon coated fully or
partially on both sides.

DOUBLE STUB SET — Unit set containing two stubs.
Double stub construction is usually for the purpose of
creating two subsets after the first writing and
subsequent separation.

FANFOLD — A type of continuous form made from a
single wide paper web that is first folder longitudinally to
form the desired number of parts, then zigzag folded.

FLEXOGRAPHY - Relief printing method using flexible
plates and fast drying inks.

FUGITIVE GLUE - A rubber-like cement sometimes
used as a temporary forms fastening.

HALFTONE — A reproduction of continuous tone such
as a photograph, with an image formed by dots of
various sizes.

HOT MELT GLUE - Fast setting adhesive for fastening
continuous forms on the collator.

HOT SPOT CARBONIZING — Application of carbon ink
portion of the back of a form, as technique of r obtaining
selective write-through without interleaves.

INTERLEAVE — Accessory sheet between parts of a
form set, normally carbon, to effect write-through.

LETTERPRESS - Printing process which employs a
relief or raised, inked image which comes into direct
contact with the material being printed.



LITHOGRAPHY - Printing process in which the printing
and non-printing areas on the printing plate are in the
same plane (even surface). This process works on the
principle that oil and water do not mix.

MICR — Magnetic Ink Character Recognition. This is an
automatic data entry system making use of stylized
characters which are imprinted on checks and other
documents according to strict American Bankers
Association specifications.

MANIFOLD BOOOK — Same as salesbook; generally, a
bound set of forms intended for manual writing with
hand-inserted reusable carbon.

MODULUS - Self checking number system, which has a
value or digit associated with a number or numeric field
(usually suffixed) which is used for automatic checking
for errors in transcription, transmission, or in reading into
the system.

Page 6
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OCR - Optical Character Recognition machine, reading
by optical means of printed human-readable characters
(as opposed to optical Mark reading or optical Bar Code
reading.

PEGBOARD FORM - A form designed and
manufactured for use in a one-write system using a
pegboard for registration of two or more forms.
Pegboard forms have a row of holes along one or both
sides, which correspond to the pins on the pegboard.
Shape and spacing of pins vary considerably among
manufacturers. This form is commonly used in
accounting applications.

REMOISENABLE GLUE - Glue which may be made
sticky again by wetting.

SPOT GLUING — A forms fastening consisting of dots of
glue applied on the collator.

UNIT SET — Individual forms sets with parts firmly held
together by means of a detachable glued stub or edge
padding.



TRANSACTION INFORMATION

MARKET/INTRA-COMPANY TRANSACTION
Market sale
Intra-company transfer
Same price to both

DOMESTIC/FOREIGN BUYER
Domestic buyer
Foreign buyer
Same price to both

TYPE OF BUYER
Retailer

Service organization (including finance and real estate)

Wholesaler
Manufacturer
Same price to all
Other

Type of Buyer Code:

BLS CONTRACT: YES NO

CONTRACT TERMS
No Contract
Other

SIZE OF SHIPMENT/ORDER
Price Determining: Yes No
Size of Shipment:

Other

Size of Order
Other

FREIGHT TYPE
Not Applicable
FOB Factory
Delivered
Delivered

Page 7
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ITEM PRICE:

TYPE OF PRICE
Net transaction (actual shipment)
Net (list minus all adjustments indicated)
Estimated net
Average price
List (some adjustments indicated)
List
Other

NOTE: For average prices, enter basis of average in
Comments

UNIT OF MEASURE
Job
Order
Roll
Carton
Form
Other

REPRICING CYCLE

Jan M F O S Jul MFOS
Feb M F O S Aug M FOS
Mar M F O S Sep MFOS
Apr MF O S Oct MFOS
May M F O S Nov MFOS
Jun M FOS Dec MFOS
COMMENTS




ADJUSTMENTS TO PRICE WORKSHEET

CASH DISCOUNT

None currently in effect
Respondent name for discount,

Complete cash discount structure,

CASH SURCHARGE
Respondent name for surcharge,

Complete cash surcharge structure,

COMPETITIVE DISCOUNT
None currently in effect
Respondent name for discount,

Standard discount
Amount,

Price reductions vary with market conditions
Average amount,

Reported price reflects market condition reductions

SEASONAL DISCOUNT
None currently in effect
Respondent name for discount,

Discount on shipments
Discount on orders
Complete seasonal discount structure,

Adjustment factor, by month, where applicable

Jan Jul

Feb Aug
Mar Sep
Apr Oct
May Nov
Jun Dec

TRADE DISCOUNT
Respondent name for discount

Amount,

Terms,

QUANTITY DISCOUNT
Respondent name for discount

Amount,

Terms,

Discount on shipments
Discount on orders
Discount on both shipments and orders

OTHER DISCOUNT
None currently in effect
Type of discount,

Amount,

Terms,

OTHER DISCOUNT

None currently in effect
Type of discount,

Amount,

Terms,

OTHER SURCHARGE
None currently in effect
Type of discount,

Amount,

Terms,
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Bureau of Labor Statistics U.S. Department of Labor
Information for the Producer Price Indexes

The Bureau of Labor Statistics will use the This report is authorized by law 29 U.S.C. 8. Form Approved
information you provide for statistical purposes Your voluntary cooperation is needed to make 0.M.B. No. 1220-0008
only and will hold the information in confidence the results of this survey comprehensive,

to the full extent permitted by law. accurate, and timely.

Public reporting burden for this collection of information is estimated to vary from 1 to 30 minutes per response with an average of 18 minutes per response, including the
time for reviewing instructions, searching existing data sources, gathering and maintaining the data needed, and completing and reviewing the collection of information. If
you have any comments regarding this estimate or any other aspect of this information collection, including suggestions for reducing this burden, please send them to the
Bureau of Labor Statistics, Producer Price Index Program, 1220-0008, Room 3840, 2 Massachusetts Avenue N.E., Washington, DC 20212. You are not required to
respond to this collection of information unless it displays a currently valid OMB control number.

DO NOT SENT THE COMPLETED FORM TO THE OFFICE SHOWN ABOVE.

Dear Respondent,

Thank you for your continuing participation in the Producer Price Index (PPI) program. The data that you provide are used in computing the Producer Price Indexes and constitute
the basis for analyzing industrial price changes.

Your continued cooperation is greatly appreciated.

Commissioner of Labor Statistics

Instructions for completing a PPI pricing form:

Item/Service and Transaction Descriptions:

If the Item/Service Description or the Terms of Transaction, or both, no long apply, please select a substitute item/service or transaction terms. ltem/service substitution should
only occur when the item/service previously reported is no longer available because it is being or has been permanently discontinued. The substitute item/service should be as
similar as possible to the current item/service and should be expected to remain available for some time. The substitute transaction terms should likewise be as similar as possible
to the discontinued transaction terms.

Report these changes in the closest open area and provide current price information.

Adjustments to Price:

Following is a list of the more common adjustments to price. The specific Adjustments to Price on the pricing form were selected originally and should be changed only when either
the level of an existing adjustment changes or a new adjustment becomes applicable to the item/service and transaction described.

Deductions from price include:
1. Standard discounts (Cash, Seasonal, Cumulative Volume, and Trade)
2. Rebates
3. Other recurring discounts
4. Other nonrecurring discounts (Competitive and Negotiated)

Additions to price include:
1. Surcharges
2. Other changes added to price

Taxes should always be excluded from the price. If the excusion is not possible, note this in REMARKS.

Freight changes should be excluded from the price unless delivery was selected originally as part of the product. Make changes if the currently described freight terms no longer
exist.

QUESTIONS:
Answer whether charges have (YES) or have not (NO) been made to the Item/Service Description, Terms of Transaction, Adjustments to Price, or Previously Reported Prices.

Answer YES or NO depending on whether the shipment/transaction price of the item/service described changed (YES) between the two dates listed or whether the shipment/
transaction price did not change (NO) during the time period. If the answer is NO, the form has been completed and is ready for faxing/mailing.

DO NOT ENTER A PRICE IF THE PRICE HAS NOT CHANGED!
If the answer is YES, please also enter the new price.

Write in any corrections to the terms or the address to whom this form should be sent in the future. Name and address changes need to be made on only one form.

BLS 473P (March 2003)
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INFORMATIONFOR THE PRODUCER PRICE INDEXES

INSTRUCTIONS
THISFORM ISMACHINE PROCESSED.
Limitations imposed by Bureau processing
equipment restrict recognition of blue entries.
Pleaseuse BLACK pen/pencil only.

This item/service has been selected for usein the
Producer Price Index. You are asked to provide a
price each month for the item/service described
under the terms and adjustments shown.

Please review each section of thisform. If your
firm no longer sells this specific item/service
under the terms and adjustments revise the
description, terms, and/or adjustments indicating
when the changes were made.

If the change made to the description resulted in a
change to your production costs, please provide an
estimated value of the change for Bureau staff to
use in making appropriate adjustments. This
value is the production cost difference including
your standard markup.

Further instructions are shown on the reverse side
of thisform. If you have any questions
concerning completion of thisform, please call
collect:

202-691-X XXX

Please use the enclosed postage-free envelope or
send to: U.S. Department of Labor
Commissioner of Labor Statistics

2 Massachusetts Avenue N.E., Code 47
Washington D.C. 20212-0001

REMARKS

Have the Item/Service Description, Adjustmentsto Price, Terms of Transaction, YES NO

or Previously Reported Prices changed since your last report? O Od

If"YES, please also enter the necessary changes.

ITEM DESCRIPTION

TERMS OF TRANSACTION

TYPE OF SALE:

DOMESTIC/FOREIGN BUYER:

TYPE OF BUYER:

SHIPMENT/CONTRACT TERMS:

SIZE OF SHIPMENT:

UNIT OF MEASURE:
ALREADY
APPLIEDTO
REPORTED

ADJUSTMENTSTO PRICE VALUE/TERMS PRICE

TYPE OF DISCOUNT:

TYPE OF SURCHARGE:

PRICE INFORMATION

Please review the previously reported prices.
Enter missing prices if available or correct any
incorrect prices that are shown.

Please enter the current price in the boxes
provided ONLY if there has been a change from
the price you previously reported.

REPORTER NAME
REPORTER TITLE

COMPANY NAME

STREET ADDRESS
CITY, STATE

ZIP CODE

THE LATEST TYPE OF PRICE REPORTED WAS (Price for actual shipments are desired):

NET TRANSACTION (ACTUAL SHIPMENT)

PREVIOUSLY REPORTED PRICES CORRECTIONS

ON January 14, 2003 THE PRICE WAS $XXXXX
ON February 11, 2003 THE PRICE WAS $XXXXX
ON March 11, 2003 THE PRICE WAS $XXXXX
ON April 15, 2003 THE PRICE WAS $XXXXX

Did the price change between April 15, 2003 and May 13, 2003?

If "YES, please report the price of the last shipment since May 1 YES NO
If there was no shipment in May, please estimate the O O
Price you would have charged on May 13, 20031.
USE BLACK PEN/ DOLLARS CENTS
PENCIL ONLY. $ O LO0.000.0000
DO NOT USE BLUE.
PER JOB

SE/'oC MMMMMMMMMMMM
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