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Cost-Reduction Tip #13:
Cost-Reductions Through Use of

Cost-Indexes

Greetings!

Cost-Reductions
through the use of

Cost-Indexes
 

Cost Indexes: Cost indexes are powerful tools for reducing or controlling costs
for both new purchases or contract renewals. Cost indexes show the rise and fall
of prices, whether goods, commodities, services, labor, or utilities. When you
negotiate "well" your spend categories, a 20% (or more) savings is typically
available.



The most commonly used cost indexes are the Producers Price Index (PPI),
Consumer Price Index (CPI), Employment Cost Index (ECI) and OES data, all
which are free through the US BLS.

Additionally, the Risk Management Association (RMA) is a private company that
provides corporate income ratio benchmarks (by industry type and revenue size)
for a fee, which can be very useful in comparing the profit and gross margins of
suppliers that you are evaluating and negotiating.

PPI Index:
The Producer Price Index (PPI) measures the average change over time in the
selling prices received by domestic producers for their output. The PPI can both
measure how end-prices or input-prices may have decreased over recent history
to provide a basis for a price reduction on a current purchase.

Additionally, it me be used to control any future increase to actual market
conditions.

Sample: (Commercial and Industrial Electric Power as cost input to Mfg)
Index Example 111.4/118.3 = 0.942 (or a 5.8% decrease)

CPI Index:
The Consumer Price Index (CPI) is a measure of the average change over time in
the prices paid by urban consumers for a market basket of consumer goods and
services.

It is useful as a gauge to show general inflation, and is available to view USA wide
or by a specific US region.

The CPI can both measure how consumer prices and inflation may have
decreased over recent history to provide a basis for a price reduction, but typically
is used to control future pricing.

Sample:
Index Example: Change from Feb'19 to Feb'20 = +2.3%



ECI Index:
The Employment Cost Index (ECI) is a quarterly economic series detailing the
changes in the costs of labor for businesses in the United States economy. It is
published by the BLS's "Employment Cost Trends" division.

It is useful as a gauge to show labor cost increase or decrease by quarter and
labor type (by % change).

The ECI can show how labor costs may have decreased over recent history to
provide a basis for a price reduction, but typically is used to control future pricing.

Sample: Index Example 113.6/111.5 = 1.019 (or a 1.9% increase)

OES Index
The Occupational Employment Statistics (OES) produces employment and wage
estimates annually for nearly 800 occupations. These estimates are available for
the nation as a whole, for individual states, and for metropolitan areas.



It is useful as a gauge to show current labor wages by labor type (by $).

The OES can show how labor costs may have decreased over recent history to
provide a basis for a price reduction, but typically is used to control future pricing.

Index Sample: Actual Idaho annual wage for Sales Managers (May'19) = $105,080

RMA Ratio Sample:
Risk Management Association (RMA) Annual Statement Studies is a comparative
industry benchmark report that comes directly from the financial statements of
small and medium-size business clients of RMA’s member institutions.

Income ratio's can be helpful to confirm your candidate supplier(s) profit ratios are
inline with industry averages and potentially provide a negotiation basis. One must
thoroughly understand RMA's data before use.

Theoretical Example: A specific industry's average "Operating Profit" is 15%, but
your candidate supplier "Operating Profit" is 35%. This creates an opportunity to

review for potential cost-reduction.



"When you manage a spend category ‘well’
a 20% (or more) savings results"

***Webinar Coming Soon***
Corporate Cost-Reduction Tools for Execs Bootcamp

 
Procurement-One offers our Clients the following corporate cost-reduction
solutions:
 
1.    WEBINARS & BOOTCAMPS: Cost-reduction Bootcamps (online or onsite).
2.    SUBSCRIPTION ACCESS: Affordable Monthly Advice Access programs.
3.    PERFORMANCE-BASED INITIATIVES (no out-of-pocket fees).

We are pleased to provide you our free Self-Assessment Savings Opportunity
worksheet. Free Download: Self-Savings Estimator Worksheet.   

Please feel free to contact us at:
Phone 208-809-5487 or Email rdeamicis@procurement-one.com



Standard Disclaimer: All information herein is for educational purposes only and is not
intended to substitute for specific professional advice. All liability is hereby expressly
disclaimed. Good faith efforts have been used to provide accurate content, but there is no
representation that this material is error-free.
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