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ABSTRACT 

The consumer p r i c e  index  i s  probably  t h e  most wide ly  used 

measure o f  i n f l a t i o n .  Changes i n  t h e  index  a f f e c t  t h e  incomes 

of  a  s u b s t a n t i a l  p o r t i o n  o f  t h e  U.S. popu la t i on .  Th i s  r e p o r t  

p rov ides  background in fo rma t ion  on t h e  h i s t o r y  and concep t s  o f  

t h e  index .  I n  a d d i t i o n ,  s e v e r a l  f a c t o r s  which may produce a  

b i a s  i n  t h e  index a r e  ana lyzed .  The o b j e c t i v e  i s  t o  provide  an 

i n t r o d u c t i o n  t o  t h e  CPI f o r  t h e  p o l i c y  maker who wishes t o  ac- 

q u i r e  a  working knowledge o f  t h e  concept  a s  an a i d  i n  examining 

economic p o l i c y  a l t e r n a t i v e s .  
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THE CONSUMER PRICE INDEX:  AN OVERVIEW 

I. HISTORY OF THE CONSUMER PRICE INDEX 

Perhaps t h e  most widely known i n d i c a t o r  of  p r i c e  changes i s  t h e  

Consumer P r i c e  Index (CPI) ,  which has  been t a b u l a t e d  by t h e  Bureau o f  

Labor S t a t i s t i c s  (BLS) s i n c e  1919. The o r i g i n a l  purpose of  t h e  CPI was 

t o  provide  a  y a r d s t i c k  f o r  a d j u s t i n g  wages i n  t h e  s h i p b u i l d i n g  i n d u s t r y .  

I n i t i a l l y  t h e  index  was prepared on a  semi-annual b a s i s ;  i n  t h e  1930s 

t h e  index was put  on a  q u a r t e r l y  f requency ,  and s i n c e  t h e  1940s t h e  CPI 

h a s  been publ i shed  monthly. - 1/  

The Consumer P r i c e  Index measures t h e  change i n  p r i c e s  o f  a  f i x e d  

baske t  of  goods and s e r v i c e s  over  t ime.  P r i c e s  o f  t h e  approximate ly  400 

i n d i v i d u a l  i t ems  inc luded  i n  t h e  baske t  a r e  recorded  monthly i n  85 c i t i e s  

from 24,000 e s t a b l i s h m e n t s ,  18,000 t e n a n t s ,  and 18 ,000 homeowners and 

then  a r e  compared wi th  p r i c e s  du r ing  a  base  p e r i o d .  C u r r e n t l y ,  t h e  yea r  

1967 i s  used a s  t h e  base  pe r iod .  In  October 1979 t h e  Consumer P r i c e  Index 

was r e p o r t e d  t o  be 225.4. This  means t h a t  i f  i n  1967 t h e  i t ems  which make 

up t h e  market baske t  c o s t  $100.00, t hen  i n  October 1979 t h e s e  same i t ems  

could  be purchased f o r  $225.40. 

11 U.S. Department of  Labor. Bureau of  Labor S t a t i s t i c s .  
The ~Gnsumer P r i c e  Index: Concepts and Content Over t h e  Years .  
Report 517,  May 1978, p. 3 ;  h e r e a f t e r  r e f e r r e d  t o  a s  BLS Report .  
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By measuring p r i c e s  of the  same group of items every month, the  Con- 

sumer Pr ice  Index can be used as  an i n d i c a t o r  of i n f l a t i o n .  The r a t e  

of i n f l a t i o n  can be gauged by c a l c u l a t i n g  the  percentage change i n  the  

index l e v e l  between two po in t s  i n  time. For example, between October 

1978 and October 1979 t h e  index rose  from 200.8 t o  225.4, a  percentage 

d i f f e r e n c e  of 12.2 percent .  Thus, the  r a t e  of i n f l a t i o n  over tha t  12- 

month per iod was 12.2 percent .  

Over t h e  pas t  60 yea r s ,  the re  have been f i v e  rev i s ions  of the  CPI. 

The most recent  r e v i s i o n  was made i n  1978. As a r e s u l t  of t h e  1978 

r e v i s i o n ,  BLS now publ ishes  two consumer p r i c e  indexes. The d i f fe rence  

between t h e  two indexes l i e s  i n  t h e i r  population coverage; the  type of 

people whose purchasing h a b i t s  the  CPI i s  intended t o  represen t .  

Up u n t i l  1978, the  CPI1s population coverage was r e s t r i c t e d  t o  urban 

wage ea rne rs  and c l e r i c a l  workers who represented between 40 and 45 per- 

cent  of t h e  U.S. population.  With t h e  1978 r e v i s i o n ,  BLS intended t o  

s u b s t a n t i a l l y  broaden t h e  CPI1s population coverage. The revised index 

was intended t o  represent  a l l  persons l i v i n g  i n  urban a r e a s ,  who con- 

s t  i t u t e  some 80 percent of the  Nation's  population.  

To reassure  use r s  of the  CPI tha t  the change i n  population coverage 

would not a f f e c t  the  repor ted  r a t e  of i n f l a t i o n ,  BLS began publishing 

two indexes i n  January 1978. The CPI f o r  urban wage earners  and c l e r i c a l  

workers, r e f e r r e d  t o  a s  CPI-W, i s  a cont inuat ion of the  o ld  index with 

new weights.  The p r i c e  index f o r  a l l  urban consumers i s  c a l l e d  CPI-U. 

A comparison of CPI-W and CPI-U i n d i c a t e s  t h a t  the re  i s  no appre- 

c i a b l e  d i f f e r e n c e  between t h e  two. This can be seen i n  the  following 



chart which presents the index level for each CPI for the first 10 months 

of 1979. Features of the CPI-U and CPI-W are shown in Appendix Table 1, 

and are compared with the pre-1978 index. 

In addition to the national CPI, indexes are available for 28 

metropolitan areas and four regions. Indexes for particular population 

groups, such as the elderly, are not available. 



CRS - 4 

. . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  '.'.]i" . . . . . . . . . . . . . . . . . . . . . . . . .  



11. SOURCES OF BIAS I N  THE CPI 

There a r e  s e v e r a l  f a c t o r s  which may a f f e c t  t h e  accu racy  o f  t h e  

CPI. These f a c t o r s  i n c l u d e :  t h e  f ixed-weight  c o n s t r u c t i o n  o f  t h e  index;  

t h e  t r e a t m e n t  of  homeownership c o s t s ;  and ad ju s tmen t s  f o r  changes i n  t h e  

q u a l i t y  of  t h e  i t ems  i nc luded  i n  t h e  CPI. Each o f  t h e s e  f a c t o r s  i s  d i s -  

cussed  below. 

A.  Market Basket  Approach 

Although i t  i s  o f t e n  r e f e r r e d  t o  a s  such ,  t h e  CPI i s  n o t  a  t r u e  c o s t -  

o f - l i v i n g  index .  The r ea son  i t  i s  n o t  h a s  t o  do w i t h  t h e  i n d e x ' s  market  

b a s k e t  concep t .  I n  t a b u l a t i n g  t h e  CPI, p r i c e s  o f  t h e  same goods and 

s e r v i c e s  a r e  c o l l e c t e d  each  month. The i t e m s  t o  be p r i c e d  a r e  de te rmined  

by an  e x t e n s i v e  survey  o f  consumer pu rchas ing  p a t t e r n s  c a l l e d  t h e  Consumer 

Expendi ture  Survey (CES) . These su rveys  a r e  conducted about  once e v e r y  

10 y e a r s ;  t h e  l a s t  one was t a k e n  d u r i n g  t h e  1972-74 p e r i o d .  The CES i s  

a l s o  used t o  de te rmine  t h e  r e l a t i v e  impor tance ,  o r  we igh t ,  e ach  i t e m  h a s  

i n  t h e  o v e r a l l  index .  These we igh t s  a r e  a d j u s t e d  each  month t o  r e f l e c t  

r e l a t i v e  p r i c e  changes ( s e e  page 2 5 ) .  E s s e n t i a l l y ,  t h e  CPI assumes t h a t  

each  month i d e n t i c a l  goods and s e r v i c e s  a r e  purchased i n  i d e n t i c a l  

q u a n t i t i e s .  I n  t h e  r e a l  wor ld ,  however, consumers behave d i f f e r e n t l y .  

I n d i v i d u a l s  t end  t o  a d j u s t  t h e i r  pu rchas ing  h a b i t s  i n  r e sponse  t o  

changes i n  r e l a t i v e  p r i c e s .  That  i s ,  t h e y  s u b s t i t u t e  p roduc t s  whose p r i c e s  

have i n c r e a s e d  r e l a t i v e l y  l i t t l e  f o r  i t ems  whose p r i c e s  have  r i s e n  

r e l a t i v e l y  g r e a t l y .  A common example of  t h i s  t y p e  of  behav io r  would b e  

consumers buying more ch i cken  when bee f  p r i c e s  go  up.  The marke t  b a s k e t  

approach a l s o  i g n o r e s  t h e  i n t r o d u c t i o n  o f  new p roduc t s  and s e r v i c e s  a s  

we l l  a s  changes i n  consumer t a s t e s .  



Because of these  f a c t o r s ,  when a  new CES i s  conducted and the  CPI 

i s  r ev i sed ,  t h e r e  a r e  l i k e l y  t o  be d r a s t i c  changes i n  the  r e l a t i v e  im-  

portance of t h e  var ious  components. The following graph shows the  weights 

assigned t o  four  major CPI components--food, housing, appare l ,  and t r ans -  

p o r t a t i o n .  As can be seen,  the  weight assigned t o  food has  been cut  i n  

h a l f ,  while t h e r e  has  been a  s u b s t a n t i a l  r i s e  i n  t h e  housing and t ranspor-  

t a t i o n  weights.  

P a r t i c u l a r  problems may r e s u l t  from the  use of the  1972-74 CES t o  

e s t a b l i s h  component weights.  It was dur ing 1974 t h a t  t h e r e  were sub- 

s t a n t i a l  inc reases  i n  t h e  p r i c e  of energy commodities. The CES f indings  

may not have f u l l y  r e f l e c t e d  the  adjustments made by consumers t o  cope 

wi th  those  p r i c e  h ikes .  

I n  sum, t h e  weights used i n  cons t ruc t ing  the  CPI r e f l e c t  purchasing 

p a t t e r n s  a t  a  given point  i n  time. The weights do not change i n  response 

t o  consumer e f f o r t s  t o  economize by s h i f t i n g  t o  a l t e r n a t i v e  commodities 

whose p r i c e s  have increased a t  a  slower r a t e .  It i s  the re fo re  l i k e l y  t h a t  

t o  some e x t e n t  the  CPI o v e r s t a t e s  t h e  r a t e  of i n f l a t i o n  a c t u a l l y  experienced 

by consumers. 

B .  Qual i ty  Change 

As noted e a r l i e r ,  the  CPI seeks t o  measure the  p r i c e  of a  constant  

market basket  of goods and se rv ices  over time. Not only must t h e  

ind iv idua l  items i n  t h a t  market basket  remain the  same, but they must be 

of constant  q u a l i t y  a s  wel l .  Changes i n  the  q u a l i t y  of an item can s i g -  

n i f  i c a n t  l y  a f  f e c t  t h e  CPI, p a r t i c u l a r l y  i f  those changes a r e  responsible  

f o r  changes i n  t h e  i t em ' s  p r i c e .  
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At present, the only quality adjustment made in the CPI is for new 

automobiles. 

Adjustments for quality change in the CPI "new car" index include 
structural and engineering changes that affect safety, environment, 
reliability, performance, durability, economy, carrying capacity, 
maneuverability, comfort, and convenience. Although anti-pollution 
equipment on automobiles originally did not increase quality because 
the utility to the purchaser is difficult to determine, these 
devices do improve quality for consumers in general, and therefore 
an increase in physical quality for the individual consumer. Con- 
sequently, quality adjustments are made for pollution controls to 
automobiles. 

Quality adjustments exclude changes in style or appearance, such 
as chrome trim, unless these features have been offered as options 
and purchased by a large proportion of customers. Also, new tech- 
nology sometimes results in better quality at the same or reduced 
cost. When no satisfactory value has been developed for such a 
change, it is ignored, and prices are compared directly. - 1/ 

Several studies have attempted to examine the extent to which quality 

changes result in any bias in the CPI. As the table below indicates, 

most of those studies found that quality changes produced an upward bias 

in the CPI. That is, if adjustments were made for changes in quality, 

the CPI would be rising at a slower rate than reported. However, the 

results of two studies of hospital costs were contradictory. One 

indicated that there was an upward bias, but the other found that 

quality changes introduced a downward bias in the CPI. 

1/ BLS Report, p. 12. - 



Summary of  conc lus ions  of  s e v e r a l  s t u d i e s  of  p r i c e  
indexes  and q u a l i t y  change ,  v a r i o u s  p e r i o d s  1947-66 

I 

Author Product o r  w r v v e  Perlcd , Concl~slon 
_-- _ _ _ /  

Gavetl 
Gavett 
Gavett 
M a r t ~ n  
SC,10vsky 
Banel 
Larnun 

Washmg mxhlncs 
Men s su~ls 

S ~ p h t  upward bus 
Sllght upward bias 
Upward bms 
Upe8rd bias 
Downward b ~ a s  
Upw8rd b l U  
Upward bias. 

I 

MOTE ' Upward bfas" mwns tha qudfly-8dlust.d pree mdex convuled In the 
study rose less than the relevant CPI component 11 prres  were rlslnl  c r  '61 more lkan 
the CPI component, 11 prtcrs *.re fdlln;. "Downward bias" ~otdrutes the O W U ! e  
hndlnl 

Source:  T r i p l e t t ,  Jack  E .  Determining t h e  E f f e c t s  of Q u a l i t y  Change 
on t h e  CPI. Monthly Labor Review, May 1971, p .  30. 

C .  Homeownership Cos ts  

S ince  1953, t h e  CPI has  inc luded  a  measure o f  homeownership c o s t s ,  

which inc lude  home purchase p r i c e ,  mortgage i n t e r e s t ,  i n s u r a n c e ,  p r o p e r t y  

t a x e s ,  and maintenance and r e p a i r  goods and s e r v i c e s .  I n  r e c e n t  months 

t h e r e  has  been c o n s i d e r a b l e  d i s c u s s i o n  over  t h e  method used by BLS t o  

compute t h e  homeownership component o f  t h e  CPI. 11 This  d i s c u s s i o n  h a s  - 
focused on ( 1 )  BLS's t r e a t i n g  homeownership i n  t h e  same manner a s  i t  t r e a t s  

o t h e r  goods and s e r v i c e s ,  and ( 2 )  t h e  home purchase p r i c e  d a t a  used i n  

computing t h e  CPI. 

Unlike most o f  t h e  o t h e r  i t ems  inc luded  i n  t h e  CPI, a  home p rov ides  

b e n e f i t s  t o  i t s  owner over  an extended pe r iod  o f  t ime .  Yet BLS t r e a t s  

11 See: Debunking t h e  Myth o f  13% I n f l a t i o n .  C i t i b a n k  Monthly 
~ c o n o i i c  L e t t e r ,  Oct .  1974, pp. 69; Labor Month i n  Review. Monthly 
Labor Review, Sept . 1979, p .  3; S a p e r s t e i n ,  Saundra.  P r i c e  Index Mis- 
l e a d i n g ,  Exper t s  Say, Washington P o s t ,  June 27, 1979,  p.  A 8 ;  and,  Which 
P r i c e  I n d i c a t o r  Do You Be l i eve?  Bus iness  Week, May 14,  1979, pp. 120, 
122. 
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dwell ing e x a c t l y  l i k e  every o the r  item i n  the  CPI. As Business Week s t a t e d ,  

". . . t h e  CPI t r e a t s  r e a l  e s t a t e  no d i f f e r e n t l y  than r a v i o l i .  . . ." 
This t rea tment  impl ies  t h a t  home purchasers consume the  t o t a l  value of 

t h e  house i n  t h e  year i t  i s  purchased. This i s ,  of course,  a t  var iance  

with a c t u a l  behavior .  The purchase p r i c e  of a new home i s  usua l ly  amor- 

t i z e d  over a 20 t o  30 year period.  Moreover, the  CPI does not r e f l e c t  

t h e  apprec ia t ion  i n  t h e  value  of a home which i s  l i k e l y  t o  occur over 

time. F i n a l l y ,  t h e  CPI makes no allowance f o r  t h e  Federal  t a x  b e n e f i t s  

which e f f e c t i v e l y  reduce a homeowner's mortgage i n t e r e s t  and proper ty  

t a x  payments. A l l  of these  f a c t o r s  may con t r ibu te  t o  an upward b i a s  i n  

t h e  CPI. 

Another f law i n  t h e  homeownership component i s  t h e  home purchase 

p r i c e  d a t a  BLS uses .  BLS r e l i e s  on d a t a  from the  Federal  Housing Admin- 

i s t r a t i o n  (FHA) on p r i c e s  of new and e x i s t i n g  homes purchased under FHA 

commitment. According t o  BLS, "these d a t a  have se r ious  l i m i t a t i o n s  f o r  

use i n  t h e  Consumer Pr ice  Index because FHA-insured housing c o n s t i t u t e s  

a small  and unrepresen ta t ive  segment of the  market." 11 FHA-insured 

housing accounts f o r  only 6 percent of the  housing market. But these  

a r e  t h e  only nationwide d a t a  r e a d i l y  a v a i l a b l e  i n  a t imely fashion.  

BLS has  proposed t h a t  changes be made i n  the  t abu la t ion  of home- 

ownership c o s t s .  But, according t o  press  r e p o r t s ,  these changes were 

opposed by use r s  of t h e  CPI, p r i n c i p a l l y  organized l abor ,  and were 

scrapped.  21 

1/ BLS Report ,  p. 13. - 

21 Sapers te in ,  op. c i t .  - 



The e f f e c t  of  homeownership c o s t s  on t h e  CPI can be  s een  i n  t h e  t a b l e  

below. The t a b l e  compares t h e  a l l  i t ems  CPI wi th  two s p e c i a l  indexes  

prepared  by BLS, a l l  i t ems  l e s s  s h e l t e r  and a l l  i t ems  l e s s  mortgage 

i n t e r e s t .  Comparing t h e  a l l  i t ems  index wi th  one o f  t h e  s p e c i a l  indexes  

i n d i c a t e s  whether t h e  p r i c e  o f  t h e  expend i tu re  group excluded from t h e  

a l l  i t ems  index r o s e  more o r  l e s s  r a p i d l y  t han  p r i c e s  of  t h e  o t h e r  goods 

and s e r v i c e s  inc luded  i n  t h e  CPI. For  example, i n  1978, t h e  a l l  i t ems  

index was 195 .4 ,  whi le  t h e  a l l  i t ems  l e s s  s h e l t e r  index  s tood  a t  191.3.  

Th i s  means t h a t  s i n c e  1967 t h e  p r i c e  o f  s h e l t e r  ha s  i n c r e a s e d  somewhat 

more r a p i d l y  t han  t h e  o t h e r  goods and s e r v i c e s  i n  t h e  CPI. 

Consumer p r i c e  index--selected components 

1967=100 Pe rcen t  change 
A l l  i t ems  A l l  i t e m s  

A l l  i t ems  l e s s  A l l  i t ems  l e s s  
A 1  1 l e s s  mortgage A l l  l e s s  mortgage 

Year i t ems  s h e l t e r  i n t e r e s t  i t ems  s h e l t e r  i n t e r e s t  

1 /  Average o f  t h e  f i r s t  10 months of 1979. - 

Source:  U.S. Department o f  Labor. Bureau o f  Labor S t a t i s t i c s .  



111. AN ALTERNATIVE PRICE MEASURE 

An i n d i c a t i o n  o f  how m i s l e a d i n g  t h e  CPI may b e  can  be  ga ined  by 

comparing t h a t  index  w i th  t h e  i m p l i c i t  p r i c e  d e f l a t o r  f o r  p e r s o n a l  con- 

sumption e x p e n d i t u r e s  prepared  by t h e  U.S. Department o f  Commerce, Bureau 

of  Economic Ana lys i s  (BEA) . 

The consumption d e f l a t o r  i s  produced by a  f a i r l y  compl ica ted  pro- 

cedu re .  F i r s t ,  e s t i m a t e s  of  consumer purchases  o f  goods and s e r v i c e s  

a r e  o b t a i n e d .  These e s t i m a t e s  a r e  t h e n  d e f l a t e d  u s i n g  t h e  a p p r o p r i a t e  

component o f  t h e  CPI o r  some o t h e r  p r i c e  index .  For example, consumer 

spending f o r  shoes  i s  d e f l a t e d  u s i n g  t h e  shoe  component of  t h e  CPI t o  

o b t a i n  c o n s t a n t  d o l l a r  spending  f o r  shoes .  The i n d i v i d u a l  i t ems  a r e  t h e n  

summed t o  produce t o t a l  pe r sona l  consumption e x p e n d i t u r e s  i n  b o t h  c u r r e n t  

and c o n s t a n t  d o l l a r s .  Div id ing  t h e  c u r r e n t  d o l l a r  f i g u r e  by t h e  c o n s t a n t  

d o l l a r  f i g u r e  y i e l d s  t h e  consumption d e f l a t o r .  E s s e n t i a l l y ,  t h e  d e f l a t o r  

i s  a  consumer p r i c e  index  i n  which t h e  weight  o f  e ach  component i s  r e v i s e d  

eve ry  q u a r t e r  t o  r e f l e c t  a c t u a l  consumer pu rchas ing  p a t t e r n s  d u r i n g  t h a t  

pe r iod  . 
Homeownership c o s t s  a r e  a l s o  t r e a t e d  d i f f e r e n t l y  i n  t h e  consumption 

d e f l a t o r  t h a n  i n  t h e  CPI. The d e f l a t o r  does  n o t  e x p l i c i t l y  i n c l u d e  home 

purchase  p r i c e s  o r  mortgage i n t e r e s t  payments.  I n s t e a d ,  BEA e s t i m a t e s  

t h e  r e n t a l  v a l u e  of  owner-occupied d w e l l i n g s  and i n c l u d e s  t h a t  e s t i m a t e  

a s  a  consumer e x p e n d i t u r e .  

While t h e  d e f l a t o r  c o r r e c t s  f o r  t h e  CPI ' s  f i x e d  we igh t s  and t r e a t s  

homeownership c o s t s  i n  a  more r e a l i s t i c  manner, t h e  d e f l a t o r  h a s  t h e  same 

problems wi th  q u a l i t y  changes a s  does  t h e  CPI. 
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The graph on page 15 compares t h e  CPI with t h e  consumption d e f l a t o r  

over t h e  1960-1978 per iod.  11 Unt i l  the  l a t e  1960s, t h e  two p r i c e  measures - 

were v i r t u a l l y  i d e n t i c a l .  During t h e  1960s t h e  r a t e  of i n f l a t i o n  was 

r e l a t i v e l y  low and s t a b l e ;  i n  such an environment consumer purchasing h a b i t s  

were probably s t a b l e  a s  we l l .  Since the  l a t e  1960s, however, t h e r e  has  

been a  m a t e r i a l  d i f f e r e n c e  i n  the  r a t e  of growth of t h e  two indexes.  The 

CPI has  advanced much more rap id ly  than t h e  consumption d e f l a t o r .  Be- 

tween 1968 and 1978 the  CPI rose  a t  an annual r a t e  of 6.5 percent versus  

a  5.8 percent  annual r a t e  of gain  i n  t h e  consumption d e f l a t o r .  In  1978 

t h e  CPI l e v e l  was 6 percent h igher  than the d e f l a t o r .  The discrepancy 

between t h e  CPI and t h e  d e f l a t o r  has continued i n t o  1979. While the  CPI 

has  been r i s i n g  a t  about a  13 percent annual r a t e ,  the  consumption 

d e f l a t o r  has  been advancing a t  a  more moderate, although s t i l l  d i s t u r b i n g ,  

10 percent  pace. 

The preceding d i scuss ion  suggests t h a t  the  consumption d e f l a t o r  i s  

a  super io r  measure of i n f l a t i o n  than the  CPI. Yet the  CPI remains t h e  

more widely used i n d i c a t o r .  Cit ibank r e c e n t l y  o f fe red  th ree  reasons 

f o r  the  apparent  anomaly: 

-- I t ' s  a v a i l a b l e  monthly, while the  i m p l i c i t  d e f l a t o r s  a r e  published 
q u a r t e r l y .  

-- The CPI was o r i g i n a l l y  designed t o  measure p r i c e  increases  a f f e c t i n g  
a  s p e c i f i c  constituency--"urban wage earners  and c l e r i c a l  workersf'-- 

1/ The Bureau of Economic Analysis publ ishes  t h e  i m p l i c i t  p r i c e  
d e f l a i o r  f o r  personal  consumption expenditures on a  1972=100 base.  
To compare t h e  d e f l a t o r  with the  CPI, t h e  d e f l a t o r  was converted t o  a  
1967=100 base.  
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and forms t h e  b a s i s  f o r  cos t -of- l iv ing inc reases  w r i t t e n  i n t o  labor  
union c o n t r a c t s .  Labor unions were suspic ious  when the  Bureau of 
Labor S t a t i s t i c s  expanded the  index t o  include " A l l  urban workers" 
l a s t  yea r .  S h i f t i n g  t o  an e n t i r e l y  d i f f e r e n t  index would not be 
p o l i t i c a l l y  "do-able" a t  t h i s  time. 

-- F i n a l l y ,  i n  t h e  p a s t ,  while the  average spread between the  CPI and 
PCE d e f l a t o r  i n f l a t i o n  r a t e s  has been p o s i t i v e ,  the  dev ia t ions  have 
not been so  l a r g e  as  they have recen t ly .  11 - 

A f u r t h e r  cons ide ra t ion  i s  t h a t  the  consumption d e f l a t o r  i s  con- 

t i n u a l l y  rev i sed  as  more complete information on consumer spending becomes 

a v a i l a b l e ;  no f i g u r e  i s  ever t r u l y  f i n a l .  By c o n t r a s t ,  t h e  CPI i s  never 

r ev i sed .  The following t a b l e  shows the  rev i s ions  made t o  da te  of t h e  

four th  q u a r t e r  1978 consumption d e f l a t o r  s ince  t h a t  f i g u r e  was f i r s t  

repor ted  i n  January 1979. Further r e v i s i o n s  w i l l  be made i n  Ju ly  1980 

and J u l y  1981. 

I m p l i c i t  p r i c e  d e f l a t o r  f o r  personal  consumption 
expenditures four th  q u a r t e r  1978 

Date published 1972=100 
Annual r a t e  of change 
from previous q u a r t e r  

January 1979 
February 1979 
J u l y  1979 

Source: U.S. Department of Commerce, Bureau of Economic 
Analysis .  

The constant  r e v i s i o n  of the  consumption d e f l a t o r  makes t h a t  index 

p a r t i c u l a r l y  unsu i t ab le  f o r  ad jus t ing  incomes t o  compensate f o r  i n f l a -  

t ion.  

--------------- 

11 Debunking t h e  Myth of 13% I n f l a t i o n ,  op. c i t . ,  pp. 8-9. - 



I V .  INDEXATION 

A major  use  o f  t h e  CPI i s  t o  a d j u s t  incomes i n  o r d e r  t o  m a i n t a i n  

c o n s t a n t  purchas ing  power. BLS e s t i m a t e s  t h a t  one-half  t h e  p o p u l a t i o n ,  

i n c l u d i n g  dependents ,  may b e  d i r e c t l y  a f f e c t e d  by changes i n  t h e  CPI. - I /  

Roughly 10 p e r c e n t  o f  t h e  l a b o r  f o r c e ,  o r  9  m i l l i o n  workers ,  a r e  covered 

by c o l l e c t i v e  b a r g a i n i n g  agreements  p rov id ing  f o r  wage i n c r e a s e s  based  

on CPI changes.  2/ - 
I n  a d d i t i o n ,  b e n e f i t s  p rovided  by many Government t r a n s f e r  programs,  

p a r t i c u l a r l y  r e t i r e m e n t  programs, a r e  a d j u s t e d  f o r  changes i n  t h e  CPI. 

For  example,  s i n c e  1975 b e n e f i t s  pa id  under  t h e  o ld-age ,  s u r v i v o r s ,  and 

d i s a b i l i t y  i n su rance  sys tem,  commonly c a l l e d  s o c i a l  s e c u r i t y ,  have  been 

a u t o m a t i c a l l y  a d j u s t e d  f o r  i n f l a t i o n  u s i n g  t h e  CPI. When t h e  CPI in-  

c r e a s e s  by more t h a n  3  p e r c e n t  d u r i n g  t h e  computa t ion  y e a r ,  t h e n  s o c i a l  

s e c u r i t y  b e n e f i t  payments a r e  i n c r e a s e d  by t h e  CPI p e r c e n t a g e  r i s e .  P r i o r  

t o  1975 changes i n  b e n e f i t  l e v e l s  r e q u i r e d  l e g i s l a t i v e  a c t i o n .  Delays 

i n  e n a c t i n g  b e n e f i t  i n c r e a s e s  i n  r e sponse  t o  r i s i n g  p r i c e s  sometimes im-  

posed h a r d s h i p s  on b e n e f i c i a r i e s .  However, when b e n e f i t  payments were 

i n c r e a s e d ,  Congress tended  t o  boos t  b e n e f i t s  by a n  amount g r e a t e r  t h a n  

t h e  r a t e  o f  i n f l a t i o n .  3 /  Other  Fede ra l  Government programs which a r e  - 
indexed i n c l u d e  food s tamps ,  r a i l r o a d  r e t i r e m e n t ,  c i v i l  s e r v i c e  r e t i r e -  

ment ,  and t h e  s choo l  lunch  program. 

1 /  BLS Repor t ,  p .  2 .  - 
2/ S h e i f e r ,  V i c t o r  J .  Cos t -o f - l i v ing  Adjustment: Keeping Up With 

~ n f l a t i o n ?  Monthly Labor Review, June 1979,  p .  1 4 .  

3/ Kaplan,  Robert  S. Indexing  S o c i a l  S e c u r i t y ;  An Ana lys i s  o f  t h e  
issues. Washington, American E n t e r p r i s e  I n s t i t u t e ,  1977,  pp. 9-10. 
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The purpose of automatically adjusting incomes for inflation, or 

indexing, is to mitigate the redistribution of income and wealth which 

occur during periods of rapid price advance. Advocates of indexation 

have also contended that indexation would enhance the Government's 

ability to pursue anti-inflationay policies since no one group would bear 

a disproportionate burden due to those policies. According to a recent 

Business Week article, 

This type of argument has considerable intellectual appeal. But 
it unfortunately does not apply to the kind of world that has 
existed in most countries for most of the 1970s--a world in which 
governments did not have the guts to take the monetary and fiscal 
steps needed to reduce inflation and in which rising oil prices 
exerted constant upward pressure on the price structure. In that 
kind of a world, indexing has made inflation more difficult to 
control. - 1/ 

The indexation of Federal Government expenditures is potentially 

destabilizing. Government economic policy is intended to be counter- 

cyclical. That is, during periods of economic contraction the Federal 

Government increases spending and/or reduces taxes in order to boost aggre- 

gate demand for goods and services. Conversely, when the economy is 

expanding rapidly the Federal Government pursues restrictive policies, 

such as raising taxes. Associated with a rapidly expanding economy 

is an accelerating rate of inflation. Automatically adjusting Federal 

spending for inflation may therefore result in higher outlays at a 

time when spending restraint might be more prudent. In this case 

1/ How Indexation Builds in Inflation. Business Week, Nov. 12, 
1979,-p. 114. 
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the Government would be reinforcing the business c y c l e  rather than running 

counter t o  the c y c l e .  11 

11 For a more detai led discuss ion on indexing Federal Government - 
outlays ,  s e e :  U.S. General Accounting Off ice .  An Analysis of  the 
Ef fec t s  of  Indexing for Inf la t ion  on Federal Expenditures. PAD-79-22, 
August 1 5 ,  1979. 
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V. DATA ADJUSTMENT 

The fo l lowing  s e c t i o n s  provide  an overview of  v a r i o u s  procedures  

t h a t  can be employed t o  e x t r a c t  u s e f u l  i n fo rma t ion  from t h e  Consumer 

P r i c e  Index. Although t h e  examples c o n c e n t r a t e  on t h e  CPI-U a l l  i t ems  

index ,  t h o s e  o p e r a t i o n s  i nvo lv ing  percentage  changes and purchas ing  power 

o f  t h e  d o l l a r  could  be l e g i t i m a t e l y  performed us ing  any of  t h e  r e g i o n a l  

indexes  o r  any sub-category of  t h e  a l l  i t ems  index.  C a l c u l a t i o n s  

i n v o l v i n g  changes i n  base  y e a r s  and t h e  development of  s p e c i a l  indexes  

can a l s o  be app l i ed  t o  any of  t h e  v a r i o u s  r e g i o n a l  consumer p r i c e  

indexes .  

A. Measuring P r i c e  Changes 

A s  p r ev ious ly  d i s c u s s e d ,  t h e  CPI-U i s  p r e sen ted  i n  t h e  form of  an 

index  number wi th  t h e  index i n  t h e  base  yea r  equa l  t o  100 ( t h e  c u r r e n t  

base  yea r  i s  1967, hence t h e  1967 CPI-U=100). It i s  t h e r e f o r e  q u i t e  

s imple  t o  de te rmine  t h e  percentage  p r i c e  change between t h e  base  yea r  

and any g iven  d a t e .  The percentage  p r i c e  change i s  mere ly  t h e  d i f -  

f e r ence  between t h e  index a t  a  g iven  d a t e  and 100. For example, t h e  

CPI-U i n  October 1979 was 225.4, which r e p r e s e n t s  an i n c r e a s e  i n  t h e  

g e n e r a l  p r i c e  l e v e l  of  125.4 pe rcen t  s i n c e  1967. 

P r i c e  changes between two t ime p e r i o d s ,  no t  i n c l u d i n g  t h e  base  y e a r ,  

can  be c a l c u l a t e d  i n  s e v e r a l  d i f f e r e n t  ways. The most b a s i c  method i s  
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t o  c a l c u l a t e  t h e  s imple  percent  change from one pe r iod  t o  ano the r .  - 1/ 

For example, t h e  CPI-U i n  September 1978 was 199.3 and i n  October 1979 

t h e  CPI-U was 225.4. This  i n d i c a t e s  t h a t  t h e r e  was a  13 .1  percent  i n -  

c r e a s e  i n  t h e  g e n e r a l  p r i c e  l e v e l  between t h e s e  two pe r iods .  

A more u s e f u l  method of  u s i n g  t h e  CPI-U t o  de termine  p r i c e  changes 

between two t ime p e r i o d s  i s  t o  c a l c u l a t e  a  compound annual  r a t e  of change. 21 

When working wi th  annual  index  numbers, s e p a r a t e d  by a t  l e a s t  one i n t e r -  

vening  y e a r ,  c a l c u l a t i n g  a  compound annual  r a t e  of change produces t h e  

annual  r a t e  of change which, had it occured i n  each of t h e  i n t e r v e n i n g  

y e a r s ,  would have r e s u l t e d  i n  t h e  o v e r a l l  percentage  change t h a t  a c t u a l l y  

occu r r ed  du r ing  t h e  t ime span under c o n s i d e r a t i o n .  For example, t h e  

11 The g e n e r a l  equa t ion  f o r  percentage  change is :  - 

( * 100 = % change 

Where: 
XI = t h e  o r i g i n a l  index  va lue  

X, = t h e  f i n a l  index va lue .  

2 /  The g e n e r a l  equa t ion  f o r  compound annual  r a t e s  of  change i s :  - 

* 100 = compound annual  r a t e  of change 
t J 

Where: 
Xn = t h e  f i n a l  index va lue  

X I  = t h e  o r i g i n a l  index v a l u e  

n  = t h e  i n t e r v a l  between X and X 

(For  months: n  = number of months / l2)  



CPI-U i n  1971 was 121.3 and i n  1977 181.5; c a l c u l a t i n g  a  compound annual  

r a t e  of  change between t h e s e  two p e r i o d s  y i e l d s  6.95 p e r c e n t .  This  r a t e  

was c a l c u l a t e d  by d i v i d i n g  181.5 ( t h e  f i n a l  index v a l u e )  by 121.3 ( t h e  

o r i g i n a l  index va lue )  and r a i s i n g  t h e  q u o t i e n t  (1.496) t o  t h e  .I666 

power ( 1  d iv ided  by t h e  number o f  i n t e r v e n i n g  t ime p e r i o d s ;  1 /6)  and 

s u b t r a c t i n g  one. This  (6.95 pe rcen t )  i s  t h e  average  annual  r a t e  of  change 

i n  t h e  p r i c e  l e v e l  t h a t  accounts  f o r  t h e  o v e r a l l  o r  s imp le  percentage  

change i n  p r i c e s  between 1971 and 1977, which was 49.63 pe rcen t .  - 1/ 

C a l c u l a t i n g  a  compound annual  r a t e  of  change between two months 

produces t h e  annual  r a t e  of  change t h a t  would occur  i f  t h e  t r e n d  i n  p r i c e  

changes between t h e s e  two months were t o  con t inue  pe r  a  twelve-month 

pe r iod .  For example, t h e  CPI-U i n  J anua ry  1979 was 204.7 and 211.5 i n  

A p r i l  1979. C a l c u l a t i n g  a  compound annual  r a t e  between t h e s e  two months 

y i e l d s  13.96 pe rcen t .  This  i n d i c a t e s  t h a t  i f  t h e  t r e n d  i n  p r i c e  changes 

between January  and A p r i l  were t o  con t inue  throughout  t h e  y e a r ,  t h e  annual  

r a t e  of  i n f l a t i o n  i n  1979 would be 13.96 p e r c e n t .  The most commonly 

accepted  method of  measuring i n f l a t i o n  du r ing  a  g iven  month i s  t o  c a l -  

c u l a t e  t h e  percentage  change from 3 o r  6  months e a r l i e r  a t  a  compound 

annual  r a t e .  

B. Changing t h e  Base Year 

Although t h e  c u r r e n t  base  yea r  i s  1967, t h e  CPI-U can be a d j u s t e d  

s o  t h a t  any pe r iod  can be used a s  t h e  base .  Changing t h e  base  pe r iod  

11 Compounding t h e  CPI-U index v a l u e  f o r  1971 by 6.95 pe rcen t  over  
6 perTods (1972, 1973, 1974, 1975, 1976 and 1977) y i e l d s :  

6  
121.3 * 1.0695 = 181.5 

which i s  t h e  CPI-U f o r  1977. 



can  be accomplished by simply d i v i d i n g  a l l  t h e  index numbers i n  t h e  t ime 

p e r i o d s  of  i n t e r e s t  by t h e  index va lue  of  t h e  pe r iod  chosen f o r  t h e  new 

base .  For i n s t a n c e :  t o  r e - c a l c u l a t e  t h e  CPI-U from 1974 t o  1977 us ing  

1974 a s  t h e  base  y e a r ,  you would d i v i d e  a l l  t h e  annual  index numbers from 

1974 t o  1977 by 147.7 ( t h e  average  CPI-U f o r  1974).  

Changing t h e  base  pe r iod  of  t h e  CPI-U provides  a  convenient  method 

o f  measuring p r i c e  changes between t h a t  pe r iod  chosen a s  t h e  base and 

a l l  o t h e r  t ime p e r i o d s .  

C .  Purchas ing  Power o f  t h e  D o l l a r  

A commonly used measure de r ived  from t h e  CPI-U i s  t h e  purchasing 

power of  t h e  consumer's d o l l a r .  The purchasing power of a  d o l l a r  can be 

c a l c u l a t e d  f o r  any per iod  of  time i n  terms of any o t h e r  per iod  i n  time 

by d i v i d i n g  t h e  index i n  t h e  per iod  t o  be used a s  t h e  base ( t h a t  pe r iod  

i n  which a d o l l a r  i s  assumed t o  equa l  a  d o l l a r ) ,  by t h e  index va lue  i n  

t h e  pe r iod  t o  be compared. The r e s u l t  i s  expressed  i n  d o l l a r s  and c e n t s .  

For example: The CPI-U i n  1972 was 125.3 and 181.5 i n  1977. Therefore  

i n  terms o f  t h e  CPI-U t h e  purchasing power of  a  1972 d o l l a r  was (125.31 

181.5) $.69 i n  1977. This  i n d i c a t e s  t h a t  due t o  i n f l a t i o n ,  a  1972 d o l l a r  

would be worth o n l y  $.69 i n  purchasing power i n  1977. Conversely,  t h e  

purchas ing  power of  a  1977 d o l l a r  would be (181,51125.3) $1.45 i n  1972, 



It  should be noted  t h a t  t h e  measure o f  purchas ing  power o f  t h e  d o l l a r  

i s  s u b j e c t  t o  t h e  same l i m i t a t i o n s  a s  t h e  index from which i t  i s  d e r i v e d .  

The change from $1  i n  1972 t o  $.69 i n  1977 i s  a  v a l i d  and g r a p h i c  method 

o f  d e s c r i b i n g  t h e  f a t e  o f  a  d o l l a r  hidden away i n  1972 o n l y  t o  be  s p e n t  

on p a r t  o f  a  s p e c i f i c  market  b a s k e t  o f  goods and s e r v i c e s  i n  1977: b u t  

i t  p rov ides  no more i n fo rma t ion  t h a n  i t s  e q u i v a l e n t  s t a t emen t  t h a t  i t  

took $1.45 i n  1977 t o  purchase t h e  same q u a n t i t y  o f  CPI-U measured goods 

and s e r v i c e s  t h a t  $1.00 would buy i n  1972. I n  o t h e r  words, bo th  s t a t e -  

ments a r e  c o r o l l a r i e s  t o  t h e  f a c t  t h a t  t h e  g e n e r a l  p r i c e  l e v e l  a s  

measured by t h e  CPI-U i n c r e a s e d  by 45 pe rcen t  between 1972 and 1977. 

D.  Cons t ruc t ion  of  S p e c i a l  Indexes  

Although s e v e r a l  s p e c i a l  indexes  a r e  c u r r e n t l y  c a l c u l a t e d  by BLS, 

i t  i s  p o s s i b l e  t o  c o n s t r u c t  s p e c i a l  i ndexes  o f  o n e ' s  own d e s i g n  based 

on t h e  measure o f  r e l a t i v e  importance o f  t h e  c a t e g o r i e s  o f  t h e  CPI-U. 

The measure o f  r e l a t i v e  importance o f  t h e  v a r i o u s  c a t e g o r i e s  o f  t h e  CPI-U 

i n d i c a t e s  t h e  percentage  o f  t h e  t o t a l  index  v a l u e  a t t r i b u t a b l e  t o  t h e  

p a r t i c u l a r  ca t ego ry  i n  q u e s t i o n .  For  i n s t a n c e ,  w i t h  December 1978 a s  a  

s t a r t i n g  p o i n t ,  t h e  r e l a t i v e  importance of  t h e  hous ing  component o f  t h e  

CPI-U was 44.258, which i n d i c a t e s  t h a t  t h e  hous ing  component was respon- 

s i b l e  f o r  approximately 44 pe rcen t  of  t h e  t o t a l  v a l u e  o f  t h e  a l l  i t ems  

CPI-U i n  December 1978. 1/ - 

11 
f i g u r e s  
o f  each  

It should be noted  t h a t  BLS p u b l i s h e s  r e l a t i v e  importance 
o n l y  i n  December o f  each  y e a r .  However, t h e  r e l a t i v e  impotance 
component o f  t h e  CPI changes e v e r y  month. I f  t h e  s p e c i a l  index 

under  c o n s t r u c t i o n  i s  t o  s t a r t  i n  t ime pe r iod  o t h e r  t han  December and 
t o  de te rmine  t h e  index v a l u e s  i n  t h e  t ime pe r iod  used a s  t h e  end p o i n t ,  
i t  becomes neces sa ry  t o  compute new r e l a t i v e  importance d a t a  t o  ma in t a in  

( 1 1  cont inued)  - 



Construction of a special index based on the measures of relative 

importance is an involved process requiring several steps. To construct 

a special index composed of all items less the housing category, for 

example, would first involve determining what percentage of the all items 

index is not explained by the housing component, in this case the value 

would be 55.742 (100-44.258). This value (55.742) would then become the 

total relative importance contained in the special index under construc- 

tion. In other words, 55.742 is now taken to represent 100 percent and 

is used as a base in all further calculations of relative importance. 

All remaining major categories (and sub-categories as needed) must 

then be re-computed to determine their relative importance in the special 

index. This is accomplished by determining the percentage of 55.742 

that is explained by each remaining major category. For example, in the 

original index the relative importance of food and beverages was 19.242 

in December 1978; however, in the special index under construction the 

relative importance of this component would become 34.52 

The next step involves multiplying the re-computed relative impor- 

tance of each category by its index value in December 1978 to arrive at 

(11 - Continued) internal consistency. This can be done by determining the 
percentage change occurring in each major category, and sub-categories 
as needed, between December and the date at which the special index is 
to be constructed. The December relative importance of each category 
is then increased or decreased by the percentage change that occurred 
in that category. For example: The relative importance of the food com- 
ponent was 18.161 in Dec. 1978; however, by July 1979 its relative impor- 
tance had increased to 19.610 (18.161 * 236.9/219.4) 



i t s  new index  v a l u e .  For example,  t h e  new index  v a l u e  f o r  t h e  food and 

beverage  c a t e g o r y  would become 75.693 ( . 345  * 219 .4 ) .  The new index  v a l u e  

f o r  a l l  t h e  major  c a t e g o r i e s  a r e  t h e n  summed t o  provide  t h e  a l l  i t ems  

l e s s  hous ing  index  v a l u e  f o r  December 1978. 

Having determined t h e  t o t a l  index  v a l u e  f o r  t h e  s t a r t i n g  p o i n t ,  t h e  

same s t e p s  a r e  r e p e a t e d  t o  de t e rmine  t h e  t o t a l  index  v a l u e  f o r  t h e  end 

p e r i o d  ( s e e  f o o t n o t e  - 1/ on p .  25 ) .  Taking t h e  pe rcen t age  change between 

t h e  s p e c i a l  index  v a l u e  i n  December 1978 and t h e  s p e c i a l  i ndex  v a l u e  i n  

t h e  end pe r iod  r e v e a l s  t h e  p r i c e  change t h a t  occu r r ed  d u r i n g  t h i s  p e r i o d  

when hous ing  c o s t s  a r e  o m i t t e d .  



APPENDIX TABLE 1: Comparison o f  o l d  and  new 
Consumer P r i c e  Indexes  

Title . . . . . . . . . . . . . . . . . 

Population covered . . . . . . 

Formula (modified 
Laspeyresl. . . . . . . . . . . . 

Standard reference base . . . 

Duration . . . . . . . . . . . . . . . 

Expenditure weights 
reference per~od . . . . . . . 

City coverage 

Geographic coverage . . . . . . 

Prmng cycle . . . . . . . . . . . . 

Published indexes . . . . . . . . 

Old index 

Consumer Price lndex for Urban Wage Earners and 
Clerical Workers (old series). 

Urban wage and clerical worker families and single 
individuals living alone. A t  least one family 
member must have been employed for 37 weeks 
or more during the survey year in  wage or 
clerical worker occupations. More than half o f  
the total family income had to be earned f rom 
wage earner or clerical worker occupations. 

Excludes farm families, military personnel, and 
persons i n  institutions. 

1967=100. Selected series are also published on the 
1957-594 00 base. 

Introduced Jan. 1964, replaced with revised 
CPI series after Dec. 1977. Available for 
&month overlap period. 

Average annual expenditures of urban wage earner 
and clerical worker families and single persons, 
derived from the 196061 Consumer Expendi- 
ture Survey i n  66 areas, adjusted for price 
change between the survey dates and Dec. 

1963, except for six cities added in 1966. 

56 urban areas; 5 0  metropolitan areas and cities 
selected t o  represent all urban places i n  the 
Un~ted States, w ~ t h  2,500 inhabitants or more 
in 1930. Alaska, and Hawaii; six additional 
areas were added in 1966. 

prices of food, fuels, and a few other items collected 
every month in  all cities. Prices of most other 
comrnodlties and services collected monthly in  
the five largest cities and every 3rnonths in  the 
remaining cities. 

hicing of foods done early in each month on 3 
consecutive days. 

J.S. jndex and 5 largest metropolitan areas pub. 
lished monthly; 18 other large metropolitan 
areas published quarterly. 

3egional and citysize class indexes also published 
quarterly since 1967. 

1. Consumer Price lndex for A l l  Urban Consumers 
(CPI-U). 

2. Consumer Price lndex for Urban Wage Earners and 
Clerical Workers (Revised series) (CPI-W). 

CPI-U-All urban residents, including salaried work- 
ers, selfarnployed workers, retirees, and unem. 
ployed persons, as well as urban wage earners and 
clerical workers. No length of employment r e  
quired and n o  criteria as t o  family income. 

CPIW-Same as old index. 

Same for CPI-U and CPIW. 

Same. 

1967=100, for both the CPI-U and CPIW. 

CPI-U and CPlW introduced as official indexes wi th 
the publication o f  the Jan. 1978 index. Avail- 
able indefinitelv unt i l  next revision. 

CPI-U-Average annual expenditures for all urban 
residents derived f rom the 1972-73 Consumer 
Expenditure Survey i n  216 areas, adjusted for 
price change between the survey date and Dec. 
1977. 

CPIW-Average annual expenditures for urban wage 
earners and clerical worker families and single 
persons from 1972-73 Consumer Expenditure Sur- 
vey in 216 areas, adjusted for price change between 
the survey date and Dec. 1977 (See BLS Reports 
448-1. 2, 3; 445-1, 3.) 

35 urban areas selected t o  represent all urban places 
in  the United States, wi th 2,500 inhabitants 
or more in  1970, including Alaska and Hawaii. 
(See table 3). 

'rices of f w d .  fuels, and a few other items collected 
monthly i n  all cities. Prices of most other com- 
modities and services collected monthly i n  the 
five largest cities and bimonthly in the remaining 
cities. 

?icing of foods done throughout the month. 

J.S. index and 5 largest metropolitan areas published 
monthly; 23 other large metropolitan areas pub- 
lished bimonthly. Regional and citysize class in- 
dexes published bimonthly. 

3egional indexes croo-classified by population size 
wi l l  be published bimonthly. 



l t e m  I O ld  index 

l t e m  sample 

l t em coverage. . . . . . . . . . . . A l l  goods and services purchased fo r  consumption. 
i nc l ud~ng  b o t h  necessnies and luxuries. Ex- 
cludes personal l i fe  insurance, income and 

personal p ropeny  taxes, b u t  includes real 
estate taxes and sales and excise taxes. 

Sample o f  items pr iced . . . . 1 Consumer Expenditure Surve; (1960-61 ) data 

j classified i n to  52 exoenditure classes. About  

I 400 i tems represented i n  U.S. index and i n  

Basis of i tem select~on . . 

Reporter samples 

Outlet  selection . . . . . . . . . . 

Number o f  reporters . . . . . . 

Number of prlce 

quotarlons obtalned . . . . 

published c i t y  indexes. Certainty items 
priced i n  al l  published citles, other Items In  
one or t w o  subsamples o f  other unpublished 
cities. 

'robablhty proport ionate t o  i m p o r f a n e  i n  
family spending o f  group covered. 

k l ec ted  proport ionate t o  type o f  ownersh~p, type o 
outlet, geogaph~c  locatlon wi th in  arearand In  a 
few Instances. sales volume. 

n central c i t i ~ s  and urbanized places o f  56 metro- 
pol i tan areas 150 areas In 1964 and 1965). 

About 1,775 f ood  stores. 
About 40,C00 rental unlts. 
'About 13,OW other reporters o f  all klnds. 
4bout 13,000 housing units for propsrty uxes.  

4bout 1,300.C00 f ood  prlces per year. 
4bout 80,GOO rent charges per year. 

4bout 462.000 quotatlons per year for Items 
other than f ood  and rent. 

4bout 13.000 property tax quotattons Pr?r Year. 

'ersonal v l s ~ t  or telephone call b y  BLS data 
collector, except for some Items collected 
by  mai l  o r  f r o m  some second~ry  source. 

New indexes 

bnsumer  Expenditure Survey (1 972-73) data classi- 
f ied i n t o  68 expenditure classes. Expendnure 
classes contain approximately 265 classes or sets 
o f  items, called i t em strata, represented i n  the 
U S .  index and i n  published c i t y  indexes. l t e m  
strata further div ided i n t o  a to ta l  of 382 lower 
level categories called entry-level items. T w o  sam- 
ples o f  i t em strata priced i n  each published srea 
except New Yo rk  which has six samples; each 
unpublished area has one sample o f  i tem strata 
priced. 

4 fu l l  probabi l i ty sample of retall stores and other 
outlets was selected f r o m  the results of the 
Point-of-Purchase Survey. About  23.003 famllies 
across the country provided ~ n f o r m a t ~ o n  on  the 
speclfic retail stores i n  which they shopped. Daw 
provlded f r o m  the point+f-purchase survey were 
used t o  develop, fo r  the f i rst  time. a conslstent, 
objective, and probability-based sample o f  retall 
stores and service establishments for  the CPI. 
A number of auxiliary sources used t o  construct 
an out let  sampling frame for  categories n o t  In- 
cluded In  the Point-of-Purchase Survey. 

In 85 primary sampl~ng units w h ~ c h  incluoe central 
cities, suburbs, and urbanized places w i t h m  25 
miles of a selected county  or selected group of 
contiguous counties. Prices also collected out- 
side o f  the pr lmary sampling unlts t o  represent 
out-of- town purchases. 

4bout 2,300 f ood  store outlets. 
4bout  19,000 rental u n m .  
4bout  19,300 other reporters as determ~ned f r om 

the P o ~ n t  o f  Purchase Survey. 

&bout 18,000 hous~ng unlts fo r  property taxes. 
About 3.000 reporters selected f r o m  a numuer of 

auxlllary sources. 

4bout 700,000 f ood  prices per year. 
3ver 70,000 rent charges per year. 
4bout  675,000 quotatlons per year f o r  items other 

than food, rent, and property taxes. 
4bout  28.000 property tax  quotat ions per year. 



I Old index 

Reporter Samples-Continue 

Spec~flcat~on pricing. but agent is permitted to price 
dev~atlons from specification under prescribed 
cond~tions. 

Uses . . . . . . . . . . . . . 
I 
Iforrnulatlon and evaluat~or of economtc pollcy 

measures. 

Escalator of Income payments. 

Deflator o f  earning; to  prov~de measures of 
real earnings. 

I 
I 
,Measure of purchasing power of consumer dollar. 

New indexes 

;torespecific pricing. The data collector enters a 
store wi th exhaustive definition of a fairly broad 
category of goods and services called an entry 
level i temand then proceeds systematically through 
successive stages t o  select items for pricinq on  the 
basis o f  sales information provided b y  the re- 
spondent at each stage. A specific-indetail i tem 
is thus selected for pricing over time in the re- 
tail outlet. 

lata collector continues t o  collect price quotations 
for specific i tem or  similar subst~tute item unti l  
i t  is no longer available. 

mme. 



APPENDIX TABLE 2 : Components of 
t h e  Consumer P r i c e  Index  

FOOD AND BEV?.RAGES 

~ e a u  w n r v  hn aa eplr 
M Q ~ D  w r y  am f~ 

Ma3 
Sedl and red  

Dee1 O W  Gamed 
C h m  roan 
RlUrO r M n  
R W W  r:eak 
S h  reak  
C m r  bael am veal (12177 = 1 W) 

P M  
earn 
POn OXaS 
Ham o m  awcamea 112177 = 100) 
S a m  
C m  ram 
O w r  ww (12177 = l W l  

C3sr rraau 
FranHuneo 
 wag^ memunl and s a l m  112177 = 1W) 
h r  m~meatr 112177 = 100) 
h ' t m a a o r y ~  a n 5  (12177 = I W )  

Pbinry 
Frem m e  m e n  
Fresh arc frozen ok%m wm 112177 = 1W1 
OOYn1~lu1~112177 = 1W) 

FdI and Salad 

Csmed hh aM S a l a d  112177 = l W t  
F r m  and trozm tsn and seafood (12177 = 100) 

b y  PIMUcrJ 
F r m  m h amom 112177 = 1W) 

Fresh m m  mi& 
Omw l r m  mlk and a m  112177 = IW) 

Pmansedaaqprmunsl12177 = 100) 
Buner 
cw 1 1 2 i n  = IWI 
ICB neam and rela'ea p r m  112177 = i w )  
o ~ r a & r , p m r a l l 2 / 7 7  = 100) 

Roas ted  con@ 

Food away horn hm . . . . . . . . . . . . . . .  
Lurh (12/77=1WI . . . . . . . .  
O ~ M  (wn- la)\ . . .  

. . . . . . .  o m e r m ~ s ~ a ~  (12177=1w) 

Almhohc bevwages at hm (12/77= 103) . . . . . . . . . .  
berandm . . . . . .  . . . .  
%BY . . . . . . . . . . .  . . . .  
W"m . . . .  
& almholr beverags ( 1 2 h = 1 & )  . . .  

Aimnouc be- away han hmm (12177=1W) . . . . . . .  

omawmeradQIMzoarrsr . . . . . . . . . . . . . . . . . . . .  
T e i e p h a P r n  . . . . . . . . . . . . . . . . . . . . . . . . . .  

w (12177 = r w )  . . . . . . . . . . .  
. . . . . . . . . . . . . . .  MenWl lo l l ca lk ( l2 i77  = I W )  
. . . . . . . . . . . . . . . . .  hbamle  toil calk ( I l l 7 7  = 100) 

water am sewer= m~slasd . . . . . . . . . . . . . . . .  

F L m n - 3 5 a n d W  mbng (12177 = 1W) 
Shm 112177 = 1W) 
Dwqarees w Md ~ a a e n  (12177 = IW) 

Boys (12177 = 1W) 
Caau M i e k  swearen and stvts (12177 = i m )  
~ ( 1 2 1 7 7  = 103) 
Suts t raaen  smr tmab ad w e n  1\2/77 = iW)  

w m s  and pfls 
w m  s (12177 = i m )  

Coats and ! M e 5  
clesser 



APPAREL AND UPKEEP - Conbnd 

Appsrd camwms leu Imhear - Conwued 
lnlarts' and loddlers' . . . . . . . .  
OWr w r e l  cmnwmes . . . .  

Swng maleMIS and MQT6 (12177 = 1W) 
Jewelry wd  @age (12177 = 1001 . . . . .  

. . . . . .  Fmiwear 
Mens (12177 = 1Wl . . . . 
Boys wdgals'(12f77 = 1W) . . .  
Womenr' (12177 = 100) . . 

*ppMmk- 
Laundry wd  drydearra omr Uun am wra te j  ( 12m = 1W) 
O m  -el serrsar (12177 = 1W) 

New cars 
Used can 
W6-m 

A~ltOmobie m a n t e n ~ s  wd repw 
&&y wOn (12177 = TWI 
Autambk me tan Make wd  n6cal- 

Aim fare . . 
inlamy bus fare . . . . . . . . . .  
lntramy mass lrM . . . . .  . . 
T a r  fare . . . .  . . 
lnteroty lran fare 

MEDICAL CARE 

Yedul  u r a  ummodmr. . 

OTHER GOODS AND SERVICES 

O m  -1 care rervcer 
m t a l  w d o m  medcal servw (12177 = 1Wl 
w fmm 
m hE4r.d Md meaau care r e m  


