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fummary
1. | The recent structural shift 1in the Japanese economy to

greater emphasis on services has become conspicuous with
significant qualitative changes being witnessed in ;he
service sector. However, compared with the manufacturing
sector, the paucity of service sector statistics is partic-
ulérly noticeable. Thus, the Bank of Japan has developed,
and recently 1issued, a "Corporate. Service Price Index"”
(CSPI), which complements Wholesale Price Indexes (WPI) as
a measure of the value of the currency ahd also as an indi-
cator of economic trends.

The index covers tertiary sector services provided to cor-
porations with selection based on criteria such as minimum
transactioq values and the continuous availability 6f
actual contract prices. As a result, the_iﬁdex captures
54% of the total value of services transacted at the inter-
mediate level.

Seven major groupings -- "Finance and Insurance',
"neal Estate", "Transportation", "Information ‘Services",
"Communications", "Advertising Services", and "Other
Services" -- are divided into 15 groups, then 25 sub-groups

and 74 items for which 2,413 prices are surveyed. The

index was computed on & guarterly basis with base year of

1985 and data evailable from the same year. Here:ifter, nevw

data will be released on & cuarterly basis.

Ceagpano -
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CSPI remained stable Sétween 1985 and early 1988, during
which period rises in “Rent Paid for Real Estate" were vir-
tually offset by decreases in "Ocean Freight" (prices in
yen terms dropped on account of the appreciation of the-
yen)} and "Leasing" {(because of declines in both interest
rates and the price of leased items). After that, the
index started to rise against the background of strong

domestic demand, centering on personal consumption and cor-

- porate fixed investment, due to rises in "Ocean Freight",

"Road Freight", "Advertising Services", and "Rent Paid for
Real Estate". Since the second quarter of 1990, the rise
in CSPI has accelerated, mainly reflecting tight labor mar-

ket conditions.

There is a view that labor cost is a dominant factor in
determining CSPI. However, the following also need to be
taken into account:

i) Costs other than labor costs, such as materials and
fuel, also affect t£e index to some extent.

ii) The continuous éxpansion of demand for _service
industries is one of the important'determinants of
the index.

iii) Foreigh exchange rates (some prices are surveyved 1in
foreign currencies), interest rates, land prices,

\

ongoing deregulation, and technical innovation also

affect price trends.
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In other words, CSPI is influenced by macroeconomic
supply and demaﬁd conditions in the same way as WPI which

shows the overall price level of goods.

Using ' Input-Output Tables (I:6 Tables), it is. found that
cspl affects other price indexes suéh as WPI, aﬁd the
Consumer Price Index (CPI}. According té lag correlation
analysis, CSPI's lead relationship ;ith CPI can be verified
ts some extent, but the lead and lag relationship'bétween
it and WPI does not appear to be verified. The gap between
trends 1in CSPI and the CPI. for Services, which widened

until 1988 and then narrowed, is due to the fact that the

impact of the exchange rate and WPI (e.g. crude oil price)

on CSPI is far greater than that on the CPI -for Services.

To summarize, CSPI is expected to play the following roles:

i) CSPI complements WPI as Aan indicator grasping the
price treﬁds of goods (WPI) and-services (CSPI) pro-
vided in inter-enterprise transactions.

ii) CSPI is a lead indicator for CPI, i.e. it affects the

cost of commodities and services included in CPI.

The Bank of Japan intends to improve the index by expanding
it to include commercial margins, imputed financial inter-

est etc., and new services, as well as effect specification

changes when necessary.

0n




) Contgnﬁs
Introduction
1. Outline of the Corporatg Service Price Index (CSPI)
(1) Coverage, Grouping, Weights, etc.
(2) Input-Output Analysis of CSPI
2. Recent CSPI Trends and BacKground

(1} Trends
{(2) Contributing Factors
(3) Econometric Analysis of Index Fluctuations

3. Comparison of CSPI with Other Statistics and Role:

(1) Comparison with CPI
(2) Comparison with WPI

(3) Role of CSPI as a Deflator

Conclusion

Appendix: Characteristics of Prices Surveyed for CSPI

Notes

Charts




L e e —— e s amm e e e s i e ¢ e e S

. Introduction

The shift in the Japanese economy towards services heas

recently been rapidly accelerating. As a percentage of nominal

GDP, the share of the service sector 1/ has been on a rising
trend since 1975, marking 56.6% in 1988.  Parallel with the
rapid expansion of inter—enterprise transactions, the number
employed by the service sector to tbtai employed by all sectors
has expanded remarkably from 48.6% in 1975 to 55.5% in 1988.
Moreover, great qualitative.changes have been taking place as
evidenced by financial institutions and distributors increas-
ingly épplying computers and telecommunications. Thus, an accu-

rate measure of service price trends has become indispensable.

However, services traded in inter-enterprise transactions
are not inéluded in existing representative price indexes such
2s Wholesale Price Indexes (WPI)} covering goods traded in inter-
enterprise transactions or the Consumer Price Index (CPI) cover-
ing commodities and services purchased by consumers (Chart 1).
Hence, in cocperation with the private sector, scholars, and
government agencies concernéd; the Bank of Jépan has developed,
and recently issued, a "Corporate Service Price Index" (CSPI) to
improve coverage which, it is hoped, will faclilitate easier
assessment of overall e@bnomic and price trends as well eas

respond to user needs.Z2/

This paper gives an outline of the new index and analyzes

price trends over five years {1985-90) based on data collected.




Usage and implications relating to Japanese price statistics,

along with prospects for the ‘future development of the index,

are also examined.

SN



1.

outline of the Corporate Service Price Index (CSPI)

(1) Coverage, Grouping, Weights, etc.

The index covers tertiary _sector services provided

to

corporations. Items to be surveyed were selected based on

the following two criteria:

i) Inter-enterprise transactions totaling ¥500 billion or

more based on the intermediate sectors of 1985

Input-Output Tables (I—O Tables}).

ii) Actual service prices are agreed when a contract

is

concluded so as Lo ensure continuity and reliability of

data.

Specifically, seven major groupings, "Finance

and

Insurance”, "Real Estate", “Transportation™, “Information

Services", "Communications”, nadvertising Services",

and

"Other Services" have been established. These major group-

ings are divided into 15 groups, then 29 sub-groups.
lastly 74 items with 2,413 prices being surveyed (Chart

"In principle, weights are based on values 1n

and
2).

the

intermediate sectors of 1985 I-0O Tables: of the seven

major groupings, "Transportation" and "Other Services"

L

("Leasing and Rentlng”, "Building Meintenance”, "Civil

Engineering and Construction Services", and "Judicial

andg

Accounting Services") eare weighted at around 30% each;

"Real Estate"” at 14%; and "Finance and Insurance',

"information Services", "Communications", and "Advertising

Services" at 6-~7% each.




Commerce (commercial margins), Financial Services
(imputed interest), Public—-Administration, and Education
and Research are gxcluded mainly because it is difficult to
conduct a continﬁous brice survey.é/ Medical Services and
Health is also excluded because inter—enterprise transac-
tions for this item are hegligiblé.,jAs a result, service
transactions covered by the index totai ¥60 trillion,
capturing 54% of the rotal transaction value of services in

inter—-enterprise transactions in 1985 (¥112 | trillion)

{Chart 3).

‘to reinforce fécus on monitoring the service-related
costs of doing pusiness, CSPI consisﬁs of only one series
covéring both domestic and imported services. The index
(base year 1985) is computed on a guarterly basis using a
Laspeyres formula with data starting £rom the first quar-
ter of 1985. The base period is also revised every five

years, based on I-0 Tables.

(2) Input-Output Analysis of CSPIL

In order to obtain a clear picture, it 1is necessary tO

examine CSPI input/output structure using I-O Tables.ﬁ/

Tnput analvsis

Chart 4 shows the comnposition of input costs (in a broad
cense) for CSPI industries (i.e. input wvalue to sales ratio),

which not only inclucde ordinary expenditures concerning tangible

e e



goods {materials, fuel, etc.), services, labor costs, and -depre-—

ciation ©

€ fixed capital, but also operating surplus.

- Compared with the composition of input costs for WPI indus-

tries at the manufacturing and wholesale stage, input costs for

CcspPI industries are characterized as follows:

i)

ii)

iii)

The share of ;abor costs for CSPI industries (35%) is
much higher than that for WPL industries (18%), as
evidenced by labor intensive industries {(e.g. trans-
poftation) where labor costs account for over 40% of

total costs.

The operating surp%us for CSPI industries, including:
interest paid (with respect to real estate, fﬁnance
and insurance, etc.). rent on movéble property
{centering on computer—related equipment) etc.,
accounts for 18%, which is higher than the %% for WPI

industries.

WPi—related costs (e.g. materials, fuel) for CSPI
industries account for only 16%, less than one-third
the 51% for WPI industries, reflecting the noticeable
small proportion of these costs in finance and insur-
ance and real estate (2~3%}. In thié regard, the
share of CSPI-related costs for WPI industries shows

only 6%.
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Qutput analysis

Chart 5 shows the proportion of CSPI industries' output
that translates into the intermediate input of other price

indexes, indicating the impact of CSPI on other price indexes.

Of 100 CSPI industry output units, 37 go as intermediate

input for WPI industries (e.g. raw materials <iron ore, etc.?,

‘transportation services provided Dby shipping companies to

o

steelmakers, insurénce services provided to corporations}, and
55 as intermediate input for overall service industries includ-
ing CSPI industries (efg. the office renting services of real
estate agents provided to law offices). The intermediate input
for construction industries, c¢entering on material transpor-

tation, totals nine units.

With regard go the impact on CPI industries, 16 CSPI indus-
try output units .go as intermediate input for the CPI for
Services (personal services <e.g. haircutting, movies, ektc.?,
passenger ~transportation, postal services, etc.) and 14 as
intermediate input for the CPI for Commodities (eight for retail
sales margins and the bazlance for the input of WPI industries'

goods consumed by households]). As a result, 30 units go as

intermediate input for the CPI General Index.

Output analvsis shows that CSPI has &an impact on various

1

prices, not only WPI but also CPI, construction-related prices,

ecCc.




2. Recent CSPI Trends and Background

(1} Trends

Overall . .

Chart 6 shows that CSPI remained stable between 1985 and
early 1988, during which period consecutive rises in "Rent Paid
for Real Estate" ("offices”, “stores")‘against the background of
strong demand for offices, as well as increases in "Advertising
Services" ("magazines", "television"), were virtually offset by
déuble—digit year—-to-year decreases in "Ocean Freight”
("ﬁrampers", "tankers"; all prices contracted in dollars --
those in yen térmsrdropped bg account of the appreciation of the
ven) and "Leasing"” {"computers and communications eguipment”,
"office eguipment”) because of declines in both interest rates

and the ©price of leased items .reflecting technological

innovation.

The index éubsequently started to rise against the back-
ground of strong domestic demand. “Ocean Freight" (owing to
increased imports), "Road Freight" (increased ground transpor-
tatien), and "Advertising Services" charges rose (reflecting
strong personal consumption), and the rise 1in "Bent raid for
Real Estate" accelerated, all contributing to a rising trend in
CsSPI. During 1988, CSPI increased 1.2% over the previous year

and during 1989, 4.5% (including the effect of the consumption

Items in cuotation marks ("magazines" etc.) included in
CSPI. ’




tax).é/ In 1990, due to higher labor costs reflecting tight‘
labor market conditions, the index continued on a rising trend
and since the second gquarter of 1990, during which increases

brought about by the consumption tax disappeared, the rise in

CSPI has accelerated {(around 3.5%, year to year).

Movement by industry group

The following features can be observed by industry group

{Charts 6 and 7):

i) "Real Estate" rose 27% in the £five years between 1985
and the third guarter of 1990, due to both strong
demand (mirroring the increased number of office work-,

rs {reflecting the shift of the economy to being more
service oriented? and floor space per capita <{office
automationd, and the advance of foreign corporations)
and a supply shortage especially in the Tokyo and Osaka
areas. The rises in the Tokyo and Osaka areas were

remarkable -- 37% and 29% in the five-year period,

respectively.

"Advertising Services" ("television", "direct mail",
etc.) showed the second highest rise fqllowing "Real
Estate" reflecting a surge in personal consumption.
With regerd to demand, there are seasonal factors asso-
ciated with the mid-summer and vyear-end gift-giving
seasons 5/ (seasonal increases in april-June and

Qctober-December and reacticnary decreasas in

o




ii)

July—September_and January-March, respectively).

From 1985 until 1987, "Other Services", "Information
Services", and "Transportation” ‘remained stable but

then started to rise:

"Other Services" remained stable from 1985 until 1887
because rises iﬁ 1abor—intensive services such 2as
"Civil Engineering and Construction Services",
"Building Maintenance", and "Judicial and Accounting
Services" were offset by considerable drops in
"lLeasing” stemming from declines in both interest rates
and the price of leased items as well as intensified
competition occasioned by more new entrants.’/ From
the second quarter of 1988, "Other Services™ stafted to
rice because of further price 1increases in laborf
intensive services, magnified by "Leasing™ due to the

rising cost of money, etc.

Regarding "Information Services", until the third guar-

ter of 1987, rises in response to labor costs were off-

set by decreases occasioned by improved computer

processing, following which this major grouping started

to rise in reéponse to increases in demand for software
: ‘

development associated with the establishment of larg

on-line network systems and civ.8/




et e .

iii)

“Transportation" showed a downward trend until éarly
1988 due to a fall in "Ocean Freight" . (prices in yen
terms droppea on account of the yen's appreciation) and
then started to rise, reflecting a smaller decline in
"Ocean Freight" due to increasing imports. Since 1989,
the rise has accelerated owing to increases in "Road

Freight" and "Storage Facilities" in response tO higher

labor costs stemming from the labor shortage.

"rinance and Insurance” and "communications" showed a
steady downward trend, the former marking 93.9 in the
third gquarter of 1990 (1985=100), the lowest figure
among the seven major groupings because "Insurance
Services" decreased reflecting a con%}gerable drop in
the wvalue bf underlying insured items (e.g. prices of
imported crude oil, iron ore, and raw cotton), while
“Financial Services” {"over-the-counter remittances",

ett.) remained stable.

"Communicaticns" exhibited a downward trend {except for
increases associated with the consumption tax) because
of competition with new entrants as @ consequence of
three telecommunications reform taws in April 1985
resulting in "International Telecommunications"
("international telephone calls", "international lzased

1

circuits") marking an average 508 drop from 1985.

10
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(2) Contributing Factoré

Cost—related

chart 8 shows that unit labor cost {(gross nominal wages
paid/production value) traced a downward trend until mid-1988

pecause increases 1in service production value exceeded wage

- increases. Then, it started to rise owing to increases in
- .

employment and wage hikes brought about by a jabor shortage and
nas recently accelerated, contributing to the recent rise in
cspi. This rising trend is particularly noticeable among labor-—

intensive services (accounting for over 708 of weighting for

CSPI} such as wrransportation® (truck and hire car drivers.
stevedores), nrnformation Services” (systems engineers), and
"cher Services" (technical experts). The relationships between

CSPI rises and unit labor cost by industry group show a definite
positive correlation over the five-year period except for the
drop in th?/"Commdnications" group which is due to deregulation

{Chart 9).

With regard to the effect of price fluctuations_in.tangible
goods Quch 2s materials and fuel (WpI-related price factors) .
that o©of fuel ©prices on "Transportation” is conspicuous
(especially "Territorial Waterways” (Chart 10>). "Specifically,
"Road Transportation® (éas oil), "Sea Transportation" (C-grace
heavy oil), "air Transportation” (jet fuel oil), and "Péssenger
Transportation" indexes remained stable until 1988, reflecting

3 = : . ' - . - -
lowar fuel prices owing to the yen's appreclatlon and & dreop 1n

11 -
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the price of '‘crude oil. Subsequent higher fuel prices started
to push CSPI up ‘and, recently, a price increase fdllowing a

crude oil price hike due to Iraq's invasion of Kuwait has also

been observed.

Lastly, “Leésing" {"computers and communications
equipment", "office equipment”, etc.} and "Civil Engineering and
Construction Services" ("design and on-site supervision"), which
are components of "Other Services”, and "Casualty Insurance”
have tréced an almost parallel trend to the price indexes of
underlying items} because rates for such services kwﬁich show
only small changes) are adjustedg/ for price changes in the
underlying items from the statistical viewpoint that the rea}/

value of services should be maintained (Chart 11).

" Demand-related

"Indices of Tertiary Industries Activity (ITIA)" since-léBS
show a stable rising trénd,‘marking 135.7 in the third quarter
of 1990 (1985=100) because pusiness services such as Information
Services, Leasing, and Advertising Services rose at an annual
rate of over 10%, parallel with expanded Real Estate and
Wholesale Trade., CSPI's lag relationship with two gquantitative
indexes, namely the "Index of ZIndustrial Production (IIP)" and
ITIA {which shows a more stable trend than 1IIP) 1is also
verified, indicating that the expansion of service industries

stimulates CSPI rises {Chart 12).




According to the "Short-term Economic Survey of Principal
Enterﬁrises in Japan", the diffusion indexes (DI) of corporate
sentiment (the difference between the percentage share of the
number of companies reporting "favorable" and those reporting
wnunfavorable") for all industries picked up rapidly from the
second half of 1987 and, since 1989, a "favorable" response has
remained strong.'l Meanwhile, CSPI (year-to-year change) has
accelerated since mid-1988, indicating an approximate oOne-year
lag to business conditions (from the second quarter of 1989 to
the first quarter of 1990, increases brought about by the con-
sumption tax are included {Chart 13>). This seems to be influ-
enced by trends in labor costs, a major variable which has a lag
correlation with economic fluctuations. with regard to the
relationship between CSPI and economic trends, it is imperative

to deepen analysis as date accumulates.

Foreign exchange-related

"Ocean Freight" and “International Air Freight” priceé are
surveyed in contracted currencies and converted into yen terms
using current exchange rates. As a result, CSPI £luctuates
according to exchange rate fluctuations as well as fluctuations
in contracted currency terms. Specifically, CSPI is pushed down
about 0.4% 10/ py a 10% appreciation of the ven (e.g. from
¥150/dollar to ¥135) and vice versa in the case of’'the yen's
depreciation. The considerable appreciation of the ven after
the Plaza Agreement in 1985 (1985 averagée: v238.59/dollar --2

1986 average: ¥168.55/dollar; a 29.4% appreciation of the vean)

13




pushed CSPI down by about 1% during 1986 and exchange rate fluc-
tuations had a slightly negative impact from 1987 to early 1989

and a positive contribution from mid-1989 until mid-1990

(Chart 14).

Other factors

Interest rates, land prices, deregulation, and technologi~-

cal innovation have also affected CSPI.

Interest rates have both a dire;t impact such as on
"Leasing" (the.intérest payment burden accounts for a high pro-
portion of total costs) ana 2n indirect one via macroeconomic
fluctuations. "Industrial machinery”, ‘“machine tools", _and
"machinery/equipment for commercial establishments”, whose
underlying leased item prices were relatively stablé, were
depressed because of the long-term prime rate between 1985 anc
early 1987 but since 1989 have been buoyant (Chart 13). In
contrast, the impact on "computers and communications eguipment”
and “trahsporﬁation eguipment"” _ié not so noticeable, because
other factors than tﬁe long-term prime rate, such as price
changes in leased items and maintenance costis (automoblle casu-

alty insurance, repair CcOSts, safety inspection ¢OsSts, eLc. ).

play a big role.

ol

As for the impact of land prices on cspi, rising land
1

orices  are supposed to have a direct relationship with rises in

"Rent Peid for Resal Estate and "Toll Rozds"™ tarough &th2

prefectural £fixed assets Lax and acquisition cost of lan

14
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However, in actuality, the direct impact of land price rises on
enterprise costs is limitedll/ as evidenced by "rent paid for
offices/stores",‘where the just;mentioned tax accounts for only
about 10% of total costs. Newly contracted rents since 1975
show that they are indeed influenced by supply and demand condi-'
tions (as indicated by vacancy rates) but that the impact of
iand prices {(indicated by published land prices) is not clearly
noticeable. Specifically, newly contfacted.rents in the Osaka
area rose during 1975 along with a declining vacancy rate
regardless of lower land prices, and during 1988 the tempo of

rent increase decelerated though land prices rose (Chart 16).

Lastly, 2s stated above, deregulation and - liberalization
have held CSPI down —- "Communications” Showed.a downward trend
mirroring competition with new entrants as a consequence of the
three telecommunications reform laws in april 1885 and
"Financial Services” {"over-the-counter remittances”) has

Geclined since April 1990 in response to customer demands.

ans for other factors, a drop in computer prices, brought
about by rapid technological innovation, played a big role in

lower leasing and database service prices.

Chart 17, which surveys the impact of the mdcroecconomy On

.
CSPI, shows that cyclical factors such as exchange rates, crude
0il prices, domestic demand expansion, and thé labor shortage,
affect "Transportation'"-related groups ("Rozd Freight”, etc.)
and "Information Services". "Real Estate" has shown consecutive

3 Fad P . L.
rises reflecting building shortages, whereas structural £factors

15




such as deregulation and technological innovation affect CSPI,
as evidenced by the drop in “"Communications", “Financial
Services", and "Leasing". A change in monetary policy also

affects CSPI, directly and indirectly.
(3) Econometric Analysis Qf Index Fluctuations

Chart 18 is a regression analysis, with nominal wages

(labor cost factor), material and fuel costs :-(domestic WPI

o

factor), labor productivity (Indices of Tertiary Industries
Activity; demand factor), the foreign exchange rate factor, and

tax reform factor {(April 1983%-March 1990) as explanatory

variables. _ //

Prom Chart 18, the following significant factors can be

observed:12/

1) Demand factors have been responsible for a substantial
portion of the rise in CSPI the last five years, hav-

ing a consecutive positive contribution (+2~3%).
g )

ii) The contribution of labor costs has increased since
1988 -- recently, 1ts importance has been almost the

same as that of the demand factor.

iii) Materials, fuel, znd foreign exchange rates, are fluc-
tuating factors -- showing minus figures from 1986 to
1

1988 and since then pesitive ones.

16
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iv) Labor productivity has had a slightly negative

contribution.

There is a view that labor cost is a dominant factor in
determining the prices of servfce industries which are charac-
terized as being labor intensive. However, according to this
econometric analysisf therdemand factor and the foreign exchange
rate factor also need to be taken inté account. CSPI is influ-
enced by macroeconomic supply and demand conditions in the same

way as WPI, which shows the overall price level of goods.

17




3. Comparison of CSPI with Other Statistics and Role

{1) Comparison with CPI e -

The CPI for Services, common to CSPI, has shown a consecu-
tive rising trend since 1985, during which time the trend gap
betwéen it and CSPI widened up to 1988 and then narrowed. This
disparity is due to the fact that the impact of other factors
(besides nominal wage increases) on CSPI 1is far greater.
Specifically, CSPI remained stable (between 1985 and 1987)
influenced by the drop in WPI, the ven's appreciation, and low
price of crude oil, and since 1988 has accelerated due to domes-
tic demand expansion and the foreign e%change rate factor (the

ven's depreciation), contributing to narrowing the gap between

it and the CPI for Services.

CSPI hes traced an .almost parallel +trend with the CPI,
General Index (except for increases brought about by the con-
sumption tax in April 1989} due to the fact that the impact of
foreign exchange rates and crude oil prices has also affected
the latter index, directly or indirectly, through the prices of
imported Qoods such a2s gasoline and kerosene in the same way as

CSPI.

Lastly, judging from the input structure of CPI, where the

share of the input of CSPI industries captures similar amounts
N 1

13/ as %wPI, CSPI seems to be a lead indicator for CPI to some

ied by lag correlation analysis evidencing

Fhy

extent, which 1s veri

CSPI having &n approximate two-three month lead relationship




wi

i

W

Ul

Wl

{0

~with CPI for five years. This relationship needs to be examined

in more detail as data accumulates.

(2) Comparison with WPI

Turning to the relationship between CSPI and WPI, there is
an argument that increases .in service prices push up those of
goods included in WPI because various services such as advertis-—
ing and. transéortation are necessary for almost all goods
included in WPI as value—-added input. However, CSPI industries-
only account for 6% (Chart  4), indicating the small direct
impact of CSPI on WPI, and no significant CSPI lead relationship
with WPI, which also includes the indirect impact of CSPI on
WPI, was estimated. indeed, béth WwpI and CSPI are influenced by
business conditions and foreign exchange rates and display =2
similar trend in some situztions. However, CSPI and WPl are
independent in terms of eerrhal shocks -- since the Plaza
Agreement of 1985 such shdcks have affected HPI more than CSPI
but, in terms of domestic business conditions,:recent labor cost
hikes (wage increases for truck drivers and systems engineers

were noticeable) have had a greater impact on CSPI.

In sum, CSPI complements W2PI &s &n indicetor grasping the

price trends of goods (WPI) and services (CSPI) provided 1in
‘

inter-enterprise transactions, although CSPI's lead relationship

with WPI cannot be verified. CSPI is also an indicator for CPI,

as 1s WPI for CPI.
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(3) Role of CSPi as a Deflator

Lastly, the relétionship between CSPI  and System of
National Aﬁcounts {SNA) or Indices of Tertiary Industries
Activities (ITIA) is examined. The prime role of CSPI is not as
a deflator for specific statistics such as SNA, but rather as
complementary price statistics for WPI. The prime purpose of
csPI is thus to accurately assess dverall price trends in the
actual economy as well as’ to serve .as an indicator of economic
trends reflecting the greater emphasis on actual and reliable
pricés. On the other hand, areas where market prices are diffi-
cult to survey and only processed data is available, are
excluded, which is a disadvantage to using CSPI as an overall
service industry deflator. However, for some items (29 service
industries <74 itemsY), CSPI contributes to deflating nomiTral

values of SNA, as WPI dces.

It is expected that CSPI will be used as a new complemen-—

tary price information tool to ITIA which shows real values of

service industry activities,




inh

vl

u

n

w

1]

(O

0]

-

Fh

Conclusion

To summarize, this paper, as an analysis of CSPI, puts for-

ward the following three propositions:

rirst, the traditional argument that prices of service
industries, which aré labor intensive, are downwardly rigid is
not always applicable because CSPI is influenced not only by
labor costs, which are fairly flexible, but also by
macroeconomic trends and foreign exchange rates, as verified by
this paper. CSPI is thus affected by monetary policy as a total

demand control policy.

Second, CSPI, which 1is é lead indicator for CPI like WPI,
needs to be watched as a complementary index to WPI. The extent
and path of price pressure ceén be more generally estimated by
expanding coverage to‘services. on which indicator emphasis 1is

put, CSPI or WPI, dépends on the economic situation.

rh

Third, compared with trends in WPI, which covers prices o
goods such as materials and intermediate éoods; CSPI has risen
more (index for the third quarter of 1990: 110.9 <1985=1002)
than the comparatively stable trends in WPI (index for the same
period: 95.2). This is mainly due to the difference betwsen
the two input structures (i.e. composition of costs, as men=
tioned before) and productiﬁity difference. This point needs to
be examined further based on the future accumulation of data,

especially since the last five years does not cover oOne complete

business cycle. Expansion coverage by including commercial
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margins, and imputed financial interest, as well as the develog
ment of new analytical methods (such as a guantitative grasp c
changes in service ﬁuaiizy), need to be examined. Of course
other imperative problems iq statisticai compilation such =z
data accumulation, specification changes in response to rapi

changes in the service area, consistency of quality in price:

surveyed, (see Appendix) are also impbrtant.

With regard to the above points, the Bank of Japan intends
to make further efforts in cooperation with the private secto:

and other guarters concerned.
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Appendix
Characteristics of Prices surveyed for CSPI

Compared with tangible goods, services are difficult to be
stored or carried. Because of these characteristics, prices of
services contracted in markets differ widely by region and other
criteriea. _Therefore, with regard to price surveillance, various

means are used.

For example, with respect to office rents, more than 200
quotations in 35 major cities are collected because figures dif-
fer widely according to region. Prices surveyed 1in each area

are based on total office floor space 1in each respective area.

{i/the case of "Leasing" and "Oocean Freight" (exclusive
vessels), most contracts are fixed for five to ten Yyears once
contracts are concludéd. in this case,_only prices at the newly
contracted stage are collected from among similax (but not
strictly the same) specifications {unlike ordinary cases) and
samples are connected over time, conﬁributing to reflecting sup-

ply and demand conditions more accurately.

Because of difficulties 1in selecting representative prices

for services, a large numder need to be collected. Thus, 2,413

prices are surveyed representing all services. This means an
-

average of 33 prices per item, which is more than ten times the

average cof three for domestic WPI.

e ——— e ————————




It occasionally happens . that specifications surveyed cease
to be commonly found in the market or ceése Ito be
representative. Such an in;tance was seen when new computers
for leasing were introduced. Thus, if a specification sufueyed
for CSPI ceases to be representative, a new but similar specifi-
cation replaces it as well as in WPI. When seryice specifica-
tions are changed, any price difference between the new and old
ones 1s adjusted so that only the price change not corresponding
to change in quality is reflected, a basic principle in compil-
ing price statistics. If a price difference of ¥100,000 between
the new (¥500,000) and old (¥400,000) specification breaks down
into ¥70,000 for improved quality and ¥30,000 the actual rise
{e.qg. due to labor costs), only the .latter (¥30,0b0) is

reflected in index trends,.




NI

This sector covers Wholesale Trade, Retail Trade, Financizal
and fnsupance Services, Real Estate, Transportation,
Communications, Services.w (non—profit- services serv-
ing households included), and Public Services (electricity,
gas, water supply excluded), which correspond to tertiary

sector (electricity, gas, water supply excluded) categories

in System of National Accounts {SNA).

Turning to similar indexes 1in foreign countries, the
New Zealand Department of Statistics established a
Producers Price Index for zll industries, including service
sectors, in 1978, and the U.S. Department of Labor has been
developing price indexes for individual service sectors for
more than ten years and has already published some
(Eéilroad freight and ten othér sectors) . | However,

European countries and others have vet to develop similar

indexes.

Commerce, whose bprices (commercial margins) theoretically
should be surveyed since the sector has captufed a high
weight (¥22 trillion in intermediate transactions), 1is
excluded from CSPIIbecause of the difficulty in surveying
representative prices. Imputed interest for financial

services (¥13 trillion in intermediate transactions) is

also excluded because:




1)

ii)

it is difficult to survey representative prices;
there is no definite way to adjust £financial gervice
commission rates fot changes in the real value of such
services . (it boils down to the problem of estimating

the real value of "money" itself).

Sectors comprising each price index are classified as below

for input-output analysis:

i)

ii)

iii)

-

CSPI -- Finance and Insurance l(life insurance and
imputed interest excluded); Real Estate (housing
rent _excluded); Transportation (own transportation
excluded}; Communication and Broadca;ting; Services
(education, research, medical services, and,/heaith
excluded); and sewerage svstems, waste disposal.

WPI -- Agriculture; Forestry and Fisheries; Mining;
Manufacturing; Eléctric Power, Gas and Water Supply
(sewerage systems and waste disposal excluded); and
Wholesale Trade.

CPI -- Consumption expenditures of households {output

analysis); consumption outside households {input

analysis),

CSPI 1s calculated based on prices which include the con-

sumption tax as well as WPI (CSPI includes some items which
1

are exempt from taxation such as "Casulty Insurance", "Ocean

Freight", "International Air rreight", etc.).

e — o ———maa
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csPI {(as well as the CPI for Services) tends to rise in the
second gquarter because a lot of service price contracts are
revised at that time. By individual industry, TV commer-
cials increase in the second and fourth quartefs feflecting
strong demand toward the mid;summer ahd year-end gift-giving
seasons, respectively, and decrease in the first and third
quarters. However, seasonal fluctuations in CSPI cannot be
estimated yet because not enough long-term data series are

available.

The number of companies affiliated with Japan Leasing

Association remarkably increased from 204 in 1984 to 286 in

1987.

CiM = "Computer Integrated Manufacturing", whereby computers
integrate and execute planning, design, and production based

oa\common databases.

with regard to "Leasing", "Casualty Tnsurance”, and some
other items whose prices are determined by those of underly-
ing items and commission rates, commission rates surveyed
are adjusted for price changes in underlying.items {using

WPI, etc.).
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10/ The

the

ii)

0.4% '‘rate 1s calculated based on the usual case, where
following actual errors are neglected:

contracted currencies are not . limited to dollars

{Deutschemark, etc.)

the impact of changes in individual items on all serv-
ices depends also on index level differences between the
price index of individual items and all services, which

have existed since the base year 1985.

11/ "Rent paid for real estate” is not significantly affected by

rises in land prices for the following reasons: —~

i)

i1}

Even in the case of Vpurchasing new buildihgs, where
higher land prices push up the cost_of raising £funds
for purchasing land, competition with rental accommoda-
tion in buildings nearby offsets the cost-push effect of
high land prices on renting services.

The main motive for holding buildings and land is not
for rental income, but the expectation that higher land

prices will bring future capital geains.
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12/ Regression equation for estimates:
— { ): t-value

csPI {(monthly, year toO year?y

= -1.80 + 0.04 X (Exchange'rate'<year to year?)
(-4.7) (11.8)

12 :
+ E% a&iy (Nominal wages Der non-manufacturing
(11.2) employee <{(year <O year))_i
12 _
- 0.22 X z (Non-manufacturing productivity*
{-2.5 i=1 {year to yearr)_
11 :
+ 0.20 X b (Domestic WPI {year to year?).
(10.3) i=0
11
+ 0.5¢4 X 2 (ITIA {year to year?»)_;
(5.9) ix0
+ 2.62 X (Tax reform dummy
{17.8) ¢april 1989-March 1990 = 12}
Almon lag: Tai= 0.47
R? = 0.99 S.E.= 0.17 D.W.= 1.31

Estimation period: January 1986-September 1290

* productivity = ITIA

Number oFf emplovees X Work hours per employese

e

13/ Of total input costs for CPI industries, WPI-related costs

account for 14% and CSPI ones, 9%.
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Chart 4 Input Component.s of CSPI and WPI
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Chart 5 Output Structure of CSPI
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Chart 6 Trends in All Services and Major Groupings
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' Chart 7 Breakdown of CSPI
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Chart 8 CSPI and Unit Labor Cost
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Chart 9 CSPI and Unit Labor Cost by Industry
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Chart 11  Relationship between Leasing in CSPI and Prices of Underlying Items
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Chart 13  Business Fluctuations and CSPI
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Chart 15 Relationship between Long-term Prime Rate and Leasing Indexes
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Chart 16 Relationship between Newly-contracted Rents,Published Land Prices
and Office Yacancy Rates ’
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Chart 18 Breakdosm of CSPI _Fluctuations
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Chart 19 Trends in CSPI, Domeéfic ¥PI, and CPI
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Sources: Management and Coordinaticn igency, “Consumer Price Index™;
Ministry of Labor, "Menthly Lzbour Survey”;
Bank of Japan, "tholesale Price Indexes”.
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