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The purpose of the following text is to suggest, by placing them
in context, what technical terms should be used in internationa
di scussions. A glossary of precise definitions will also be
needed as part of a CPl manual

1. The conceptual scope of a Consumer Price Index is the range of products
(consuner goods and services) consunmed by the target population within the
geographi cal area to which the index relates, i.e. all the consunption whose

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

2. Consunption may be defined in terms of payments, transactions® or use
with prices correspondingly regarded as prices paid, prices agreed or
accepted and as prices sone of which are user costs.

3. The target popul ati on consists of:

househol ds, i.e. groups of resident people who share |iving expenses,
and may al so include
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non-profit institutions serving househol ds, which provide non-narket
servi ces to househol ds and whose mmin 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 honmes for the aged.

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

5. The product conponents of the range of products w thin 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 may be further subdivided. The set of all products is sonetines called
t he basket.

6. The geographi cal area within scope or covered may be broken down by
region, this neaning either a contiguous area of the country or, for exanple,
rural areas or large towns. Sub-areas selected for price collection within a
regi on, such as a shopping area, are called | ocations.

7. Aggregates and their sub-indexes are all defined in ternms of product
conponents and, in many cases, also by region and by type of outlet, an
outl et being anywhere where products are purchased. At the | owest |evel of
aggregation they are el enentary aggregates and el enmentary aggregate i ndexes,
all of these being defined by product category and nmany of them by regi on and

by outlet type as well. Elenmentary aggregate i ndexes have a wei ght but
contain no internal weights, elenmentary aggregate i ndexes bei ng conmputed
using only (sanple) price data. The overall index, which may be | oosely

called the all products index is a weighted sumof all elenentary aggregate
i ndexes.

8. A subindex for the i'" conponent 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 is denoted O, and the current period is denoted t, the

o i .
overall index is @ va‘btmhere the w are the weights. These are shares of the
i

conponents of consunption in the wei ght 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
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be call ed Laspeyres-type i ndexes. A Cost of Living index, on the other hand,
is the change in househol d expenditure required to maintain a constant |evel
of utility, a theoretical econom cs concept.

9. Rescal ing nmeans nultiplying 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 nean joining together two consecutive
time-series by rescaling one of themto nake its value for a |ink 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
joined 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 -t ypes?, types of product chosen to represent a class of goods or
services for which prices are to be collected, whose specifications are laid
down by Head O fice. In each outlet, the particular product selected, either
purposively or randomy, as falling within the specification of a product-
type is a sanpled product® whose description* necessarily contains nore detai
that specification. Its price, when the nmeaning is not otherw se clear, is a
sanpl ed price®. In the case of cars and some ot her durable goods, the concepts
of nodel range, nodel and variant are appropriate ternms. Local price
collection is the collection of prices fromretail outlets by collectors
living in the region who transnit the data they obtain to Head Ofice either
directly or via a Regional Ofice. Centrally collected prices are those
collected directly by Head Ofice, for exanple postage rates.

11. In describing formulas used in conmputing 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. VWhen a repl acenent 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 replacenents are both collected in
at least one nonth. It is convenient to distinguish replacenent, 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 inmputed for m ssing observations or to replace
recorded price observations which are judged to be in error and are rejected.
I mput ati on nethods include carry forward of the | ast price observed and, in
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the case of products which have been on Sale, reversion to the |last regul ar
price.

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 similar.’ Essenti al
simlarity is sonetines said to allow “direct conparison” between their
prices, but this termshould be avoided as it also has two ot her neani ngs: —
(1) “making a quality judgenent.” and (2) “conparison with price reference-
period price”, as opposed to conparison with |last nonth's price. Wen the
nmeaning is (2), the termfixed base index or fixed base price ratio should be
used i nstead.

15. When there is a forced replacenent a quality judgenent nmay be nade,
neani ng either the process of estimating the market value of any differences
in the characteristics of sanpled products, or the resulting estinate. A

qual ity adjustnent is the process or the result of using such an estimate 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 simlarity, a zero
adj ustment counts as a quality adjustnment. Wien a quality judgenent is nade
the procedure is judgnental, otherw se a nechanistic procedure is foll owed

i nstead. Exanpl es of nechanistic procedures are:

- Li nk-t o- show no-change: - fromt to t+1 price change is treated as zero;
the whole price difference is elimnated as if it reflected a quality
difference. (This is a very conmon nethod in practice);

- 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 f ference;

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



CES/ AC. 49/ 1999/ 4

Page 5
END NOTES
L "Acquisition" was the termused in the 1989 | LO Manual
2 "Representative product” was the termused in the 1989 |ILO Manual. "Generic

product” would be a better termhad it not unfortunately acquired a
speci alist neaning with regard to pharmaceutical products.

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

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

°> Sonetines called a "quote".
6 “Rel ati ve” does not translate well.

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



