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THE CONSUMER PRICE INDEX

'General background

The bureau is mandated to collect the Consumer Price Index (CPI) on a quarterly basis since its
establishment by Parliament in 1991. As of March 1994, a CPI basket was formalized and this became
the new base period for reference and comparison for future CPI surveys. The CPI has since been
maintained, revised and compiled by the bureau, however at the turn of the century (2000) the
commodities available for consumers further shifted, making the 1994 basket and the method of splicing
obsolete.

Fortunately in 2006, with external financial assistance, the Household Income & Expenditure Survey
(HIES) was implemented. The subsequent analysis of consumer spending became the basis for the re-
weighted CPI of 2008.

The tentative timetable for monitoring the current CPI will involve surveying on a monthly basis
beginning from the base period. This will ensure the bureau has sufficient data to establish trends and
formulate series analysis. It is important to monitor the prices of commodities respective to price
fluctuations caused by cyclical, seasonal or random factors due to supply and demand. Analysis of the
latter should incorporate price fluctuations of certain commodities such as rice and fuel. In the future the
bureau will resume normal field protocol of monitoring on a quarterly basis.

Purpose of the CPI

A CPI is a number which expresses the changes with time the level of prices of consumer goods weighted
in accordance with patterns of consumer expenditure. It is compiled by making a selection of items which
together are indicative of household spending patterns, and of the overall changes in prices with time.
When the index is being established, (a base year) these items are given individual weights which
expresses their relative importance. Prices for the new base period were derived by surveying the
respective providers of good and services, from both the private and public sectors. The base period
indices are represented as the weights, subsequently the sum of the weights represents the base period
index of 100.

Every month or quarter, the current price for each selected item is divided by the base price, and the
resulting (price relative) multiplied by the corresponding weight. The sum of these products is the new
index number.

Methodology

Calculation of Index — Laspyre’s Formulae

Simple Index- single item index

‘ . Price/ Quantity/ Value of a single item in period t 100
 Price/ Quantity/ V alue of a single item in base/reference/period 0




i = (ZL)x 100
Yo
where
i, = Index inthe t/curren v period of item

y, — the value of single unit inthe base period

y, — the value of single unit inthe period t

A much simpler way to interpret Laspeyre’s formula when deriving the index is the summation of current
prices (Pt) divided by base prices (P0) multiplied by the base weight (W0) and is represented by the
following formula below;

L} [_P_{_\ijl_
| }‘)n ;. Z pt] X({”
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This formula represents the arithmetic average (mean) of price relative to the base period weight of
quantities.

CPI is a measurement of trends in retail prices over time; it is also referred to as the Retail Price Index.
The term “cost of living” index is discouraged due to its distinct concepts, the CPI measures trends in
prices. A subsequent cost of living index can thus be calculated from the CPL

'Changes from Previous CPI basket 1994 to 2006

The changes from the previous CPI basket to the current basket reflect the changes in patterns of
spending of consumers (households) derived from the Household Income and Expenditure Survey 2006.
The changes can be seen in the tables below. Overall the current basket of goods selected for monitoring
of the CPI is much smaller than the previous with only 73 items compared with over a hundred
previously selected in 1994, All the group proportions have changed indicative of the changes on how
consumers manage monetary resources according to their needs and priorities. The most noticeable
changes are obviously “food” and “Alcohol and tobacco”. A reflection on the current allocation or
proportions of the respective indices shows that there has been a drop in expenses on food and increases
in alcohol and tobacco. This does not necessarily mean that consumers are spending less of their income
on food as in 1994, but does suggest that more emphasis is placed on budgeting. The more recent change
the in level of income is one factor that has affected consumer spending patterns. The bureau is of the
view that alcohol and tobacco was under-represented in 1994, hence the increase reflects the magnitude
of this factor. It can safely be deduced that consumption of alcohol and tobacco respective to the overall
spending by consumers has not significantly changed, although this new basket depicts this particular
group and index more accurately than previous.

' Documentation on deriving the current CPI basket is available from the Bureau of Statistics and the Office of the Secretary for
Finance.



1994 Weights 2006 Weig
Food Cereal 62.46 7.46
Meat 18.85 ;
Seafood 5.71 s
Fruit'Vegies 11.25 Fruit'Vegies 1.19
Dairy 2.10 Dairy 3.65
Drinks 0.76 Drinks 0.96
Miscellaneous 14.73 Miscellaneous 6.56
Takeaway 1.60 Takeaway 2.56
Alcohol/Tobacco |Alcohol 2.08 1.21 Alcohol/Tobacco |Alcohol 16.47 4.27
Tobacco 0.87 Tobacco 12.20
Clothing Clothing 7.76 6.30 Clothing Clothing 217 2.03
Footwear 1.46 Footwear 0.14
Housing Rent 1.26 1.26 Housing Rent 3.48 0.23
Maintenance 0.00 Maintenance 3.25
Household Ops  |Bills 12.28 1.75 Household Ops  [Bills 8.82 1.95
Appliances 3.61 Appliances 3.24
Fumiture 4.40 Fumiture 0.53
Supplies 2.52 Supplies 3.10
Trans/Comm. Transport 8.94 8.50 Trans/Comm. Transport 9.47 9.34
Communication 0.44 Communication 0.12
Miscell. Health | 5.22 0.00 Miscell. Health 3.88 0.68
Education 0.00 Education 0.50
Recreation 1.98 Recreation 1.14
Personal Products 2.60 Personal Products 0.80
Miscellaneous 0.64 Miscellaneous 0.66

Source: CPI-Rebase documentation Report

Monthly Change

The CPI for the second month (September) of this Fiscal Year ending 2009 is 103.83.This implies that
the price index has increased by 3.83% from the previous month ending August 31st 2008 (base period).
Table 1 shows the changes in prices compared to the base period.

Table 1 %, change in Group Indices and Overall Consumer Price Index
GROUP AUG'08 | SEP'08 [DIFFERENCE|% INCREASE (+)
INDEX | INDEX DECREASE (-)

FOOD S55:13 58.70 2.97 5.33
ALCOHOL & TOBACCO 16.47 16.63 0.16 0.97
CLOTHING 217 2.39 0.22 10.14
HOUSING 3.48 3.31 -0.17 -4.89
HOUSEHOLD OPERATIONS 8.80 9.47 0.67 7.64
TRANSPORT & COMMUNICATION 9.47 9.30 -0.17 -1.84
MISCELLANEOUS 3.88 4.03 0.15 3.82
TOTAL 100.00 103.83 3.83 3.83




Observation

The monthly change for this period ending September 30™ is an increase of 3.83 points, This is a result of
increases from five of the seven group indices. It can be seen in Graph 1, the Clothing index experienced
the highest increase with 10.14% when compared to the previous month. The Clothing group and
subsequent index, consists of exactly four items and the increase is mainly attributed to the price of
ladies shoes. Although this increase is significant, the overall impact of the increase is relatively
insignificant since the proportion of the clothing index is only 2.17 of the total CPI. The index with the
second highest increase is Household Operations with an increase of 7.64%. Commodities contributing to
the increase are the cost of freezer and 15 inch tv. Similarly with clothing, the Household Operations
index represents a slightly higher proportion (8.82) of the overall CPI both accounts for little variances in
_the overall index.

The group that represents a major bulk of the CPI and consequently of most interest is the Food Index,
and is reflected by a weight proportion of 55.72. Minor increase from this group in respect to its weight
will have a more significant impact on the overall CPI than those with smaller proportions previously
mentioned. Observations of the food index showed an increase of 5.33% from the base period suggesting
that the average price of food has increased by over 5 percent. Commodities that contributed to the
increase are cereals, specifically rice (per kilogram), and packets of biscuits (breakfast crackers);
vegetables such as onions, potatoes; as well as dairy products like butter and a pack of a dozen eggs.

The remaining components of the CPI Index experiencing increases are the Miscellaneous and Alcohol &
Tobacco index with 3.82 and 0.92 percent respectively. Commodities contributing to the increase of the
miscellaneous index are a 64 page exercise book, a blank CD-R with 700mb storage capacity and
toothpaste. Subsequently, the commodity raising the Alcohol and Tobacco index is the mean price of a
pack of Alpine cigarettes.

The Graph below illustrates that the Housing and Transport and Communication Index recorded the only
decreases for its goods and service with -4.89 and -1.80 percent respectively. The sole contributor for the
Housing index is the decreased price of 4x2 timbers and the price of 1 litre canister of motor oil for the
Transport and Communications index. It is anticipated that the factor’s attributing to the decrease maybe
the spending patterns of consumer which is clearly evident in the HIES group weights. These
commodities may have longer shelved life when compared to the other necessity such as food.



Graph 1. Monthly % Increase/Decrease for the period ending September 30th, 2008.
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Conclusion

The magnitude of change in the food index dictates the movement of the CPI due to its representative
proportion in the basket, followed by the Alcohol and Tobacco group. Consumer spending as according
to the HIES analysis are structured around these two indices and to a lesser extent also Transport and
Communications, and Household Operations indexes. Supply and demand also dictates certain
resurgences in some prices of commodities pointing towards cyclical or seasonal variations. Initial
assessments suggest a relationship between inflation and scarcity of commodities at the beginning and
end of each scheduled shipment of supplies. What also needs to be taken into consideration as well are
the random variations affecting prices, particularly in the case of rice and fuel which are being influenced
by soaring global prices making it much more difficult to predict or anticipate. Particular consideration
should be considered on shipment of supplies as well as tariffs on certain staple commodities as a
mechanism for maintaining or controlling price fluctuations for the benefit of consumers and society.

As mentioned previously, the survey will be conducted on a monthly basis to ensure compilation of
reliable data from respondents and to establish time series trends for future analysis.
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