1990-02-16 | January 1990

Digitized for FRASER
http://fraser.stlouisfed.org/

Explanatory Note

Coverage. The index is a measurc of industrial production expressed
as a percentage of output in a reference period (currently 1977). The
changes in the physical output of the nation’s factories. mines. and
clectric and gas utilities are represented by 252 individual series in the
index, covering 27 pertinent two-digit codes of the Standard Industrial
Classification (SIC). For cach individual serics, index series relatives
are calcutated first and are then aggregated in the following two ways:
(1) market groupings. such as consumer goods. equipment. intermedli-
ate products, and materials, from which the seasonally adjusted total
index is derived (tables 1A and 1B), and (2) industry groupings. such as
SIC two-digit industries. and major aggregates of these groupings.
such as durable and nondurable manufacturing, mining. and utilitics
(tables 2A and 2B).

Market groupings. For purposes of analysis the individual industrial
output series are grouped into materials, intermediate products. and
final products: together, the latter two form the products category.
Materials are industrial output requiring further processing within in-
dustry:intermediate products are expected to become inputs in nonin-
dustrial sectors such as construction, farming, and services: and final
products are assumed to enter final use as items of private consump-
tion, government use, or capital formation. In the index, final prod-
ucts are subdivided into consumer goods and equipment.

Timing. A first estimate of output for a month is published about the
15th of the following month. This estimate may be revised in cach of
the next three months as new data become available. After the fourth
month, indexes are not revised further until the time of an annual revi-
sion or a benchmark revision. The last three benchmark revisions
were published in 1971, 1976. and 1985. Such revisions are derived
mainly [rom the quinquennial Census of Manufactures. the quinguen-
nial Census of Mineral Industries. and the Annual Survey of Manufac-
tures, all prepared by the Bureau of the Census, and the Mineruls Year-
book of the Bureau of the Mines.

Source data. The indexes of industrial production are constructed
from monthly data of two types: (1)dircctly measured output in physi-
cal units: and (2) estimates of output derived from data on input. ex-
pressed in physical units, adjusted by conversion factors that relate
these inputs to physical output. The data on directly measured physi-
cal product (pounds. yards. barrels, and the like) are obtained from
reports of the Burcau of the Census, the Bureau of Mines. other gov-
croment agencics. and trade associations.  When suitable monthly
data on physical product are unavailable, estimates of physical output
based on input data (kilowatt houtrs. production-worker hours) are
used. The hours worked by production workers are collected in the
monthly establishment survey of the Bureau of Labor Statistics. while
data on the kilowatt hours used in industry are collected from electric
utilities by the Federal Reserve Banks. The estimates of input conver-
sion are based mainly on historical relationships that were derived
from censuses and annual surveys and, when appropriate, on more re-
centeyclical. technological and statistical developments. Users of the
index shoutd bear in mind that, especially for the first and second esti-
males of a given month’s indexes. the available source data are Jimited
and are subject to change in the months following their initial receipt
as well as in benchmark revisions.

Seasonal adjustment. Individual series are scasonally adjusted by the
X-11 Method TI of the Bureau of the Census with the intervention
analysis technigue applicd to the series. The seasonal factors current-
ly being used are based on data through 1986 for most of the individual
series and through 1988 for the aggregates. Individuval series and ma-
jor aggregate scrics are seasonally adjusted independently. and the
[actors for the aggregate series in the summary table and in tables 1
and 2 are reviewed monthly. 'The seasonally adjusted total index is
aggregated from the seasonally adjusted market groupings of the in-
dex and may not precisely equal an aggregation of the seasonally
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adjusted industry groupings. A simple aggregation of the seasonally
adjusted individual series within groupings may not precisely equal
the scasonally adjusted groupings. primarily because aggregates are
adjusted independently.

Weights. The total index and the various groupings of the component
scries are currently aggregated on the basis of 1977 value-added
weights. which are shown in the {irst column of the index tables under
the heading proportions. Valuc-added weights for 1972 arc uscd for
the 1972-77 period. while 1967 weights are used for the 1967-72 peri-
od. The weight years for earlier periods alter World War 11 are 1963,
1958. 1954, and 1947. The indexes for the various periods are linked to
provide the continuous final results expressed in relation to the 1977
comparison year taken as 100. The gross-value-weighted product se-
ries are expressed in terms of 1982 dollars.

Formula. The symbolic expression for the total index (T) is

-3

where g is quantity. p is Census value added per unit of output. f repre-
sents the rth period. and 77 denotes base-year values.
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Reliability. The median of the revisions in total industrial production,
without regard to sign. between the first and fourth estimates is 0.3
percent: that is. in about half of the cases the absolute value of the
revision from the first to the fourth estimate was less than 0.3 pereent.
(This calculation used data for the period from January 1972 to Janu-
ary 1985.) Over the same period. positive changes in the first estimate
were confirmed in the fourth estimate (available three months later)
about 94 percent of the time. Negative changes in the first estimate
were confirmed in the fourth estimate about 85 percent of the time.
Thus the likelihood is high that the first estimate for a month will indi-
cate the direction of change in the total index in a reliable manner.
However, the magnitude of change as first estimated typically is re-
vised during the next three months; these revisions are based on re-
vised and more complete data sources. The estimates for the higher
aggregates generally arc considered more reliable than the estimates
for their individual components. Revisions 1o the components often
offset each other and thereby reduce the size of revisions to the aggre-
gates.

Rounding. Changes shown for index components may not aggregate
to changes for totals because of independent rounding. Percentage
changes are calculated [rom indexes expressed in more digits follow-
ing the decimal point than shown in their rounded form in the present
release. Therefore. percentage changes calculated from the rounded
indexes may not entirely coincide with the percentage changes caleu-
lated from unrounded indexes.

Literature. Industrial Production — 1980 Ldition contains a more de-
tailed description of the index and the procedures used in compiling it
plus a history of its development. a glossary of terms, and a bibliogra-
phy. The new edition wus published in December 986, o obtain
copics of Industrial Production - 1986 I-dition. write to the Publication
Services. Board of Governors of the Federal Reserve System, Wash-
ington. DC 20551, The price of this volume of about 440 pages is $9.00
per copy. Selected data on industrial production are also published
monthly in the Financial and Business Statistics section of the Federal
Reserve Bulletin.

Release date. 'T'he scheduled publication dates for 1990 arc January
17. February 16, March 16, April 17, May 15, June 15, July 17, August
16. September 14, October {7, November 14, and December 14. To
confirm the current month’s refease date. phone 202-452-3206 about
the L1th of the month.
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Coverage. The index is a measure of industrial production expressed
as a percentage of output in a yeference period {currently 1977). The
changes in the physical output of the nation’s factories, mines, and
electric and gas utilities are represented by 252 individual series in the
index, covering 27 pertinent two-digit codes of the Standard Industrial
Classification (SIC). For each individual series, index series relatives
are calculated first and are ther aggregated in the following two ways:
(1) market groupings, such as consumer goods, equipiment, intermedi-
ate products, and materials. from which the zeasonally adjusted total
index is derived {tables 1A and 1B). and (2) industry groupings, such as
SIC two-digit industries, and major aggregates of these groupings,
such as durabie and nondurable manufacturing, mining, and utilities
(tables 2A and 2B).

Market groupings. For purposes of analysis the individual industrial
output series are grouped into materials. intermediate products, and
final products; together, the latter two form the products category.
Materials are industrial output requiring further processing within in-
dustry: intermediate products are expected to become inputs in nonin-
dustrial sectors such as construction, farming, and services; and final
products are assumed Lo enter final use as items of private consump-
tion, government use, or capital formation. In the index, final prod-
ucts are subdivided into consumer goods and equipment.

Timing. A first estimate of outpui {or a month is published about the
15th of the following month. This estimate may he revised in each of
the next three months as new data become available. After the fourth
month, indexes are not revised furtiver until the time of an annual revi-
sion or a benchmark revision. The tast three benchmark revisions
were published in 1971, 1976. and 1985, Such revisions are derived
mainly from the quinquennial Censies of Mann factures. the quinquen-
nial Census of Mineral Industries, and! the Annual Survey of Manufac-
tures, all prepared by the Bureau of the Census, and the Minerals Year-
book of the Bureau of the Mines.

Source data. The indexes of industrial production are constructed
from monthly data of two types: (1) dircetly measured output in physi-
cal units: and (2) estimates of output derived from data on input, ex-
pressed in physical units, adjusted by conversion factors that relate
these inputs to physical output. T'he data on directly measured physi-
cal product (pounds, yards, harreis, and the like) are obtained from
reports of the Bureau of the Census, the Bureau of Mines, other gov-
ernment agencies, and trade associations. When suitable monthly
data on physical product are unavaitabie, estimates of physical output
based on input data (kilowatt hours, production-worker hours) are
used. 'The hours worked by production workers are collected in the
monthly establishment survey of the Burean of Labor Statistics, while
data on the kilowatt hours used in industry are collected [rom electric
utilities by the Federal Rescrve Banks. The estimates of input conver-
sion are based mainly on histerical relationships that were derived
from censuses and annual surveys and. when appropriate, on more re-
cent cyclical, technological and statistical developments. Users of the
index should bear in mind that. especially for the first and second esti-
mates of a given month's indexes, the available source data are limited
and are subject to change in the months following their initial receipt
as well as in benchmark revisions.

Seasonal adjustment. Individual serics are scasonally adjusted by the
X-11 Method 11 of the Bureau of the Census with the intervention
analysis technique applied to the series. The seasonal factors current-
ly being used are based on data through 1986 for most of the individual
scries and through 1988 for the aggregates. Individual series and ma-
jor aggregate series are seasonally adjusied independently, and the
factors for the aggregate scrics in the summary table and in tables 1
and 2 are reviewed monthly. The seasonally adjusted total index is
aggregated from the seasonally adjusted market groupings of the in-
dex and may not precisely equal an aggregation of the seasonally
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adjusted industry groupings. A simple aggregation of the seasonaliy
adjusted individual series within groupings may not precisely equal
the seasonally adjusted groupings, primarily because aggregates are
adjusted independently.

Weights. The total index and the various groupings of the component
series are currently aggregated on the basis of 1977 value-added
weights, which are shown in the first column of the index tables under
the heading proportions. Value-added weights for 1972 are used for
the 1972-77 period, while 1967 weights are used for the 1967-72 peri-
od. The weight years for earlier periods after World War IT are 1963,
1958, 1954, and 1947. The indexes for the various periods are linked to
provide the continuous final results expressed in relation to the 1977
comparison year taken as 100. The gross-value~weighted product se-
ries are expressed in terms of 1982 dollars.

Formuta. The symbolic expression for the total index (1) is
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where g is quantity. p is Census value added per unit of output, f repre-
sents the rth period, and 77 denotes base-year values.

Reliability. The median of the revisions in total industrial production,
without regard to sign. between the first and fourth estimates is 0.3
percent: that is, in about half of the cases the absolute value of the
revision from the first to the fourth estimate was less than 0.3 percent.
(This calculation used data for the period from January 1972 to Janu-
ary 1985.) Over the same period. positive changes in the first estimate
were confirmed in the fourth estimate (available three months later)
about 94 percent of the time. Negative changes in the first estimate
were confirmed in the fourth estimate about 85 percent of the time.
Thus the likelihood is high that the first estimate for a month willindi-
cate the dircction of change in the total index in a reliable manner.
However. the magnitude of change as first estimated typically is re-
vised during the next three months; these revisions are based on re-
vised and more complete data sources. The estimates for the higher
aggregates generally are considered more reliable than the estimates
for their individual components. Revisions o the components often
offset each other and thereby reduce the size of revisions to the aggre-
gafes.

Rounding. Changes shown for index components may not aggregate
to changes for totals because of independent rounding. Percentage
changes are calculated from indexes expressed in more digits follow-
ing the decima! point than shown in their rounded form in the present
release. Therefore, percentage changes calculated from the rounded
indexes may not entirely coincide with the percentage changes calcu-
lated from unrounded indexes.

Literature. Industrial Production - 1986 Edition contains a more de-
tailed description of the index and the procedures used in compilingit,
plus a history of its development. a glossary of terms. and a bibliogra-
phy. The new edition was published in December 1986. To obtain
copies of Industrial Production — 1986 Edition, write to the Publication
Services. Board of Governors of the Federal Reserve System., Wash-
ington, DC 20551, The price of this volume of about 440 pages is $9.00
per copy. Selected data on industrial production are also published
monthly in the Financial and Business Statistics section of the Federal
Reserve Bulletin.

Release date. 'The scheduled publication dates for 1990 are January
17, February 16, March 16, April 17. May 15, June 15, July 17, August
16, September 14, October 17, November 14, and December 14. To
confirm the current month’s release date, phone 202-452-3206 about
the 11th of the month.
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