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What’s the scoop on …

Terms Deconstructed

[Installment 2002-1]


Some terms, such as “seasonal adjustment,” crop up in various statistical tables and articles, while others are very specific to the sector producing the statistical indicators.   This is a short list of a few of the common terms and acronyms used, and a refresher of the definition or a referral to an appropriate reference. 

Is it a complete list?  Not at all!  We’ll play about with terms and concepts in this session, but acknowledge that the statistical world is a very large one indeed.  Are the definitions authoritative?  No, the examples are meant to be illustrative only, and some definitions are context-influenced.  But in reading the list, it should demystify some of the concepts our users bring to the reference desk.


Abbreviations:

AHE
see: Average Hourly Earnings

CPI
see: Consumer Price Index 

GDP
see: Gross Domestic Product

GNP 
see: Gross National Product 

LFS
see: Labour Force Survey

SAAR
Seasonal Adjustment Annual Rate

SEPH
Survey of  Employment, Payroll and Hours
From the labour world:

Labour Force Survey (LFS):  The Labour Force Survey gathers information on who is in the labour force (which is defined as civilian non-institutional population 15 years of age and over who, during the survey reference week, were employed or unemployed). It provides a measure of the economic involvement of population through employment and unemployment figures and participation rates.

Participation Rate:  That would be the total labour force (aged 15 years of age or older, non-institutionalized civilians) as a percentage of the total population aged 15 years of age or older in Canada.  

Seasonally Adjusted (SA):  In Canada, the climate and consumer habits related to it affect nearly all business activity. Construction slows down in winter; tourism increases in summer; the Christmas season brings out far more shoppers than any other.  A seasonally adjusted series is simply one from which seasonal movements have been eliminated and overall trends can be more easily spotted.  Note: it is not better, nor worse—it just gives another view of the universe.

From the NIEA world:
Gross Domestic Product (GDP): The GDP is (ready for it?) the total unduplicated value of final goods and services produced within the borders of a nation at a given period of time--making it an indicator of the overall performance of Canada’s economy

Gross National Product:  As compared to GDP, GNP measures the value of output attributable to residents of the nation, whether that output is physically within the confines of the borders or not.  In Canada, the GDP is almost always larger than the GNP because of the relatively large foreign ownership of Canadian businesses (compared to our ownership of foreign businesses). The US tends to use GNP more than GDP as their preferred economic indicator.

GDP Deflator:  This mystifying term refers to the average level of prices for all goods and services in GDP; it is used to measure real changes in output (as opposed to price changes).

Factor Cost:
Basic Price  [Note: I polled my economics faculty to find out who uses GDP at factor cost and was unable to find anyone who did.  Maybe that is why we now have GDP at basic prices.]  Best represented by the formula:  GDP at factor cost equals GDP at market prices, plus subsidies, minus indirect taxes and minus statistical discrepancy

Market prices: Market price version includes taxes automatically. Factor Cost, which used to be the alternative valuation, excludes indirect taxes (taxes on production) and the inclusion of subsidies; as well, it has depreciation added in.  In effect, the market price measure represents the value of GDP as paid for by final consumers, while the factor cost measure takes the point of view of producers.  We have a new alternative, though, with the introduction of Basic Price.

Basic Price: The new kid on the block, Basic Price adds some taxes on production (such as property and payroll taxes, but not federal or provincial sales taxes) and subtracts some subsidies, such as labour-related subsidies (but not product-related subsidies.  The new basic prices measure of GDP stands somewhere in the middle of the upper limits of market prices and the lower limits of GDP at factor cost.

Current prices: The values are expressed in terms of the price at the time the survey was done (i.e. May 14, 2001). But the dollar changes value over time because of economic factors like inflation. To express the value in terms which allow comparison over time, a Constant Price valuation is used (see below).

Constant prices: The price is expressed in terms of a price with a fixed value at a stated point in time (base year).  At present, for example, the base period for national accounts estimates in constant prices is 1997; prices are therefore described in terms of the value of 1997 dollars.  

Chain price indexes:
Price indexes where the values of the aggregate index for two adjacent periods, calculated from the detailed price indexes, are based on the expenditure pattern from the first of the two periods and where these index values are linked together in a chain to form the index.

Input/Output:  Input/output comes from the wonderful world of National Income and Expenditure Accounts, the sector also responsible for GDP and GDE.  Input/output indicators are usually found in tables that show the transfer of intermediate products between sectors of the economy. It includes transfer from an industry to itself (i.e. farmer retains seed to sow new crop).  I/O analysis shows how changes in one industry can affect other (seemingly unrelated) industries. 


Note: everything is measured in dollars 

	Quantities in $
	Input to:

	
	Manufacturing
	Farming

	Output from:
	Manufacturing
	Machines to make machines
	Tractors

	
	Farming
	Food for factory workers
	Food and seed


Real I-O tables are usually bigger – up to 200 sectors or more, and are complicated because they are not closed systems; Canada (and the provinces) import and export intermediate products.

From the prices world

Price Indexes: There are many, many indexes used in Statistics Canada.  They are used to express a difference between to measurements by designating one as the base, and referring the other number to that base.  Like the CPI, which establishes a base year such as 1996=100 (the year when the food basket and weights were recalculated) and subsequently links the percentage change  of the new observation from the base year.  What does this mean?  Shelter costs are represented in the CPI as 130 in November 1999, but 143 in 2000.  The point change is 143-130=13 -- but the percentage change in the CPI for shelter is [(143-130)/130] x 100=10%.

Consumer Price Index (CPI):  The CPI provides us with an indicator of the changes in consumer prices experienced by a typical urban Canadian family. The numbers are not a dollar or quantity amount, but an index that reflects price change by comparing, over time, the price movement of a fixed “shopping basket” of commodities.  Though we tend to think of it as a cost of living index, it is not--and STC documentation tells you why.  If the food component of CPI increases from 100 in 1996 to 292 in 2002, you have probably noticed that sardines are once more on the grocery list and roast beef is only a distant memory for your family.

Core Inflation:  Much of the movement in the CPI comes from some “volatile” components of the CPI, including fruit and gasoline (as well as changes in indirect taxation).  To allow for a different picture of inflation, without the volatile ingredients, the Bank of Canada is working in conjunction with Statistics Canada to produce a core inflation indicator.  This eliminates fruit, vegetables, mortgage interest costs, natural gas, fuel oil, gasoline, intercity transportation and tobacco products, and adjusts the remainder of the CPI to factor in changes in indirect taxes.

Miscellaneous:

Balance of Payments:  This summarizes transactions between Canada and all other nations. The Current Account records the exchange of goods and services and the flow of investment income and unilateral transfers, and the Capital Account records changes in Canadians’ stock of foreign assets and foreigners’ stock of Canadian assets.  In principle, the Current Account balance should equal the Capital Account.   With a positive current account, Canada sells more stuff abroad; with a positive capital account, Canada attracts investment from abroad but interest payments etc. go back again.

Capacity Utilization: This is a measure of the output of industry as proportion of the maximum it could produce on a regular basis with current plants and equipment. It indicates how much output could expand before putting a lot of upward pressure on prices and wages (inflation). Firms can run over capacity for a while but things tend to break and people doze off – so capacity is defined in terms of what can be sustained. Near full capacity means firms will be thinking of expanding plant and equipment (and so increasing GDP). Less capacity utilization means fewer jobs in that sector.

Money Supply: This is a Bank of Canada generated item but we get asked for it because it shows up in CANSIM.  Money statistics are used to give The Bank an idea of how much spending is taking place, and how sensitive it is to interest rate adjustments.  So, we have a monetary base (the “high-powered” money, made up of Bank notes in circulation). 

Then, we have definitions that are composites of different types of cash and things that can be turned into cash quickly and easily (not empty bottles).   At its most basic, M1 is composed of currency and chequing account monies; M2+ is M1 plus savings account and bank deposits; M3 is M2 plus yet other sources such as foreign currency deposits (in Canada) of Canadians. 

Money supply is manipulated by Bank of Canada and affects interest rates and price levels. Don’t worry about memorizing all this!  If you need a quick refresher on the money supply composites (M1, M2, M2+, M3), Table E1 in the Bank of Canada Banking and Financial Statistics forms a beautiful schematic of what goes together to make which indicator.
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