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Pricing Behaviour in Australia: A Data Evaluation Study

“What is..,urgently needed is the establishment, maintenmance
and enforcement of coordinated uniform classification
gystems by all agencies, private as well as public,.. .
Incompatible data are useless data,,. .An unreasonably high
proportion of material and intellectual resonrces devoted
to statistical work is now spent not on the collection of
primary information but on a frustrating and wasteful
struggle with incongruous definitions and irreconcilable

al&ssificatiansgﬂg

For the best part of a decade now, inflation has been an important
empirical problem and a major research interest for economists throughont
the world, Yet in Australis, there has so far been little attempt to examipe
comprehensively movements in absoclute and relative prices at the level of
the sector, the industry or market, and the firm, and there have been no sig-
nificant guantitative afforts to establish by what methods these prices have
been and are being set, This paper demonstrates in a detailed and systematic
fashion that the lack of Australian empirical work in this area could well
be directly attributable to the unsatisfactory éaanﬁiﬁy and guality of both
time series and cross-section data available, It will therefore categorise
in its Summary and Conclusions section those sets of pricing data which ave
utilisable now, those potentially utilisable in the forseeable future, and
those unlikely to be produced soon but which seem currently necessary for
sound quantitative empirical research,

Although this paper is principaliy concerned with dats evaiuatianﬁ it
should also be sesn aarreyarting initial work from a much wider project at-
tempting to shed Eighé on pricing behaviour in the Australian economy at the
levels of aggregation mentiomed above, Where this paper indicates that suffi-

clent suitable data and other information be available, the project will seek

poin



answers to such basic empirical questions as: 1) have relative price move-
wments been significantly dispersed around movements in the aggrepate price
level (or is it worthwhile examining separatelv price movements at dis-
aggregated levels)?; ii) which pricing hypotheses of microeconomic theory

can be accepted/rejected for which sectors, industries, and firms (or have
movements in “microeconomic™ prices been consistent with one or more of the
existing microeconomic theoriles of pricing)?:; 1ii) are those pricing hypo-
theses which cannot be rejected consistent with the rule-of-thumb or other
pricing methods purported to have been followed in practicel; iv) what role
do forelgn prices play in domestic price formation?; v) what role do market
disequilibrium {(or excess demand) forces play in price formation?; wvi) to
what extent are the pricing methods used of the short-run or long=-run wariety?:
vii) is the type of market (e,g., competitive, monopolistic, siigs?ﬁlistic}

an important factor in price determination?; and more particularly in line &ith
the "new microeconomics™ of inflation perhaps also the further ques;iuna of
viii) who (i.e,, which economic agents) are the price fixmers or setters and
who have to take prices as beyond their immediate control {e,g., either market
determined or govermment contrelled); and iz} in which market (i,e,, commo-
dity, labour, or momey) or markets are the prices set? Clearly, through the
inadequacies of both egaaamic theory and empirical gatag not all of the above
questions can receive immediate answers, Many of the théar@tiaal obstacles
will not be surmounted in the short runm, but by presenting in this paper an
evaluation of the nature and veliability of the empirical data available, it

will be possible Lo indiaata those questions which cannot be tackled for empirical

Teagons,



1. Basic gpuidelines as to accepbabilitwy of Data and
Data Sources iywestlgated

Because most empirical research in Australia, as elsewhere, ié done
with data of a largely incompatible and "best available" nature, it is first
necessary to acknowledge that the major guideline in this paper as to
data acceptability is provided by the above quote from Professor Wassily
Leontief's 1970 Presidential Address to the American Economics Association,

The importance of these basic primciples has since been emphasised for

Australia by the Crisp Committee in concluding that a major deficiency in ex-
isting Australian official data systems is that they are not well or properly
coordinated and that Yas a result of this uncoordinated approach: ;here iz a
lack of compatibility between different data systems (in terms of eias#ifiaatiansa
definitions, coverage, etc,)“z

Thus, the strategy behind this data paper has been fivst to establish
the existence of as much time series and cross-section data (whether piecemeal
or uniform) as possible, then to reject for subsequent econometric and other
use that which lacks sufficient comprehensiveness or uniformity, and fimally
to point cut those areas where comprehensiveness and uniformity should be aimed
for in future collection and publication procedures, Im appraising data for
possible rejection it had to be kept in mind that reliability was necessary not
only for the pricing data but also for those other series required if econo-
metrig work were to be undertaken,

With respect to the Data Sources investigated, it is mecessary to point
cut that this study is concerned with the prices of consumer and/or producer
goods and servicesB rather than with asset or capital goods prices, that public
sector pricing is also not s specific consideration, and that it requires not

only pricing data but also where it exists information on pricing methods said



to have been followed in practice, Accordingly, the following sources

were researched:

Official data from publications of the Australisn Bureau
of Statistice {ABS):

Survey data from the Department of Industry and Commerce’s
"Quarterly Survey of Mamufacturing Industry,” the
Associated Chambers of Manufacturers of Australia/
Bank of New South Wales (ACMA/Wales) "Survey of
Industrial Trends,” and the Associated Chambers of
Commerce/National Bank (ACC/Wat, Bank) "Quarterly
Business Survey™;

Reports of the Prices Justification Tribumal (PJT);

Report of the Commitiee on Integration of Data Systeums
(Crisp Committee):

Reports of the Parliamentary Joint Committee on Prices (BJC);

The Pricing Method of the South Australian Commissiomer for
Prices and Consumer Affairs;

Report of the Committee to Advise on Policies for Manufacturing
Industry {(Jackson Committee);

Reports of the Tariff Board/Industries Assistance Commission (JAC),

Official Data from publications of the ABS

The data discussed in this section (i,e,, the Consumer Price Index,

Wholesale Price Indexes, Tmport Price and Export Price Indexes, and Mineral

Industry Price Indexes} ave all actual price data. Appraisal of implicit

price deflators constructed from official sources is left until sgction seven.,

(i} Consumer Price Kndexé

This is perhaps the most widely known price index, with the current

Consumer Price Index {(CPI} having been first published in 1960 retrospective

to the September quarter of 1948, The Index is ¥,,.designed to measure

quarterly variations in retall prices of goods and services representing a

high proportion of the expenditure of urban wage-earner households in the
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&ggreg&te,“s Cmre;age is arranged in the five major groups of Food,
Clothing and Drapéry, Housing, Household Supplies and Eguipment, and
Miscellaneous, and thén further in sub-groups,

By sample survey standards the CPI provides a relatively compre-
hensive coverage of retail prices, but the data have the considerable dis-
advantage at present of being classified solely from the consumer point
of views6 and are therefore not published on a basis consistent with many
other economic time series, So, for the purposes of this paper and in
terms of the Leontief criteria, it ig COﬁciuded.that the CPI data are un-
likely to be of any significant immediate use for comprehensive micro~
economic pricing behavicur work, even if the majority of prices were to be

found market determined rvather than producer set,

(ii) Wholesale Price Indexes?

Data collected for compilation into wholesale price indexes are poten-
tially the most useful of all price data for microeconomic studies of pricing
behaviour, This is because they are output or producer priceé, and even
though it is often necessaryg for researchers to re-weight the basic data,
it is a reasonably practical exercise to obtain price data classified on the
same basis as other relevant series,

However, in Australia, the collection of basic wholesale pfip& data
and publication of any resulting series seems until very, very recéntly to have
been both minimal and fragmented, More specifically, two major initial criti-
cisms are that the published indexes are few in mmwber and thatr those Ffew
have not appeared on a regular consistent basis, For example, the Wholesale

Price (Basic Materials and Foodstuffs) Index was not only confined to prices

mainly collected from Melbourne sources, but also is now obsolete through
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having been discontimmed with publication of the December ?g?ﬁ monthly
figure, Clearly, because of its being confined mainly to Melbourne sources,
it would not éven be éaitaﬁle for reworking into an alternative classifi-
cation system for the vears it was availabie.g

Fortunately, the wholesale price indexes published more recently
provide greater potential for research work, as even though they are as
vet relatively limited both in number of series and number of observatious,
they are said to be part of a (well overdue) long-run program to publish
a very much expanded range of wholesale p{ice indexes,

Barly publications in the long-run program were the two narrowly

based special purpose indexes: the Price Index of Electrical Imstallatiom
Materials introduced in 1964 and available monthly since early 1969; and the

Price Indexes of Copper Materials used in the Mamufacture of Electrical

Eguipment introduced in December 1972 and available monthly since July 1968,
Then came several somewhat more widely based series: the Wholesale

Price Index of Materials wsed in Buildineg other than Housebuilding, ‘introduced

in April 1969, available monthly from July 1966, and *,. the first of a
geries of indexes being prepared as circumstances permit and relating to materials
used and articles produced by important and defined areas (or 'sectors’) of

-

10
the economy™ the Wholesale Price Index of Materials used in Housebuilding,

introduced in Navembervig?ﬁg available monthly from July 1966, and ", the

, . . \ 1
second in the series of indexes,,,and complementary to [the first] index"; !

and the Wholesale Price Index of Metallic Materials used in the Manufacture of

Fabricated Metal Products, introduced in December 1972, available monthly from

July 1968, and "in addition to constituting a further step in the publication
of an expanded range of wholesale price indexes, this index and the [above

mentioned] Price Index of Copper Materials used in the Manufacture of Electrical



Equipment have been designed as a modern replacement for the metals com-
ponents of the Wholesale Price {Basic Materials and Foodstuffs) index,“}z
In light of the L&entief criteria, however, the most promising aspect
accompanying publication of the latter was the declaration that it

¥, .. includes important metallic materials selected and combined in accord-
ance with a weighting pattern reflecting value of usage ag reported at the
1968-69 Census of Manufacturing Establishments for establishments classified
to... (Australian Standard Industrial Classification [ASIC] Sub-division 31}“,13
i.e,, there has been explicit recognition. that output price indexes should

be capable of compilation on a basis consistent with the current ASIC,

The recent appearance on & July 1975 of a Wholesale Price Index of

Materials Used in Mamufacturing Industrv is perhaps an even more encouraging

development, even if it may be utilisable in econometric work only in the
medium term future, This index ¥,..completes the presentation of a set of ‘
price indexes which replaces the Wholesale Price (Basic Materials and Food-
stuffe) iaéex“sié is compiled on a net basis from data classified to Division C
(Manufacturing) of the ASIC, and is available on a monthly basis from July
1968, The degree of disaggregation of these essentially materials and fuels
indexes so far published is not at all considerable, but it is encouraging

to note that the "ABS intends to develop a set of pfices reiating‘tn major
ASIC sub-divisions of the Manufacturing Division, The pfsposeé indexes will
reflect movements in prices of materials used and articles pxodgced by par-
ticular sub-divisions {(e.g., sub-division 23, Textiles) and will therefore
include materials which are the products of other sub-divisions and which are
not within the scope of the current index.”gﬁ This statement of intent
clearly encompasses at the two digit disaggregated level the ABS' promise

that "A further price index, currently under development, will relate to



, . 16
articles produced by manufacturing industry in Australia”, =~ although at

present "There are no statistics available of the prices received by manu-
f&ﬁﬁﬁf&f&,“g?

Hence, although the relevant wholesale price indexes are not pre-
sently available, it seems likely that in the mediwm-term future there will

be a certain mmber of wholsesale price indexes for mamufacturing industry

published on a monthly basis in accordance with two digit sub-divisions of

the ASIC and velating o both net input (i.e., materials and fuels) and output
prices, Only when these data are available back to the fiscal year 1968/69 can
pricing behaviour work based on the manufacturing division of the ASIC classi-
fication be begun in some degree of depth,

Unfortunately there seem to be no similar promises Ffor the publication
of wholesale price indexes related to other major aveas of the ABS? integrated
censuses (i,e,, for the mining, electricity and gas, wholesale trazde and retail
trade industries), nor for the rural sector or the rest of the tertiary-

sector,

(111} Other Price Indexes

Other published price indexes are fairly well known ko be both lags
comprehensive and less reliable than those alresady mentioned, but are mentioned
briefly for completeness of appraisal, }

{(a) Import Price and Export Price Indexes

The ABS does not publish an import price index, and the import price
indexes published monthly by the Reserve Bank of éﬁatraiiagg have swvch aansiéar:
gble iimitations¥§ thét they can be rejected for use in disaggrepated price work
both on the grounds of reliability and because their classification lacks com-

patibility with either the retail or wholesale price series,
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There do exist, however, certain official export priée indexes
which are published in both aggregate form and for a mumber of major pro-
duct graups,zﬁ Such series exist on a monthly basis from 1959-60 to
1968-69 and then as zn interim linked series From June 1969 pending come
pletion of a comprehensive review and re-basing, but again the existing
degree of disaggregation is both limited and lacks sufficient consistency
with other ciassificaﬁ@asEEE Fyven 1i¥ the existing disazgregation were com-
patible with the Standard Intermational Trade Classifieation (SIIC), and
therefore with the Australian Export Commodity Classification (AECC) or the
Australian Import Commodity Classification {AICC), these classifications
are substantially different from the ASIC, The Jackson Committee stresses
that "Of particular importance to industry is the need to complete development
of the proposed Australian Standard Commodity Classification (ASCC) so that
international trade and production statistics can be cﬂmpareﬁﬁﬁzz The
Crisp Committee provides some nofe of optimism, though, that "while different
commodity classifications, for example, are used at present for statistics of
domestically-produced goods, imports and exports, a standard commodity classi-
fication is being developed by the Bureau to permit linking of these series
on a common hasisw,zg

Hence, it must be concluded at present that in neither of the Import
Price Index nor the sz%xt Price Index areas are sufficient suita%lé data

available to permit comsistently classified disaggregated price behaviocur work,

by Mineral Industry Price Indexes

A number of series are published for sctual metals and minerals Pxiﬁesagé

These are variocusly domestic and export prices, but seem not part of any con-

sistent classification, with the exception of the Price Index of Metallic Materials
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Used in the Manufacture of Fabricated Metal Products which W .comprises

important metallic materials selected and combined in accordance with,, .

(ASIC Manufacturing Sub-division 3?}"”25

3, Survey Data

Three major snrveys‘WExe investigated in the hope that they might
provide potentially wseful pricing data on a comprehensive basis: the
Department of Industry and Commerce's "Quarterly Survey of Manufacturing
Activity”, the ACMA/Wales "Survey of industrial Trends", and the ACC/National
Bank "Quarterly Business Survey", ;

(i) Department of Industry snd Commerce: Ouarterly
survey of Manufacturing Activity”

No "bard” information is reguested in this Survey on either prices
or costs, Instead the veguest is simply for information on actual percent-
age changes during the three months to date and on the expected percentage ‘
changes during the following six months, More precisely, the guestions arve

in the form:

Actual 7 change | Expected % change
during three months during sixz months
to 31 December 1977 | to 30 June 1978
(113 DOWN up DOWY
11, ©o0s7TS
Average change inm unit
cogt; all items % % % %
12. PRICES
Average change in unit
price (commercial basis)
of goods manufactured by % % % %
this establichment }
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There are certain fairly obvious initial problems associated with
any attempt to use data from this survey. For example, it would be neces-
sary to reconcile the;éata to a comnon three month or six month time period
if the expectations data were to be utilised, the mumber of time series
observations is not great (as the Survey has been conducted only since 1970),
there are the usual percentage coverage and percentage response doubts
associated with any Survey,zé and the basis of classification of data may
or may not be consistent with any of the official data clasgifications re-
ferred to in sections two and seven.Z? But most likely more than ocutwelghing
these problems is the benefit that there are further data available on sales,
orders, stocks of materials, stocks of finished goods (all in $'000), on per-
centage utilisation of capscity, on total hours of paid overtime, and on
number of emploved persons, These additional figures are available in Yactual”
and "normal” form for each of the most recent three monthly periods, and in
"expected" or "mormal” form for the coming six months., An especially import-
ant aspect of this additional data is that they will enable testing for a number
of possible market or excess demand influences on pricing behaviour.

Overall, therefore, even if the industry classification were not found
to be consistent with other classifications (especially the ASIC), the classi-
fication of data within the Survey is at least internally consisteng, and
once the problems referved to above have been satisfacteﬁiiy resolved, the data
are almost certain to be sufficiently suitable for comprehensive cross section

(and time series) study of pricing behaviour,

(i1} ACQHA/Wales "Survey of Industrial Trends"

In this Survey also, no "hard" information is requested on either

2 .
Prices or Costs, 8 This is FPurther the case for the other variables on which
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information is requested, i.,e,, numbers emploved, overtime worked, new
orders received, orders accepted but not yet delivered, output, stocks
of raw materials, and stocks of finished goods,

The precise form in which the information is sought is:

PAST AND FUTURE TRENDS Change in position Expected change
Excluding normal seasonal changes, : duri
what has been your company’s experi- during the uring the
ence over the past three months and

PAST ;
what changes do you expect during ~——HEET, TIREE MOHIS.
the next three months in respect of p Up | Same| Down

11. Average Costs per unit of
Ourput

12, Average Selling Prices

There ave at leasst two basic wmethods avaiiablezg for comverting data of
the above form into time serieé obgervations suitable for sconometric work; and
at the aggregate level of mamufacturing activity for both actual and expected
average selling prices the appropriate conversions have b&an»ﬁena ﬁf Danes [4]
on 2 quarterly basis from the June guarter of 1966,

However, in the field of research into pricing behaviowr, it is this
Survey's data at the disaggregated level which is likely to be the more useful,
One classification, available from June 1966 to date, is accardimggto size, in
the four categories of 1-50 employees, 51-200 em@layees% 201-1000 employees,
and over 1000 employees; a second classification is by industry, where there
are eight industry groupings from June 1966 until March 1974 and twelve inﬁﬁst%y
groupings from June 1974 to date; and the third classification, available from
June 1966 to date, is according to nine different types of product., On the

important question of whether either industry grouping is consistent with any
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of the already cited classification systems, the twelve inéﬁstry groupings
are said to approximate ASIC Manufacturing Sector Sub-division classifications,
and are fairly zeaéil? convertible back to the original eight industry group-
ings should a longer set of consistent time series observations be regquired.
The eight industry grouping, however, is not known to be comsistent with
any other classification system,

Herce, for data availability from this Burvey, and bearing in mind
that the Average Selling Price and Average Costs questions were first included
only in June 1966, conclusions are basically the same as for the Department
of Industry and Commerce Survey, WNotable differences, though, are that these
data extend back further in time, are available in both employment and product
as well as industry categories of disaggregation, but reguire all raw data
to be converted into more suitable series before econometric work can be under-

taken,

(iii} ACC/MNational Bank "Quarierly Business Survey"

This Burvey covers ", retailing, wholesaling, merchandising, transport,
building and services activities, but not manufacturing, Its results are re-

ported in Quarterly Business Smxvey@“3§ At first sight, it would appeal as

an extremely useful complement to the AGMA/Wales Survey, especially seeing
that it requires answers to similar questions in basically the same form (i,e,,

Up, Same, ete,).
Unfortunately, it fails to include a question on selling prices, and

therefore cannot be of use for research into pricing behaviour,

4, The Prices Justification Tribunal

A congiderable amount of time was spent researching the reported activi-

ties of the Prices Justification Tribunal (PJT), as it was felt that not only
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was there the possibility of its developing into a useful source of con-

sisgtent datagz but also at least as importantly because there was the possi-

bility of obtaining ieputahle declarations by companies as to their actual

price setting methods,

At the outset of this investigation, therefore, it was thought that

the potential gains from a previously unavailable source of information on

both data and pricing methods could well more than compensate for a number

of its already known deficiencies, These deficiencies would be:

€

(i)

(1i1)

(iv)

the information would constitute neither a comprehensive nor

a representative sample, as it would relate only to companies
coming within the relevant Legislation, i,e., initially those
companies with an annval turnover exceeding $20 million, and
subsequent to the passing of the 1974 amendment, also those
companies singled out for inquiry and report irrespective of
their turnover (and envisaged as being primarvily in the retail
price and imported goods price areas);

the Act came into force only as recently as 1 August ?9733‘an§
therefore time series observations would be very limited in

mmber:

the lack of any requirement for rvegular provision of information
(e.g., every quarter) as information needed to be Furnished

only whenever a prices justification application had to be made:

the absence of any requirement that a company state on what
specific basis it sets its price, This too stems from the basic
legislation bringing the Tribunal into existence, The Act re-

quired the PJT to be a prices justification body and not either
34

a . price controlling aﬁthorityBB or a price fixing authority,
There were no guidelines or criteria in the Act as to what con-
stituted a justified priceBS or what the Tribunal should ob-
sexve in its consideration of claims for price increases.S The

development of guidelines and criteria was left up to the
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. ; 3 " ik .
Iribunal itself,”  and their initial reguirement in

July 1973 was as set out in Form No, 1 (re, notifi-
cation of prices pursuant to Section 18(1)(a)) and
Form No, 2 (re. notification of prices pursuant to
Section 18(230a)):

YThe reasons for the proposed prices are as Follows:
(here set out in such detail as is considered appro-

priate the reasons for the price increases
3z

FREFISDID A LT ITF LRGPP PETLERN IO HRD OO RS SE PO DS a}

Forms 1 and 2 therefore seemed designed to attract information relating

to price increases vather than to price 1§valsa But in practice the asctual
pricing methods used by some firms would have related directly to price changes
and by others directly to price levels; some pricing methods may also have
been consistently applicable for both price changes and price levels, Bo,

it would clearly have been preferable for Forms 1 and 2 to reguire infor-
mation first on the specific pricing method used and then on the relevant
change form or level form data, However, even for the very broad manner in
which Forms 1 and 2 were worded, they clearly attracted insufficient overall
and specific information to satisfy the Tribunal, and they were soon replaced
in July 1974 by Circular Memorandum No, 2, This Memorandum, -although still
not requiring any declaration of pricing method and price levels gnd although
framed in suggestive Form only, did at least suggest headings f@f more speci-

fic information as follows:



* SECTION A  DETAILS OF THE APPLICATION

LR R A E N EE LR EERENENENEESEERNERSSE X1

&, Details of price increasses showing previous and proposed prices

LE R R EE R TR EERE-EEEE RNy

5, Earlier price increases

LR A RS A E R EREREENEEFNNEREREYEE

SECTION B JUSTIFICATION FOR THE PROPOSED PRICES

LR R R R E R R TR N W

&, Betails of cost increases and decreases
{a} Material and Ffuel costg

BEDE AR SN 2R

(b} Tabour costs

I EEETESEERE X1

{c) Cost savings

AR R EE RS S E]

{4} General

ELLBRRTERR

7. Changes in productivity and efficiency

[EEEREE N EEEEEEEEEEEE ¥ TN WY

8. Output capscity and level of capacity utilised

LR RS R RN E R E R EEEREEEE ESE ¥

9, Harketing

[ R E R EE R TR RN

10, Het profits and net funds employed in the business
4pensesesssoescas s atse 39
The information provided in response to this Memorandum, if collected regu-
lariy and consistently, would clearly be capable of contributing to or constituting
in itself a wery useful data base, But the contimmed lack of requirement for
specific information on pricing methods and price levels, together with the fact

that the Reports published by the Tribumal have related only to that minority of
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of companies facing & public dnguivy, has meant that only suippets of infor-

mation on sctual pricine methods said to have been followed have bscone

available,

Smippets from the following Reports have been discovered and ars

presented for appralsal as to usefulness as supplementary pricing behaviour

information:

i)

Four
termed:

(a)

(b)

{c)

)

Report by Prices Justification Tribunal, The Broken Hill
Proprietary Company Limited and Aystralian Iron and Steel
Company Limited, Matter No, N73/7, 10 October 1973,

specific criteria were put forward by the company, these being

the "earnings test", whereby ",,,a company is justified in
charging prices for its products which will enable it to
earn a reascnable return on funds emploved in the industyy,..

&40
commensurate with the riske imvolved":

the "new investment test", whereby ¥,,.a company must be
permitited to fix prices at a level which will ensble new in-

P, 41
vestment to be justified as a proper use of Ffunds":

the “comparative prices test", whereby ¥,..comparison of a
company's prices with prices which efficient overseas pro-
ducers charge in similar circumstances provides a reasonable

measure for judging the company's price levels™;

the Ycost increase test, whereby ¥...the steel industry

should not be obliged to absorb cost increases which are out-

. . . 43
side its control or otherwise reasonably imcurred”, = -

The Tribunal then concluded from this and other evidence awailable to

it on the companies® pricing policy in the domestic market that "it seems

to us that the policy has been to try te reach a target net profit mavgin on

full costs,,..at "normal® levels of wtilisation, These ‘theoretical® target

prices have

been modified,, by differences between products due to competition
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from imports apd alternative materials, differences in general in the sensi~

tivity of demand Lo price, and differences in the imporbance attached by
.

the Companies to achieving a high level of sales of a particular produect”,

{idy Report by Prices Justification Tribunal, Australian Paver
Mamufacturers Limited and Cellulose Australis Limited,
Matter No, N73/62, 24 October 1973,

The Tribupal was of the opinion that YA P, M's pricing procedure
was broadly to set a profit target for the ensuing vear, to budget for known
cost increases and also for cost increases which it expected would occur,
and to arrvive at a figure for a price iﬁefease which would ensure realisa-

45

tion of the profit target”, "Although this is the basic approach it ob-

viously can't be reduced to a formula and the final price decided on must

depend on many factors,™

(1ii) Report by Prices Justification Tribunal, CGeneval Motors-
Holden's Pty, Limited and General Motors-Holden's Sales Ftv” Limii&dﬁ
Matter No, NJ/3/770, 21 December 1973,

The company claimed its pricing policy to be based on ".,,known costs
. 47 .
of production and market comsiderations™, and the ACTU claimed ",,.its

. . . . 4
policy was aimed at profit maximisation”, 8

(iv) Report by Prices Justification Tribunal, The Broken Hill Proprietary
Company Limited and Australian Irom and Steel Proprietary Company
Limited, Matter No, N74/1637, 28 March 1974, :

The Tribunal was of the opinion that Y., .unit priae or unit revenue
is relevant to its considerations and in examining costs, it is therefore Iag1cai
to consider the average cost of production of a unit of ocutput, This is 3 '
reasonable starting point for assessing c@szs”ﬁég and also that ", ,,we do not
accept automatically the convention in some sectors of the economy of trans-
lating cost increases into higher profits by means of application of percentage
mark-ups to cost increases in arriving at price increases, Each case must be

considered on its merirs",
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(v) Report by Prices Justification Tribunal, Armotts Limited,
Matter Mo, N74/2534, 13 September 1974,

The company s;ated that “"The basic aim was to achieve an ope%atiug
profit before tax and interest of not exceeding 10% of saiea@"5§

Many other cases before the Tribunal rested monotonously on prices
being set so as to recoup actual unavoidable increased costs,

Two other summary judgements expressed on pricing methods are worth
quoting. One is that of Hogan who considered that "In essence, the Tribunal
is working on average costs per unit of output; the discussion of export
markets appears to set a fiym position ag&instAnatiaas of marginal pricing
ﬁeh&viaur“,sz The other is the more wide-vanging comment by Norman that “As
the influence of public bodies in the pricing process becomes more pervasive,
the relevance of supply-and-demand, marginalist and even ’corporate power'
theoriss of price Eahavisﬁr mist be questioned increasingly, A theovy of §a~
stitutionally-determined prices, based on specified institutional procedures,
iz reguired.,. .The conventional theories of neither pricing nor distribution
would seem capable of handling manageably the intrusion of institutioss,
Study of a formal approach to institutional behaviour may also assist in the
reformulation of econometric approaches to price behaviour,,, .The study
would suggest that econometric equations presuming given pevcentage mark-ups
over normalised units costs,,,may in future need amendment to account for
prices subject to PJT jurisdiction, in which mark-ups may not eveﬁ be main-
tained in money terms, Price equations limear, rather than log-linesr, in
cost variables, and the use of extraneous information could much improve the
performance of @xice.reiaticm$ run for the period from middlie 1973 in

)
Apstralia ™ 3
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Hence, with respect to the two basic reasous advenced at the begin-
ning of this section as to why data from PJT sources conld gassibx;‘ﬁave
been useful, it can now be coneluded that on the question of information
on actual pricing methods, less has been learned than cxpected, Nothing
substantially new on types of pricing methods has emerged which could not
have been picked up from any good elementary appligd microeconomics text.gé
However, the few snippets of information quot.od sbove from published PJT
Reports are potentially useful for pricing behavicur work at the level
of the industry and the firm, and ideally shovld first be supplemented by
any further information relating to that very mmch larger group of com-~
panies for which the PJT have not presented piblished Reports, The informa-
tion sample could, of course, have been larger still if é specific question
as to the company's pricing methods and/or objectives had been put in
Circular Memorandum No, 2 by the PJT,

On the question as to whether the PJT might be able to produce a readily
available set oé consistent pricing and other data, this hope too is unlikely
0 be reslised in either the immediate or the forseeable future, There appears
to have been no reported progress along the specific lines emvisaged in the
Prime Minister's letter commissioning the Czisp Report, and more recent in-
formationﬁs on the PJT's data base seems to suggest that the coverage and
direction of its information system is alrepdy considerably less than origi-
nally envisaged, So, it may well rurn out that even the limited information
suggested in Circulgr Memorandum No, 2 would be inappropriate for serious com-
prehensive econometric work, and the earlie? mentioned deficiencies will

also of course remain as furthex obstacles,
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5. Report of Committee on Integration of Data Systems (Criasp Committee)

There are two aspects of this Report which are particularly relevant
to this research: it; emphasis on the present lack of coordination of
existing official data systems and its consequent recommendation for better
integration; and its provision of useful information on specific pricing
data deficiencies, |

On the broader question of integration, the basic attitude of the
Committee on the overall lack of compatibility between different Australian
official data systems has already been pointed out inm section one, The
current situation is that "The Bureau published, in 1972, the first results
of its integrated economic censuses of industry, for the year 1968-69, and
it has since published data up to the year 1971-72, 'The étatistics so far
produced cover only manufacturing, mining, electricity and gas production and
distribution, and retail and wholesale trade sectors of the economy, No
‘integrated’ data have been produced yet for the rural sector or for thé rest
of the tertiary sector, Although the Bureau has long-term plans for exten~
sion of the integrated system to all other important sectors of the economy
it does not at present expect these extensions to be accomplished for a muber
of years."56 Hence, for the purposes of this research, there is clearly no
point in searching for comprehensive data for the rural or much of the tertiary
sector, Confirming this is the statement in the 1974-75 Industries Assistance
Commission (IAC) Anmual Report that "Steps have now been taken by the Australian
Bureau of Statistics to collecting anmually production and financial data on
an integrated basis for the rural sector, With regard to the services sector,
the Bureau is taking steps to extend the area of integration and where data

are collected on a periodic basis to reduce the interval between collections,
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The Commission's ability to pursue sector and economy-wide analysis will

be enhanced as the Bureau’s planmed extension of an integrated data.

system prwﬁeeds”,g? ‘30 if the basic reguirewent is for z consistent data

base, then this could be forthcoming only for the manufacturing sector and

perhaps for the mining sector, All this accords with the Jackson Committee

reporting that "Since 1968-69, the ABS censuses of mining, manufacturing,

electricity and gas, wholesale trade and retail trade, have been conducted

on an integrated basis, Previocusly censuses were of a specific purpose

nature without common definitions of data or 2 common system of reporting

units, No standard industrial classification existed so that industries

boundaries were not defined in ways which would prevent cverlapping or gaps

occurring between the industrial sectors covered by the ceﬁsuse3$”58

and the TAC writing that "Most of the reseavch and statistical data in

this report relates to the manufacturing sector, Research on 3 sector-wide

basis regarding the manufacturing sector has been carried out for several

years by the Commission and the Tariff Board, This has been paggihia be-

cause data have been collected anmually on an integrated basis for this sector

for a mmber of years, In other sectors, except mining, most of the data

have been either collected only periodically or on a non-integrated basis,
With respect to pricing data deficiencies, the Report hig%iights

very early on the swmmary conclusion that "There appear to be q#ite important

deficiencies in the data presently available about movements in the rrices

of different goods. .?ﬂbiishe& price indices at present available relate sniy':

to very broad categories of goods, More detailed information about price

trends would throw light on the way price increases are tvansmitied through

the esconomy, And if such additional information as becomes available were
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structured to provide a common price-data framework for the separate in-
stitutions where advice to governments has the capacity to influence prices
in particular areas, this would enable povernments and the comunity to
evaluate and relate the work of these separate institutions, It would

also reduce the risk which exists in the absence of such a common framework--
that the separate institutions may attempt to develop price data-system
independﬁﬂtly of one another in an uncoordinated way, and with incompatible
resaits,“ég This suvmmary judgement is hased on:

(i) the principal deficiencies in existing ABS collections being
&
reported ! in submissions as:

*7. PRICES STATISTICS

(1) Finer commodity detail in export price index

(ii) Piner commodity detail in import price index
(iii) More comprehensive and timely wholasale price indexes
(iv) More detailed price information relating to industry sectors

{v) Comparable price series at all points in warketing chain
for agricultural commodities

(vi) Improved quality and publication timetable of quantum

. , 62
indices for factory production ¥

and
- i 63 R .
{ii) the list of reguirements for pew statistics submitted to it as:

"9, PRICES STATISTICS

(1) Freight costs and wholesale and retail prices

{(ii) *Cost of Living® statistics

(iii) Suitable price indices for escalation clauses in
building and construction contracts

{iv} Monthly indices for producers’ prices for:

" -major mampfacturing commodities
~major agricultural commodities
~major mining compodities
(v) Monthly indices of purchasers' prices for:
~-materials used in manufacturing actiwity
64
&%

-materials used in mining activity
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This informarion submitited on primcipal deficiencies and re-
quirements for new statistics will be raken into account when drawing
final conclusions in'sestism eight, a.d whether there is in fact suffi-
cient (anmual) pricing and cther data asvailable to constitute a com-
sistently classified data base for the manufacturing {and perhaps mining)

sector will be discussed in detzil iu section seven,

&, Miscellaneous Sources

(i) Reports of the Parliamentary Joint Committee on Prices

Reports of the PJC were investigated aé a possible source of opinion
on price setting methods, A clear and conclse deseription of the Committee's
activities appears in Nieuwenhuysen [14, p. 10]. As with the BJT, only
more so, coverage of the pricing area is not at all comprehensive, and follow-
ing appraisal of the five Reporis mentioned in Nieuwenhuysen, this source
was not considered for further use.

(i1) South Australian Cormissioner for Prices and
Consumer Affairs’® Pricing Wethod

As with the PJC (and to a considerably lesser extent with the PJT),
the principal information sought herc related to pricirz methods rather than
to pricing data, The search was again of very limited value, as the pricing -
formila {(which had its origin about 30 years agcﬁﬁ} was desigped and vti-~
tized for price control §wrpageﬁéﬁ rather than for prices jﬁstificatian or
price setting purposes, HNevertheless, it did throw up fér Shell and Related
Companies the target met margin concept, whereby "The formula is applied to
weighted average industry prices,,. .To calculate the price of each product

the formmla takes the eurvent price of the product and subtracts various

costs until a met margin figure is cbtained, The method, as used by the
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Companies to calculates the increases in prices proposed on this occasion,

g

was as follows:

Corrent Selling Price
Less Landed Costs in the two-monthly periocd
Less Freighting Cozts
Less Additional Costs of Local Crude
Less Distribution Expenses

= Net Margin -67

{111} Report of the Committes to Advise on Policies for
Mamufacturing Industry {(Jackson Committee)

This Report, relating to the mamufacturing sector only and published
after the Crisp Report, also considered the existing data situation to be
sufficient cause for concern, so that "A detailed statistical picture of mam-
facturing is presented in Volume II along with a guide to further sources of
information, and comments on the gaps and deficiencies in available staﬁi&ti§$0“58
Their comments clearly were not confined only to prices, but on prices their

summary conclusion was that "In the field of price and related indexes, more

work needs to be done in developing move detailed export price dndexes and in

producing official import price indexes., On a more genersl level, there is

Little availsble information on ths prices waid by industry for their inputs

(materials, mochinery, labour, capital and land) and the prices of their outputs,

Indices of prices, wages and interest rates would be invaluable for both indus-

6
try policy makers and business, particularly if on an industyy basis,” ?
This provided wery 1ittle new, though, as much of this is alveady evident
from section one, and & more detalled appraisal of the state of manufacturing

{and mining) industry pricing and other data follows in the next section,
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7. Reporte of the Tariff Board/Industries Assistance Commission

Although both Annual and Specific Reports of the Tariff Board/
Industries Assistance Commission were researched for information on the
manufacturing and mining sectors, by far the most useful material was

contained in chapter 2 and Appendix 2 of the Annual Report of the Tariff

Board, 1970-71, Detailed exawination of their work meant that attention

also had to be given to the anmual Factory Census results published

variously in Secondary Industries Bulletin ~ Part I (1949-50 to 1962-63),

Mapufacturing Industry Bulletin (1963-64 £o 1967-68), the Census of Manufac-

turing Establishments results published in Manufacturing Estsblishments -

Details of Operations {(ABS Ref, No. 12-29) (1968-69 to date), and the work

done thereon and published recently by Hancock [10],

Three major issues immediately become apparent with respect to the
data for the manufacturing sector, viz: 1) what is the type and quality of
the price and other data, and move particularly what would be the reiaaiva
merits assoclated with using actwal price series and implicit price deflator
series? ii) which is the most suitable data classification system, as
the Tariff Board/IAC classifications differ from those of the Commomvealth/
Australian Statistician? iii) for what time periods would anmual consistently
classified data be available, bearing in mind espeaia}1y4tha application

from 1968-869 of the ASICY?

(i) Actual Price Data and Implicit Price Deflator Data

With respect to actual price data, the extremely limited availability
of wholesale price inéexes has already been discussed in section one, It is
therefore not a practical proposition to contemplate using actual price data
at present, and resort must be had by default to implicit price deflator

data. Because deflators are not the result of dirvect measurement, though,
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their possible use immediately requires some appraisal of problems of
measurenent,

Any implicit price deflator can be defined in geneval Lerms as:

. volume of production at current prices
Pri De = -
Implicit Price Deflator = 4 "of production at constant prices °

an& ideally any such series clearly requires firstly that coverage of the
volume of production variables in both the numerator and denominator be
of consistent classification, and secondly that both definitions of volumes
of production be the same, i.e,, either both be calculated on a net value-
added basis or both on a final output basis. This ideal is not able to be
achieved for recent Australian data, though, as study of the data avail-
able and of the two recent studies cited above show,
Taking the Tariff Board value added based éefiﬂitiﬂﬁ?ﬁ a8

Yy
-3,

PYA
wherse
¥V = Value of Production Index
YR = Volume of Production Index
PVA = Implicit Price Deflator Index, using YV as mumerator,

and Hancock®s final output based éefinitiaﬁ?i as

' o
U

where
¥V0 = Value of Output
PEF = Implicit Price Deflator Index, using YVO as numerator,
and referring also to the definition, coverage and classification of the

variable YR in Indexes of Factory Production in Australia, 1949-30 to 196768

(ABS Ref, No., 12.5), it can be concluded that while both numerator series
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are congistent wﬁﬁh the classification of the other mapufacturing industry
variables obtained from the amwal census, there is no denominator sevies
corresponding exactiy‘with either mmerator series., The difference of
opinion between Tariff Board and Hancock as fo the more appropriate mumerator
series is therefore likely to be at least partly due to differences in
interpreting what the denominator series YR really represents,

Before evaluating the worth of either of these implicit price de-
flator series, therefore, it is first necessary to consider the vﬁziahla ¥R
and to determine from a definitional point of wview both the reliasbility and
coverage of YR in itself, and whether it is closer in concept to YV or to
%0,

With respect to YR itself, which is the only volume of production
series available and hence had to be chosen by both the Tariff Board and Hancock,
considerable reservations must be expressed; and whether ¥R is closer to ¥V
or YVO capnot be determined with complete certainty. The Statistician's
anmual indexes of factory production at constant prices seem to be aﬁ attempk
at producing indexes to represent value added at constant prices for both

individual Classes and All Classes Combined, The usual mumerous problems associ-

ated with attempts of this kind are detailed in Indexes of Factory Froduction

in Australia, 1949-50 to 1967-68 (pp. 2-9), but there seem also to be par-

tienlar problems assopiated with whether the resulting iédexes at constant
prices actually reflect better the "walue added" or the "walue of output” con-
cept, Putting this more precisely, it can be stated that apart from problems
arising through lack of basic raw data, there can be inadequacy due teo the
basic methed of construction of the Class and All Classes Indexes as ¥, ,.the

Australian indexes are indexes of output at constant prices for individual



28

sub-classes, which are combined by the use of base-year yalue-added weights

into indexes for each class and all classes combined, They provide a con-
venlent summary, for purposes of economic analysis of a great variety of

detailed statistics, and can be used as broad indicators of growth in manu~

facturing industryﬁ“?z It would not seem they were ever designed or in-
ta&deﬁ for use in obtaining implicit price deflator series,

However, some empirical checking out of the overall reliability of
the basic method of calculation was attempted by the Bureau, as there was
"Comparison of indexes on a net output farmala,;iwith the indexes based on
gross output and value-added weights,,. .Net ocutput indexes were in fact cal-
culated for those sub-clasges,,.approximately 40 percent of the total value
of factory output., Although for some sub-classes the two indexes showed dif-
ferent movements, a net-output index for the combination of the available
sub-classes was similar in its overall movement to a gross output index wiﬁﬁ
value-added weights for the same subnciassesg“?g This seems to suggest that
the resulting Class and All Classes Combined Indexes for the 407% sample
available, are relatively reliable in capturing overall movement: but certain
basic problems of duplication with the sub-class indexes still cannot be totally
ignored, as "In the Australian factory indexes published in this bulletin,
the quantities of output of commodities for further processing in the same
factory have been omitted wherever possible; but in general it has not been
possible to identify output sold to other factories within the same sub-class,
so that some duplication remains in the value of outpuk, at current and there-
fore at comstant pricés”syé and "As has been pointed out above there is a con-

siderable measure of duplication in statistics of value of ﬁﬁtpﬁt“,i§
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Tn summing his reservations on the two issues mentioned, the
Statistician considered that “Although the sub-class and class indexes are
different in nature, in certain circumstances both can be thought of as in-
dexes of value added at comstant prices, Haturally, in view of the many
assumptions involved, the imprecise concepts, and the limitations of data,
they should not be interpreted as precise measures, In particaiaég tﬁe in-
dexes, both for sub-classes and classes, have limitations in connection with
productivity studies which attempt to express the quantity of output of pro~
duction per unit of labour or other inpﬁtg”?ﬁ fhis latter sentence suggests
that the indexes must also have limitations in connection with other than
broad movements in implicit price deflator studies; and while it would seen
any YR index is closer in concept to ¥V than to YVO, there is insufficient
conclusive evidence one way or the other, It is therefore suggested that
implicit price deflator indexes should be constructed from each of the two,
and that the resulting indexes may or may not then yield significantly dif-
ferent results., And while the Tariff Board utilised the ratio YV/YR and
Hancock used YVO/YR, both expressed some reservations in having to use ¥YR:
Hancock pointed out that “Both the choice of the period studied and the selec-
tion of industries for inclusion,,,were constrained by the availability of
data for real output in mamufacturing industries”,?g and that "Estimates of
real output,,.covered most, but not all, industries, However, the estimates
in all but a few ingtanﬁes account for less than 100 percent of the indus-
tries® outputs: whether they are sufficiently representative of the total
is a matter of ju&geﬁeﬁt”;?g and the Tariff Board that "The estimates for

) . 80
some industries are likely to be more reliable than for some others... ,“
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Thus, knowing now that there is the possibility of obtaining two dif-
ferent sets of implicit price deflator series, both sets being of quégtienn

able guality, what can be said on the second major issue--that of classification?

(i1} Classification: Tariff Board/IAC or Statistician?

Although the Tariff Board and Hancock use different classifications,
both claim to have covered approximately the whole of the mapufacturing sector,
In the case of Hancock's research, it has already been pointed out

that the coverage could not be complete because of the inadequate coverage

of the volume of production index, So, it can be said that the Hancock classi-
fication conforms with the Statistician's Factory Classification of manufactur-
ing industry in use up until 1967-68 but covers a maximum of forty industxiesg¥
due to probleme of coverage associated with ¥R,

The Tariff Board, on the other hand, followed a classification of
thirty-one industries for which "The sum..,is equal to the activities covered
by the Statistician's Factory Censuses (prior to 1968-69) with the exception
of motor wehicle repairing, dry cleaning, tyre vetreading, boot and shoe repair-
ing, gas and electricity generation and éistri&uti@n”,gz For data prior to
1968-69, a copy of the key linking the two Clasgifications is provided in the

Annual Report of the Tariff Board, 1969-70, Appendix 3, p. 29, Table 1,

while for data since then a key linking the TAC Industry Classification with

the ASIC Classificaticon is available in the Annual Report of the Industries

Assistance Commission, 1974-75, pp, 213-24, The major advantage of the Tariff

Board/TAC Classifications is that they enable the manufacturing industry data
obtained from the amnual factory censuses to be linked with data collected by
the Board in such important areas as tariff protection, concentration, overseas

control, and financial performance, For this reason, the Tariff Board/IAC
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classifications will be preferred, as the four additional areas would seem
potentially relevant tv.aﬁy comprehensive pricing behaviour study,

There is a further complicating factor to be dealt with before any
conclusions on this set of cata can be veached, though, and that is the

question of the time pericds over which the data may be ayailable,

(iii) Time Periods for which Consistent Data are Available

Much of the ccomentary in sub-sections (i} and (ii) has related to
data up to and including the 1967-68 fiscal year; the year when both the
Tariff Board and Hancock analyses terminated, This is for the very good
reason that 1968-69 was the first year for which manufacturing industry data
was classified according to the ASIC, and more importantly still because
"pata on marufacturing industries published by the Bureau for 1968-69 onwards
cannot be readily compared with data for earlier years¢"83 That there is no
simple practical way of satisfactorily linking series classified according
to the ASIC with series classified in accordance with the scheame use& until
1967-68 was confirmed by some simple manipulations carried out by the author,
The changes in definiticn of sevies, coverage and classification of data
had been foo exteasive,gé

Because of this unfortunate but apparently jnsurmountable break in
any series between 1967-68 and 1968-69, it is therefore ﬁeaessarygg to con~
struct separate data bases for series termimating with 1967-68 and comunencing
in 1968-69,

With vespect éa amy consistent data base for the manufacturing sector
compiled from 1968-69 to date, neither time series nor significant cross-
section analysis is vet possible, This is for two reasons, one minor and ome
major., The minor reason is that there was no Census of Manufacturing Establish~

ments conducted for %9?Q~?¥,8é This means that at the two digit and further
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y
disaggregated levels, there ave no estimates of gross product at current
prices for that year and so none for implicit price deflators eithér,
The major reason\%s that not even ap imperfect suitable volume of produc-

tion series is ye? available, The Jackson Commitiee reported that "Mention

should also ée maﬁa of the lack of an official series of quantum indexes

of factory production since 1967-68, Early attention to this deficiency

is needed,”g? This major obstacle could well be soon overcome if the
Jackson Committee were correcht in reporting that ¥,.,.the ABS d4id publish

Indexes of Factory Production until 1967-68 and is expected to resume it

in the forseeable fubure on an ASIC &asis“qgg When these Indexes are
available, and depending on the guality of the series, some comprehensive
cross-section analysis may be feasible, So, until then, one is restricted
to very much more limited cross-section amalysis at the two digit level
only, utilising implicit price deflator observations {except for 1970-71)

constructed from the data published on page 18 of Australian National Accounts:

Gross Product by Industry at Current and Constant Prices 1962-63 to 1973-74,

{ABS Ref, No. 7,12),

With respect to a consistent mining sector data base compiled from
1968-69 to date, the absence of suitable volume of production data is also
the major problem, Censuses seemtohave been conducted every vear, There-
fore, data at the Division level only are all those availaéleggg

With respect to the compilation of counsistent data bases for the
mamufacturing and mining sectors for periods prior to 1968-69, this is mot
possible at all for the mining sector, thus effectively elﬁminatiﬂg for
comprehensive work at this stage the mining sector, For the manufacturing

sector, although Hancock takes his data as far back as ?§é9~5&9§ for
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thirty-two of forty industries, it is not praetiga1g§ to e%teﬁd the
Tariff Board classificabion sevies back beyond 1855-56,

A further imgnétant deficiency that can be noted at this point,
and which relates to both the prior- and post-1968-69 pericds, is that
¥, ..no comparable and complete statisties are presently available for
unemployment and vacancies by industry to indicate those industries which are
experiencing excess labour demand or supply”.

Hence, bearing in mind the factors covered under (i), (ii}, and
(iii) immediately above, this section can be concluded with the observation
that the only practical possibility available at present is to undertake
time series and/or cross~section analysis with mapufacturing sector data
classified sccording to the Tariff Board method for the thirteen years
1955-56 to 1967-68, The implicit price deflator series are clearly not
ideal, and thirteen time series observations for the major series aﬁe a
very small sample by any statistical standards, but some worthwhile tentative
conclusions may be possible for both the Total Manufacturing Sector and
for the thirty-one industry sub-divisions, Especially seeing that the
Tariff Board did negligible published analysis on these data from a purely

pricing point of view,

8., Summary and Conclusions

At the outset of this paper, it was pointed out that the data evalu-
ation would relate to the field of pricing behaviour at the level of the
sector, the iﬂdﬁstry or market, and the firm, rather than at the more macro-
economic and expenditure based levels of aggregabion represented in the
RBA, RBF, and NIF models of the Australian sconomy, Additiomal information

which would be relevant to nine basic empirical questions was also to be sought,
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Howr, it is possible to suggest that not only can the geneval
viewpoint of the Crisp Commitiee that “There appear to be quite im@éitaat
deficiencies in the data presently available about movements in the
prices of different goods, Published price indices at present avail-
able relate only to very Broaé categories of gawds“gB be agreed with,
but also that they considerably underestimate the severity of the sitnw
atiom as far as in~-depth guantitative rvesearch is concerned,

It has also been established that work on sectors othey than mapu-
facturing is not velb a practical proposition either with data prior to
1968-69 or with data from 1968-69,

Therefore, with respect to the manufacturing sector, it can be

veported:

{1} With respect to data available new:gé

{8) Consistently classified implicit price deflator amd other
data are available on an annpal basis for the thirteen-vear time period
1955-56 to 1967-68 according to the Tariff Board's classification of thirty-
one industries., This set of data would enable cross ssctbion or very small
sample time sevies apalysis, would extend the general non-esconometfric work
done by the Tariff Board for its 1970-71 Annual Report into the specific
area of pricing, and m&y enable some comparison of results with those ob-
tained by Hancock [10] who used s somewhat different classification and did
not take into account the four addibtional factors of degree of tariff pro-
tection, degree of sales concentration, degree of overseas control, and
standard of Ffinmasncial performance, Clearly one additional aspect of this
work would have to be an evalustion of whether the implicit pricg deflators

used are syfficiently relisble;
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{b) Consistently classified implicit gross product de-
flator data ave available on an anmusl basis (except for the year ¥970-71
in which there was né-%ensuskaf Manufacturing Establishments conducted)
for the five-year period 1968-69, 1965-70, 1971-72, 1972-73, for the
twelve ASIC sub-division codes 21-22, 23 to 29, and 371 to 34, Because
there are insufficient time series observations, and because the 1e§ei
of disaggregation seems at present vestricted to the two digit level,
neither time series nor cross section work with these data are at present

a practical proposition

{c) Consistently classified percentage change in actual price
data, and other data, are available on a quarterly/semi-annual basis from
1970, from the Department of Industry and Commerce's "Quarterly Survey of
Manufacturing Activity,” An especially important attribute of these data
is that they will enable the testing ob 2 cross section basis for a mmber

of possible market or excess demand influences on pricing decisions;

{d} Consistently classified percentage change servies for actual
prices, and other data, are able to be constructed from raw guarterly data
available as far back as the June quarter of 1966 in the ACMA /Wales "Survey
of Industrial Trends.,” Industries can be classified aceording to four cate-
gories of size (i.e.,, by number of emplioyees), either eight or twelve cate-
gories of industry, and nine categories of product, As for (c) an Important
feature here will be the opportunity to test om both time series and cross

section bases possible market or ewcess demand influences:
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(ii) With respect to data becoming available in the future:

{2) When the ABS has realised its intention to develop and pub-
lish a set of whaiesaie price indexes relating to both net input and output
prices for manufacturing industry classified according to major ASIC sub-
divisions and extended back to 1968-69, some substantial hypothesis testing
work may be possible with respect to the determination of annual actual
price levels, It is not clear at this stage how disaggregate these WPI data
will be, and whether they will then need some degree of rveclassification,
but certainly until sufficient time series chservations are available, only

cross section analysis will be feasible:

(b) When the ABS has resumed publication of Indexes of Factory

Production on an ASIC basis as from 1968-69, it should be possible to com-
pute or have available annual implicit price deflator series at more than the
two digit level of disaggregation referred to in (i)(b) above, Cleariy in
this case, too, only cross section analysis will be possible for a very con-
siderable period of time, but it should be possible to use the data either in
the presented ASIC classification form or in IAC classification form {so

as to account for the influence of the additional characteristics of tariff
protection, etec,)}; and depending on the concept of this volume of production
index, the implicit deflator seriesgS may enable compilation of eithér a value

added deflator or (hopefully) an ex-factory selling value price deflator;

(iii) With respect to pricing data unlikely to be veadily available

in the forseeable future, consistently classified data on import prices, export

prices, and wholesale prices for sectors other than manufacturing currently

seem to be minimum necessities for sound quantitative ewpirical reseavch,
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Footnotes

Vieontief [131, p. 6.

zﬁapart of the Committee on Integration of Data Systems [18],
p. 67. BSee also pp. 3,4 of the Report for the implications of such in-
compatibility in pricing information on the actions and recommendations
of the Prices Justification Tribunal, the Trade Practices Commission, and

the Industries Assistance Commission,

3&6 mention will be made of the various quarterly seasonally ad-
justed and unadjusted actual and implicit deflator price indexes used in
the various RBA, RBF, and NIF macroeconomic models of the Australian economy,
as most of those price series relate directly to the national expenditure
or production type bases of disaggregation used in the models, and there is

no desire in this paper to overlap with or duplicate that work.

éﬁurther details can be found in Chapter 1 of the Lsbour Report

No. 58, 1973 (ABS Ref, No, 6.7).

’Ibid., p. 6.

6 3 = & & F &
This present situvation for Australia can also be seen in iight of the

recent work on U,S, data by Popkin [17], who has shown that components of the
Consummer Price Index could be developed which related to wholesale price in-
dexes arranged by stage-of-process., The possibility of undertaking a similar
exercise for Australia has not been investigated thoroughly, but a preliminary
appraisal of the wholesale price indexes in particular (see below) indicates

this would not be an immediately practical proposition,
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?Fﬁrth@r details are available in chapter 2 of the Labour Report, No, 58,
1973 (ABS Ref. No, 6.7), and in Wholesale Price Indexes, Price Indexes of :
Materials in Manufacturing Industry (ABS Ref, No, 9.13), April 1975, April 1976,
and Supplement Monthly' Series - July 1968 to June 71973,

SSee, for example, the re-weighting necessary in the studies for U,S.
manufacturing industry by Eckstein and Wyss [6, p., 136] and by Earl [5,
pp. 175-761, and for U.K, non-food manufacturing industry by Nordhaus and
Godley [15, p. 8741,

gExcept perhaps for the limited purpose of trying to relate it or some
of its components to the Melbourne city components of the CPI,

1ﬁﬁabaur Report, No, 58, 1973 (ABS Ref, No, 6.7), p. 44,

iz%ﬁhsp.Sh

}gzbid‘s p. 70,

Lo ilbednast

! ggﬁema

?éﬁhalesale Price Indexes, Price Indexes of Materials Usad in Mamufacturing
Industry (ABS Ref, Ko, 9,13), April 1975, . 1.

*mid., p. 2.

161054., p. 1.

?C&mmiﬁtae to Advise on Policies for Mamufacturing Industry [3],
Volume II: Statistics, p. 21.

?S?hese indexes are published monthly in the Statistical Bulletin,
Reserve Bank of Australia, :

9 . . . o . R
L A detailed description of some of these limitations can be found in

Burgess [1], chapter four,

20
See Export Price Index (ABS Ref. No.9,2),

21 ,
For example, the Jackson Committee reports (p. 20) that "Manufacturing
commodities are not identified,”

22 . . i N
Committee to Advise on Policies for Manufacturing Industry [3]1,
Volume II: Statisties, p, 11,
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23Report of the Committee on Integration of Data Systems [18], p. 8;
also p, 114,

245&@ Minerals and Mineral Products {ABS Ref., No. 10,19} and Australian
Mineral Industryv: Quarterlv Review {(Burean of Mineral Resources),

Zﬁminerais and Mineral Products (ABS Ref, Ho, 10.19}, May 1975, p. 19,
This has already been referred to in the section above on wholesale price indexes,
and therefore contributes no new information,

26 . . s .
Survey gquestionnaires are sent to firms with about one quarter of manu-
facturing sector employees, The response rate can be as high as 85%, though not
always the same firms reply,

Z?For example, it is possible that this Survey and. the Department are being
referred to by the Crisp Committee [18, pp. 8-9] in the following quote: "As a
result of the separate development, in isolation, of many departmental statistics,
the resulting data-gyvstems are not well co-ordinated physically, The Committee
has noted examples of multiple independent approaches to the same informants by
different official collectors for similar or related data. For instance, many
firms in the mamufacturing sector have in recent years been asked for the same
bagic data about their operations by at least three different govermment depart-
ments or agencies, imcluding the Bureau, within periods of twelve months or less,
The Committee has noted also the essentially independent efforts of the various
departmental producers of official statistics to produce and distribute the data
they obtain,”

Sﬁmrvey questionnaires are sent to about 500 firms, selected not randomly,
but with a wview to obtaining a representative coverage of the manufacturing sector,
These firms account for approximately 23% of total manufacturing employment, The
response rate varies comsiderably (but is usually between 60% and 70%), as the
delay between collection of data and presentation of results is regquired to be
minimal, The basic aim is to obtain about 300 replies before the cut-off time
for processing, Further details can be found in Kerr [12],

29?he "Balance Statistic' (or Diffusion Index) method of Theil [21], and
the “Carlson-Parkin Statistic” of Carlson and Parkim [2]. '

3¢ . . . .
Danes also provides a detailed explanation of the various other raw data
series, and aggregate series prepared on consistent basis extending back to the
March quarter of 1960,

BYCQmmittee to Advise on Policies for Manufacturing Industry [3], Volume II:
Statistics, p. 23.
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323&@ Ackland, Richard, "Prices Tribunal plugs into Computer to examine
Rises Claim,” Australian Financial Review, 21 August 1974; also the Report of the
Committee on Integration of Data Systems [18, p, 3 or p, 113] where the then
Prime Minister wrote that ".,.we do not have available the type of detailed price
information that will be required by bodies such as the Prices Justification
Tribunal, the Trade Practices Commission and the Industries Assistance Commission,
Tt would seem sensible to develop a price-information system which will help us
to evaluare the effects which particular recommendations from each of these
public advisory bodies are likely to have on price movements and profitability
in related industries, If each of the bodies developed a separate information
system on prices, we will have difficulty in relating and evaluating their recom-
mendations, There is, moreover, no reason why a common system should not be de-
veloped to service not only these industries but the government and the community
at large.®

33?@13 {71, p. 17, or Williams [22}, pg.v3«é‘

géﬁals [71, p. 17, "The Tribunal has been established as a prices justi-

fication tribunal and not as a price-fixing authority, Its function under the
Act is to decide whether a proposed price is justified, not to assess and pre-
scribe what the price of a particular product would be.”

Esibié‘g p. 7.

gé?irst Anpual Report of the Prices Justification Tribunal, 1973-74,
Norman [16, p. 2], however, would not seem to accept this fully, as he attempts
to present a theoretical framework capturing the essence of the Tribunal's
method of price-making.

37

First Annual Report etc., p. 14,

381414, , Appendix 10,

Eg?his Memorandum is reproduced in full in the First Annual Report etec.,
Appendix 11, and is summarised more briefly in Williams {221, pp. 18-19,

&

‘ﬁﬁeyart by Prices Justification Tribunal, The Broken Hill Propristary
Company Limited and Australian Iron and Steel Company Limited, Matter No, N73/7,
10 Qctober 1973, pp. 15-16,

£

“Trpia., p. 16. é?zggggﬁ p. 17.
43 4em %1134, , p. 22.
45

Fels %?}3 P %§;
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ééﬁepart by Prices Justification Tribumal, Australian Paper Manufacturers
Limited and Cellulose Australia Limited, Matter No, N73/62, 24 October 1973, p.i7

47Rep9rt by Prices Justification Tribumal, General Motors-Holden's Py,
Limited and General Motors-Holden's Sales Pty, Limited, Matter No, N73/770,
21 December 1973, p.17.

“81pid., p.17.

£

49Rep0rt by Prices Justification Tribunal, The Broken Hill Proprietary Company
Limited and Australian Tron and Steel Proprietary Company Limited, Matter No, N?&i?63?3
28 March 1974, p.45. '

201bid., p.49.

5§Revort by Prices Justification Tribumal, Arnotts Limited, Matter No, N74/2534,
13 September 1974, pp, 4~5,

52HOgan {111, ». 5.
*Norman [161, p. 35.

548&&, for example, Spencer [20] chapter nine (especially pp., 288-307) for
discussion of pricing objectives cited in the 1958 Survey by the Brookings Institutiom
and for discussion of major diffevrent pricing methods employed to try to achieve
those objectives,

55
"Datec aids the Prices Tribunal,” Australian Financial Review, 7 January 1975,

SéReport of the Committee on Integration of Data Systems [18], pp. 7-8,
The extensions envisaged clearly include the construction, transport, and finance
sectors (ibid., p. 67). See also Austvalian MNational Accounts: Gress Product by
Industyy at Curvent and Constant Prices 1962-63 to 1973-74 (ABS,Ref, No, 7.12),
24 November 1975, Preface,

S?Aﬁnual Report of the Industries Assistance Commission, 1974-75, footnote to

second page of Preface,

3 . . - .
SCcmmxttee to Advise on Policies for Manufacturing Industry [3],
Volume IXI: Statistics, p. 27,

SQAnnual Report of the Industries Assistance Commission, 1974-75, footnote to

second page of Preface,

60 .
Report of the Committee om Integration of Data Systems [18], pp. 3-4, and
gimilarly on pp. 11346,
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6§Note that the Committee (p, 137) "...has not attempted to judge
whether these deficiencies are serious or not; nor has it tried to.assess
whether they are, in fact, deficiencies which could, or should, be
remaedied, ™

2 1pid., p. 140,

69&gaiﬂ note that the Committee (p. 127) ™., . has identified the
Principal gaps in official statistics which were referred teo it in sub-
missions... .In listing them the Committee deliberately eschewed any attempt
to make judgements as to the feasibility of, or justification for, particular
proposals for new statistics or to rank the requirements in order of
importance, "

e
®%1bia., p. 130.

6SReport by Prices Justification Tribunal, Shell Australian Securities
Limited and Related Companies, Matter No. N74/42, 3 May 1974, p. 13.

C1bid., pp. 22-23. *"Ibid., p. 14,

chammittee to Advise on Policies for Manufacturing Industry {3],
Volume I: Report, p, 59.

6?§§§§,3 Volume II: Statistics, p, 10,
70 | e 2
See Apmual Report of the Tariff Bogrd, 1970-71, p. 14 or Appendix 2, p, 45,

Value of production is referred o (p. 11, £n, 6) as ", .. the value added to pur-
chased materials and fuels in the production process, It is the return to labour
and capital and services employed in each production process', and is calculated
(Manufacturing Industry Bulletin, 1967-68, p, viii) "...by deducting from the
value of factory output the value {at the factory) of the materials used, con-
tainers and packing, power, fuel, and light used, tools replaced, and materials
used in repairs to plant (but not depreciation charges),.,the value of production,
and not the value of cutput, is used as a measure of activity in the industries
as a whole,”

73Hancock [10], p. 66, Value of output (Annual Report of the Tariff Board,
1970-71, p. 11, fn, 6), is "...the ex-factory selling value of products,..is
equal to the value of production plus the value of materials and fuels”, or
(Manufacturing Industry Bulletin, 1967-68, p. viii) ".,.the value of the goods
manufactured or their value after passing through the particular process of
manufacture and includes the amount received for repair work, work done on com-
mission and receipts for other factory work, The basis of valuation of the cubpat
is the selling value of the finished articles at the factory, exclusive of all
delivery costs and charges and excise duties, but inclusive of bounty and subsidy
payments to the mamufacturer”,
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aa

?zlnd@xes of Factory Production in Australia, 1949-50 to 1967-68
(ABS Ref, No, 12.5), p. 4. FEmphases the author's.

?%§§i§¢$ B, ?“Sf ?élbid,, p. 4.
?SEbié,g B. 7. ?6Ibidqa pp. 4~5,

7 . . .
In the case of the indexes counstructed using VO, further data will
be required on the value of materials, capital inputs etc, before econometric
work can be underraken,

?8Haﬁcock {101, p. 56.

Prpid., p. 66,

80Annua1 Report of the Tariff Board. 1970-71, p. 14, It is further pointed

out (Appendix 2, p, 40) that "For the estimation of volume of production, implicit
price indexes were available for 87 of the Statistician's factory sub-classes
which accounted for 78 percent of value of production in 1959-60; these price in-
dexes were used to revalue output at comstant prices, For other sub-classes,

the implicit price index for the relevant factory class was assumed to apply to
the component sub-classes,"

SgﬁaﬁCOﬁk [101, p. 67.

Bgﬁﬂﬂual Report of the Tariff Board, 1970-71, p. 7y o, 1,

ggémﬂﬁai Report of the Industries Assistance Commission, 1974-75, p, 3, fu. 2,
A similay comment appears on p. 23 of Australian National Accounts: Gross Product
by Industry at Current and Constant Prices 1967-63 fo 1973-74 (ABS Ref, No, 7.12).

SéScma details on the extent of these changes can be found in Manufaeturing
Establishments - Details of Operations, 1969-70 (ABS Ref. ¥No, 12.29), pp, 3-6,

Ssﬁote, however, the minor exception at the ASIC Division level, where the
estimates presented in Table 3 of Australian National Accounts: Gross Product by
industry at Current and Constant Prices 1962-63 to 1973-7% (ABS Ref. No, 7.12),
would enable construction of implicit price deflator series for those years, »
This avenue is neither further pursued nor recommended for further work, both be-
cause the level of disaggregation is insufficient and because it is unlikely that
the appropriate series for all other variables required for econometric work could
be constructed as well,

801pid., p. 18.

S?Gammittee to Advise on Policies for Mamufacturing Industry [3],
Volume IL: Statistics, pp., 10-11.
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88:1p1d., p. 23,

S

8§Tahie 3, Australian National Accounts: Gross Product by Industyy at
Current and Constant Prices 1962-63 to 1973-74 (ABS Ref, No, 7.12%,

QQEancack [10}, pp. 56, 67, and 68,

9§This is due solely to the problems involved in attempling to produce
an appropriately reclassified volume of production series prior to 1955-56, as
some of the disaggregated indexes are unpublished, and of those indexes pub-
lished, too little further informatiom on sub-classes is given, It is presum-
ably for this reason that the Tariff Board Indexes published in their 1970-71
Annual Report commence only im 1955-56.

9280mmiﬁtee to Advise on Policies for Manufacturing Industry [3],
Volume II: Statistics, p. 11,

ggﬁeport of the Committee on Integration of Data Systems [18], p. 3.

géFor preliminary results from research using (a), (c), and (d) see

Hall [8], Saunders [19], and Hall [9], respectively.

95}t is already known, from Manufacturing Establishments - Details of
Operations, 1969-70 (ABS Ref, No, 12.29), for the numerator series that (p. 5)
the term "value added" replaces the ASIC classification as from 1968-69, the
term "value added” replaces the previocusly used term "value of production”,
that similarly the value of "turnover' is collected to replace the previously
used "value of output', and that (p, 6) "Even though the concept of value
added is similar to value of production, direct comparison of 1967-68 and sub-
sequent figures will not be possible,.. ."
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