
Relative Importance 

Tables 13, 14, and 15 contain relative importance data as of December 1981 
by stage of processing; by commodity groups, subgroups, product classes, and 
individual items; and for the output of selected Standard Industrial Classifica-
tion industries and census product classes. 

The relative importance of a category on a specific date represents the value 
of shipments for that category plus the value of unpriced commodities assumed 
to have price movements similar to those of the priced items. Relative impor-

92 

tance data are generally expressed as a percentage of the total weight of some 
composite grouping, such as the All Commodities Index, the Finished Goods 
Index, etc. 

Guidelines for combining components to construct special indexes are 
presented on the following page of this publication. For a description of the 
procedures for calculating relative importance data, see Producer Prices and 
Price Indexes, Supplement 1979, Data for 1978. 
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Calculation of Special 
Producer Price Indexes 

To satisfy specific needs, data users sometimes want aggregate indexes other 
than those routinely calculated in the Producer Price Index. To meet some of 
these requirements, special-purpose indexes may be constructed from published 
Producer Price Indexes and relative importance data. A special index calcula-
tion may combine two or more PPI'S into a new composite index repre-
senting the aggregated set or delete one or more components from an available 
published higher level Producer Price Index grouping. As long as all indexes are 
expressed on a common base period, the value of a particular index grouping 
equals the weighted average of the index values of its component categories. 

Relative importance data are appropriate weights for combining these in-
dexes. However, special problems may arise when the interval between the index 
base and the calculation period includes a sample change or a shift in weighting 
structure, which occurs when the PPI incorporates updated value-of-shipments 
data. As product coverage in the PPI revision program has expanded, such 
changes have become more frequent. In such cases, the computation procedure 
becomes more complex and the research more laborious, as it is necessary to 
identify each shift in the sample or weighting structure so as to make the ap-
propriate adjustments to ensure a continuous series of comparable data. (Pro-
ducer Prices and Price Indexes, Supplement 1979, Data for 1978, p. 10.) In ad-
dition, when indexes are on different base periods, all indexes must be rebased 
to a common base period. 

Problems mentioned earlier do not affect the following examples, which are 
relatively simple and cover a limited time period. Data users should be cautious 
about complicated situations, particularly with specially constructed indexes 
comparing price levels across a span of several years. Any procedural questions 
may be addressed to: Analyst Team, Division of Industrial Prices and Price In-
dexes, Bureau of Labor Statistics, Room 5210, 600 E St., N.W., Washington, 
D.C. 20212. 

Separate series combined into a single price index 
A special index for lumber and plywood may be constructed by aggregating 

the price movements and relative importance data of both categories. Results 
will be checked against the special grouping index "Lumber and plywood" in 
table 6 of this supplement. The computation procedure for any given month 

may be expressed algebraically as follows: 

Ilp = (IjXRIj) + (Ip)(RIp) 
Where I lp= index for lumber and plywood 

Ii = index for lumber 
RI, = relative importance of lumber 

Ip = index for plywood 
RIP = relative importance of plywood 

First, collect the data for the months in question, and select an index base 
date to serve as the initial reference point. The base date must be December 
because relative importance figures are only calculated in December; further-
more, the base date must be after the most recent major weight revision took ef-
fect (currently December 1975). All indexes for the base period are set equal to 
100, by definition. For these examples, December 1980 is the selected base 
period. 

Second, convert indexes for later time periods to the selected base of 
December 1980 = 100 by dividing the index values for the later periods by the in-
dex value for December 1980 for each respective series, and multiplying the 
result by 100 (table A). 

Third, normalize the relative importance data so the fractions sum to 1; this is 
accomplished by dividing the value for each component into the value for the 
combined group. 

Fourth, substitute the values computed in steps two and three into the above 
equation to derive the values of the special index. Each rebased value is 
multiplied by the corresponding normalized relative importance, and the results 
are summed to yield the value of the combined special index. In the March 1982 
calculations, for example, substitute the following values into the equation: 

Ilp = (92.5)(.722) + (90.0)(.278) 
Ilp = (66.79)+ (25.02) 
I,n = 91.81 
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A comparison of the calculated special index with the index from table 6 in-
dicates that all values are within one-tenth of a point of each other (discrepan-
cies are assumed to be due to rounding), which validates the procedure. 
Although this example combines only two indexes, the same procedures may be 
used to combine several separate categories into a single price index. 

Exclusion of a component category from a grouping index 
For a special index which excludes one or more components from a published 

grouping, the concepts remain the same, but procedures are slightly modified. 
To calculate an index for drugs and pharmaceutical preparations excluding 
materials, the algebraic formulation of the overall category for any given month 
is as follows: 

I
a
= (I

b
)(RI

b
) + (Ic)(RIc) 

Where Ia = index for drugs and pharmaceutical preparations 
Ib = index for drugs and pharmaceutical preparations 

except materials 
RIb = relative importance of drugs and pharmaceutical 

preparations except materials 
Ic = index for drugs and pharmaceutical materials 

RIC = relative importance of drugs and pharmaceutical 
materials 

Unlike the previous example where the unknown quantity was on the left 
hand side auid all right hand side quantities were known, in this case the 
unknown quantity is the special index Ib. Its relative importance (RIb) equals 

(1 - RIC), so we may rearrange the equation to solve for the unknown: 

T d a H I c X R I c ) b = ———— 
R I

b 

As shown in table B, steps one and two are identical to those in the earlier ex-
ample. In step three, the relative importance data are normalized so that the 
combined index equals 1 and the relative importance of the special index equals 
1 minus the relative importance of the excluded categories. 

Finally, substitute proper values into the above equation to determine the 
special index. The March 1982 calculation would be: 

X (112.2)-(102.2)(.153) Ab = 
.847 

Tb_ (112.2)-(15.6) 
.847 

.847 
Ib= 114.0 

These same procedures may be used to construct a special index which ex-
cludes more than one component category. In addition, special indexes in the 
stage-of-processing framework may be constructed in the same way, except that 
the relative importance data by stage of processing must be used (as shown for 
December 1981 in table 11 of this supplement) instead of traditional commodity 
grouping relative importance data (as shown in table 12). (See Producer Prices 
and Price Indexes, Supplement 1979, Data for 1978, p. 11.) 
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Table A. Calculation of special index for lumber and plywood 

Dec. 1980 Dec. 1981 Jan. 1982 Feb. 1982 Mar. 1982 
Step 1: Lumber 333.0 309.9 310.6 308.3 308.1 
Indexes as published Plywood 263.5 239.7 236.8 235.7 237.1 
(1967=100) Lumber and plywood1 314.2 290.7 290.2 288.3 288.6 

Step 2: Lumber 100.0 93.1 93.3 92.6 92.5 
Indexes rebased to Plywood 100.0 90.8 89.9 89.4 90.0 
Dec. 1980=100 Lumber and plywood1 100.0 92.5 92.4 91.8 91.9 

Step 3: Lumber 1.043 ( .722) 
Relative importance Plywood .402 ( .278) 
normalized (Total) 1.445 (1.000) 

Step 4: Lumber 72,2 67.22 67.36 66.86 66.79 
Combined index Plywood + 27.8 + 25.24 + 24.99 + 24.85 + 25.02 
computed (Combined) = 100.0 = 92.46 = 92.35 = 91.71 = 91.81 

11ndexes for lumber and plywood as shown in table 6 are used to 
check results and are not a necessary part of the procedure. 

Table B. Calculation of special index for drugs and pharmaceutical preparations except materials 

Dec. 1980 Dec. 1981 Jan. 1982 Feb. 1982 Mar. 1982 
Step 1: Drugs and pharm. prep. 182.6 198.9 200.9 203.0 204.8 
Indexes as published Pharm. materials 220.0 225.0 224.9 224.9 224.9 
(1967=100) 

Step 2: Drugs and pharm. prep. 100.0 108.9 110.0 111.2 112.2 
Indexes rebased to Pharm. materials 100.0 102.3 102.2 102.2 102.2 
Dec. 1980=100 

Step 3: Drugs and pharm. prep. .726(1.000) 
Relative importance Pharm. materials .111 (.153) 
normalized (Special index) (.847) 

Step 4: Drugs and pharm. prep. 100.0 108.9 110.0 111.2 112.2 
Index computed Pharm. materials -15.3 -15.7 -15.6 -15.6 -15.6 

(Difference) = 84.7 = 93.2 = 94.4 = 95.6 = 96.6 
(Spec, index rel. imp.) -s- .847 .847 -h .847 + .847 - .847 
(Special index) = 100.0 = 110.0 = 111.5 = 112.9 = 114.0 
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