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D I S C O U N T  D E F L A T I O N ?
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What is the Function of a Price Index?

• A pricing index serves many functions:
• Settles physical contracts

• Settles financial contracts

• Guides finished product pricing

• Serves as basis for forecasting/hedging measurement

• For all of the functions above – if the index does not accurately reflect the 
market, you will be subject to basis risk



How Are Gold Prices Set?





















Oil is $70/barrel!





Principles of Trade Tree Online Indices

1.  Transaction (data) based

• Volume weighted-average of confirmed net transactions

• Representative sample size

• Individual customers and locations are isolated to prevent differences in location or quality 
from skewing price movement data

2.  Integrity of Data

• Submitted transaction data must follow pre-established criteria

• All data subject to spot check third party audit to ensure reliability and validity of data

3.  Confidentiality of Net Prices

• Companies do not need to submit prices, only % change

• Net Prices are never published, only % change

4.  Only transactions that are competitively negotiated

• No prices tied to indices (including ours)

• Negotiations must involve risk of loss-of-sale for both parties

• Examples of markets that fit this definition are most of the Chinese market, parts of southern 
Europe, and the spot market in North America
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Principles of Trade Tree Online Indices
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Next steps:  China BEK, European Indices
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