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Developments in methods of estimating
manufacturers" stock changes
M o i r a  O ’ C o n n o r ,  Statistician, Department of Industry

Introduction
The Department of Industry is responsible for producing 
quarterly estimates of the value of physical changes in the 
stocks and work in progress* of manufacturing (as well as 
distributive) industries. It also provides the corresponding 
estimates of stock appreciation for use in compiling the 
national accounts. For these purposes it collects, either 
monthly or quarterly, value figures of opening and closing 
stock levels from a large sample of manufacturing firms 
and produces grossed-up estimates. These are revised each 
year as the results of the Annual Census of Production 
(with its almost complete coverage) become available. The 
purpose of this paper is to give an insight into recent 
developments in the method of estimating the value of 
physical changes in the stocks held by manufacturing 
industry.

Existing method
The method used in the past, and still in use for the major 
part of manufacturers’ stocks, has been set out in detail in 
an article published in Economic Trends in August 1960^^\ a 
synopsis of which can be found in National Accounts 
Statistics: Sources and Methods^-\ It is based on the adjust
ment of book values by price indices and involves assump
tions about the appropriateness of the price indices^, the 
length of time stock is held and the commodity composition 
of stocks (needed for weighting of price indices). Prior to 
1973, an element of current weighting was introduced by 
the separate treatment of stocks of certain commodities 
for which figures of quantity changes were available. The 
methodology is strictly only appropriate when the values of 
stocks reported to the department reflect the lower of cost 
(using the ‘First-in First-out'—(FI FO^)—convention) or 
net realisable value. This article describes how provision 
has been made for separate collection and treatment of 
stocks where these reflect a different method of valuation, 
known as ‘standard costing’; although its existence has 
been known for a number of years, it is only in the last few 
years that the extent of its usage has been established.

Reason for change
The assumption of the original methodology on the valua
tion of stocks as reported to the Department was in accord
ance with what was known at the time about the majority

* Hereafter the word ‘stocks’ is used to mean stocks and work in 
progress.

t  Which may not, for example, adequately reflect the prices paid 
under long-term contracts for raw materials.

+ Defined by the Accounting Standards Steering Committee (Reference 
5) as ‘The calculation of the cost of stocks and work in progress on 
the basis that the quantities in hand represent the latest purchases 
or production’.

of companies’ valuation practices. It was only in 1971/2 
that various investigations—the Business Statistics Office 
post-Census inquiry^*^ a study by Liverpool University‘s*, 
some preliminary work for a project by the Department of 
Applied Economics, Cambridge, and a small survey con
ducted among a sample of its respondents by the then 
Department of Trade and Industry—indicated that the 
standard costing method of stock valuation had become 
fairly widespread in manufacturing industry.

It was therefore decided to collect and treat stocks valued 
at standard costs separately, both to avoid the errors 
involved in treating stocks valued in this way by the con
ventional methods and, on the positive side, to take 
advantage of the fact that they should give directly a value 
which can be taken to represent a physical stock change. 
From the beginning of 1973 all manufacturing industry 
contributors to the Department’s short-term stocks inquiries 
were asked to split their stocks between those valued using 
a standard cost system and those valued by other methods. 
The latter continued to be treated as valued on the FIFO 
basis as most of them will have been. The initial response 
indicated that some 40 per cent by value of manufacturers' 
stocks as returned to the Department were valued using a 
standard costing system. (The proportion treated as at 
standard cost has since been revised to about 30 per cent 
for the reasons described below).

Standard costing
Under a standard cost system § every element entering into 
production cost is allocated a unit value (labour as well as 
components, etc.), which may be based on recent costs, 
current costs or expected future costs depending on the 
individual company’s policy. Once these standards have 
been set, the value of a company’s stock at standard cost 
can be determined by multiplication of quantities by 
standard costs. (This is of course more accurate at the time 
of a physical stocktaking than in the rest of the year). Some 
companies do not apply standard costs throughout; they 
may, for example, record materials at actual cost until they 
are incorporated into work in progress and only then apply 
a standard.

Standard costs are used primarily as a tool of manage
ment for the purposes of both budgetary control and adminis
trative simplicity. A number of companies, however, record 
stocks at standard cost in their end-year financial accounts 
as well as their monthly or quarterly management accounts. 
This is accepted in the Statement of Standard Accounting

§ The definition of standard costs given in Reference 5 is as follows; 
‘The calculation o f the cost of stocks and work in progress on the 
basis of periodically predetermined costs calculated from manage
ment’s estimates o f expected levels of costs and of operations and 
operational efficiency and the related expenditure'.
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Practice^*^ provided that standard costs bear a reasonable 
relationship to actual costs.

Differences between standard cost and actual cost are 
generally described as variances and recorded in a separate 
variance account. Such differences may result from the 
volume of throughput diverging from that assumed when 
the standards were set as well as from variances in such 
items as materials, prices or usage. Even when standards 
are set to equal predicted average costs over the next year 
and the estimates of these averages prove to be correct, 
there will be variance adjustments during the year, although, 
in these particular conditions, they would cancel out over 
the year as a whole.

Standards are usually maintained for a year and the 
most common date of revision is the end of the company’s 
financial year. Some companies as a matter of policy 
revalue more often while others have found recently that 
additional revaluations are necessary because their stand
ards become out of date quickly with rapidly rising prices. 
About 28 per cent of the standard cost respondents to the 
short-term inquiries who showed revaluations in 1974 had 
more than one, as against 13 per cent in 1973.

Implications for stock calculations
It is not known how many of the contributors whose stocks 
are now treated as being at standard cost in the short term 
inquiry were giving stocks at standard cost without varian
ces prior to 1973, although some certainly were. For any 
company returning stock figures based on standard costs, 
excluding variance adjustments, the pre-1973 method of 
treating their figures would be correct only at that point in 
the year when the standard costs were the same as actual 
costs. For the rest of the year, the deflation procedure would 
be incorrect, and the quarterly path of stock appreciation and 
value of physical change would be incorrectly estimated.

With most companies revaluing once a year, the errors 
might be thought to cancel out over the year as a whole for 
all manufacturing industry. In practice, this is not so. Price 
movements could lead to errors in either direction depend
ing on their exact pattern. It can be shown that, if prices are 
rising at an even rate, physical changes will be under
estimated, whether increases or decreases. With the rates of 
inflation experienced before 1973, however, such errors 
would be small. If there had been a sharp acceleration of 
price increases such as experienced more recently, this would 
have led to under-estimation of stock increases (or over
estimation of decreases) because the end-year stock level 
would have been over-deflated by a greater proportion than 
the opening level. The exclusion of exceptional movements 
from the grossing-up procedure is standard practice and 
significant under-estimation of stock increases could result 
if respondents at date of revaluation tended to be treated as 
exceptional and therefore given reduced weight in the 
calculation. Although likely to have been a more important 
source of error prior to 1973 than the other factors men
tioned, it is unlikely to have had a major effect on the 
estimates of stock changes.

The above sources of bias would be worsened by the fact 
that revaluation dates are not evenly spread over the year 
but concentrated on January 1 and April 1, and that 
standards, when set, do not on average relate to costs 
6 months ahead but 2^ months ahead. These factors also

■̂ 1

distort the seasonal pattern and, although seasonal adjust
ment would help to even this out, it would not remove it 
completely, particularly when prices and/or stock levels 
were changing significantly.

The Department’s main objective has always been to 
estimate the physical change in stocks, and the wider use of 
standard costing (SC) offers a new direct method which 
makes the uncertain process of removing stock appreciation 
unnecessary. Therefore separate treatment of these returns 
not only avoids the possible errors discussed above but 
should result in more accurate figures of physical stock 
changes than for stocks valued by other methods. It can 
also be shown that any given sampling errors will result in 
a smaller error in the estimate of the physical change in 
stocks valued at standard cost than in stocks valued by 
other methods.

In principle, the way in which SC stock figures are being 
collected is quite simple. The companies concerned are 
asked to give the value of their stock at SC excluding 
variances at the beginning and end of the accounting period 
on the same standards. When a re-valuation takes place, 
provision is made on the return for the opening stock to be 
valued on both the old and the new standards and in this 
way the differences in the value of stock at the same 
standard can be measured for each period and taken to 
represent a physical change at the standard costs set by the 
company.

Initially it was assumed that on average these changes 
could be taken to be at current prices since it was thought 
that most companies would be projecting their costs six 
months ahead, so that for every company six months ahead 
(just re-valued), there was another six months behind (just 
about to re-value). This was a crude assumption which has 
since been refined.

By the end of 1973 it was realised that a follow-up 
questionnaire was necessary as there were nearly 750 
respondents purporting to use standard costs but under 
200 had shown a revaluation in 1973. The April and second 
quarter forms had included a question about the date in 
1973 when a revaluation could be expected but not all the 
respondents who had answered this had in fact shown a 
revaluation on the date given and, owing to the pressure 
of work in introducing the new system, they had not been 
queried at the time. This questionnaire was sent to the 
remaining 550 and the results are summarised in the 
Appendix.

Of the 400 replies some were not in fact using standard 
costs, in the sense intended, and some, although using SC, 
could not provide figures in the way required; stocks of 
these respondents were transferred to the ‘other methods’ 
part of the calculation. The remaining companies who did 
not reply have gradually been followed up and their 
figures transferred if necessary. Of the 600 contributors 
now being treated as SC, there are still about 70 (mainly 
smaller respondents) who have shown no revaluation at all 
as yet and some doubts must remain about the treatment 
of their figures.

The questionnaire was also used to check other assump
tions being made in the calculation, for example, about the 
point in time to which standards are designed to relate when 
set. This enabled some refinements to be made to the calcu
lation of stock changes derived from the SC returns.
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Method of calculation from standard cost returns
The first step in the traditional method has always been to 
apply the movement in stocks during the quarter shown by 
the sample in each asset within each industry to the 
estimates already made of the closing book value of stocks 
for the previous quarter (such estimated aggregate stock 
levels are referred to as universes). Because standard cost 
stocks have to be treated quite separately from stocks 
valued by other methods, the existing estimate of the book 
value at end-1972/beginning-1973 (derived originally from 
the sample inquiry and now from the 1972 Annual Census 
of Production), had to be broken down between standard 
costs and other methods to start the new system. This 
breakdown was done pro-rata with the sample figures for 
each industry/asset cell. For this purpose the sample figures 
of standard cost stocks at 1 January 1973 after all first 
quarter revaluations were used. At that stage the standard 
cost figures should be nearly comparable to book values 
(that is stocks valued on the basis of actual cost using the 
FIFO convention) as it is estimated that the standard cost 
stocks at that date relate on average to December 1972 
prices. This gave the opening universes (stock levels) for 
the standard cost and other methods (OM) calculations 
for the first quarter of 1973, which were then translated in 
the normal way into 1970 prices, current prices (average of 
the quarter) and, for standard costs, notional book values 
(see below).

To allow for respondents whose returns switch from SC 
to OM or vice versa^ the opening universe is being broken 
down afresh between SC and OM at the beginning of 
each year. (In the revisions for National Income and 
Expenditure l964—74{^\[it Book), for example, a breakdown 
was calculated for the beginningof 1973, the beginningof 1974 
and the beginning of 1975). The method used is as described 
above but in the latest year, care has to be taken to allow 
for any respondents whose returns for the relevant period 
are not yet available. Because the SC universes thus derived 
are then worked back to book values, on the assumption 
that the latter reriect actual cosin, the resulting estimate for 
the opening book value universe for each year will be lower 
than the closing universe for the previous year. The error 
will however be very small and, as the division between SC 
and OM should be about right on this method, it is not 
thought worth making a more complicated calculation. 
The book values for the end of one year and the beginning 
of the next, as derived from the Census, are not necessarily 
the same in any casell, so that a continuous series has to be 
specially created by adding/subtracting calculated changes 
in book values to the level at a certain date, currently 
end-1970.

Using the information about the spread and frequency of 
revaluation dales derived both from questionnaire replies 
and from the regular monthly and quarterly returns, 
together with the calculated average point in time to which 
new standards refer when introduced (for details see 
Appendix), a calculation has been made for each month

II When prices are rising, this involves a reduction. The post-revalua
tion SC stocks used in the calculation are estimated to relate on 
average to prices ruling in the previous December; however the price 
indices used for stocks at book values in December areaverages taking 
account of the length of time the stock is held.

*H The differences being attributable to variations in valuation or 
coverage by firms between the years and to the procedures used for 
grossing up for non-response.

of the ‘base month’ to which on average the prices underly
ing standard cost stocks returned in that month will relate. 
This is based on the data for manufacturing as a whole but 
is applied to each individual industry (there being in
sufficient information available to make the calculation 
separately for each industry). For the quarterly calculations, 
opening stock figures for respondents revaluing at the 
beginning of the second or third months of the quarter are 
adjusted to a post-revaluation basis to make them com
parable with the end-quarter stocks.

The opening universe for the quarter (by definition equal, 
at 1970 prices, to the closing universe of the previous 
quarter) is put on to the base month prices and the changes 
shown by the sample (apart from any exceptional move
ments) are then applied, for each industry/asset, to the 
opening universe to derive the closing universe, also at 
base month prices. To get to an estimate of physical stock 
change at constant (1970) prices both the opening and 
closing universes at base month prices are divided by the 
price index of the base month and the difference is taken as the 
change in stocks at constant prices. These constant price levels 
are then reflated to current price levels (that is average of the 
month or quarter) to get the value of physical changes in 
stocks at current prices. They are also reflated to get 
notional book value levels and changes consistent with the 
usual assumption of firms’ valuation at FIFO and lower of 
cost or net realizable value. This is done by applying the 
price indices, for the beginning and end of the period, which 
take account of the length of time stock is held. The 
difference between the estimates of physical changes at 
current prices and the changes between the levels of stocks 
at notional book values gives an estimate of stock apprecia
tion.

The calculation procedure described above for standard 
cost stocks is very similar to the original method described 
in‘ ’̂ and‘^̂  but in reverse and with an additional stage in the 
calculation. No assumptions about the length of time stock 
is held need be made to estimate physical changes with 
standard cost stocks although it is taken into account when 
deriving the book value levels. In view of the impossibility 
of splitting stocks of particular commodities between those 
held by standard cost and by other respondents, the 
separate treatment of stocks of certain commod ties has 
been discontinued. With the uncertainties involved in 
applying estimated average prices to quantity figures for 
these stocks, it is felt that any loss through this change is 
far outweighed by the advantages of treating standard cost 
stocks separately.

Stocks In the Annual Census of Production
As stocks figures estimated from the monthly and quarterly 
sample inquiries are revised each year in the light of the 
Annual Census of Production (ACOP) results, some 
provision has to be made for stock valued at standard cost 
to be shown separately in the ACOP. It did not prove 
possible to introduce this major change in the ACOP for 
1973 but two exploratory questions were added, designed 
to measure the proportion of all manufacturing companies 
using SC and their ability to give beginning and end-year 
stocks on the same standards. A preliminary analysis of the 
replies showed that, weighted by value of stock, 43 per cent 
of larger establishments and 32 per cent of smaller (20 to 
99 employees) used SC during the year and about 70 per
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It was therefore decided, with the agreement of the 
Census of Production Advisory Committee, to collect SC 
stocks separately in the ACOP for 1974 from establish
ments in all size groups. Unlike the monthly and quarterly 
forms, book values as well as SC are requested, both to 
maintain continuity with previous ACOPs and to check 
the notional book values now calculated from SC returns**.

Use of standard costs analysed by industry and asset
It may be of interest to note the breakdown of opening 
1975 book values between standard cost and other methods 
in the six broad industry groups distinguished in published 
statistics:

Percentage opening 1975 stocks at standard cos/tt 
by industry group
Food, drink and tobacco
Chemicals, coal and petroleum products
Metal manufacture
Engineering, shipbuilding, vehicles and metal 

goods
Textiles, leather and clothing 
Other manufacturing

20
35
54

32
29
27

All manufacturing 32

By asset, the proportions of standard cost stocks to total 
stocks were 26 per cent for materials, stores and fuel, 
30 per cent for work in progress and 43 per cent for finished 
goods.

• •  However, ‘book values’, in the sense o f  the value o f stock as 
shown in the balance sheet, may not be exactly what is required for 
comparison with profit figures, if stocks are entered at standard 
costs in the balance sheet and variances between standard and 
actual cost are allowed for elsewhere in the accounts.

t t  That is valued at standard cost and treated as such in the calculation.

Conclusion
The sharp rise in prices since 1973 has made the separate 
treatment of standard cost stocks both more difficult and 
more necessary. Because price rises accelerated soon after 
the change in method, the frequency of revaluations has 
increased and there have been some moves away from the 
standard cost system. This has necessitated close scrutiny 
of returns to ensure that they are correctly completed. The 
original method, however, with its dependence on price 
indices to estimate physical changes in stock, becomes 
subject to greater error in a time of rapidly rising prices. 
Thus, although there are still some problems in the treat
ment of standard cost stocks, their separation will have 
improved the estimates of physical changes in stocks from 
1973 onwards.

Notes:
1. The author would like to acknowledge with thanks the 
work done on standard cost stocks by colleagues and ex
colleagues in Economics and Statistics Division 4A of the 
Department of Industry.
2. A more detailed note, including in particular the full 
tabulation of the results of the questionnaire (summarized 
in the Appendix to this article) and the algebra underlying 
the statements in the section on ‘Implications for stock 
calculations’ and elsewhere, can be obtained on request 
from: Department of Industry, Economics and Statistics 
Division 4A, Room 714, Sanctuary Buildings, 20 Great 
Smith Street, London SW1P3DB. Telephone: 01-215 3543 or 
5215.
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APPENDIX
Questionnaire on valuation of stocks at standard cost
The questionnaire was sent to about 550 respondents to the 
regular monthly and quarterly stocks inquiries at the end 
of January 1974. These were the respondents who had 
given stocks at standard cost since the instigation of the 
new form but had not shown a revaluation during 1973. 
Most replies came in over the period February to April and 
eventually 399 forms, over 70 per cent of those issued, were 
returned. A postal reminder was sent in mid-March and 
most large respondents outstanding towards the end of the 
period were telephoned. The non-respondents have gradu
ally been followed up by telephone unless they subsequently 
made their revaluation practice clear on their form.

The main purpose of the questionnaire was to establish 
the date and amount of revaluation of standards where 
this had not been shown on the routine form. This was 
essential, since the stock changes shown were being treated 
as entirely volume movements and if in fact a sizeable 
change due to revaluation of standards was included, errors 
would be greater than under the old method. The oppor
tunity was also taken to examine the relationship between 
financial year ends and revaluation dates, to check whether 
standard costs were used in all components of the three 
assets distinguished on Department of Industry forms, to 
find at what point in time the new standards were intended 
to represent actual cost and to check the basis of the stock 
figures in the annual accounts. This information made it 
possible to refine the methodology of the standard cost 
calculation and helped in considering how standard cost 
stocks could be distinguished in the Annual Census of 
Production.

Although 399 questionnaires were returned, the analysis 
of the results relates only to the 279 whose stocks have 
subsequently been treated as being at standard cost. Of the 
rest, some had misunderstood the form and were not using 
standard costs as defined in this context, some could not 
give figures without variances, some were revaluing 
frequently and could not always give stocks on both old 
and new standards at date of change and some were multi
establishment respondents with subsidiaries using different 
methods or different revaluation dates so that their stocks 
were better treated as ‘other methods’. All the analyses are 
in terms of number of replies, with no weighting by value 
of stock. No analyses covering small numbers of returns 
(for example by industry group) are therefore included. In 
any case, the questionnaire was not sent to a random 
sample but to a particular set of respondents so that results 
have to be treated with some reserve.

Revaluation dates and year ends
Of the 246 respondents who revalued once a year, or less, 
74 per cent revalued at their financial year end and a further 
9 per cent within the following three months. Most of those 
who revalued more than once in 1973 had one revaluation 
at year end. Largely because so many company financial 
years start in January or April, revaluations were fairly 
concentrated on these two dates. Taking all companies for 
which information is available (including those which had 
shown revaluations on their regular returns during 1973 
and were not therefore asked to complete a questionnaire), 
36 per cent revalued in January and 22 per cent in April.

r

Of companies responding to the questionnaire, . 209 had 
revalued once in 1973, 27 more than once and 32 not at all 
(25 of them had however revalued in 1972).

Use o f standard costs by item
Among the respondents to the questionnaire, standard 
costs were used most frequently for finished goods (94 per 
cent) followed by the elements of work in progress (about 
90 per cent), with less using them for materials, stores and 
fuel. Within the latter category standard costs were used for 
fuel by only 31 per cent of the companies using standard 
costs whereas they were used by 61 per cent for components 
and by 72 per cent for raw materials. The pattern was fairly 
similar between industries except that in engineering, 84 per 
cent of respondents used standard costs for both materials 
and bought-in components.

Delay in availability o f revalued stocks
Because of the importance of having stocks at both old and 
new standards at the time of revaluation, it was thought 
worth investigating whether any extension in the time given 
for returning the form would enable this information to be 
given. Over half of those who gave details said that the 
figures were available within a month and nearly all of them 
could make them available within 3 months. This implied 
that all the data would be available by the time the second 
estimate for each quarter is made and, bearing in mind that 
revaluation dates are concentrated at the beginning of each 
quarter, most of it would be available in time for the 
provisional estimate. As figures for a respondent who has 
revalued cannot be used until the opening stocks are avail
able on the new standards, respondents are now asked to 
hold the form until this information is available.

Relationship o f  standards to actual costs
Another question asked the point in time at which standards 
were estimated to represent actual costs. Replies showed 
35 per cent at revaluation date and just over 35 per cent 
6 months ahead (or the estimated average for the coming 
year). Allowing for those whose standards represented 
costs prior to the revaluation date (presumably the date the 
new standards were worked out), the weighted average for 
the point in time at which standards were designed to 
represent actual costs came out at about months ahead 
of revaluation date.

Method o f valuation in financial accounts 
Respondents were also asked what method of valuation was 
used in their accounts at the end of the financial year and 
what were the figures entered for the financial year ending 
in 1973. 40 per cent stated that standard costs were used in 
their end-year accounts, 22 per cent for all stocks and 18 
per cent for part. Nearly all the latter group also used them 
for only part of their stock during the year so that there was 
little change in practice at year end. These percentages ex
clude those who specified that variances were added although 
they may of course include some who intended this impli
cation. In any case the standard cost stocks as they appeared 
in the accounts must presumably have been reasonably close 
to actual cost to have been acceptable. This would apply 
even to the 14 per cent of all respondents who were using
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ŷ 61 per cent f^'"®

‘''" ^ I^ T lie p a S S T
7 ‘*^’'''f''gineering,84'̂ l
<*='rd cosu  for both matcriSs

'd stocks
having stocks at both old and
[ revaluation, it was thought
ny extension in the time given
enable this information to be
10 gave details said that the
m onth and nearly all of them

'ilhin 3 months. This implied
liiable by the time the second
ade and, bearing in mind that
rated at the beginning of each
3C available in time for the
*es for a  respondent who has

avail-the opening stocks are 
espondents are now asked to
maiion is available.

ial accounts ition

d o f t h e e n d i n g  
rihe 
and<: 
cent

^^”“|hefinan̂ ;?’Jê /used.̂ ^
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old standards for their end-year accounts, which implied 
they v/ere between 3 and 15 months out of date, and to the 
considerably smaller percentage whose replies implied that 
stocks were valued at estimated costs up to 6 months ahead.

For about 60 per cent of those respondents who claimed 
to be using standard costs for stocks in their financial 
accounts, the figures quoted on the questionnaire agreed with 
those on the regular returns, indicating that variances were 
probably excluded. For many of the remaining 40 per cent 
no direct comparisons with the regular returns could be 
made either because the coverage of the end year figures 
was different or because the short term figures for the rele
vant period were not available.

Use made o f questionnaire results
The spread of revaluation dates was used in conjunction 
with the average point in time represented by new standards 
(assuming questionnaire respondents are representative of 
all standard cost users in this respect) to calculate the 
average date to which the standard cost stocks reported at 
any given time would relate. If the weighted average differ- 
erence between date of revaluation and date to which 
standards are estimated to relate (excluding those revaluing 
more than once a year) is taken as x, the numbers revaluing 
once a year as Wi for January, for February, etc., the 
post revaluation stock at 1 January (ignoring for the 
moment multiple revaluations) will be made up as follows:
Companies Date represented Weights
revaluing in by stocks {Nos. revaluing

in each month)
January Wi
February -11-1-JC »V2
March

•

-10-1-x
•

•

■

«

•

•
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•

•

>V’l2
weighted average
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The inclusion of multiple revaluations complicates the 
algebra considerably but, allowing for them also, the 
weighted average for January 1973 worked out a t—1*4 
months, implying that standard cost stocks on average 
related to costs operating the previous November. Similarly 
the weighted average for February can be calculated as:

(1^1^3-1-101^4.........................................I'2u’].2 , H'l)

Z IV

p/us allowance for multiple revaluations, which equalled 
— 2-0 months. Because of the much smaller proportions 
revaluing later in the year these lags became longer with 
the lag for December—4*3 months, implying that December 
figures related on average to costs in July.

These calculations were used to determine what price 
index to apply to stocks returned at standard costs during 
1973 and early 1974. They have since been amended to take 
account of the greater frequency of revaluation in 1974 
which implied slightly smaller lags; December 1974 figures, 
for example, have been taken to relate to August 1974 
costs. These calculations did not allow for the possibility of 
any bias in companies’ forward estimate of cost increases. 
In fact, there could have been a degree of under-estimation 
which would reduce the value of (taken as 2^ months) 
and increase the lags.

The main use of the questionnaire was to correct, where 
necessary, the figures for individual respondents to allow 
for revaluations not reported at the time and to check 
which companies were giving information which could be 
used in the standard cost part of the calculation. Following 
analysis of the questionnaires, a number of companies' 
figures were transferred to the ‘other methods’ part of the 
calculation and the method of handling the standard cost 
side was revised to take account of the calculations reported 
above. Thus the 1973 estimates of stock changes were com
pletely recalculated after receipt of the questionnaires, 
resulting in a reduced estimate of volume increase.

The relationships between date of revaluation and 
financial year end and the proportions who revalue more 
than once a year or do not revalue each year were used to 
give an idea of what proportion of companies were likely 
to be able to give stocks for census purposes at the beginning 
and end of a year on the same standards. This was a useful 
cross-check on the result of the exploratory question on this 
point in the 1973 Census.
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