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Overview of Presentation

l Preview of the construction of the indexes
lWhat is quality adjustment
lWhy do we quality adjust
lHow do we quality adjust
lWhat are the challenges or issues
l Practical problems associated with quality adjustment
lQuestions / Answers

The Disgruntled Statistician
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Preview of the indexes

Commodity 
Price 

Survey

Farm Expenses 
Price Index 

Producers 
Price Index

Capital 
Goods Price 
Index

Overseas 
Trade Price 
Index 
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Conceptual Base: Pricing of BPIs
l “Basic” prices - ex factory
lGST excluded (generally)
l Sample pricing
lMid-point pricing (generally)
l Seasonal treatments
lCoping with quality change
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Building block structure of the indexes
Index Structure

Example: PPI Outputs - Machinery and Equipment Manufacturing

Communication Equipment

Medical Equipment

Scientific Equipment

Optical Goods

Photographic Equipment

Other miscellaneous

Photographic and
Scientific Equipment

Electrical Cable and Accessories

Communication Equipment

Electrical Lights

Electrical Goods

Electronic Equipment

Whiteware

Items to price Items to price Items to price

Other miscellaneous

Electronic and
Electrical Equipment

Agricultural Machinery

Food Processing Equipment

Heating and Cooling Equipment

Industrial Machinery

Truck Trailers and Parts

Other miscellaneous

Agricultural and Other
Industrial Equipment

Machinery and Equipment Manufacturing

All Industries

National Accounts
Working Industry
Level (approx. 107)

National Accounts
Published Industry
Level (48)

Representative
Commodity
Level 
(approx. 500)

Group
Level (3)
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Electricity
rep comm non dom

All plans

Flowchart of the use of one price in the 
BPI indexes

Plan 1 = user of < 100 000 KWH per annum

10000133
Generated 

electricity to 
Comalco 

10018153

Electricity
generated  

(rep comm)

10018156

Electricity 
distribution 

(transmission)
(rep comm) 

domestic)

Electricity supply
(domestic & non

(rep comm)

10005952

NZElec
11009892

CPI Index 
(domestic)

weight 4624

86 other components

16 retailers 
provide 3 plans 

each for 
winter/summer  

Elec
(North Is)

Electricity
generation & 

supply (outputs)

Electricity
Gen & supp (outputs)

(ANZSIC)

PPI
Gross outputs  
All industries

10018123
Electricity, Gas & 

water   

Gross outputs  
All industries

Weight 
302

10018197

Water supply 
(outputs) 
(ANZSIC)

10018177

Gas supply 
(outputs) 
(ANZSIC)

Weight 17Weight 27

45 other components

Main output 
industries

Weight 9654

Weight 780 Weight 491 Weight 8729

Construction & 
Mining   

30003254
Electricity, gas, water 

& Manufacturing & 

Customised index

30003253
Electricity, gas, water 

& Manufacturing & Mining   

Customised index

102 components

Elec inputs Electricity 
4 components

Inputs
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What is quality adjustment 

lDefinition 
£ identification of product differences and elimination of the effect thereof 
£ SNA93

l Factors that influence differences between products
£ physical differences
£ location 
£ time 
£ sale conditions
£ circumstances of delivery or environment  
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Why do we quality adjust 
l Fixed basket of goods that stays identical
lTo measure only real (actual) price changes
lUse of indexes - for deflation - removal of price to measure real 

production  
lLaspeyres base weighted price formula
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How do we quality adjust 
lMethods: Implicit vs explicit
l Implicit

£ Overlap Pn*(Pt/Pt*)/P0
£ Overall mean/targeted mean
£ Class mean
£ Comparable replacement
£ Carried forward

lExplicit
£ Explicit valuation of characteristics
£ Hedonic regression
£ Expert judgement
£ Quantity adjustment (P1/P0)*(Q0/Q1)
£ Production cost/option cost approach (100+x)/(100+y)
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What are the challenges/issues

lTime of replacement
lComparability
l Sampling issues
lUse of the price in the indexes
l Price discrimination
l Product mixes  
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lRespondent burden to obtain information 
lReasons for change
lTime of replacement
lKnowledge to test decisions
lGIFT structure

Practical problems with quality 
adjustment
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Questions/Answers


