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ESTIMATION METHODOLGY
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The Cost-of-Living Index Concept

. [¢} -,
mn q ; R iQt *  The minimum expenditure (P+Q,) required in
X C _ i U=U, comparison period (t) to attain the same level of
[ [Gt] é i pO' i Qo satisfaction or utility (Up) achieved in base period
: (0), divided by the actual expenditure (Py+Qp) in base
period (0).

Price Index Formulas Commonly Used to Approximate a Cost-of-Living Index

FIRST ORDER APPROXIMATIONS:
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4. Estimation of Price Change in the Chained Consumer Price Index (C-CPI-U)

LOWER-LEVEL AGGREGATION:

IX[Ot]

o P9
a kSoE

Kl i,a K

~ & P 5k >
G —_ k t —
X0 = O -
kli,a pog

UPPER-LEVEL AGGREGATION:

Long-term Price Change

Month-to-Month Price Change

(y+1). NOTE: b=hi for y=2002 and h=2001-2002 for

y=2003.
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KEY:
k = uniquegood or service IX" = Laspeyres elementary index
A = CPl aggregate area IXG_ = Geometric Mean elementary index
a = CPl dementary area IX® = Initid C-CPI-U index
| = CPlaggregate item IX® = Interim C-CPI-U index
i = CPI dementary item IXT = Fina C-CPI-U index
0 = elementary index base period 123 = expenditure for elementary item (i) in area () in expenditure period
t = month (b), divided by expenditure for all elementary itemsin aggregate
y =yex item (1) in aggregate area (A) in expenditure period (b)
Wpr = priceof good (k) in month (t) iaSr = expenditure for elementary item (i) in area (@) in expenditure period
Po = price of good (k) in base-period (0) (b), divided by expenditure for al elementary itemsin aggregate
kS = expenditure for good (k) in base period (0), divided by item (1) in aggregate area (A) in expenditure period (by)
expenditure for al (k) goods in elementary item (i), area iaS = expenditure for elementary item (i) in area (a) in month (t), divided
(&) in base period (0) by expenditure for all elementary itemsin aggregate item (1) in
z = December 1999 index base period aggregate area (A) in month (t)
b = expenditure reference period of CPI-U index of year (y); a1 = expenditure for elementary item (i) in area(a) in month (t-1),
NOTE: b = 1999-2000 for y=2002 and y=2003. divided by expenditure for &l elementary itemsin aggregate item
br = expenditure reference period of CPI-U index of year (1) in aggregate area (A) in month (t-1)

Adjustment factor used in year (y) to caculate Initia (y) and
Interim (y-1) C-CPI-U indexes published in year (y); NOTE: | ,=1
for C-CPI-U indexes published in 2002.




