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Foreword

This report is the sixth in a series of reports by the Surveys and Re-
search Corporation to the Government of the Republic of Korea. It was written
by Dr. Gabriel F. Cazell, Economic Statistics Advisor, of the Statistical Advisory
Group.

The present report finalizes part II of a preliminary report of December
1, 1961 entitled Eccucmic Indicators in Kerea. Other sections of that preliminary
report will eventually form a part of this general series.

Although the wholesale price index is a special purpose statistical series,
the scarcity of good general statistics in Korea is felt even here. Two censuses
of industry have been taken by the Korean Reconstruction Bank since this index
was begun—one in 1958 and one in 1960—yet it is apparently felt that the older
1955 weights are “safer” to use than those that could easily be derived from the
more recent censuses, even though the need for up-dating index weights has long
been recognized.

This points up the great need for reliability at every level, of having
each statistical agency play its assigned role competently. In this instance—and
there are many others—the Bank of Korea is seriously hampered in its price

index work by the poor quality of the more basic data upon which they must
build.

The Surveys and Research Corporation has on numerous occasions pointed
to the need in Korea for statistical standards, statistical coordination, and mutual
help and cooperation between statistical agencies. It is hoped that this report will
help to illustrate the wisdom of these objectives.

Benjamin J. Tepping
Chief of Party
Statistical Advisory Group
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I. Summary

Economic planning involves an analysis of economic statistics which
show the planners a picture of the past, a measurement of levels of present
economic activity, and finally a projection of levels of activity into the future.
In Korea, the five year plan is a plan of statistics and figures; this plan or any
other plan can be no better than the current economic series on which it is based.
Projections can have no more precision than that of the current measures; indeed,
plans can be no more realistic than the current statistics on which they are based.

One such basic statistical series is the wholesale price index, used for
converting Gross National Product into “real” terms, for a measure of “inflation”,
as a guide to monetary policy, and for related purposes.

The following report describes the Bank of Korea’s wholesale price
index: its history, its current. methodology, BOK’s current efforts to alter and im-
prove the index, the deficiencies and shortcomings of the index, and finally presents
recommendations for a systematic overhaul of the index.



II. The New Wholesale Price Index

The new Wholesale Price Index was introduced in 1955 and has now
been published with only minor changes in methodology and coverage for some
six years.

A major purpose of the changeover from the older Seoul Wholesale
Index to the new index was to establisk- a more “national” measure of wholesale
price change. The most noticeable change was an increase in coverage from only
45 items to 200 items, as well as an attempt to do something with brands, grades,
and specifications.

The increase in coverage outside of Seoul was actually very slight.
Prices of rice and other grains are now collected in nine other cities, and prices
of a few commodities such as fishery products and rice milling machines are
gathered in several cities rather than Seoul because they are unique wholesale
distribution centers. Some import and export prices are collected in Pusan. But
except for these few, most of the prices are still collected in Seoul. The new
index is still essentially a Seoul wholesale index.

Prices of most commodities are collected by six canvassers in Seoul
using personal visits and interviews. In addition there is one canvasser in each
BOK branch office. Prices on all commodities except grains are collected three
times a month on or about the 5th, 15th, and 25th. Grains prices are collected
every five days. Two or more quotations are collected on each commodity and
the price quotations come from the same respondent on each collection date.

BOK originally depended almost exclusively on personal visits. Re-
cently, however, more emphasis has been placed on telephone inquiries, the ex-
tent of the increase in telephone inquiries being limited largely by the willing-
ness of the respondent to give price information by this method. It is difficult to
assess the effect of this shift towards telephone inquiries; it seems likely that less
information and possibly less effective price information would result from this
change.

The enlarged coverage of items, around 200, is still a relatively small
number. About 150 are domestically produced, the remainder are foreign trade
items. Thirty-seven food and beverage items are given a total weight of 42%. Rice
alone is 20.4% of the total index. Fiber and fiber products is the only other
large class, with a weight of 22%. Prices of food, beverages, and fiber products
thus form two-thirds of the total index; prices of all other commodities share
the remaining third. Weights in the ten major categories are as follows:
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Original weights were obtained largely from the 1955 Census of Min-
ing and Manufacturing conducted by BOK. Weight values may be described as
production minus internal consumption plus imports. In most instances industry
class values were assigned to single commodities selected for inclusion in the in-
dex. Class values in which the commodity is located were used because com-
modity values could not, in general, be broken out of the census data.

Weights for items not in mining and manufacturing are obtained from
a variety of soutces. For example, import weights come from trade statistics of
both Customs and BOK, canned fish from the Office of Marine Affairs, and con-
struction from the Ministry of Agriculture and Forestry.

Items were originally selected for inclusion in the index on the basis
of their being “representative” of the hundreds of items not included in the in-
dex. Representativeness which refers to physical similarity between a commodity
and a class or category is a relatively workable notion. However in a price index
representativeness should be based on similarity of price movements, i. e., price
of the representative commodity should be expected to move in the same direc-
tion and with the same amplitude as the excluded items. Selection of representa-
tive items on this basis becomes extremely tenuous. For example, it is risky to
expect the prices of preserved fish such as dried pollack, dried anchovies, dried
cuttle fish, dried corvenia, and salted mackerel—which are included—to represent
fresh fish which are not included. Non-perishable fish and perishable fresh fish
have quite different supply situations (to say nothing of demand) and very pro-
bably somewhat different price movements. The prices of full grown hens which
are included probably do not accurately represent the prices of friers and broilers
(or “pre-layers”) which are not included. Supply, and hence price movements of

poultry items are often quite different. In addition demands for the varied poultry
products cannot be assumed to move together.

In the case of a complex category such as machinery composed of
numerous highly specialized machines, prices of only seven machines are included,



plus a few components, to represent price movements of all machinery, both
electrical and non-electrical. More specifically, the prices of 10 horse-power electric
motors, milling machines, rice-cleaning machines, barley cleaning machines, water
pumps, thrashing machines, and straw rope twisters are given the task of rep-
resenting price movements of such excluded machinery as prime movers, farm
machinery, construction and mining machinery, metal working machinery, and
general industrial machinery and equipment.

It is this very difficulty of selecting “representative” items that has led
other countries to include extremely large numbers of items in their price in-
dexes. The movement of 200 prices—as they are selected in BOK’s index—is
simply not enough to assess movements in the general wholesale price level.

As in the Industrial Production Index, items are included not so much
for their representativeness as for their availability. This is the case for preserved
fish, mentioned above. The actual procedure at BOK involved the selection of a
larger list of between 300 and 400 items, the running of a trial period in which
attempts were made to collect prices on them, and then a cutting down of the
list on the practical grounds of availability and convenience of collection. In other
words, availability and convenience was at least as great a factor in BOK’s origi-

nal selection of an item as representativeness.

As is the case in all price indexes, the BOK is confronted with the
problems of (1) quality and size changes, (2) seasonal items which appear and
have prices only infrequently, and (3) items dropping out and new. items ap-
pearing.

BOK has dealt with the first problem by drawing up a list of specifi-
cations giving grade, or description, or size (length, width, weight, diameter, etc.)
or brand, or percent content, or color, or some combination of these. Thus in
each reporting period the price collected is for the same specified item to the
extent that the specified item remains in existence. Quality variations, both seasonal
and secular, pose a serious problem in the Korean index as it does in the indexes
of other countries. There are quality changes related to technological advances,
but also intentional quality lowering or raising from time to time. Little is done
to relate price change to quality change. The failure to take secular quality
improvement into account is probably very serious in Korea. Many products such
as soap, beverages, leather, and even cigarettes are scarcely comparable to their
crude counterparts of six years ago. The improvement is great because there was
so much room for improvement.

The BOK index makes no attempt to deal with seasonal items—it



simply leaves them out of the index. Thus Chinese cabbage and other important
seasonal vegetables are excluded from the index. Although this is admittedly a
difficult methodological problem in price index number construction, it could be
overcome by the use of techniques used in other countries.

BOK deals with the problem of old items dropping out and being
replaced by new items by simply substituting the new items in the index. But in
numerous instances, where the old item is not completely displaced, weights have
become obsolete because of changes in consumption patterns. For example, fire-
wood, until recently used widely for household heating, is not now brought to
the cities in significant amounts for this purpose. Briquette heating has largely
replaced firewood heating, especially in the cities. Firewood has dropped from 34
percent of total heating to 6 percent in six years, briquettes have increased from
43% to 73%, yet the weights remain as in the base period. It should be repeated
that weight obsolesence is a problem that plagues all price index makers, but
points up the fact that a regular time schedule of weight revision should be
adopted in Korea.

Another problem arises in the BOK index. Bargaining over price is an
established institution in Korea even in wholesale markets. It is difficult for a
canvasser to obtain the actual transaction price from a respondent. Quoted price
is of little value in a price index, of course, if no transactions take place at that
price. There is a further difficulty if each actual transaction price between a
wholesaler and his varied customers is different, and this is often the case. Again
the canvasser must try to get a “representative” price, however defined. The con-
cept of a representative price probably varies greatly between commodities and
even between respondents giving quotations on the same commodity. A natural
reluctance to divulge price information adds to the problem.

Possibly the outstanding weakness in the BOK wholesale index is a
more fundamental one. The original principle was to collect prices at the first
stage of the wholesale market. For the bulk of the commodities this means the
manufacturer’s selling price or its equivalent in non-manufacturing sectors. A
detailed examination of the individual commodity prices shows no change for
roughly one-third of the items over the span of a full year (with 36 chances for
variation in a 12 month period with data collected 3 times each month) and very
minor change in both frequency and amplitude for another third. Some of this
questionable “stability” is attributable to the use of quoted as opposed to actual
price, and to time-saving reporting on the part of respondents.

Much of it is attributable, however, to government pressures to



discourage price change at this level where control is feasible because there are
fewer units to control. Yet the price “action” at the next level is reported as
quite violent. At this level where there are many more units (agents, brokers,
middlemen that distribute to small retailers) such control pressures are impossible.
A wholesale price index based on prices collected at this level would more nearly
measure true price movements in the wholesale market.

As prices are now collected, such things as the following are observed.
One commodity in the index has not had a price change reported for four years.
In the case of rubber products 8 of the 9 items showed virtually no change over
the 12 months of 1960. Iron pots showed not a single price change in the 36
reporting periods of 1960. Automobile tires recorded 30 identical prices in the
first 10 months of 1961, bicycle tires 29, and rice rollers 28. As stated above,
this is virtually the case for roughly one-third of the items in the index.

The problems of data collection involved in changing to the more
sensitive wholesale stage would probably be great. A change to this level, how-
ever, should be attempted if a more meaningful index is to be obtained.



III. Planned Revisions of the Wholesalg Price Index

Some minor changes in the wholesale price index are planned for
1962. Twelve commodities which have disappeared from the market are to be
dropped and 41 new commodities are to be added. New specifications or new
units for price quotation are to be introduced for thirty commodities. After these
anticipated changes are made, there will. be 228 commodities in the index, 157
of which will be the same as at present.

In order to cut down on the price collecting workload, a rather drastic
change is planned. Only 76 commodities will continue to have three price col-
lections per month. The remaining 152 will have only one collection a month,
on or about the 15th, except that 34 items, mostly imports, will have additional
quotations if and when they become known through newspaper publication. BOK
will continue to publish the index three times each month but on two of these
occasions 152 commodities will be entered into the calculation at the same price
as that collected on the previous 15th of the month. Or, expressed in another
way, prices of 152 commodities will be assumed to be constant in two of the
three collection periods, except that 34 can be entered at a changed price if such
change becomes known through newspaper publication. Commodities were placed
in the three collection frequency categories on the basis of their price behavior
in the 36 pricing periods of 1960.

For the 76 three-times-a-month items, collections will continue to be
made by canvasser visits and telephone calls. The remaining quotations are ex-
pected to be collected almost entirely by mail. Mail collection may be tried on
some of the three-times-a-month items.

In the matter of weights, one of the weaker links in the present index,
only minor changes will be made. Weights based on 1955 will continue to be
used on all items except fuels and electricity. For these latter items 1960 weights
will be employed. These weight changes are so long overdue that the index with
1960 weights—when used back to 1958—is drastically lower than the old index
using the 1955 weights. By the end of 1961 the spread between the two indexes
(note: the same prices, but different weights) actually reaches 80 points. In the
1958—G1 period the spread averages around 50 points. The fuel and electricity
category was singled out because it was known that use patterns of commodities
involved had changed greatly, the biggest change being the growth in briquette
use and the decline in firewood mentioned above. Thus while the weight changes
are more damaging in the fuel and electricity category, it points up the danger

]



of continuing with the old 1955 weights for other categories in the index. It is
indeed regrettable that staff and budget are not available for placing the entire
index on the 1960 weights. BOK estimates that changing the fuel and electricity
weights alone will lower the total index an average of seven points over the
1958-61 period.

The addition of new items to the index and the deletion of obsolete
items is commendable, as is the revision of weights for fuels and electricity. The
other changes seek economy rather than improvement: less reporting and col-
lection work, less personal interviews and more telephone and mail inquiries.
There still exist problems of blending a few new weights in with old weights in
other categories, reworking the “new” resulting index, and advice for consumers
as to which of the two series is to be preferred. In the net, the modest planned
changes give little promise of overall improvement in the index.



IV. Recommendations

The present index now contains 200 items. Only a few categories
on which income is spent are well represented. The beverage indu-
stry, e. g., is well covered with the inclusion of alcohol, distilled
spirits, beer, Chong-jong, Yak-ju, Tak-ju (Sake-type beverages) and
soft drinks. Most 3 and 4 digit categories are poorly represented,
some are not represented at all. Food, for example, has very sparse
coverage: absent from the index are slaughtered meat, canned and
preserved fruits and vegetables, rice mill products, bakery products,
candy and other confections, and a variety of other miscellaneous
foods. The coverage in textiles is equally sparse. Furniture products
are completely omitted as are other significant categories such as
footwear and other wearing apparel, and printing and publication.
Leather and its products have only token representation.

That there are many gaps in coverage in the wholesale index is
obvious. These gaps can be identified only in a general way because
there is no real list of commodities for Korea against which to
compare the index list. The only “standard” for comparison is a 5
digit list prepared by KRB which describes as a product such items
as rubber shoes as a final item, with no further specification break-
dowrs such as men’s, women’s, or dress rubber shoes, or other more
detailed specifications.

There are several types of research called for for determining the
commodities that should be included in the index. Certainly the first
step should include the preparation of a complete commodity list.
At the present time there is actually no list that can serve as the
population of commodities. Immediate work should be started to
develop a standard list. This would represent a major undertaking
and should be a joint undertaking of all interested statistical agencies
which would include, in addition to the Bank of Korea, the Korean
Reconstruction Bank, the Bureau of Statistics, the Ministry of Com-
merce and Industry, the Customs Bureau and possibly others. A
similar task is currently being performed by the Committee for the
Establishment of a Standard Industrial Classification which is prepar-
ing, with the cooperation of interested agencies, a standard industrial

code for the classification of mined and manufactured commodities.
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Such a committee, set up under the Economic Planning Board (or
the newly proposed Statistical Commission) could best handle this
important task.

In summary of recommendation I, first a basic list of commodities
must be prepared, and from this a list of commodities must be cho-
sen so as to represent wholesale purchases.

As pointed out in the text, the wholesale price index-is essentially a
Seoul index. Seoul prices should not be weighted into the -index
more heavily than the ratio of Seoul transactions to total wholesale
transactions. Prices from other cities, and other areas must similarly
be weighted on the basis of volume of transaction.

This would result in a radical change in the index; non-Seoul prices
would dominate the weights.

If the collection of all prices in all cities imposed too great a burden,
a sample of quotations offers a good alternative. A sample could be
designed to give optimum area coverage for any given budget level.
Alternatives for improving area coverage should be carefully studied
to arrive at a satisfactory solution to the problem of coverage outside
of Seoul.

An entirely new approach to weights is necessary. The present
approach to weighting in which the prices of a few commodities
are given the value of shipments weight of the entire 3 or 4 digit
class in which they are classified should be abandoned in favor of
weights based on value of shipments of the individual commodities
included in the index. An important commodity should have a large
weight, a less important commodity a smaller weight. The present
industrial classification is totally unrelated to similarity of price
movements, hence is unsuitable for weighting prices within a class.

Weights for individual commodities can be obtained from the 1960
census which called for data on shipments of principal products by
each firm. Estimates of shipments of each individual commodity
should be used as commodity weights to avoid the present system

of inappropriate weighting by shipments of an entire class. It should
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be remembered that many commodities are produced in classes in
which technically they do not belong simply because the “principal
product” approach is used to classify the establishment. Thus flour
noodles (20921) are shipped by soap establishments (3191) and
toilet soap (31911), in turn, is shipped by match manufacturers
(3193). Bean curd (20991) is a major shipment of animal oil and
fat mills. Even if each industrial class were well represented by
commodities, this classification problem would make class weights
inappropriate.

Research should be initiated to investigate the feasibility of a current
weight system or a system subject to revision quarterly or semi-
annually. The fixed weights now used are themselves only estimates;
estimates of current weights drawn perhaps from quarterly sample
surveys are certain to be more realistic than the present base weights.
Research is needed to determine the precision needed in the weights,
and whether such precision can be attained 'with a feasible sample
size.

Difficulty in collecting data should not cause a commodity to be
excluded from the index once it is selected on the grounds of good
coverage. The original selection of items can take appropriate account
of the relative difficulty of collection without excluding items that
are difficult to collect.

Important seasonal items now omitted should be included in the
index. A system of current weights would remove most of the
difficulty now encountered in dealing with seasonal items. Seasonality
should not cause exclusion of important commodities from the index.

Quality or size changes should be dealt with with courage. If a
known quality change is observed, price adjustment should be made
without hesitation even though some value judgment is involved.

Move the “level” of the index up one stage from the present ma-

nufacturer’s level where too few price changes take place up to the
next level of wholesalers, agents, and middlemen. At this level there



IX.

is less price stability and these more volatile movements are more
representative of wholesale prices than thcse at the present manufac-
turer’s level.

The need for general improvement of the index—even the feasibility
of some of the specific recommendations made above—are generally
recognized by the Bank of Korea. Failure to make needed changes is
largely attributable to the fact that the present small staff does not
have time to make changes and improvements. The staff is barely
adequate to turn out the present index with its well established rou-
tine. The introduction of new concepts and new techniques—to say
nothing of a complete overhaul—would swamp the present staff.

To carry out the above recommendations the present “line” staff
should at least be doubled. In addition, a sub-section should be set
up which would be free of routine price collection and index con-
struction obligations, to engage exclusively in research and develop-
ment designed for improvement of the index. This section would
develop, introduce, and explain new techniques, make quality-price
judgments, and develop the frequent weight revisions called for

above.

The adoption of this recommendation is a prerequisite to the carrying
out of the others.
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