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The purpose of the following text is to suggest, by using themin
context, the neanings of some technical terns for internationa

di scussions. Suggestions for additions will be wel cone.
1. The conceptual scope of a Consunmer Price Index is the range of products
(consuner goods and services) consuned by the target population within the
geographical area to which the index relates, i.e. all the consunpti on whose

prices should ideally be neasured in the index. The actual coverage of the
i ndex may be narrower than its scope for practical reasons.

2. The val ue or cost of Consunption nay be defined in terns of paynents,
transactions! or use with prices correspondingly regarded as prices paid,
prices agreed or accepted and as prices some of which are user costs.

3. The target popul ation consists of:

Househol ds, and nay or may not incl ude

* Thi s docunent has been re-issued for technical reasons.

*x Prepared by M. Ral ph Turvey, Consultant to Eurostat.
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non-profit institutions serving househol ds, which provide non-market
services to househol ds and whose main resources are contributed by
househol ds,

non-resi dent househol ds in respect of their consunption purchases
within the area,

col l ective househol ds such as rest hones for the aged.

4. Al'l of the above within scope can also be called consunmer units. |ndex
househol ds are those resident households that are covered by an index whose
scope does not include all such househol ds.

5. The product conponents of the range of products within scope or covered
are categorised hierarchically into product groups, each of which may consi st
of a nunber of product subgroups, known as "sections" in sone countries.
These nmay be further subdivided. A conplete collection of all products
covered is sonetines called the basket.

6. The geographical area within scope or covered may be broken down by
| ocation, into either contiguous areas of the country or, for exanple, rura
areas, large towns or shopping areas.

7. Aggregates and their sub-indexes are all defined in terns of product
conmponents and, in nany cases, also by region and by type of outlet, an
outl et being anywhere where products are purchased. Wen at the | owest |eve
of aggregation there are no internal weights the aggregates and sub-i ndexes
are called elenentary aggregates and el enentary aggregate indexes, all of

t hese being defined by product category and many of them by region and by
outlet type as well. They are conputed using only (sanple) price data. The
overal |l index, which nmay be | oosely called the all products index is a

wei ght ed average of all el enentary aggregate indexes.

8. A subindex for the i'" component of consunption is denoted |j_ﬁ_ wher e

the part after the slash indicates the current period and the part of the
subscript before the slash indicates the price reference-period. This is the
period or date with whose prices current prices are conpared in conputing the
i ndex. Thus, if this were denoted b, and the current period were denoted t,

the overall index would be éV\“tin[O in subscript altered to b] where the w

I
are the weights expressed as fractions. These are val ue shares of the
components of consunption in the weight reference-period, and nay be
price-updated fromthe weight reference-period to the price reference-period
by multiplying each by its sub-index and then rescaling so that their sum
again equals unity. Mst Consuner Price |Indexes are not true Laspeyres
i ndexes as their weight and price reference-periods do not coincide; they may
be call ed Laspeyres-type indexes. A Cost of Living index, on the other hand,
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is the change in household expenditure required to maintain a constant |eve
of utility, a theoretical econonics concept.

9. Rescal ing neans nmultiplying or dividing all values of an index series
by a constant. If an index series is rescaled by dividing all values by its
value in period t, this nakes t the index reference-period with a val ue of
unity or 100. Linking and Chai ning both nmean joining together two consecutive
time-series by rescaling one of themto nmake its value for a |link period
equal to the value of the other for that period, thus conbining theminto a
single tine-series. Linking should be used when individual price series are

j oi ned together, while Chaining should be used when indexes are joined

t oget her.

10. Prices collected and used in conpilation relate to one or nore

product -types?, types of product chosen to represent a category of goods or
services for which prices are to be collected, whose specifications are laid
down by Head Office. In each outlet, the particular product selected, either
purposively or randomy, as falling within the specification of a product-
type is a sanpl ed product® whose description* necessarily contains nore det ai
that specification. Its price, when the neaning is not otherwise clear, is a
sanpl ed price®. In the case of cars and sone other durable goods, the concepts
of nmodel range, nodel and variant are appropriate ternms. Local price
collection is the collection of prices fromretail outlets by collectors
living in the region who transnmit the data they obtain to Head O fice either
directly or via a Regional Ofice. Centrally collected prices are those
collected directly by Head Ofice, for exanple postage rates.

11. In describing forrmulas used in conputing el enentary aggregate price

i ndexes, the division of one price or average by another should be called a
ratio, not a “relative”’®. Two sets of sanpled prices for one set of sanpled
products constitute matched prices.

12. When a replacenent product is selected to supersede a replaced product
because the latter is no | onger available, a forced replacenent is nade.
Optional replacenment is undertaken to increase or preserve the
representativity of a product sanple, usually when a sanple is revised. In
such cases there is usually an overlap period. Overlap exists when the prices
of replaced sanpl ed products and of their replacenments are both collected in
at least one nmonth. It is convenient to distinguish replacement, which is
done by the statistician, fromsubstitution, which is what consuners do in
response to changes in price ratios.

13. The process of scrutinising reported prices is called editing. An
estinmated price may be inputed for nmissing observations or to replace
recorded price observations which are judged to be in error and are rejected.
I mput ati on nmethods include carry forward of the |last price observed and, in
the case of products which have been on Sale, reversion to the last regular
price.
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14. The characteristics of a sanpled product are those attributes which
serve to identify it and/or which are price-relevant. If none of the

di fferences between the characteristics of two sanpled products are judged to
be price-relevant, these sanpled products are essentially equivalent.’
Essential equivalence is sonmetines said to allow “direct conparison” between
their prices, but this termshould be avoided as it also has two other

meani ngs: — (1) “making a quality judgenent.” and (2) “conparison with price
ref erence-period price”, as opposed to conparison with last nmonth’s price.
When the nmeaning is (2), the termfixed base index or fixed base price ratio
shoul d be used i nstead.

15. When there is a forced replacenment a quality judgenent nmay be nade
meani ng either the process of estimating the market value of any differences
in the characteristics of sanpled products, or the resulting estimate. A
quality adjustnent is the process or the result of using such an estinate to
add to, subtract fromor nultiply a price by a coefficient to inpute what its
market price would be if it had the characteristics of the other sanpled
product. When the quality judgenent is one of essential equival ence, a zero
additive or unit nultiplicative adjustnment counts as a quality adjustnent.
When a quality judgenent is nade the procedure is judgnental, otherw se a
mechani stic procedure is followed instead®. Exanples of mechanistic procedures
are:

- Use of overlap price ratios;

- Extrapol ating forward the | ast sanpled price of the replaced product to
create a fictional overlap with the replacenent and treating the
resulting overlap price ratio as reflecting the value of the quality
di fference;

- Retrapol ati on of the price of the replacenent product to estimate a
price reference-period price for it.
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END NOTES

! "Acquisition" was the termused in the 1989 |LO Manual
2 "Representative product" was the termused in the 1989 |LO Manual. "Generic
product" would be a better termhad it not unfortunately acquired a

specialist meaning with regard to pharnmaceuti cal products.

® The term“Variety”, formerly used, does not translate well; in French
“Vari été” is used to signify “Representative product”.

4 Note that in sonme countries "specification" or "definition" and
"description" are used the other way round.

° Sonetines called a "quote"
6 “Rel ative” does not translate well.

" The term “conparabl e” has been used in this sense, but since it can also
mean “capabl e of conparison” it is anbiguous and shoul d be avoi ded.

8 Met hods of making or avoiding quality adjustnent are set out in detail in
the chapter on el enmentary aggregate indexes in www.turvey.demon.co.uk
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ANNEX

GLOSSARY

Aggregation. The process of conbining |ower |evel price indexes or values to
produce hi gher |evel indexes or val ues.

Basket. Commonly used termfor the set of goods and services priced for the
pur pose of conpiling the CP

Carry forward. The current price is inmputed as equal to the last price
observed

Centrally collected prices. prices collected directly by Head Ofice, for
exanpl e postage rates.

Chai n index. A continuous index nunber series formed by |inking new index
series, which reflect a changed weighting pattern, to previous index series,
on a regular and frequent basis (e.g. annually).

Chai ni ng Joi ni ng together consecutive indexes by rescaling one of themto
make its value for an overlap period equal to the value of the other for that
peri od, thus conbining theminto a single tine-series.

Characteristics. Attributes of a product which serve to identify it and/or
whi ch are price-rel evant.

Conponent. The very generic termused to signify a subset of aggregate
consunption, identified by type of consunption and/or |ocation or outlet
type.

Cost of Living index. A theoretical econonics concept, is the ratio to the
actual value of consunption in a base period of what, if current prices had
then ruled, its value would then have had to be to maintain the | evel of
utility unchanged.

Cost weight. Used in the USA to signify the price-updated expenditure on sone
conponent of consuner expenditure.

Coverage the range of consunmer goods and services for which prices are
col l ected and the geographi cal areas where they are coll ected. Coverage may
be narrower than scope for practical reasons.

Current period. The period, usually a nonth, for which the Consuner Price

I ndex has nost recently been conputed or is now being comput ed.

Denocratic index. An index where each househol d has equal weight in the

cal cul ations

Description® List of the product characteristics that identify an individua
sanpl ed product; it necessarily contains nore detail than the specification
of the product-type.

Di scount. Deduction fromthe price of a good or service.

Editing The process of scrutinising reported prices; estimted prices may be
i mputed for m ssing observations.

! Note that in some countries "specification" or "definition" and
"description" are used the other way round.
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El ement ary aggregate Conponent of consunption at the |owest |evel of
aggregation within which there are no internal weights, being defined by
product category and often by region and by outlet type as well.

El ement ary aggregate index. Sub-index conputed using only (sanple) price

dat a.

Essentially equival ent. None of the differences between the characteristics
of two sanpl ed products are judged to be price-rel evant Essentia
equi val ence is sonetines said to allow “direct compari son” between their
prices, but this termshould be avoided as it also has two ot her neanings: -
(1) “making a quality judgenent.” and (2) “conparison with price reference-
period price”, as opposed to conparison with last nmonth’s price.

Extrapol ation. Forward estimation by adjusting a previous price
proportionately to the novenent in some sub-index.

Fi sher index. The geonetric nmean of a Laspeyres and Paasche i ndex.

Fi xed base index or fixed base price ratio. A conparison with the price

ref erence-period prices or price.

Forced repl acement. because the latter is no | onger avail able

Househol d expenditure survey A sanple survey conducted to deternine the
expenditure patterns of private househol ds.

Househol ds A smal | group of persons who share the sane |iving accommpdati on
who pool some of their income and wealth and who consune certain types of
goods and services collectively, mainly housing and food.

Inmplicit price deflator. The ratio, expressed as an index nunber, between the
current price values and constant price values of broad national accounting
aggr egat es.

I mput ation. Estimation of a price which has not been collected, either an
actual missing price or a user cost.

I ndex househol ds are those resident households within the scope of an index
whose scope does not include all househol ds.

I ndex points change The change in an index nunber series fromone period to
anot her expressed in terms of the difference in the nunber of index points in
each i ndex nunber.

I ndex reference-period The period for which the value of the index is set at
unity or 100.

I ndexation The periodic adjustnment of a noney val ue (eg, wages, pensions,
rents) according to changes in a selected price index.

I ndirect taxes. Taxes assessed on producers, on the production, sale,
purchase, or use of goods and services.

Institutional households G oups of people living permanently in an
institution such as rest hones for the aged.

Itemstratum (strata) Atermused in the USA for the |lowest |evel partition
of the set of all goods and services within the CPI

Laspeyres index. The ratio of the value at current period prices of base-
period consunption to its actual base-period value, where the base-period is
both the price reference-period and the wei ght reference-period.
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Laspeyres-type index. Fixed-weight index which would be a true Laspeyres
index if the price reference-period and the wei ght reference-period

coi nci ded.

Li nk nonth The last nmonth that an old product/outlet sanple is used in
computing an index and the nonth used as the price reference-period for the
i ndex conputed using the new product/outlet sanple

Li nki ng The technique used to join a new index series (eg, one having a
changed conposition and weighting pattern) to an old index series to forma
continuous series. The technique ensures that the resultant |inked index
reflects only price variations (ie, the introduction of the newitens and
wei ghts does not of itself affect the |l evel of the index).

Li nki ng. Joi ni ng toget her consecutive individual price series by rescaling
one of themto make its value for a link period equal to the value of the
other for that period, thus conbining theminto a single tine-series.

Local price collection. Collection of prices fromretail outlets by
collectors living in the region who transnit the data they obtain to Head

O fice either directly or via a Regional Ofice.

Mat ched prices. Two sets of sanpled prices for one set of sanpled products
M ssing observations A sanpled price that could not be coll ected.

Net price index. A price index fromwhich the effects on prices of changes in
i ndirect taxes and subsidi es have been renoved

Non-profit institutions serving households Institutions which provide non-
mar ket services to househol ds and whose main resources are contributed by
househol ds.

Optional replacenent. A replacement product is selected to supersede a

repl aced product increase or preserve the representativity of a product
sampl e, usually when a sanple is revised. In such cases there is usually an
overl ap.

Qutl et A business or organisation or branch of a multi-branch business or
organi sation at or fromwhich prices can be collected.

Overall index, which nmay also be called the all products index is a weighted
average of all sub-indexes.

Overlap. The prices of replaced sanpled products and of their replacenents
are both collected in at |east one nonth.

Paasche index. The ratio of actual current period value of consunption to its
val ue at base-period prices, where the current-period is both the price

ref erence-period and the wei ght reference-period.

Paynment s approach Weights reflect the value of paynents in the weight

ref erence-period, and prices enter the CPl in the period or periods when
consuners pay prices, regardl ess of when consunption or delivery takes place.
Per cent age change. The change in an index series fromone period to another
expressed as a percentage of its value in the first of the two periods.

Pivot month. A termused in the USA, where a procedure called “Update, |ink
and pivot” is used to convert the final estimtes of the expenditure-
popul ati on wei ghts for the weight reference-period into the weights used and
produced each nmonth during aggregate index cal cul ation
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Plutocratic index. An index where each household contributes to the weights
by an anount proportional to its expenditure

Price reference-period. This is the period or date with whose prices current
prices are conpared in conputing the index

Pri ce-updat ed wei ghts. Consunption val ues of the weight reference-period are
updated to the price reference-period by nultiplying each by the ratio of its
sub-index for the latter period to its value for the former period and then
rescaling so that their sum when expressed as fractions, again equals unity.
Product groups Consunption categories defined as part of a classification of
consunption. Each may consist of a nunmber of product subgroups, known as
"sections" in sone countries, and may be further subdivided.

Product. Any type of consumer good or service that can be purchased
Product -t ypes? types of product chosen to represent a category of goods or
services for which prices are to be coll ected.

Pure price change. The change in the price of a good or a service after any
qual ity adjustnent has been nade.

Pur posi ve sanpling. Intelligent selection of outlets and products

Quality adjustnent is the process or the result of using such a quality
judgenment to add to, subtract fromor nultiply a price by a coefficient to

i mpute what its market price would be if it had the characteristics of the
ot her sanpl ed product. Wen the quality judgenent is one of essential
equi val ence, a zero additive or unit nmultiplicative adjustnent counts as a
qual ity adjustnent.

Quality judgenent. Either the process of estimating the market val ue of any
differences in the characteristics of sanpled products, or the resulting
esti mat e.

Rebase. To change the I ndex reference-period of an index number series.

Regi men. An ol d-fashi oned equival ent of "basket".

Repl acenment. The statistician selects a replacenent product to supersede a
repl aced product

Rescaling. Miultiplying or dividing all values of an index series by a

const ant.

Retrapol ati on. Backward estimation by adjusting a previous price
proportionately to the novenment in some sub-index. of the price of the

repl acenent product to estinmate a price reference-period price for it.
Sanpl ed price®. The price of a sanpled product

Sanpl ed product* A product whose price is collected.

Sampling frame. A conplete list of the products or outlets to be sanpl ed
together with sufficient information on each to stratify if required.

2 "Representative product"” was the termused in the 1989 |ILO Manual . "Generic
product” would be a better termhad it not unfortunately acquired a
specialist meaning with regard to pharnaceuti cal products.

3 Sonetines called a "quote"

* The term*“Variety”, formerly used, does not translate well; in French

“Vari été” is used to signify “Representative product”.
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Scope of a Consuner Price Index The conceptual boundaries of the CPl in terns
of goods and services and of the popul ati on group and geographic areas to
which it rel ates

Seasonal adjustnent. A nechanistic statistical technique for snpothing out
the effects of seasonal and cal endar influences on a series.

Seasonal products. Products which are only available, or are in very nuch
greater supply and/or demand, at certain tines of the year

Section. A UK term for about 80 conponents on which significant anounts of
nmoney are spent, each belonging to 14 nore aggregative "groups"

Speci fication the range of products included in a product-type

Stratum Strata. A conponent of consunption. The data within each stratum are
conbi ned to produce a sub-index.

Substitution. Consuners alter the composition of their consunption in
response to changes in price ratios

Superl ative index. An index which will provide an exact cost of living index
when the utility functional formis capable of providing a second-order
differential approximation to amarbitrary tw ce continuously differentiable
linearly honobgeneous utility function

Target popul ati on The popul ati on group within scope.

Tor nkvi st i ndex. A weighted geonetric nean of the ratios of product prices in
two periods, where the weights are the arithnetic neans of product
expenditure shares in the same two peri ods.

Transacti ons approach Weights reflect the value of transactions in the weight
ref erence-period, and prices enter the CPl in the period when consuners
accept or agree prices, regardless of when paynent or delivery takes place.
User-cost approach Weights reflect the opportunity costs of consunption in
the wei ght reference-period, and prices or opportunity costs enter the CPl in
the period or periods of consunption, regardl ess of when paynent or delivery
t akes pl ace.

Uility. An unobservable maximand inmplicit in consumer choi ces.

Wei ght reference-period. The period, usually a whole year, to which the
estinmates of the value of consunption and its conponents used to calcul ate
wei ghts rel ate.

Wei ghts. The neasures of the relative inportance of products in the index;

t he wei ght reference-period val ues of the various conponents of consunption
wi thin scope, or, when expressed as fractions, the shares of the conponents
of consunption. These val ues may be price-updat ed.



