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Index numbers of wholesale prices
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Apart from the introduction in recent years of entirely new 
series of economic statistics like those of company profits, 
capital expenditure, stocks, and quarterly estimates of the 
national income, much effort is devoted to keeping up-to- 
date and improving existing series. One aspect of this work 
is the rebasing of index numbers such as those relating to 
industrial production and wholesale prices, and the full 
Census of Production taken in 1954 has in each case 
provided the necessary bench mark. A new index of 
industrial production (1954 =  100) will be published 
shortly, and the Board of Trade, with the assistance of 
other Government departments has now completed the 
task of rebasing the index numbers of wholesale prices('). 
The first part of this article discusses recent price trends in 
the light of the new indices ; and some of their technical 
aspects are examined in the second part.

Prices of materials and prices of products

The trend o f  prices

The wholesale price index of basic materials (excluding 
fuel) used in non-food manufacturing industry(^) is in the 
main an indicator of the effect of world conditions on the 
prices United Kingdom manufacturers have to pay for 
their raw materials. In 1954 the index was rising from the 
low point reached in the winter of 1953-54, largely in 
response to the growth of industrial output in Europe and 
the recovery of the United States from the recession of 
1953-54. This increase continued into the first half of
1955, but prices had levelled out by the end of the year 
and a fair degree of stability prevailed until the summer of
1956, when the Suez incidents resulted in a rise in world 
commodity prices which brought the basic materials index 
to a high point 13 per cent, above the 1954 average in 
December 1956. The weakness of commodity prices since 
the early summer of 1957 which has accompanied the 
increase in supplies of many of them and the falling off in 
the rate of growth of industrial production in North America 
and Western Europe is reflected in the basic materials index 
which fell steadily month by month until May 1958 when 
it was 15 per cent, below the peak reached in the winter 
of 1956-57.

Between 1954 and the autumn of 1957 output prices of 
manufacturing industry moved steadily upwards, although 
the rate of increase varied considerably from time to time. 
Between the end of 1953 and the end of 1954 the index for 
all manufactured products rose under 1 i  per cent., but in the 
following twelve months prices rose exceptionally sharply ; 
the increase of 5 per cent, in the price index was a reflection 
of the inflationary pressures which developed in 1955 and 
led to the introduction of an autumn budget and various 
Government measures to restrict demand to the level the

economy could support. But price increases continued into 
1956 ; there were signs of a slowing down in the increase 
in the early summer, but by the end of the year and in the 
first nine months of 1957 prices were rising about 1 percent, 
each quarter on average. The rise in prices came to an end 
in the winter of 1957 ; between November and December 
the index of all manufactured products showed no move
ment, and in the first six months of 1958 product prices fell, 
for the first time for over four years, by nearly ^ per cent.

Materials prices and output prices

During the past year, the difference in trend between 
basic material prices on the one hand and output prices 
on the other presents at first sight something of a paradox. 
The import price index of basic materials and the wholesale 
price index of basic materials (excluding fuel) used in 
non-food manufacturing industry are both well over 
one-tenth lower than they were in the spring of 1957 when 
prices were at a peak after the Suez crisis. But in July 1958 
the wholesale price index for all non-food manufactured 
products was 1  ̂ per cent, above the level of a year earlier 
(despite a fall of nearly i  per cent, in the early months of 
1958), and the retail price index for non-food manufactured 
goods was nearly 2 per cent, higher.

The relation between changes in material prices and 
prices of products made from them is a very intricate one 
and in tracing this relation price index numbers have to be 
used with caution. Over manufacturing industry as a 
whole home costs are on average four or five times more 
important than the cost of imported materials. The fall 
since last year in the basic materials price index (which 
relates largely to imported materials) might therefore be 
expected, if other costs had not changed, to result in a fall 
of perhaps 2^-3 per cent, in the index of wholesale prices 
of all manufactured products, and a smaller reduction in 
retail prices. But wage rates were some 4 per cent, higher 
in the first half of 1958 compared with a year ago while fuel 
prices were about 5 per cent, higher, and these increases 
must have offset much of the fall in materia! costs. On 
balance, labour and material costs combined this year may 
have been about the same as or slightly lower than in 1957. 
Other manufacturers’ costs—interest charges, costs of 
capital goods, rent, postal and telephone charges etc.— 
must on average have increased over this period.

Secondly, it is impossible to say how far the difference in 
movement between material and product price indices is a 
question of timing. There is, for instance, some evidence 
that the sharp rise in commodity prices which followed 
Suez was not fully passed on, perhaps because the rise was 
accepted as a temporary one. To this extent the whole

(̂ ) The first wholesale price index numbers on the new base year 1954 were introduced in the Board o f Trade Journal for 
21st March, 1958 and additional indices have been added in subsequent monthly articles in the Journal.

(*) The new (1954 =  100) index for basic materials (excluding fuel) used in non-food manufacturing industry was introduced In an 
article in the Board o f Trade Journal for 16th May, 1958. The article described the differences in composition and weighting 
compared with the index previously published (June 30th, 1949 =  100).
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of the post-Suez fall in prices will not have been reflected 
in a fall in costs, and this illustrates the artificiality of taking 
any particular period as a datum line for comparing material 
and output price movements. Moreover the time which 
elapses between the purchase of basic materials and the sale 
of goods made from them varies with the level of stocks ; 
and it must be remembered that price indices do not 
measure changes in cost—they do not take account of the 
volume of business transacted at any given price level.

Then, too, the impact of changes in basic material prices 
varies from industry to industry. The wholesale price 
index for materials used in the textile industries, which are 
largely unprocessed imported materials, has shared fully 
in the fall in basic material prices over the past year and, 
to a lesser extent, the price of textile industries’ output has 
fallen ; the wholesale price index of output for the home 
market of the textile industries was 4 per cent, lower in 
July 1958 than it was in May 1957. But while the engin
eering industries, and particularly electrical machinery 
manufacturers, have benefited from the steep fall in 
non-ferrous metal prices, these reductions have been offset 
for all practical purposes by the rises since the end of 1956 
in prices of iron and steel which account for over half of 
the weight of the mechanical engineering materials index.

Limitations o f the index numbers

These factors—the preponderance in manufacturing 
industry of home costs over costs of imported materials, 
the necessity for selecting arbitrarily a datum line with 
which comparisons are to be made, the fallacy of treating 
price indices as indicators of movement of costs, the 
varying importance of imported materials to different 
industries—underline the difficulties of relating movements 
of index numbers of material prices to movements of index 
numbers of product prices. Nor do official indices always 
fully reflect price movements. The basic materials indices, 
relating largely to goods traded on commodity markets, 
must reflect fairly accurately the prices paid by manu
facturers who use these materials. But the prices from 
which the output indices are constructed are provided by 
manufacturers and relate to sales in the normal course 
of business. When competition is acute, negotiated prices 
may become much more common, or special discounts or 
other terms may apply (in the retail field, for example, 
“ trade-in" allowances on second-hand cars may be 
increased); and if manufacturers regard these as measures 
to meet temporary difficulties, they may not take them into 
account in the prices they notify to the Board of Trade. 
Again, if the price information on which the index is based 
comes from a trade association it may sometimes reflect 
cost changes ; but If demand for the trade's products drops 
sharply, manufacturers may not charge the same prices as 
those reported to the Board of Trade by the association(^).

Over the long run, too, indices of wholesale prices are 
inadequate as measures of the rise in prices which has in 
fact been experienced. First, there is no unique measure 
of the change in prices. The pattern of spending changes 
with changing price levels ; there is a tendency to buy more 
of goods which become relatively cheaper. If this tendency 
operated between 1954 and 1958 and an index with 1958 
weights could be constructed, these goods with a less than 
average increase in price would have a larger weight than 
they have in the present index ; so the 1958-weighted index 
would show a smaller rise between 1954 and 1958 than the 
1954-based series does. Secondly the index numbers cannot 
allow sufficiently for the changes in quality which take 
place over the years, particularly so far as capital goods are 
concerned. When a product which features in the index 
ceases to be manufactured it is replaced by what seems to be 
a reasonable substitute—for instance, by the product which 
supersedes it in the manufacturer’s catalogue. Often it is 
necessary to assume that the change in the product exactly 
offsets any change in price ; and even when it is possible 
to allow in the price for differences in, for instance, the 
manufacturer’s costs between the two products, the later 
one may incorporate improvements in design which 
increase its value to the buyer but which are extremely 
difficult to measure in terms of price. And, of course, a 
price index does not adequately reflect the innovations 
which industry is constantly introducing nor the inventions 
which are translated into the production line.

The “ stickiness ” o f  prices o f  manufactured goods

But, so far as it is possible to make allowance for these 
factors in comparing the movements of price indices of 
materials and of products since the spring of 1957, it seems 
likely that the full effect of the fall in import prices has not 
worked through to the prices of non-food manufactures. 
This tendency for manufactured goods prices to remain 
unchanged when they might be expected to move operates 
in both directions ; particularly, manufacturers do not 
readily alter their prices to meet changes in demand. When 
faced with a sellers’ market they tend rather to ration their 
output than to put up their prices to the level at which 
all demands can be m e t; there are many examples—long 
order books, waiting lists for motor cars, goods unavailable 
(or available only infrequently) in the shops, and so on. 
Equally when costs, and with them demand, are falling, 
competition in manufactured goods often takes forms other 
than price competition.

This “ stickiness ” of prices of manufactured goods is 
associated with the concept of administered prices. As 
selling organisations increase in size they must take into 
account not only the effect on their own sales of their price 
changes ; they must also consider the reaction of their 
competitors. In other words, price changes tend to become

(®) A commentator makes a similar point about United States price Indices : “ However, competitive markets have brought 
a greater degree of price adjustment than the indices are able to measure . . . .  For instance, the base price of steel in June had 
remained unchanged for nearly a year, yet the net cost to the buyer was in many cases substantially reduced through the elimination 
of premium prices, omission of extra charges, or absorption of freight.” First National City Bank, Monthly Letter, New York, 
July, 1958.
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matters of policy. Branded lines are developed which are 
advertised, sometimes on a nation-wide scale, and this in 
itself makes it administratively difficult frequently to change 
list prices. Instead competition may take place by way of 
changes in the quality of the product and the services 
which are sold with it, or through gift schemes and 
advertisement campaigns or in other ways which are not 
reflected, or not adequately reflected, in price index 
numbers.

The new wholesale price index numbers

The new series (1954 =  100) of wholesale price index 
numbers provide a better measure of current price changes 
than the series (30th June, 1949 =  1(X)) they replace. 
The series hitherto published was calculated from the 
prices of some 5,OCX) items but co-operation from industry 
has made it possible to increase considerably the number 
of quotations and the new index numbers are based on 
about 7,000 items. Secondly, in the new series the base 
both for weighting and for price reference is the year 1954, 
while in the old series the weighting base, the year 1948, 
was not the same as the price reference base, 30th June, 1949. 
Thus not only do the new series relate to  a more up-to-date 
pattern of industry ; they also have a better coverage of 
commodities/and the advantage o f having, as a common 
weighting and price reference base, a year when prices 
were showing a marked degree of stability.

of the post-war years from the point of view o f prices. 
The difference between the highest and lowest monthly 
levels of the index of basic materials used in non-food 
manufacturing industry was only 4 per cent., and output 
prices of manufacturing industry rose less than 2 per cent, 
during the year.

Index numbers for individual commodities are averaged 
into index numbers measuring price changes of purchases 
and sales of broad sectors of industry by using as weights 
the values of purchases (or sales) outside the sector itself ; 
for instance the sector index for sales on the home market 
of the textile industries does not reflect the price movements 
of intermediate goods such as, say, textile yarns bought and 
sold between firms within the textile sector. The index of 
basic materials (excluding fuel) used in non-food manu
facturing industry covers for the most part primary imported 
materials, although it includes various indigenous materials 
the most important of which are iron ore, limestone, china 
clay, steel scrap, hides and skins and hardwood. In a 
similar way, the index of all manufactured products other 
than fuel, food and tobacco measures changes in the price 
of goods sold to other sectors of the economy—agriculture, 
the food manufacturing industries, transport, etc.—and 
goods for final consumption, including all capital goods, 
and for export.
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Choice o f  base date

In constructing price indices, it is necessary to select a 
date with which current prices are to be compared and to 
decide what information is to be used to average price 
movements of individual commodities. In the first post
war series of wholesale price indices, the choice of a single 
day 30th June, 1949 as a price base date was unusual : 
in most wholesale price indices the base is a much longer 
period extending over a year or a period of years. The 
choice was dictated by the need to avoid a base date which 
straddled the devaluation of sterling in September 1949 
and by the fact that many of the price series were not 
collected before the middle of 1949. The weighting base, 
the year 1948, was chosen because information about 
purchases and sales of commodities by manufacturing 
industry in that year was available from the first Census 
of Production taken under the Statistics of Trade Act.

Changes have taken place in the pattern of transactions 
since 1948 with the ending of the restrictions of the 
immediate post-war period ; thus the weighting base and 
the price reference base of the first post-war series are no 
Ipnger suitable, while there are advantages if the price 
and weighting bases coincide. The 1954 Census of 
Production again provided information about the value of 
industry’s purchases and sales which was used for 
weighting purposes, and 1954 was one of the most stable

The “ all manufactured products ” index

The index of all manufactured products excluding fuel, 
food and tobacco measures the change in the price o f output 
of the industrial sector(^) for which the basic materials index 
measures changes in prices of materials. Apart from the 
change from 1948 to 1954 weights, the most important 
difference between the old (30th June, 1949 =  100) and 
the new (1954 =  100) series lies in the treatment of exports. 
In the old series, changes in prices of commodities were 
generally averaged by using the total value of sales (i.e., 
including exports) outside the sector as weights. As the 
prices used are almost entirely those quoted for the home 
market, the assumption implicit in this method is that home 
and export prices move together. This may not always 
be so. But any attempt to collect representative information 
about export price movements would be a very considerable 
task which would have delayed indefinitely publication 
of the rebased series. As a  compromise until the problem 
can be explored further, commodity indices in the new 
series will be recognised as relating only to home market 
sales ; but where it is possible to do so, sector index 
numbers—including the all manufactured products index— 
will be combined with export unit value indices calculated 
from the Trade and Navigation Accounts to give a price 
index of total output (including exports). But the infor
mation about export price movements is less reliable than 
information about home market sales, and the sector indices 
of total sales, including exports, are less reliable than those 
relating to home market sales.

i1

(*) Orders IIl-XVI of the Standard Industrial Classification excluding Order XIII (food, drink and tobacco) and Minimum List 
Headings 30 (coke ovens) and 36 (mineral oil refining).

39



' 1

*

A second, and less important, difference between the new 
and the old series for all manufactured products lies in the 
way the index is built up from indices covering Orders 
of the Standard Industrial Classification (S.I.C.). The new 
index conforms with the S.I.C. ; for example, output of 
the hosiery industry which in the old index was included 
with the clothing trade (Order XH of the S.I.C) in the 
rebased series will be included with the textile trades 
(Order X).

in the volume and price of its o u tp u t; the increase in the 
weights for chemicals and vehicles for instance is mainly 
due to the exceptional growth in their output since 1948. 
The output of the textiles and clothing industries on the 
other hand has increased less than average and their 
importance in the index has declined. The changes in 
classification already referred to—the transfer of hosiery
from Order XII to Order X for instance—also account for 
some of the* differences.

The following table shows the weights given to the output 
of each Order of the S.I.C. in calculating the index for all 
non-food manufactured products, both in the old and in 
the new series. The differences between the two sets of 
weights are in part due to the exclusion of exports from the 
1954 series, and the table also shows the relative importance 
in 1954 of total sales (i.e., including exports) of each Order.

Relative 
importance 

in total 
sales

(including 
exports) in 

1954

The difference between the 1954 home sales weight and an
Order's relative importance in total sales is a reflection of
the variations from Order to Order in exports as a
proportion of final output. It is estimated that 29 per cent.
of the non-food manufacturing sector’s sales in 1954 were
exported. For textiles and vehicles the proportions were
much higher—51 per cent, and 38 per cent.—and their
weight in a home sales index is lower than it would be in
a total sales index. But clothing exports are only a small
proportion of sales and Order XII has a greater weight
in a home sales index than it would in an index covering 
total sales.

The new index numbers

Per cent.

Ill Manufactured
non-metalliferous 
mining products

IV Chemical and allied 
products ..

V Metal manufactures

VI Engineering, ship
building and elec
trical goods

VII Vehicles

VIII Metal goods not 
elsewhere specified

IX Precision instruments, 
jewellery, etc. ..

X Textiles

XI Leather, leather 
goods and fur ..

XII Clothing

XIV Manufactures of 
wood and cork ..

XV Paper and printing.

XVI Other manufactures

28-7

9-7

4-7

104

0-7

11-9

5-2

The tables on page xii show the index numbers, on the 
new base 1954 =  100, of materials purchased by and 
output of broad sectors of industry.

9-4 9-5

4-7

28-0 28-2

12-0 13-7

3'8 4-2

2-7

There are differences between the movement of the 
indices based on 30th June, 1949 =  100 and the new series. 
To some extent these differences are due to the additional 
items covered by the new indices which were not 
represented in the old. In the electrical machinery materials 
index, for instance., the inclusion of new items has reduced 
the weight given to non-ferrous metals. Prices of non- 
ferrous metals were high in 1955 and 1956 and the new 
index reflects this high level of non-ferrous metal prices 
less than the old series did. But the sharp fall in non- 
ferrous metal prices since the beginning of 1957 has had
less effect on the new series than it had on the indices based 
on 30th June, 1949 =  100.

7-0 10-0

0-6 0-6

1 1 0 8-2

5-3

3-8

100

The second factor which affects the index numbers is the 
changes in the weights used to average prices for different 
commodities. The new series for products of the food 
manufacturing industries shows an increase of 7 per cent, 
between 1954 and 1957, compared with a 12 per cent, 
increase shown by the series based on 30th June, 1949 =  
100. The difference is largely explained by the omission 
from the new index of liquid milk and by the much lower 
weight now given to prices of bread and flour confectionery 
which rose sharply in price between 1954 and 1957.

100 100

The difference between the weight given to an Order in 
the 30th June, 1949 =  100 index and its relative importance 
in total sales in 1954 is partly a reflection of relative changes

The sharp increase in output prices in the summer of 
last year is more marked in the new index for all non-food 
manufactured products than it was in the old. Between 
May and November 1957 the new index rose 2 -5 per cent, 
to 113-4(1954 =  100) compared w ithariseo fI-9per cent.
in the old series. This is a fairly large difference in move
ment over such a short period in an index whose very wide
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coverage of manufactured commodities makes for a fair 
degree of stability. The explanation of the difference lies 
largely in the omission of the value of exports from the 1954 
weights. Textiles, the export proportion of which is 
greater than for manufactured products as a whole, have 
a smaller weight in the new index than the old, and textile 
prices did not keep up with the general increase in prices 
last year. Output of the paper and printing trades on the 
other hand is predominantly sold on the home market and 
its weight is greater in the new index. The sharp rise in 
prices in 1957 (accounted for partly by higher newspaper 
prices) had a greater effect on the 1954 based series than it 
had on the 30th June, 1949 =  100 series. Both factors

caused the new index to move up more sharply than the old 
last year.

These examples again illustrate the need for care in 
interpreting the wholesale price indices. An index number 
will, in general, answer fairly only the question it was 
designed to answer. The new indices of wholesale prices 
measure changes in the prices of goods which were being 
bought and sold in 1954. They do aot give a satisfactory 
answer to the more interesting question—what is the average 
change in price of the current pattern of transactions ; 
but they come much nearer to giving it than the series they 
supersede.
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Index numbers of wholesale prices

Materials purchased by broad sectors of Industry—1954 =  100

Annual averages

Basic materials (excluding fuel) used in non-food manufacturing 
industry .. •  •

Fuel used in manufacturing industry « • • •

Materials and fuel used in mechanical engineering industries

Materials and fuel used in the electrical machinery industry

Materials and fuel used in the textile industries

Building and civil engineering materials

House building materials .. •  •

(̂ ) Provisional.

1955 1956 1957

105-9 108-4 106-5
107-3 118-4 127-1
110-2 116-5 121-9
110-2 114-3 114-9
96-0 98-0 103 I

104-7 109-5 113-7
105-2 109-4 112-3

Output of broad sectors of industry—1954 =  100

Standard 
Industrial 

Classification 
Minimum 

List Heading

Orders III-XVI 
(excluding XIII 
and M.L.H’s. 
30 and 36)

AH manufactured products other than fuel, 
food and tobacco : i 

Total sales .. ,. .. . 1 
Home market sales ,. .. , ’ I

31-35 and 39 Chemical and allied industries :
Total sales ...................................
Home market s a l e s ........................

40, 41, 43 and 44 Iron and steel industries : I
Total sales ..................................
Home market s a l e s ........................

40 and 41 Blast furnaces and iron and steel melting 
and rolling :

Home market sales ., .. I
Order X .. Textile industries other than clothing : I

Total sales ..................................
Home market s a l e s .......................

Annual averages

1955 1956

102- 7
103- 1

106- 9
107- 5

110- B
111- 5

99-8
99-4

102-8 
103 4

106-2
106-8

103- 8
104- 7

111- 7
112- 8

123-6
125-2

104-3 112-7 125-9

98-3
97-7

98 0 
97-5

101-0
100-9

Order XII • •

150-162 ..

180, I8I, 182 and 
183

Part of 200, 201 
and 202

Clothing and footwear : 
Home market sales 100-1 101-7 104-4

Products of food manufacturing industries 
Home market sales .. 102-1 105-8 107-1

Paper industries :
Home market sales • • 104-7 108-7

Building and civil engineering other than 
repairs : cost index • • •  • 106 110

(*) Provisional.

109-8

114

1958

Januar>' July(>)

97-0 93-3

130-2 130-6

123-8 123-3
114-6 114-1

93-7 88-4

114-9 113-8
112-9 111-7

1958

112-8
113-5

July(»)

112-6
113-0

105- 8
106- 8

128-9
130-9

131-8

104- 1
105- 0

127-6
129-6

100-4
99-7

130-0

105-9

99-4
97-5

102-6

105-4

110-0

105-1

109-3

115
(Jan.-
Mar.)

115
(Apr.-
June)

Source : Board of Trade
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