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Presenter
Presentation Notes
1944 was the last full year of World War II.  D-Day, the invasion of Normandy by allied troops across the English Channel, took place on June 6.  Allied troops led by General Douglas McArthur re-claimed the Phillippines from the Japanese, and Franklin Roosevelt was elected to a 4th term as President.  Often overlooked amidst these momentous events is the fact that 1944 was the year in which . . .     
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PCE Classification 
Background

PCE classification system born in 1944
Since 1944 . . .

Large increases in consumer incomes
Changes—demographic, technological, cultural, legal, tastes
Many new goods and services
Increased importance of services, including nonprofit 
organizations 
Marginalization/obsolescence of other goods and services
New and expanded sources of funding

PCE classification in 2008
About the same as 1944

Presenter
Presentation Notes
. . . the PCE classification system was born. 

1944 was a time when:
 	A first class stamp cost 3 cents
	Many people heated their homes with coal 
	Telegrams were a significant form of communication
	Gambling was legal in one state
	There were no:
		Cell phones
		Personal computers	
		Internet
	Movies could only be watched in movie theaters
		(CLICK)
Since 1944, there have been many changes relevant to PCE, including . . . 
		(CLICK)
PCE classification in 2008 is just about the same as in 1944, so it made perfect sense to ask whether or not it was still relevant.  
		(CLICK)
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PCE Functional Structure

1944 Today
Food and tobacco Food and tobacco

Clothing, accessories, and jewelry Clothing, accessories, and jewelry

Personal care Personal care

Housing Housing

Household operation Household operation

Medical care and death expenses Medical care

Personal business Personal business

Transportation Transportation

Recreation Recreation

Private education and research Education and research

Religious and welfare activities Religious and welfare activities

Foreign travel and remittances, net Foreign travel and other, net

Presenter
Presentation Notes
This chart shows the twelve major categories in the functional structure of PCE in 1947 and today.  What is remarkable, of course, is how little these categories have changed. 
As you can see there, have been very few changes since 1947.  Death expenses, for instance, are no longer grouped with medical care, but are included in personal business (I imagine that medical “care” was much more closely associated with death in 1947 than it is today).

The other change you notice is from  “private education and research” to “education and research.”  This reflects a definitional change in which tuition charges at public institutions of higher education became part of PCE.

The coupling of food and tobacco may not have seemed so odd in 1947, but it certainly seems odd today.  There certainly was nowhere near the awareness of the dangers of tobacco in 1947 as there is today; if there had been, there might have been a category called “medical care, death expenses, and tobacco.”  In any case, the original reason for the association of food and tobacco is not clear; the only reasonable surmise is that they were associated  because tobacco and most food items are farm products.  If so, this would be much more like a production-based structure than a demand-based one.
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PCE Product Structure

Recreation

Medical careOther

TransportationTransportation

Other

Household operationHousehold operation

Household operationHousing

Electricity and gas

ServicesServices

OtherOther

Other

Fuel oil and coal

Gasoline and oil

Gasoline, fuel oil, and other energy goodsGasoline and oil

Clothing and shoesClothing and shoes

Food and beveragesFood

Nondurable goodsNondurable goods

Other

Furniture and household equipmentOther

Motor vehicles and parts   Automobiles and parts

Durable goodsDurable goods

Today1954

Recreation

Medical careOther

TransportationTransportation

Other

Household operationHousehold operation

Household operationHousing

Electricity and gas

ServicesServices

OtherOther

Other

Fuel oil and coal

Gasoline and oil

Gasoline, fuel oil, and other energy goodsGasoline and oil

Clothing and shoesClothing and shoes

Food and beveragesFood

Nondurable goodsNondurable goods

Other

Furniture and household equipmentOther

Motor vehicles and parts   Automobiles and parts

Durable goodsDurable goods

Today1954

Presenter
Presentation Notes
This chart shows the PCE product structure in 1954 and today.  

You can see that the original other durable goods has been split so that “furniture and household equipment” is a separate category, gasoline and oil and “fuel oil and coal” (yes, coal) have been combined into an “energy goods” category, and “other” services have been split so that there are separate categories for medical care and recreation.  The impetus for this is that “other” services had become larger than any other PCE category.
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New PCE Classification 
What It Is

New structures
Type of expenditure (functional)
Type of product (by durability)

Functional structure combines structures for individual 
and nonprofit consumption in the 1993 UN System of 
National Accounts

Classification of Individual Consumption by Purpose 
(COICOP)
Classification of Total Outlays of Non-Profit Institutions 
Serving Households (NPISH) by Purpose (COPNI)

Product structure more closely aligned with functional 
structure 

Presenter
Presentation Notes
Our answer was that it was not still relevant, and that a new system was needed—not a tweaking of the existing system, but an entirely new system, analagous to the replacement of the replacement of the Standard Industrial Classification system (SIC) with NAICS.

New structures have been created for the two primary structures used for PCE:
	Type of expenditure
	Type of product
New functional structure combines COICOP & COPNI

Product structure does not follow SNA durables, semidurables, nondurables, services because could not fit with durable/nondurable/services split in rest of accounts (foreign trade, govt)
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New PCE Classification 
What It Accomplishes

Creates a relevant, logical and demand-based 
structure
Accounts for transactions between households 
and NPISH 
Achieves greater consistency with household 
surveys 
Improves PCE deflation by precisely matching 
categories with associated price indexes 
Facilitates comparisons with other countries
Achieves greater consistency with NAICS 

Presenter
Presentation Notes
The new PCE classification by purpose is more rational and intuitive.   Its  hierarchal structure is based on the responsiveness of the consumer’s demand for these goods and services to changes in consumer income. In general, the more inelastic the demand for a consumer good, the higher it is placed in the new PCE classification by purpose.  Major category groupings clearly follow demand-based criteria.
There has been a growing interest in making the PCE easier to relate to household surveys of consumer expenditures, such as the CES and the related CPI structure, and the new classification system moves closer to this by separately accounting for household and nonprofit expenditures (remaining differences are primarily imputed expenditures, e.g. unpriced banking services and expenditures financed by third parties (a large part of medical care).
Detailed PCE categories are more closely matched to CPI component indexes, by matching BEA item detail with  CPI Entry Level Items (ELIs) 	
The  new PCE classification will move it much closer to the SNA-based functional classifications that have been adopted by an increasing number of countries, including , such as Canada, Australia, New Zealand, European OECD countries. 
The PCE reclassification is in line with BEA’s long-term objective of moving its economic statistics toward consistency with the UN SNA.  This is supportive of the Bureau’s stated goal of international harmonization of the national accounts.
An example of closer correspondence with the NAICS structure is the creation of a major category for restaurant and accommodation services, which parallels the accommodations and food services industry in NAICS.
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New PCE Classification 
Incorporation

2002 I/O benchmark estimates
Released in September 2007
New PCE categories, not full aggregation 
structure

Benchmark estimates in 2009 
Time series back to 1929

Presenter
Presentation Notes
The new PCE categories have been incorporated into the 2002 input-out estimates, though not the aggregation structure

Time series estimates reflecting the new product and functional classification structures will be released with the 2008 benchmark NIPA estimates, with series back to 1929 on the new classification basis. (1929-ff annual, 1947-ff Q, 1959-ff M
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PCE Functional Classification: New and current

CURRENT

1. Food and tobacco

2. Clothing, accessories, and 
jewelry

3. Personal care
4. Housing
5. Household operation
6. Medical care
7. Personal business
8. Transportation
9. Recreation
10. Education and research
11. Religious and welfare activities

12. Foreign travel by U.S. residents

NEW
Household Consumption Expenditures

1. Food and beverages purchased for off- 
premise consumption

2. Clothing and footwear

3. Housing and utilities
4. Furnishings, household equipment and 

routine household maintenance
5. Health
6. Transportation
7. Communication
8. Recreation
9. Education
10. Food services and accommodations
11. Financial services and insurance
12. Other goods and services
13. Net foreign travel and expenditures abroad

Final Consumption Expenditures of 
Nonprofit Institutions Serving Households 
(NPISH)

1997 ($billions)

5547.4
5440.4

474.9

263.8

986.4
282.7

932.8
634.4
121.6
521.9

98.3
348.0
427.6
368.8
-21.1

107.3

5547.4

850.0

337.4

82.9
842.6
616.2

1002.8
412.9
685.2
474.5
129.7
134.2

-21.1

No change in total

Presenter
Presentation Notes
This shows the new PCE functional classification compared to the current structure.  The first thing to note is that the PCE total is not affected by the reclassification, though there will likely be minor changes in the chained-dollar totals due to reweighting of components.
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PCE Functional Classification: New and current

CURRENT

1. Food and tobacco
2. Clothing, accessories, and 

jewelry
3. Personal care
4. Housing
5. Household operation
6. Medical care
7. Personal business
8. Transportation
9. Recreation
10. Education and research
11. Religious and welfare activities

12. Foreign travel by U.S. residents

NEW
Household Consumption Expenditures

1. Food and beverages purchased for off- 
premise consumption

2. Clothing and footwear
3. Housing and utilities
4. Furnishings, household equipment and 

routine household maintenance
5. Health
6. Transportation
7. Communication
8. Recreation
9. Education
10. Food services and accommodations
11. Financial Services and Insurance
12. Other goods and services
13. Net foreign travel and expenditures abroad

Final Consumption Expenditures of 
Nonprofit Institutions Serving Households 
(NPISH)

1997 ($billions)

5547.4
5440.4
474.9

263.8
986.4

282.7
932.8
634.4
121.6
521.9

98.3
348.0
427.6
368.8
-21.1
107.3

5547.4

850.0

337.4
82.9

842.6
616.2

1002.8
412.9
685.2
474.5
129.7
134.2

-21.1

New categories

Disappearing Categories

Presenter
Presentation Notes
The next thing to notice is that under the new structure, household consumption expenditures will be distinguished from nonprofit expenses.  In the current structure, the gross operating expenses of nonprofit organizations are included in a number of categories.  In the new structure, purchases from nonprofit organizations are included in household consumption expenditures, and expenses net of sales to households are the measure of nonprofit expenditures.  
There are a number of new categories in the new structure, as indicated, including alcoholic beverages and tobacco, communication, restaurants and accommodation services, insurance and other financial services, and miscellaneous goods and services.  Two categories in the existing structure, personal care and personal business, will disappear entirely, and the contents of most other categories will be altered, in some cases significantly.
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PCE Functional Classification: New and current

CURRENT

1. Food and tobacco
2. Clothing, accessories, and 

jewelry
3. Personal care
4. Housing
5. Household operation
6. Medical care
7. Personal business
8. Transportation
9. Recreation
10. Education and research
11. Religious and welfare 

activities
12. Foreign travel by U.S. 

residents

NEW 
Household Consumption Expenditures

1. Food and beverages purchased for off- 
premise consumption

2. Clothing and footwear
3. Housing and utilities
4. Furnishings, household equipment and 

routine household maintenance
5. Health
6. Transportation
7. Communication
8. Recreation
9. Education
10. Food services and accommodations
11. Financial services and insurance
12. Other goods and services
13. Net foreign travel and expenditures abroad

Final Consumption Expenditures of 
Nonprofit Institutions Serving Households 
(NPISH)

474.9

18.2  Pet fo
od

303.2 53
.8 

To
ba

cc
o

Presenter
Presentation Notes
This provides an example of one of the significant changes, to food and tobacco, which will now be all or part of 4 different categories (POINT)

Of particular note is the classification of purchased meals and beverages with the new category of restaurants and accommodation services.  This makes sense in a number of ways.  First, purchased meals have a very large service component, so large that these are properly classified as services rather than goods.  The gross margins on purchased meal sales are significantly larger than for any kind of retail establishment.   This treatment is entirely consistent with the “Accommodation and Food Services” industry in NAICS.  Secondly, in the construction of the “core” PCE price index, which excludes food and energy and which is intended to exclude volatile prices, the inclusion of food services in this index makes sense because food services prices are not at all volatile.
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PCE Functional Classification: New and current

CURRENT

1. Food and tobacco
2. Clothing, accessories, and 

jewelry
3. Personal care
4. Housing
5. Household operation
6. Medical care
7. Personal business
8. Transportation
9. Recreation
10. Education and research
11. Religious and welfare 

activities
12. Foreign travel by U.S. 

residents

NEW 
Household Consumption Expenditures

1. Food and non-alcoholic beverages
2. Clothing and footwear
3. Housing and utilities
4. Furnishings, household equipment and 

routine household maintenance
5. Health
6. Transportation
7. Communication
8. Recreation
9. Education 
10. Food services and accommodations
11. Financial services and insurance
12. Other goods and services
13. Net foreign travel and expenditures abroad

Final Consumption Expenditures of 
Nonprofit Institutions Serving Households 
(NPISH)

103.6  Telephone

188.7

268.1

Presenter
Presentation Notes
This shows another significant change, for household operation, where fuel and other utilities will no be included with housing, furnishings and household services in a new category, and telephone services in a new communications category.

The inclusion of telephone services in the new “communications” category makes sense because their present inclusion in “household operation” reflects their treatment as a household utility akin to gas and electricity and a time when personal telephone service was entirely tied to the home.  It simply doesn’t make sense anymore, with expenditures on cellular telephone services exceeding those for local phone service, and with cellular telephone expenditures approaching 50 percent of all telephone services expenditures.
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PCE Functional Classification: New and current

CURRENT

1. Food and tobacco
2. Clothing, accessories, and 

jewelry
3. Personal care
4. Housing
5. Household operation

6. Medical care

7. Personal business
8. Transportation
9. Recreation
10. Education and research
11. Religious and welfare 

activities
12. Foreign travel by U.S. 

residents

NEW 
Household Consumption Expenditures

1. Food and beverages purchased for off- 
premise consumption

2. Clothing and footwear
3. Housing and utilities
4. Furnishings, household equipment and 

routine household maintenance
5. Health
6. Transportation
7. Communication
8. Recreation 
9. Education
10. Food services and accommodations
11. Financial Services and Insurance
12. Other goods and services
13. Net foreign travel and remittances

Final Consumption Expenditures of 
Nonprofit Institutions Serving Households 
(NPISH)

2.9
65.1

55.2

37.8

Presenter
Presentation Notes
The new PCE classification by purpose is a modified COICOP structure.  While it has preserved the general structure of COICOP for international comparability reasons, it also reflects U.S. conditions.   A detailed classification of PCE by type of purpose is Table 1 of the handouts. 
The new PCE structure is compared to the current one.  The current structure has 12 categories (organized by type of expenditures); the new PCE has 15 categories (or purposes). 
There are six new categories (these are underlined and highlighted on the slide):  
Alcoholic beverages and tobacco – taken from Food and tobacco
Communication – currently part of Household operation
Restaurants and accommodation services – taken from Food and tobacco, and Housing
Insurance and other financial services – currently in Personal business
Miscellaneous goods and services – consists of personal care and other professional services
NPISHs
Two current PCE categories (Personal care and Personal business) are moved to a new category, Miscellaneous goods and services

Food & tobacco—to #1 (food at home), #2(alcoholic beverages & tobacco), #9 (pet food), & #11 (food services)
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New PCE Functional Classification 

Household Consumption Expenditures
(Categories 1 to 13)

Includes: Purchases from nonprofits

Final Consumption Expenditures of Nonprofit 
Institutions Serving Households (NPISH)

Equals: Gross Consumption Expenditures
Less 

Sales to Households

Presenter
Presentation Notes
As in the present treatment of PCE by type of product, expenditures in the new PCE consists of either a good or service.   In particular because of the requirements of NIPA table 1.2.5, GDP by type of product in which require a breakdown of goods in durables and nondurables, the new product structure retains the primary breakdown of PCE into durable goods, nondurable goods, and services, even though the SNA calls for durables, semi-durable, nondurable, and services.  In addition, this would also have affected the standard GDP tables which show the three-way break of PCE.

Durable goods are those which can be used repeatedly or continuously over a period of more than three years, and which have a relatively high purchasers’ price.  Nondurable goods in the new PCE classification are all other goods.  Within nondurable goods, semi-durable goods are those goods which have an expected life of from one year to around three years, and whose purchasers’ price is considerably less than durable goods (e.g. clothes, motor vehicle parts and accessories, and audio and video media). 

The proposed new PCE by type of product structure is shown as Attachment 4.

Compared to the current distribution of PCE, durable goods are a smaller share of PCE in 1997, because of the reclassification of goods such as motor vehicle parts and accessories, books, kitchenware, and recording media to semi-durable goods.  Services is larger than in the current classification, primarily because of the reclassification of food away from home to services.  Nondurable goods, which include semi-durables, are lower because of the net effect of the addition of some durable goods and the loss of food away from home (to services).
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PCE Product Classification 
NEW Structure CURRENT Structure

Durable Goods
Motor vehicles and parts
Furnishings and durable household
equipment

Recreational goods and vehicles
Other durable goods

Nondurable Goods
Food and  beverages purchased for

off-premise consumption
Clothing and footwear
Gasoline and other energy goods

Other nondurable goods

Services

Durable Goods
Motor vehicle and parts
Furniture and household
equipment

Other

Nondurable Goods
Food

Clothing and shoes
Gasoline, fuel oil & other energy 
goods

Other

Services

721.6
293.1
166.0

154.6
107.8

1292.8
474.9

249.3
147.7

421.0

3533.0

692.7
305.1
256.2

131.4

1619.0
796.2

258.1
147.7

416.9

3235.8

1997

Purchased meals to services

Presenter
Presentation Notes
This shows the new product structure compared to the current structure.  There are several things to note.  The first is that nondurable goods are now divided into semidurable goods and other nondurable goods.  And, as with the functional structure, there are a number of new categories.  The size of durable goods shrinks, as a number of categories, including motor vehicle parts and accessories, are now included in semidurable goods.  The net change to nondurable goods, though, is negative, because of the reclassification of purchased meals and beverages to services.
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PCE Product Classification (cont.)
NEW Structure CURRENT Structure

Services

Housing
Household operation services
Transportation services
Medical care services
Recreation services
Other services

Services
Household consumption
expenditures  
Housing and utilities
Health care
Transportation services
Recreation 
Food services & accommodations
Financial services and insurance
Other services

Final consumption expenditures of
nonprofit institutions serving 
households

3533.0
3425.7

973.2
803.8
206.9
213.9
348.0
427.6
452.3
107.3

1997

3235.8

842.6
337.0
245.7
873.0
215.1
722.4

New categories

Presenter
Presentation Notes
In services, you can see the effect of this reclassification, as most of the increase in the value of services is accounted for by purchased meals and beverages.
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PCE Product Classification 
NEW Structure CURRENT Structure

Durable Goods
……..

Nondurable Goods

Food and beverages purchased for off-
premise consumption

……..
Nondurable recreational items, n.e.c.
……..

Services
……..
Food services & accommodations
…….

Durable Goods
Motor vehicle and parts
Furniture and household equipment
Others

Nondurable Goods
Food 
Clothing and shoes
Gasoline, fuel oil & other energy goods
Others

Services
Housing
Household operation services
Transportation services
Medical care services
Recreation services
Other services

474.9

18.2

303.2

Presenter
Presentation Notes
This shows the effect of the reclassification on food.
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PCE Food and Energy Price Indexes

Percent change from previous quarter, annual rate
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Presenter
Presentation Notes
Illustrates the (increasing) volatility of energy prices and the decreasing volatility of food prices over time.  It also illustrates that, except for a period in the 1960s and early 1970s, energy prices have been more volatile than food prices.
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PCE Food Shares

2007

Fresh food
17%

Other food
44%

Purchased meals and 
beverages

39%

1959

Fresh food
35%

Other food
43%

Purchased meals and 
beverages

22%

Presenter
Presentation Notes
Helps to explain decreasing volatility of food prices—share of more volatile fresh food prices has shrunk considerably, while the shares of the much less volatile food away from home and processed/prepared food prices have risen.
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PCE Food Price Indexes
  Percent change from previous month, annual rate
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Volatility of PCE Food and 
Other Non-Energy Prices

0

2

4

6

8

1997 to 2006

RMSE of 1-month annual rate percent changes vs. trend

Housing Medical care services Food

Recreation services Household operation less electric and gas Motor vehicles and parts

Furniture and household equipment Transportation services Other durable goods

Clothing and shoes Other nondurable goods Other services

Food prices have very low volatility 
compared to other broad PCE 
categories
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New PCE Classification & 
“Core” PCE Price Index

Volatility of prices excluded in current PCE excluding food and 
energy price index

• Purchased meals and beverages--Low
• Food purchased for off-premise consumption—Higher

• Processed foods—Moderate
• Fresh foods—High

• Energy—Very high

PCE excluding food and energy in the new classification
will not exclude purchased meals and beverages

• Also true for market-based PCE excluding food and 
energy 

• PCE less energy will also be available

Presenter
Presentation Notes
This shows the effect of the reclassification on food.
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